
Report No. 16-08 / November 2016    1

Tax credits: tools 
for economic 
development 

TAX CREDITS and other 
forms of financial incentives 
are forms of government 
spending.  Tax credits 
reduce the amount of tax 
that a business otherwise 
would be required to pay.  
In the case of refundable 
tax credits, if the amount 
of a tax credit exceeds a 
taxpayer’s tax liability, the 
excess of the credit over the 
liability can be paid by the 
government to the taxpayer 
in the form of a tax refund.  

What problems did the audit work 
identify?
IN REPORT NO. 16-08, Audit of Hawai‘i’s Motion Picture, Digital 
Media, and Film Production Income Tax Credit, we found that insufficient 
administration of the film tax credit by the Department of Taxation (DoTAX) 
and the Hawai‘i Film Office has likely increased the cost of the credit while 
overstating the possible economic benefits that it provides to the State. 

Why did these problems occur?
DOTAX HAS BROADENED THE SCOPE of the film tax credit by including 
out-of-state expenses as “qualified production costs.”  That action is 
inconsistent with the plain language of the statute and the Legislature’s 
intent that the incentive would stimulate economic growth in Hawai‘i.  For 
example, expenditures paid to out-of-state businesses and service providers 
do not infuse money into Hawai‘i’s economy or provide income for local 
residents; they do not create local jobs. 

We also found that DoTAX has not adopted administrative rules needed 
to provide assurance that the film tax credits are sufficiently administered.  
Without such rules, tax credit qualifications are unclear, the film office 

Ph
ot

o:
 P

et
ty

 O
ffic

er
 2

nd
 C

las
s 

Na
rd

el 
G

er
va

cio
 - 

Pu
bl

ic 
Do

m
ain

, 
ht

tp
s:

//c
om

m
on

s.
w

iki
m

ed
ia.

or
g/

w
/in

de
x.

ph
p?

cu
rid

=3
93

83
01

8

Auditor’s Summary
Audit of Hawai‘i’s Motion Picture,  
Digital Media, and Film Production 
Income Tax Credit
Report No. 16-08



2    Report No. 16-08 / November 2016

does not have the administrative tools to enforce deadlines and other 
filing requirements, and there is no requirement that production costs be 
independently verified as qualifying for the tax credit.  We have serious 
concerns about DoTAX’s extended delay in promulgating rules.  It has been 
more than ten years since the current form of the film tax credit  
was enacted. 

Although the film tax credit law has existed in its current 
form since 2006, DoTAX has yet to promulgate rules.

While we strongly recommend that DoTAX promulgate rules without 
further delay, we found a number of provisions in the most recent public 
version of the proposed rules that should be revised to provide greater 
assurance that the film tax credits are being managed in accordance and 
consistent with the statute’s intent.  

We also found that the film office’s analysis of film tax credit data does 
not measure the incentive’s true costs and reports economic impacts that 
are based on incomplete and overstated data.  For instance, it includes 
an unknown amount of out-of-state expenditures and wages paid to non-
residents, as well as inaccurate production expenditure data.  For example, 
highly paid producers, directors, actors, and crew are often residents 
of other states.  While they may spend some of their salary or wages in 
Hawai‘i, it is very unlikely that a significant percentage of their Hawai‘i-
earned income flows into the local economy.  Including these salaries and 
other out-of-state expenditures in the calculation of benefits to the State 
significantly over-inflates the film tax credit’s economic impacts.  Instead, 
the film office should report to the Legislature on the quality of the jobs 
generated by film productions.  Currently, the film office collects this type 
of information from production companies applying for the tax credit, but it 
does not track or report on it. 

Why do these problems matter?
THE FILM TAX CREDIT is set to sunset at the end of 2018, at which time the 
Legislature will need to decide whether the benefits of the program justify 
its continuing costs.  Unfortunately, the film office cannot provide the 
Legislature with the relevant, accurate, and timely data necessary to make 
this determination.  

The percentages of 
qualified production 

costs a company 
receives as a tax credit 
for filming on O‘ahu (20 
percent) or a neighbor 

island (25 percent). 
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We found that, for a major motion picture 
shot in 2014, above-the-line talent earned 
$3.36 million in wages while filming in 
Hawai‘i.  All of these jobs were filled by 
non-Hawai‘i residents.  Based on the 
Department of Business, Economic 

Development and Tourism’s economic 
model, the film office likely estimated 
that the $3.36 million earned by the 
non-resident talent generated more than 
$1.41 million in local household income, 
even though the majority of the above-
the-line talents’ earnings likely were spent 
outside of Hawai‘i.

Starring Roles


