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INTRODUCTION
“Hawaii Income Patterns – Individuals 2004” is the forty-seventh edition of an annual
summary of data from individual income tax returns filed by residents and nonresidents.
Data from federal income tax returns were used to augment items not available on
Hawaii returns.
Data are presented for all resident and nonresident taxpayers. The term "nonresident"
as used in this report includes part-year residents. Brief sections provide separate data
on elderly taxpayers; on blind, deaf or totally disabled taxpayers; and on dependent
taxpayers.

HAWAII INCOME PATTERNS - 2004
INDIVIDUALS
OVERVIEW
Residents and nonresidents filed a total of 606,062 Hawaii income tax returns for the
2004 tax year. Among the major sources of income reported, salaries and wages
increased by 8.0% over the amount in 2003, net capital gains increased by 77.9%, and
pensions and annuities increased by 6.0%. Interest income continued to drop owing to
low bank interest rates. Hawaii adjusted gross income (AGI) amounted to $24.2 billion,
up 16.0% from $20.9 billion in 2003.
Figure 1
Comparison of Selected Items for All 2004 and 2003 Returns
(Money Amounts in Thousands of Dollars)
Item
2004
2003
Number of Returns ............................
606,062
584,932
Number of Exemptions ......................
1,292,059
1,242,422
Number of Age Exemptions ..........
139,738
134,635
Number of Regular Exemptions....
1,152,321
1,107,787

Change
3.6%
4.0%
3.8%
4.0%

Salaries and Wages ..........................
Interest Income ..................................
Capital Gains (Net of Losses) ............
Pensions & Annuities.........................
Hawaii Total Income ..........................
Total Adjustments ..............................
Hawaii Adjusted Gross Income* ........
Taxable Income .................................
Tax Liability Before Credits................
Tax Liability After Credits...................

8.0%
(2.7%)
77.9%
6.0%
16.0%
17.3%
16.0%
18.4%
21.0%
21.0%

$18,141,687
379,498
1,916,076
2,231,525
24,556,944
361,522
24,195,422
19,136,553
1,241,606
1,152,311

$16,798,011
389,910
1,077,058
2,106,006
21,172,435
308,282
20,864,153
16,159,716
1,026,276
952,030

*Includes negative adjusted gross income.

Tax year 2004 saw an increase of 21.0% in income tax liability before credits, and an
increase of 21.0% after credits.
CONFORMITY TO THE INTERNAL REVENUE CODE
The legislature regularly conforms Hawaii's income tax law to adopt most of the
changes in the Internal Revenue Code. However, there are a number of differences
between the income tax laws of Hawaii and those of the federal government.
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Income sources taxed by the federal government but not by Hawaii include social
security benefits, many pension distributions, interest on U.S. savings bonds,
contributions made to a Hawaii individual housing account, and the first $1,750 in
national guard duty or military reserve pay. On the other hand, cost-of-living allowances
of federal civilian employees in Hawaii, employee contributions to the Hawaii state
government retirement system, and interest on state and local government bonds
issued by jurisdictions outside of Hawaii are taxed by Hawaii but not by the federal
government.
Unlike the federal government, Hawaii allows an extra personal exemption for taxpayers
who are at least 65 years of age. The state's personal exemption is only $1,040,
whereas the federal government allowed a personal exemption of $3,100 in 2004.
Hawaii also allows a taxpayer who is blind, deaf or totally disabled to claim an
exemption of $7,000.
LEGISLATION
During 2004, the Hawaii legislature enacted several income-tax-related measures.
Act 89 conformed Hawaii income tax law to the federal Internal Revenue Code.
Specifically, the Act extended the special filing extension rules for service personnel in
combat zones to personnel deployed in contingency operations and allowed the same
tax benefits for health savings accounts (HSAs) as the federal Medicare Prescription
Drug, Improvement, and Modernization Act of 2003. The Act also adopted the following
provisions of the Military Family Tax Relief Act of 2003:
• Increased the military death benefit from $6,000 to $12,000 (retroactive to
September 11, 2001);
• Clarified that dependent care assistance will not be included in a taxpayer's
income;
• Provided an exception to the two-out-of-five year rule for certain uniformed and
foreign service personnel with respect to the $250,000 gain exclusion for home
sales;
• Provided an above-the-line deduction for overnight travel expenses of national
guard and reserve members;
• Provided penalty-free withdrawals from Coverdell education savings accounts
and qualified tuition programs made on account of attendance of the beneficiary
at certain military academies;
• Loosened the "substantially all" requirement with respect to membership
requirements of veterans' organizations;
• Suspended an organization's tax-exempt status for any period during which the
organization is designated or identified by U.S. federal authorities as a terrorist
organization or supporter of terrorism.
However, Act 89 does not conform to the definition of net investment income, the bonus
for first year depreciation, or the increase in the expensing deduction.
4
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Act 97 clarified that the renewable energy technologies tax credit is non-refundable and
that unused credit may be claimed in subsequent years until exhausted. This applies to
taxable years beginning after December 31, 2002.
Act 140 provided that the annual dollar amount of the ethanol facility tax credit is equal
to 30 percent of the ethanol production facility's nameplate capacity, to the extent that
the capacity is greater than 500,000 gallons but less than 15 million gallons. The Act
further clarified that the credit is limited to 100 percent of the total of all investments
made by the taxpayer in the qualifying ethanol production facility during the 8-year tax
credit period. Taxpayers who take the ethanol facility tax credit are prohibited from
claiming or receiving any other tax credit for the same taxable year. The total amount of
ethanol facility credits available is capped at $12 million per year. The Act applies to
taxable years beginning after December 31, 2003.
Under Act 195, an individual taxpayer can claim an income tax deduction of up to
$3,000 per year for qualified expenditures on each exceptional tree on the taxpayer's
property. The tree must be designated as an exceptional tree by a certified arborist.
The Act applies to tax years 2004 and beyond.
Act 197 increased the allowable exclusion from Hawaii net income tax for National
Guard members and reservists. The Act allows them to exclude the first $1,750 of pay
received for 48 drills (12 weekends) and 15 days of annual duty over a 5-year period
beginning January 1, 2005.
Act 215 extended the tax credits for technology infrastructure renovation, high
technology business investment, and research activities for an additional five years.
The Act also established the State Private Investment Fund (within the Hawaii Strategic
Development Corporation) and created a new Tax Administration Special Fund. The
Department of Taxation is authorized to charge fees for certifying the high technology
business investment and research activities tax credits, and for providing comfort letter
rulings to businesses. Fees collected will be deposited into the Tax Administration
Special Fund. Act 215 also amended the definition of computer software and limited the
use of research activities tax credits to qualified high technology businesses.
Under Act 228, an individual taxpayer can designate $5 ($10 for joint filers) to be
deposited as follows: one-third into the Hawaii Children's Trust Fund, and two-thirds
divided equally among the Domestic Violence Prevention Special Fund and the spouse
and child abuse special accounts under the Department of Human Services and the
Judiciary. The Act applies to tax year 2004 and beyond.
Act 241 exempted from income tax the amounts received and collected as a "beverage
container deposit". The measure will apply upon approval.
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DATA SOURCE AND METHODOLOGY
Data for this report were collected from the Department of Taxation's computerized
Integrated Tax Information Management System (ITIMS). Information from the ITIMS
Tax Processing System (ITPS) was retrieved for returns processed up to December
2005. (The due date for all returns with extensions was October 20, 2005.)
Supplemental data extracted from the federal Individual Master File and Individual
Return Transaction File (IMF/IRTF) were supplied by the Internal Revenue Service
(IRS).
Of the total 606,062 returns processed, a stratified random sample of 52,890 returns
was used for this study. The sample was stratified by Hawaii AGI for residents and by
worldwide AGI for nonresidents. Sampling rates ranged from 4.7% of the returns with a
low positive AGI, to 100% of the returns with a very large positive or negative AGI.
Figure 2 displays the sampling rates by AGI level and by type of return.
Figure 2
Sample Size and Frequency (Percent of Population) by Return Type
AGI*
In $Thousands
Under -$1,000
-$1,000 <
-100
-100 <
0
0 <
50
50 <
100
100 <
200
200 <
500
500 < 1,000
1,000 &
over
Special Cases**
TOTAL

N-11
Size
24
376
3,065
16,209
8,910
5,830
2,194
1,152
557
533
38,850

N-12
%

100.0
99.2
33.1
4.7
9.2
17.5
29.2
99.8
100.0
100.0
7.8

Size
80
439
61
103
12
2
36
733

%
100.0
5.3
10.0
100.0
100.0
100.0
100.0
8.0

N-13
Size
3
1,906
97
5
2,011

N-15
%

Size

105
299
100.0
475
5.0 1,563
10.6 1,280
100.0 1,469
- 1,765
- 1,618
- 2,500
222
5.2 11,296

%
100.0
100.0
39.3
4.9
10.3
19.8
39.7
100.0
100.0
100.0
18.3

* Hawaii AGI for Forms N-11, N-12, and N-13; worldwide AGI for Form N-15.
** Returns with individual housing accounts or casualty & theft losses.

The stratified random sample of resident returns taken from ITPS was then merged with
the federal data set to obtain additional information, such as income sources and
adjustments. Since the federal data set was created before the ITPS December cutoff
date, a small fraction of the sample could not be matched with the federal data set. The
unmatched returns were either matched manually with paper copies of the federal
returns from the same year (if attached to the Hawaii return), or electronically with the
federal returns from the previous year.
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N-15 forms filed by nonresident taxpayers were not merged with the federal data set,
mainly because the federal data set includes only those returns with Hawaii addresses,
and N-15 filers often have addresses outside of Hawaii. Therefore, certain details on
income sources are not available for nonresident returns.
All returns in the sample data set were edited for errors, using the hard copies of the
returns. If the information could not be gleaned from the hard copy of the return (as
when IMF/IRTF data were used for Form N-11), the discrepancies were reported as
“unknown income” or “unknown adjustments”.
Some of the statistics contained in this report are broken down by the four taxation
districts of Hawaii: the First Taxation District (the island of Oahu), the Second Taxation
District (the islands of Maui, Molokai and Lanai), the Third Taxation District (the island of
Hawaii) and the Fourth Taxation District (the islands of Kauai and Niihau).
In conformity to Internal Revenue Service Publication 1075, the Hawaii Department of
Taxation does not publish or disclose statistics or other information that may identify,
directly or indirectly, a particular taxpayer. The Department of Taxation does not
disclose tabulations containing: data for fewer than three returns at the state level, fewer
than 10 returns at the county level, or individual returns that represent a large
percentage of the tabulation. Additional tabulations may be suppressed in statistical
tables that would allow the reader to infer the quantities of the tabulations which were
originally suppressed.
TYPES AND NUMBER OF RETURNS FILED
Generally, an individual must file a Hawaii income tax return if his or her Hawaii gross
taxable income exceeds the sum of the standard deduction and the personal
exemption. However, any person doing business in Hawaii must file a return,
regardless of the amount of net income. Many individuals who were not required to file a
return nevertheless chose to do so in order to claim one or more of the tax credits
offered.
A dependent taxpayer whose unearned income is $500 or more, or whose gross
income is greater than the applicable standard deduction amount, must also file a
return. If the dependent's income is derived solely from interest and dividends and is
between $500 and $5,000, and if the dependent is under age 14, then a parent may file
Form N-814, ("Parent's Election to Report Child's Interest and Dividends") for the
dependent.
Individual taxpayers generally must file one of the following four income tax forms:
Form N-11 -

generally for Hawaii residents who file a federal income tax
return. This form uses federal adjusted gross income as the
starting point for calculating Hawaii taxable income.
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Form N-12 -

generally for Hawaii residents who do not file a federal income tax
return and do not qualify to use Form N-13.

Form N-13 -

for Hawaii residents with taxable income below $100,000 and
who do not itemize deductions or claim adjustments to income.
Taxpayers who itemize deductions or claim adjustments to
income must use Form N-11 or Form N-12.

Form N-15 -

for part-year residents and nonresidents.
Figure 3
Comparison of Types of Return Filed
In Each Taxation District in 2004 and 2003

Type of Return

TAXATION DISTRICT
Second
Third

State

First

Fourth

All Returns
2004
2003
% Change

606,062
584,932
3.6%

445,116
430,860
3.3%

63,203
60,965
3.7%

69,375
65,619
5.7%

28,368
27,488
3.2%

Form N-11
2004
2003
% Change

496,014
473,650
4.7%

353,509
339,111
4.2%

56,964
54,409
4.7%

60,345
56,231
7.3%

25,196
23,899
5.4%

Form N-12
2004
2003
% Change

9,181
10,478
(12.4%)

6,713
7,635
(12.1%)

899
974
(7.7%)

1,158
1,359
(14.8%)

411
510
(19.4%)

Form N-13
2004
2003
% Change

39,007
42,388
(8.0%)

27,729
29,971
(7.5%)

3,446
3,747
(8.0%)

5,785
6,281
(7.9%)

2,047
2,389
(14.3%)

Form N-15
2004
2003
% Change

61,860
58,416
5.9%

57,165
54,143
5.6%

1,894
1,835
3.2%

2,087
1,748
19.4%

714
690
3.5%

Figure 3 displays the number of returns processed in tax years 2004 and 2003. The
number of returns filed increased 3.6% or by 21,130 returns, in 2004. Eighty-two
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percent of resident taxpayers chose to file Form N-11. The number of N-11 returns filed
grew 22,364, whereas the number of N-12 and N-13 returns filed declined by 1,297 and
3,381 respectively. Returns filed by nonresidents increased by 3,444.
The distribution of returns by filing status has remained stable over the years. The most
common filing status among resident taxpayers was single, whereas joint returns were
most common among nonresident taxpayers. As shown in Figure 4, 49.1% of residents
claimed single status, followed by 37.8% joint filers; nonresidents, on the other hand,
had 49.0% joint filers, followed by 40.0% single filers.
Figure 4
Number of Returns by Status of Taxpayer

Status
Joint ...............…………
Single........................…
Married Filing Separate
Head of Household...…
Qualified Widow(er)..…
TOTAL

Residents
No. of
% of
Returns Total
205,858
267,431
9,365
61,179
369

37.8%
49.1%
1.7%
11.2%
0.1%

544,202 100.0%

Note: Totals may not add up due to rounding.
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Nonresidents
No. of
% of
Returns Total
30,287
24,764
4,530
2,263
16

49.0%
40.0%
7.3%
3.7%
0.0%

61,860 100.0%

All Returns
No. of
% of
Returns Total
236,145
292,195
13,895
63,442
385

39.0%
48.2%
2.3%
10.5%
0.1%

606,062 100.0%
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RESIDENT RETURN STATISTICS
Chart 1 shows the major components of resident returns for the 2004 tax year.
Resident Income and Adjustments
Residents reported total income of $25.5 billion on their federal income tax returns for
2004, but they reported only total income of $23.1 billion on their Hawaii income tax
returns for the same year. Of the income reported on the Hawaii income tax returns,
salaries and wages was the largest category amounting to $17.5 billion and accounting
for 75.8% of the total. The second largest category, pensions and annuities, amounted
to $2.2 billion and accounted for 9.5% of the total. Table 4 in the “Statistical Tables”
section of this report presents the types and amounts of income sources by AGI class.
Proprietors filing Schedule C for federal Form 1040 reported net income totaling $851.4
million, representing a 4.2% increase over the previous year, although net sales of
capital assets (also reported on Schedule C) jumped 73.0% to $1,204.0 million. Net
income from rents and royalties (reported on Schedule E for federal Form 1040) grew
10.2% from $76.7 million in 2003 to $84.5. million in 2004, whereas partnership income
(also reported on Schedule E) decreased 11.5% to $534.1 million. Unemployment
compensation dropped 23.2% from $113.2 million in 2003 to $86.9 million in 2004.
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Chart 1
Components of a Resident Return
(Dollars in Millions)
INCOME FROM ALL SOURCES
$23,150
Interest
Annuities
‘S’ Corporation
Dividends
Capital Gains
Estates & Trust
Business Income
Rents & Royalties
State Tax Refund
Salaries & Wages
Partnership Income
Alimony Received
Other Sources
MINUS
ADJUSTMENTS TO INCOME
$330
TAXABLE RETURNS
EQUALS
ADJUSTED GROSS INCOME1
$22,805

Student Loan Interest
Payments to IRA Plans
Reservist/National Guard Wages2
Adjustments of Self-Employed3
Individual Housing Account
Exceptional Trees
Certain Business Expenses

Moving Expenses
Alimony Paid
Forfeited Interest
Health Savings Acct
Educator Expenses
Unknown4

MINUS
TOTAL DEDUCTIONS
$4,089

NONTAXABLE RETURNS
EQUALS
ADJUSTED GROSS INCOME1
$15
MINUS

Sum of: Contributions, Interest, Taxes,
Medical & Dental, Casualty,
and Misc. Deductions

TOTAL DEDUCTIONS
$565

OR Standard Deductions
MINUS
EXEMPTIONS
$1,009

MINUS
PERSONAL, DEPENDENT and
AGE EXEMPTIONS

EXEMPTIONS
$225

EQUALS

EQUALS

TAXABLE INCOME
$17,707

TAXABLE INCOME
$0

TAX BEFORE CREDITS
$1,149

TAX BEFORE CREDITS
$0

MINUS
TAX CREDITS
$80
EQUALS
TAX AFTER CREDITS
$1,070

TAX CREDITS
Low-Income
Ethanol
Energy
Renter’s
Car Seat
Dependent Care
Capital Goods Excise
Enterprise Zone
Other State/Foreign Taxes
Commercial Fishing Fuel
Ind. Development Account

Residential Remodeling
Motion Picture
Hotel Remodeling
Job Credit
High Technology
Technology Infrastructure
Low-Income Housing
Research Activities
Drought Mitigating
School Repair
Other Tax Credits

Includes losses.
Exclusion of first $1,750 of duty pay.
3
Includes SEP, self-employment tax, and health insurance deductions.
4
Unknown may include clean fuel vehicle and medical savings account deductions.
Note: Detail may not add up to total due to rounding.
1
2
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$2
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Federal AGI is the starting point for calculating Hawaii taxable income on Form N-11, so
for residents filing this form, total Hawaii gross income was derived by adding items
taxed by Hawaii but not by the federal government, and then subtracting items taxed by
the federal government but not by Hawaii. Some of the items that were added to the
federal AGI are cost-of-living allowances (COLA) for federal employees, contributions to
the State employees' retirement system (ERS), and interest on out-of-state bonds.
Some of the items that were subtracted from the federal AGI include social security
benefits and certain pensions. Items added to the federal AGI totaled $532.9 million,
whereas the items subtracted totaled $2,908.6 million. These adjustments account for
the bulk of the difference between total income reported by Hawaii residents on their
federal and Hawaii income tax returns.
The number and amounts for each type of adjustment are listed in Figure 5. Form N-11
does not require the taxpayer to report adjustments, so the adjustments are not known
for returns that could not be matched with the federal returns and are listed as
“unknown adjustments”.
Hawaii total adjustments amounted to $330.0 million. As shown in Figure 5, the top
three adjustment amounts were claimed by self-employed taxpayers—self-employed
retirement plans, self-employment tax, and self-employment health insurance.
Figure 5
Adjustments to Income on Resident Returns
Number of
Type of Adjustment
Returns
Amount
Self-Employed Retirement Plans.....................................
5,316 $ 75,637,631
One-half of Self-Employment Tax..........................….......
52,808
65,849,527
Self-Employment Health Insurance Deduction...............
12,712
48,535,511
Individual Retirement Account Contributions..................
16,432
47,402,533
Alimony Paid......................................................................
1,225
15,301,445
Student Loan Interest.........................................................
19,916
12,102,425
Hawaii National Guard/Military Reserve Pay..................
4,965
8,509,431
Moving Expenses..............................................................
2,707
7,946,391
Certain Business Expenses.............................................
613
1,414,041
Penalty for Early Withdrawal of Savings..........................
2,597
802,723
Individual Housing Account Contributions.......................
121
484,933
Health Savings Accounts..................................................
27
74,600
Exceptional Trees Deduction...........................................
0
Unknown Adjustments*......................................................
1,894
42,337,770
Hawaii Total Adjustments
113,704 $ 326,398,961
College Tuition and Fees (federal only)..........................
16,614 $
38,635,113
Educator Expenses (federal only)....................................
14,300
3,577,242
*Unknown may include clean fuel vehicles and medical savings account deductions.
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Hawaii AGI amounted to $22.8 billion in 2004, increasing 15.2% from the $19.8 billion in
2003. The median AGI for all resident returns advanced by 5.0% from $23,533 in 2003
to $24,704 in 2004, while the median AGI reported on taxable resident returns
increased by 3.8%.
Figure 6
Median Adjusted Gross Income on Resident Returns
by Status, Taxation District and Year
Taxation
District

All Returns
2004
2003

All Resident Returns*
Oahu
$ 24,793 $ 23,820
Maui
26,298
24,739
Hawaii
22,727
20,794
Kauai
24,759
23,543
STATE
$ 24,704 $ 23,533

2004

2003

All Others**
2004
2003

$ 52,627 $ 49,289
53,657
52,056
43,817
40,363
48,597
42,128
$ 51,351 $ 47,966

$ 16,895 $ 16,340
18,777
18,291
16,080
14,686
17,036
17,678
$ 17,116 $ 16,483

30,604
29,073
26,805
29,288

63,119 $ 59,778
59,740
58,390
52,616
50,173
57,326
51,665

$ 21,766 $ 21,317
22,482
21,667
21,005
19,325
21,054
21,127

$ 31,064 $ 29,920

$ 60,776 $ 58,011

$ 21,719 $ 21,140

Taxable Resident Returns
Oahu
$ 31,586 $
Maui
31,360
Hawaii
28,341
Kauai
30,864
STATE

Joint

*Includes returns with AGI losses.
**Includes single, married filing separately, heads of households, and qualifying surviving spouses.

Resident Deductions and Personal Exemptions
Taxpayers may choose to itemize their deductions rather than take the standard
deduction. Itemizers may deduct from adjusted gross income part of their medical and
dental expenses, certain taxes paid, interest expenses, charitable contributions,
casualty and theft losses, and other miscellaneous expenses. Some of these
deductions have limitations. Only the part of medical and dental expenses over 7.5% of
AGI is deductible; certain miscellaneous deductions are limited to 2% of AGI, while
casualty and theft losses are limited to 10% of AGI. Taxpayers with AGI more than
$100,000, (or more than $50,000 if married and filing separately) are required to reduce
their itemized deductions by the smaller of 80% of certain itemized deductions or 3% of
the amount by which AGI exceeds the $100,000 (or $50,000) threshold.
Taxpayers who choose not to itemize their deductions may subtract the standard
deduction from their adjusted gross income. The standard deduction is based on the
taxpayer’s filing status, as listed below:

13

Individual Income - 2004

Status

Standard Deduction

Single .............................................................
Joint................................................................
Married Filing Separately ...............................
Head of Household.........................................
Qualified Widow(er) ........................................
Dependent......................................................

$ 1,500
1,900
950
1,650
1,900
500

The standard deduction for dependent taxpayers is limited to the greater of $500 or their
earned income (up to the full standard deduction for their filing status). In most cases,
dependent taxpayers claim single status, and the corresponding maximum standard
deduction is $1,500.
More than half of the 544,202 residents who filed a return in 2004 itemized deductions.
The total of the itemized deductions was $4,298.7 million. The remaining 42.0% of
residents claimed the standard deduction in 2004. The total of the standard deductions
was $355.3 million.
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As illustrated in Chart 2, the percentage of taxpayers using the standard deduction has
steadily declined over the past ten years, from 51.7% in 1995 to 42.0% in 2004,
perhaps because Hawaii's standard deduction has not been adjusted for inflation. The
standard deduction for federal income tax returns increased again in 2004, but Hawaii
has made only three changes since 1982. Prior to 1982, the standard deduction was
equal to 10% of AGI, up to a maximum $1,000 for those filing a joint return, or $800 for
single or head-of-household filers.

Tax Year

Single

Joint

1982
1987
1989

$ 800
1,000
1,500

$1,000
1,700
1,900

Head of
Household

Married
Filing
Separate

$ 800
1,500
1,650

$500
850
950

As shown in Figure 7, itemized deductions amounted to $4,298.7 million in 2004. This
was 92.4% of the total allowable deductions of $4,654.0 million claimed that year. The
remaining 7.6% was composed of standard deductions. Itemized deductions not
allowed totaled $133.5 million.
Figure 7
Itemized Deductions Claimed by Residents - 2004
(Thousands of Dollars)

Deduction Type
Interest ................................................
Taxes ..................................................
Charitable Contributions ......................
Medical ................................................
Casualty & Theft ..................................
Miscellaneous .....................................
Total Itemized Deductions ...................
Total Unallowed Deductions................
Allowable Itemized Deductions ...........

No. of
% of
Claims Itemizers
163,452
51.8
308,582
97.8
256,555
81.3
76,366
24.2
1,017
0.3
128,046
40.6
315,381
100.0
43,269
315,381

Amount of
Claim
% of Total
$ 1,747,051
39.4
1,389,731
31.4
584,677
13.2
296,145
6.7
8,753
0.2
405,774
9.2
$ 4,432,131
100.0
133,474
$ 4,298,656

NOTE: Totals may not add up due to rounding.

Taxes continue to be the most commonly claimed deduction, followed by charitable
contributions. The highest amount claimed, however, was for interest deductions.
Smaller numbers of taxpayers qualified for the deductions for medical and dental
expenses, casualty and theft losses, and certain miscellaneous expenses.
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Each taxpayer, spouse, and qualified dependent is allowed a personal exemption of
$1,040. Taxpayers or spouses 65 years of age or older are allowed an additional
personal exemption of $1,040. A taxpayer who is claimed as a dependent on another
taxpayer’s return cannot claim a personal exemption on his or her own return.
Blind, deaf, or totally disabled taxpayers are allowed a special personal exemption of
$7,000 in lieu of the regular personal exemptions. If the spouse is also disabled, the
total allowable exemption amount is $14,000.
For tax year 2004, a total of 1,159,803 exemptions were reported on 511,043 resident
returns for an average 2.3 exemptions per return. The total exemption amount claimed
was $1,234.0 million.
Resident Taxable Income and Tax Liability
Subtracting deductions and personal exemptions from AGI yields taxable income.
Nearly 84% of all resident returns reported taxable income in 2004. The total taxable
income was $17,706.6 million, which is $2,624.2 million more than reported in 2003.
The average taxable income for returns with a positive tax liability was $38,979,
representing a 12.4% increase over 2003.
Tax liability is determined by using the tax rate schedule, or the tax table. Gross tax
liability before tax credits grew 19.9% from $959.0 million in 2003 to $1,149.4 million in
2004. The average gross tax liability per taxable return in 2004 was $2,530. Net tax
liability after tax credits that year amounted to $1,069.5 million, or an average $2,364
per taxable return.
The average effective tax rate for returns with positive taxable income before credits
was 6.5% for 2004. After credits, this tax rate fell to 6.0%. Based on AGI, the average
effective tax rate was 5.0% before credits and 4.7% after credits.
NONRESIDENT AND PART-YEAR RESIDENT RETURN STATISTICS
Nonresidents and part-year residents use Form N-15 to file their income tax returns.
Sources of income and adjustments are reported on this form for worldwide income and
for Hawaii-source income, but the focus of this report is on Hawaii income and
adjustments. The term "nonresident" as used in this report includes part-year residents.
The number of Form N-15 filers increased by 3,444, or by 5.9% from 2003 to 2004.
Nonresidents and part-year residents made up 10.2% of all returns filed in 2004,
compared with 10.0% a year earlier.
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Nonresident Income and Adjustments
Nonresidents reported $1,407.2 million in total income from Hawaii sources in 2004. As
shown in Figure 8, salaries and wages totaled $651.4 million, up $41.9 million from the
$609.5 reported in the previous year. The nonresident population changes constantly,
so income for nonresidents also fluctuates widely from year to year.
Figure 8
Sources of Income Reported
by Nonresident Taxpayers in 2004 and 2003
(In Thousands of Dollars)
Sources of Income

2004

TOTAL ...........................................

$

1,407,217

Salaries and Wages .......................

$

651,388

2003
$ 1,009,463 $
$

609,472 $

Increase
(Decrease)
397,754
41,916

Interest ...........................................

37,757

26,659

11,098

Ordinary Dividends ........................

8,774

7,310

1,464

Capital Assets/Other Property .......

712,124

381,082

331,042

Rents, Royalties, Partnerships,
S Corp., Estates and Trusts .......

81,568

80,640

928

All Other Sources ...........................

(84,394)

(95,700)

11,306

Hawaii AGI of nonresidents amounted to $1,375.7 million in 2004 (equal to total Hawaii
income of $1,407.2 million less adjustments of $31.5 million), whereas the worldwide
income of these taxpayers was $29,234.8 million.
Nonresident Deductions and Exemptions
Nonresidents must prorate the standard deductions and exemption amounts to
determine their Hawaii taxable income. The prorated amount is the ratio of Hawaii AGI
to worldwide AGI. Hawaii AGI, less the prorated exemption amount and less either the
Hawaii itemized deductions or the prorated standard deduction, equals Hawaii taxable
income.
In 2004, less than one-half (39.2%) of nonresidents used the standard deduction, while
44.1% of non-residents itemized deductions. Of the $274.8 million of prorated itemized
deductions claimed by 27,270 nonresidents, $14.7 million was not allowed. Prorated
standard deductions, which were claimed on 24,225 returns, amounted to $19.1 million.
The allowable itemized deductions plus the standard deductions totaled $279.3 million,
which was $53.1 million more than in 2003. Nonresidents claimed a total of 132,256
exemptions and the prorated exemption totaled $44.6 million.
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Nonresident Taxable Income and Tax Liability
Hawaii taxable income was reported on approximately 73.4% of the returns filed by
nonresidents in 2004. The total of their taxable income was $1,430.0 million. The
average taxable income per taxable return was $31,495. Gross tax liability before tax
credits amounted to $92.2 million and the average gross tax liability was $2,030 per
taxable return. After tax credits, total net tax liability amounted to $86.8 million, or an
average of $1,899 per taxable return.
ELDERLY RESIDENT TAXPAYERS
Taxpayers sixty-five years of age or older are defined as elderly and may claim an extra
exemption. Accounting for 17.4% of total resident returns, the elderly taxpayers (94,852
returns) reported Hawaii total income of $2,420.4 million and federal total income of
$4,369.2 million in 2004. The largest income source of elderly filers was pensions and
annuities, which made up $1,463.1 million, or 33.5% of their total federal income,
followed by salaries and wages. For non-elderly taxpayers, the largest source of
income was salaries and wages, whereas pension and annuities was the third largest,
after proprietorship income. Figure 9 compares the distribution of income sources of
elderly and non-elderly taxpayers.
Elderly taxpayers subtracted $34.8 million of adjustments from their Hawaii total
income, resulting in Hawaii AGI of $2,385.6 million. Elderly taxpayers claimed $66.4
million in standard deductions, $698.6 million in itemized deductions, and $304.3 million
in personal exemptions, leaving Hawaii taxable income of $1,357.6 million. The
resulting tax liability was $111.8 million before credits and $98.7 million after credits.
BLIND, DEAF AND DISABLED RESIDENT TAXPAYERS
Blind, deaf, or totally disabled (BDD) taxpayers may claim a special personal exemption
of $7,000 in lieu of the $1,040 regular personal exemption. A spouse on a joint return
with a disabled taxpayer is entitled to an exemption of $1,040 plus an additional $1,040
if the spouse is aged 65 or older. A disabled spouse on a joint return is also entitled to
the $7,000 exemption, so the maximum allowable exemption on a joint return with two
disabled taxpayers is $14,000. Disabled taxpayers may not claim any additional
exemptions for dependents or age.
Resident returns with BDD exemptions numbered 5,279 in 2004. BDD taxpayers
reported federal total income of $255.8 million and Hawaii total income of $186.0
million. Their highest source of income was salaries and wages ($83.7 million),
followed by pensions ($46.9 million), and net capital gains ($32.9 million). Their taxable
income was $78.5 million, and their tax liability before and after credits amounted to
$6.8 million and $6.0 million, respectively.
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Figure 9
Sources of Income Reported by the Elderly and
All Other Residents - 2004
(In Thousands of Dollars)
Elderly

Sources of Income
FEDERAL TOTAL INCOME
Salaries and Wages..........
Taxable Dividends.............
Interest..............................
Sole Proprietorships..........
Capital Assets and
Other Property...............
Rents and Royalties..........
Partnerships......................
Estates and Trusts............
Pensions and Annuities.....
Taxable IRA Distributions..
Taxable Social Security.....
All Other Sources..............

% of
Amount
Total
$ 4,369,154
100
$

836,578
183,123
179,398
92,897

19.1
4.2
4.1
2.1

452,772
103,513
63,434
26,743
1,463,072
218,862
478,346
270,416

10.4
2.4
1.5
0.6
33.5
5
10.9
6.2

All Others
Amount
$ 21,156,335

% of
Total
100

$ 16,653,721
177,103
162,343
758,472

78.7
0.8
0.8
3.6

751,179
(
19,002 )
470,643
20,990
756,706
130,491
75,746
1,217,943

(

3.6
0.1 )
2.2
0.1
3.6
0.6
0.4
5.8

Note: Totals may not add up to total due to rounding. Percentages are expressed in terms of the net total
income after losses.

DEPENDENT RESIDENT TAXPAYERS
Dependent taxpayers file their own returns, but they are claimed as dependents by
other taxpayers, so they may not claim the personal exemption of $1,040. Dependents
may itemize deductions, or they may claim the standard deduction, which is the greater
of $500 or their earned income (up to the full standard deduction for their filing status).
A total of 33,159 dependents filed returns in 2004, a slight increase over the 32,917
returns filed in 2003. Their Hawaii total income was $173.7 million, while their federal
total income was $173.6 million. Their major source of Hawaii income was salaries and
wages, which amounted to $161.2 million, or 92.8% of their Hawaii total income. Their
adjusted gross income was $173.0 million. Their taxable income was $127.7 million,
and their tax liability was $5.1 million before credits and $5.0 million after credits.
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TABLES

1

1. "d" in the tables denotes the data in the cell were suppressed to prevent potential disclosure of
confidential taxpayer information.
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