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May 28, 2021

The Honorable David Y. Ige
Governor, State of Hawaii
Executive Chambers

State Capitol, Fifth Floor
Honolulu, HI 96813

Dear Governor Ige:

The Council on Revenues held a meeting to forecast revenue growth for the State
General Fund on May 25™, 2021. The Council increased its forecast to 5.0% from -2.5%
for fiscal year (FY) 2021. The Council lowered its forecast for FY 2022 to 3.0% from 4.0%.
The Council forecasted that General Fund tax revenue growth rates will be 4.0% for FY's
2023-2027.

The upward revision in the 2021 forecast is due to robust year-to-date collections
due to healthy income tax collections, the rapid recovery of tourist arrivals, and renewed
consumer spending. In April 2021, monthly General Fund revenue exceeded $1 billion and
increased the year-to-date cumulative growth rate from -8.9% to -0.1%. Further, the
economic impacts of the $1.9 trillion American Rescue Plan Act contributed to the
improved economic outlook, along with the reduction in public health risks related to
COVID-19. Increasing vaccination rates have decreased the risk of community
transmission and increased appetite for travel. This has fueled a rapid increase in visitor
arrivals and boosted the growth outlook.

The Council recognized that the FY 2022 year-over-year growth rate will be lower
because FY 2021 revenues include a $308 million revenue source that will not be present
in FY 2022. The additional $308 million was due to the delay in the 2020 income tax filing
deadline and significant delay in actual payments of the 2021 estimated tax payments
because of the delay in IRS deadlines, which shifted revenues from FY 2020 to FY 2021.

In addition, the Hawaii government, taxpayers, and nonprofit entities benefited
from approximately $20 billion in Federal Coronavirus relief and stimulus funds which
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were mostly received in FY 2021. The Council expressed uncertainty over whether the
economic recovery would gain enough steam for faster economic growth when Federal
relief funds are expected to taper off in FY2022 and in future years.

Additional risks that may inhibit the economic recovery include new variants of the
virus, slow vaccination efforts in foreign visitor markets, supply constraints in the tourism
and other industry sectors, sustained travel hurdles and restrictions, and the continued
regulatory restrictions imposed on businesses for public health reasons. The Council
expects that visitor arrivals will continue their recovery through the end of the calendar
year and into the next few years as the effects of vaccination efforts prompt more people
to travel, with domestic travel expected to return more quickly than foreign travel,
including visitors from Japan.

Given the prominent role of tourism in Hawaii’s economy, the number of visitors
to the State will have major impacts on the economy and tax collections. The Council noted
that the government’s role in facilitating visitor arrivals in a safe and orderly manner is
vital for the return of economic growth in Hawaii.

The new forecasts for the State General Fund tax revenues FY 2021 through FY
2027 are shown in the table below.

General Fund Tax Revenues

Amount

(in Thousands  Growth From

Fiscal Year of Dollars) Previous Year
2021 $7,029,548 5.0%
2022 $7,240,434 3.0%
2023 $7,530,051 4.0%
2024 $7,831,253 4.0%
2025 $8,144,503 4.0%
2026 $8,470,283 4.0%
2027 $8,809,094 4.0%

The Council adopted specific adjustments recommended by the Department of
Taxation to reflect effects on General Fund tax revenues due to tax law changes enacted
by the Legislature. No laws were enacted that had significant impact on General Fund
forecasts in 2020. However, laws from previous legislative sessions were considered
including the following:

e Act 2, SLH 2019 deems marketplace facilitators the sellers of tangible personal
property, intangible personal property, and services sold through the marketplace.
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The Act also deems sales of tangible personal property and services by sellers to
the marketplace facilitator to be sales at wholesale. The Act is effective January 1,
2020. The estimated gain to the General Fund is $4.0 million in FY2020, $9.8
million in FY 2021, $10.1 million in FY 2022, $10.4 million in FY 2023, $10.7
million in FY 2024, $11.0 million in FY 2025, and $11.3 million in FY 2026.

Act 3, SLH 2019 establishes a new estate tax rate bracket for taxable estates
exceeding $10 million. The new bracket is 20%. The Act is effective April 4, 2019
and applies to decedents dying after December 31, 2019. The estimated gain to the
General Fund is $1.9 million in FY 2021, $2.0 million in FY 2022, $2.1 million in
FY 2023, $2.2 million in FY 2024, $2.3 million in FY 2025, and $2.4 million in
FY 2026.

Act 20, SLH 2019 imposes the transient accommodations tax on resort fees and
defines resort fees as "any mandatory charge or surcharge imposed by an operator,
owner, or representative thereof to a transient for the use of the transient
accommodation's property, services, or amenities." The Act is effective July 1,
2019. The estimated revenue gain to the General Fund is $9.1 million in FY 2020,
$10.3 million in FY 2021, $10.7 million in FY 2022, $11.1 million in FY 2023,
$11.6 million in FY 2024, $12 million in FY 2025, and $12.4 million in FY 2026.

Act 260, SLH 2019 establishes a new ship repair industry tax credit which is
intended to offset costs incurred in constructing and placing into service a purpose-
built floating dry dock at Pearl Harbor for use by the United States Navy. The tax
credit expires December 31, 2026. The Act also repeals the capital infrastructure
tax credit. The Act is effective January 1, 2020 and applies to taxable years
beginning after December 31, 2021. The expected net loss to the General Fund is
$6.0 million per year in FY 2023 to FY 2026.

Act 261, SLH 2019 amends the tax credit for research activities such that references
to the base amount contained in section 41 of the IRC do not apply, and credit may
be taken based upon all qualified research expenses incurred in Hawaii without
regard to the amount of expenses for previous years. The Act establishes an annual
aggregate cap of $5 million. The Act extends the tax credit from tax year 2020
through tax year 2024. The expected loss to the General Fund is $5.0 million per
year for FY 2021 to FY 2025.

Act 275, SLH 2019 amends the motion picture, digital media, and film production
income tax credit by increasing the credit annual aggregate cap from $35 million to
$50 million. The Act is effective July 10, 2019 and applies to taxable years
beginning after December 31, 2018. The tax credit expires December 31, 2025. The
expected loss to the General Fund is $15.0 million per year for FY 2020 to FY
2026.
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Act 27, SLH 2018 selectively conforms Hawaii income tax laws and estate tax laws
to the Internal Revenue Code as of February 9, 2018, and as of December 31, 2017,
respectively. The Act is effective June 7, 2018 and applies to taxable years
beginning and to decedents dying after December 31, 2017. The estimated gain to
the General Fund is estimated to be $9.2 million in FY 2019, $14.2 million in FY
2020, $20.1 million in FY 2021, $26.9 million in FY 2022, $34.9 million in FY
2023, $37.9 million in FY 2024, and $37.1 million in FY 2025.

Act 39, SLH 2018 increases the aggregate amount of the GET cost exemption for
developing affordable rental housing from $7 million to $30 million per year.
Extends the exemption from June 30, 2022, to June 30, 2030. The Act is effective
July 1, 2018 and applies retroactively to taxable years beginning after December
31, 2017. The estimated loss to the General Fund is estimated to be $23.0 million
in FY 2019, $23.0 million in FY 2020, $23.0 million in FY 2021, $23.0 million in
FY 2022, $30.0 million in FY 2023, $30.0 million in FY 2024, and $30.0 million
in FY 2025.

Act 41, SLH 2018 provides that a person is engaging in business in the State for
the purpose of the general excise tax law if, in the current or immediately preceding
calendar year, the person has $100,000 or more in gross income, or two hundred or
more separate transactions, from the sale of tangible personal property delivered in
the State, services used or consumed in the State, or intangible property used in the
State. The Act is effective July 1, 2018 and applies to taxable years beginning after
December 31, 2017. The estimated gain to the General Fund is estimated to be $6.8
million in FY 2019, $7.6 million in FY 2020, $7.9 million in FY 2021, $8.1 million
in FY 2022, $8.3 million in FY 2023, $8.6 million in FY 2024, and $8.9 million in
FY 2025.

Act 86, SLH 2018 reduces the allocations of TAT to the Convention Center Special
Fund from $26.5 million to $16.5 million and the Tourism Special Fund from $82
million to $79 million. The Act is effective July 1, 2018. The estimated revenue
gain to the General Fund is $13 million per year from FY 2019 to FY 2025.

Act 122, SLH 2018 increases the withholding on the amount realized from the
disposition of Hawaii real property by nonresidents (HARPTA) from 5% to 7.25%.
The Act is effective July 5, 2018 and applies to real estate dispositions that occur
on or after September 15, 2018. The expected revenue gain is $8.1 million in FY
2019 and $2.6 million per year from FY 2020 to FY 2025.

Act 211, SLH 2018 imposes the TAT on transient accommodations brokers, travel
agencies, and tour packages that enter into arrangements to furnish transient
accommodations at noncommissioned negotiated contract rates on their share of
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the proceeds. The Act is effective July 1, 2018 and applies to taxable years
beginning after December 31, 2018. The expected revenue gain to the General Fund
is $14.7 million in FY 2019, $36.6 million in FY 2020, $38.0 million in FY 2021,
$39.3 million in FY 2022, $40.6 million in FY 2023, $42 million in FY 2024, and
$45.6 million in FY 2025.

The Department of Taxation has prepared a report (attached) detailing line-item
forecasts for various components of the General Fund, reconciled to the Council’s forecast
growth rate for total General Fund tax revenues. The line-item forecasts include
components, such as revenues from the General Excise Tax and from the Individual
Income Tax that the Council does not forecast separately. Also, the Department of Budget
and Finance has prepared the attached report to update its projections for change in non-
tax and special tax revenues from its March 2021 report.

Please advise us if we can be of further assistance or if we can answer any questions.
Very truly yours,

7 b df I

KURT KAWAFUCHI
Chair, Council on Revenues

Attachments



