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TAX INFORMATION RELEASE no 90-6

RE: Act 16, Session Laws of Hawaii (SLH) 1990, Relating to
S Corporations.

Act 16, SLH 1990, incorporates provisions of the Mde
S Corporation State Inconme Tax Act into Hawaii’s Net Incone Tax
Law effective for taxable years beginning after Decenber 31
1989. A nunber of changes to Hawaii’'s |law were nmade by this Act.

A valid S corporation election for federal purposes is
now automatically effective for Hawaii inconme tax purposes
wi thout the separate election previously required. This applies
not only to those corporations electing federal S corporation
status for the first tine, but also to those corporations which
chose not to, or could not, nake the election for Hawaii incone
tax purposes in the past. Act 16, SLH 1990, does not permt
sharehol ders of a federal S corporation to elect out of S status
for Hawaii purposes. The Hawaii S status is effective for
t axabl e years beginning after Decenber 31, 1989.

S corporations doing business in nore than one state,

i ncluding Hawaii, nust provide each of their shareholders who is
not a resident of the State of Hawaii with information regarding
t he sharehol ders share of the corporation Hawaii incone.

S corporations having nonresident sharehol ders are
required to obtain from each nonresident shareholder, and file
with the Departnent, an agreenent that the shareholder will file
a Hawaii return and make tinmely paynent of all taxes inposed with
respect to the shareholder’s share of the S corporation’s Hawaii

i ncone. Al so, the shareholder will be subject to persona
jurisdiction in the State for purposes of the collection of
unpai d income tax, penalties, and interest. If the corporation

fails to timely file these agreenents on behalf of its
nonr esi dent sharehol ders, the corporation is required to pay to
the State, on behalf of each sharehol der for whom an agreenent
has not been tinely filed, an anmount equal to the highest
marginal tax rate on individuals multiplied by the shareholder’s
pro rata share of the incone attributable to the State. Any
paynments nmade will be considered to be a paynent by the

shar ehol der on account of the inconme tax inposed on the
sharehol der for the taxable period. These agreenents are to be
filed wth the Departnent at the tine the annual return is filed.
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S corporations having nonresident shareholders may file
conposite returns and nmake conposite paynents on behal f of sone
or all of their nonresident sharehol ders.
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