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As amended in its current form, this measure extends the high technology business
investment tax credit (Act 221) and the research credit to 2011. This measure also caps the amount
of investment credits that can be generated per qualified high technology business and in the
aggregate. The measure also precludes government funds from qualifying those funds for certain
state tax credits; expands the use of the tax administration special fund; and modifies the definition
of investment.

The Department of Taxation (Department) supports this measure and offers comments.

l. SUPPORT FOR HIGH TECH BUSINESSES GENERALLY

The Department and the Administration support the use of tax incentives to assist with the
development of Hawaii's high tech industry. Act 221 has been effective in encouraging local and
out-of-state investment in Hawaii's high tech businesses.

The importance of promoting innovation and research-based activities was recognized with
the enactment of several ground-breaking tax credits and programs intended to promote growth in
technology and other innovation-related sectors. Beginning with Act 178, Session Laws of Hawaii
1999, the State vigorously encouraged the development of high technology businesses in order to
further diversify its economy, attract former residents to return home, and develop business sectors
with better paying jobs.

Act 178 was followed by Act 221, Session Laws of Hawaii 2001, which provided for what is
believed to be the only one hundred percent tax credit available for investments into businesses
conducting high technology research-related activities. Act 221 provided financial backing for these
companies by attracting capital from both local and out-of-state sources through government
incentives. Recognizing the amount the State has invested in these companies through tax incentives
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to date, coupled with the viability these companies demonstrate as promising profitable ventures, it
is important that the State maintain its commitment to making Hawaii a high technology hub of the
future for the sake of its overall economy, which is overly tourism- and real estate-based.

1. INELIGIBILITY FOR CREDITS PAID WITH GOVERNMENT MONEY

The Department supports the proposal to preclude the use of government grants or other
subsidies from being used to then qualify for tax credits.

The Department believes this bill represents good general tax policy. A person should not be
allowed to "double dip™ by being subsidized by the government and then leveraging that subsidy for
further government tax benefits.

I11. MODIFYING THE DEFINITION OF "INVESTMENT"

The Department supports the amendments to the term "investment” for purposes of the
investment credit. This measure clarifies, among other things, that any money for which a 100%
credit is provided, must actually be put "at risk™ as that phrase is generally understood, rather than
the technical definition in the Internal Revenue Code. The definition also ensures that investors
receiving the 100% credit are doing so only for an equity stake, thus assuming the inherent risk that
this credit seeks to minimize, which is what this law originally intended. The amendment eliminates
the ability to claim a credit for exchanges of licensing rights, marketing rights, and other unrelated
transactions.

Importantly, the amendments also ensure that investors receiving the 100% credit invest
their money for true business purposes other than simply receiving a 100% credit. An investment
must remain in the company and cannot be repaid in any form for 5 years. The time requirement
currently is one year and there is less than clear language on how that repayment can be made. Also,
this definition allows for distributions of earnings and profits of a company, which preserves the
ability to encourage profitability and to distribute those earnings.

IV. ELIMINATING THE MUTIPLE

The Department supports the amendments to conform to Internal Revenue Code § 704(b).
The Department generally supports conforming to the Internal Revenue Code in all respects. The
effect of this amendment is to ensure that an investor receives a 100% credit for their investment,
subsidized by state funds, and no more. Under current law, it is possible for taxpayers to receive up
to 200% of their investment in credits. Atatime when the State's budget shortfall has grown month-
after-month, the important and responsible budgeting decisions must be made. These amendments
are such decisions that ensure investors maintain a very generous incentive—but not more than they
actually put at risk.
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V. EXTENDING THE ACT 221 INCENTIVES.

It is important to point out that the high technology business investment tax credit is the most
expensive credit to the State. At the same time; however, it has also effectively generated
substantial investments into the local economy. The Department does not support repealing or
extending Act 221; only modifying it to improve budget planning. There is a need for tax incentives
to assist fledgling high technology business. At the same time; however, it is important to provide
incentives responsibly by instituting, among other things, transparency and caps.

VI. CAP FRAMEWORK

The Department supports instituting a cap on the investment credit. Instituting a cap
preserves the State's commitment to diversifying Hawaii's economy with a booming high technology
industry by maintaining the current structure of the one hundred percent investment tax credit;
however capping the amount of credits that may be generated.

By implementing this cap, the State will be better able to insulate the general fund from
unpredictable drains in revenue due to volatile credit claims. From a budgeting perspective,
knowing the maximum amount of liability the State will be forced to fund allows for predictability,
especially in such trying times.

THE CAP CONCEPT WAS DISCUSSED WITH INDUSTRY—The Department believes
it is important that the general concept of a cap, including the per-qualified high technology business
cap, was discussed previously with the input of the high tech industry that benefits from this credit.
Though the industry may not agree with the policy of this measure, the industry has been given the
opportunity to help shape how the cap procedures in HB 1157/SB 975 operate.

VIil. INCREASED RECAPTURE; ACTIVITIES; AND WORKFORCE REQUIREMENTS

The Department supports the amendments to increase recapture, increase the activities
requirement to qualify as a high technology business, and the workforce requirements in Hawaii. In
short, the Department believes that these are rational and reasonable expectations of policymakers
who subsidize investors' risk in these companies through a 100% credit. These amendments ensure
that the companies are "real," invest back into Hawaii by providing jobs, and conduct sufficient
innovation to continue shifting Hawaii's economy to one based upon technology.

VIill. RESEARCH CREDIT AMENDMENTS

The Department points out problematic amendments to the research credit. The certification

of investments and subsidiary amendments are not relevant to the research credit. The Department

is unsure whether these amendments were intended for the investment credit; however points them
out.
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IX. REVENUE IMPACT & METHODOLOGY

If the measure's effective date is July 1, 2009, the revenue gains would be:
) $36.3 million for FY10,

$66.6 million in FY11,

$43.0 million in FY12;

$32.1 million in FY13;

$22.8 million in FY14; and

$17.5 million in FY15.

Without the bill, it is assumed that investments claimed for the credit per year would be $150
million. With the new law, investments claimed would be $90 million less in 2009 and $112.5
million less in 2010. Investments for 2011 would be $37.5 million (cap at $50 million x 75%
utilization).
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The Honorable Carol Fukunaga, Chairperson
And Members of the Senate Committee on Economic Development and
Technology

Hawaii State Capitol, Conference Room 016

415 South Beretania Street

Honolulu, HI 96813

RE: House Bill No. 1451, HD2 Relating to Taxation
Dear Chairpersons Fukunaga and Committee Members:

Thank you for this opportunity to submit testimony regarding House Bill 1451,
HD2, relating to Taxation. The County of Hawaii Department of Research and
Development supports the intent of House Bill 1451, HD2, which extends the
availability of the high technology business investment, research activities, and
technology infrastructure renovation tax credits.

The High Technology Tax Credits have attracted investment and stimulated the
growth of technology resulting in the diversification of the economy and the
expansion of Hawai‘i's economic base by generating more than $1.2 billion in
investments from 2,645 investors into 333 high technology companies. These
companies created more than 4,000 employee and independent contractor jobs,
which paid more than $228 million in salaries and other compensation in 2007,
while the cumulative cost of State tax credits through 2007 is estimated at $657.5
million for investments made in qualified high technology businesses. Also, high
technology businesses buy locally and spend 87 percent of their expenses in
Hawai'‘i, high technology investments results in a significant impact in Hawai‘i's
communities though the multiplier effect.

The Department supports the extension of the Renovation Credit, Investment

Credit and Research Credit to December 31, 2015 and the establishment of
limitations that maybe claimed annually by taxpayers for investments.

Hawai'i County is an Equal Opportunity Provider and Employer
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The proposed amendments in House Bill 1451, HD2 will provide a vehicle
through which investors can support technology and diversify Hawai‘i's economy
beyond tourism and agriculture and create high-skill, high-paying jobs; hence,
your Committee’s favorable consideration of this bill would be appreciated.

Sincerely,
Bracee Zy—

Diane Ley

Deputy Director
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HB 1451 HD1 - Relating to Taxation VIA Email: edttestimony@capitol.hawdii.gov

DATE: Friday, March 20
TIME: 1:15 p.m,
PLACE: Conference Room 016

Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair

Senator Rosalyn H. Baker, Vice Chair

State Capitol

Honoluly, HI 96813

Re: Oppose HB 1451 HD 2 Relating to Taxation
Committee Chair, Vice Chair, and Members of the Committee:

Thank you for this opportunity to provide testimony in opposition to HB 1451. The Maui Economic
Development Board, Inc. (MEDB) supports the intent of HB1451 HD1 passed by the House
Committee on Economic Revitalization, Business and Military Affairs but does NOT support the
amendments included in HB14571 HD2 passed by the House Finance Committee.

Since inception, the Maui Economic Development Board, Inc. was founded with the diversification
of the economy as one of our primary goals. Without a doubt Act 221 in its current form has
been a major factor in a large part of recent high technology industry growth in the county. Maui
County’s technology industry now has over $120 million dollars in yearly revenues, $40 million in
payroll, and employs an estimated 1,000 Maui residents. These jobs pay an estimated median
of $70,000 per year, and are established, reputable businesses involved in genuine research and
development.

Although MEDB supports the extension of the availability of the high technology business
investment, research activities, and technology infrastructure renovation tax credits. MEDB strongly
opposes the HB1451 HD2 amendments:

»  Companies which receive federal funding prohibited from utilizing tax credits. It is interesting
to note that dual use technology companies, a niche strength on Maui, are particularly
safisfied with Act 221 in its current form. Act 221 allows these companies to grow by
leveraging federal money received from contracts, along with Act 221 money. Combined,



these funds can be spent on growing the company and expansion rather than contract
delivery,

*  Changing the definition of a Qualified High Technology Business QHTB — imposing a 75%
R&D requirement rather than 50%. The fact that Hawaii is reducing the amount of allowable
investments, and the payouts to those investors, it is critical that these companies increase their
revenue generating activities rather than R&D.

*  General Problems of Retroactivity

» Change to Definition of "Investment” - includes language which is overly vague and unclear

=  Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital

* Heavy Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

*  Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax's ability to process filings

MEDB supports the concepts contained in HB1451 HD1 such as:

* A $10 Million cap on credits over five years for investment made in a single QHTB per year

®  An aggregate cap on credits over five years for all investments made in all QHTB’s per year
provided that this aggregate cap is set at a reasonable amount, includes dear a “first come
first serve” after investment is secured allotment process administered through DoTax and
rollover language for unused credits

* Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute

® A two-year extension of Act 221

Act 221 has aided MEDB significantly in getting the attention of potential phase in technology
businesses located outside of Hawaii, and has allowed current employers to use saved capital to

grow their business, and attract outside investors. Act 221 is one of the most effective incentives
Hawaii provides to high technology businesses.

Thank you for the opportunity to testify.

Sincerely yours,

Jeanne Unemori Skog
President & CEO
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H.B. 1451, H.D. 2 — RELATING

TO TAXATION

The Hawaii Government Employees Association supports the purpose and intent of
H.B. 1451, H.D. 2. We supported the original version of the bill, which imposed specific
requirements to obtain the tax credits, but opposed H.B. 1451, H.D. 1 because it
reduced accountability for those claiming the credits.

H.B. 1451, H.D. 2 includes several provisions that will ensure that the state receives
tangible benefits for the tax credits during this period of economic turmoil. For example,
for all taxable years beginning after December 31, 2009, there is a limit of $50 million on
the aggregate of credits claimed in a taxable year by all taxpayers who invest in
qualified high technology businesses. It also changes the definition of a “qualified high
technology business” (QHTB) by specifying that more than 75% of its business is
comprised of research activities conducted in Hawaii, and the workforce conducting the
research activities is comprised of employees or independent contractors physically
performing services in Hawaii.

Another provision of the bill that was enhanced in the House Draft 2 version is the ability
of the state to recapture tax credits if businesses no longer meet the criteria of a QHTB
or if a business moves out of state. In this last instance, the recapture amount is 100%.
Any extension of Act 221, SLH, should contain the benchmarks that clearly demonstrate
the tax credits are actually benefiting the state, while penalizing those who attempt to
misuse them.

The state Department of Taxation recently estimated that high technology tax credits
cost the state an estimated $747 million through 2007. Although qualifications for Act
221, SLH 2001, were tightened under Act 215, SLH 2004, the credits are still
considered generous compared with those offered by other states. It is likely that at
least a portion of the estimated gains in the technology sector would have occurred
without the credits.

888 MILILANI STREET, SUITE 601 HONOLULU, HAWAll 96813-2991
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Given the serious financial problems confronting the state, tax credits of all types
deserve close scrutiny. We are concerned that the costs associated with Act 221 may
exceed the benefits and wasting scarce resources that could be directed elsewhere.
With the aggregate cap, changes to the definition of a QHTB, and the recapture

provisions, we support H.B. 1451, H.D. 2.
Thank you for the opportunity to testify in support of .B. 1451, H.D. 2.

Resgectfully submitted,

Nora A. Nomura
Deputy Executive Director
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Testimony By: Alicia Maluafiti
HB 1451hd2, Relating to Taxation,
Sen EDT Committee - Friday, March 20, 2009
Room 016, 1:15 pm

Position: Oppose HD2, Support HB 1451, HD1
Chair Fukunaga, and Members of the Sen EDT Committee:

My name is Alicia Maluafiti, Executive Director of the Hawaii Crop Improvement
Association. The Hawaii Crop Improvement Association (HCIA) is a nonprofit

trade association representing the agricultural seed industry in Hawaii. Now the

state’s largest agricultural commodity, the seed industry contributes to the
economic health and diversity of the islands by providing high quality jobs in rural
communities, keeping important agricultural lands in agricultural use, and serving
as responsible stewards of Hawaii’s natural resources.

HCIA member companies do not participate in technology R&D and infrastructure
renovations tax credits and exemptions. We strongly believe that such tax credits
and exemptions are necessary to stimulate long-term economic growth in the
science, innovation and technology industries.

We oppose the HD2 because as written it will effectively kill Act 221 by:

- Prohibiting companies that receive federal funding from utilizing tax credits

- Limiting the "Qualified Research” definition to Federal IRC Section 41(d)
Research and eliminating the 7 other QHTB categories

- Eliminating the Disproportionate Credit Allocations which will negatively
impact the ability to attract outside capital

- Setting an aggregate cap of $50 Million, which is too low, with no provision
for rollover of unused credits, and no provision on allotment process

Instead, we ask for your support and consideration of the HD1 language, which

provides a two-year extension of the Act 221/215 high technology tax credits and

other positive amendments.

The Department of Taxation’s comprehensive study of the Act 221 Investment
Credit (September 2008) concluded that the benefits of Act 221 have far exceeded
its costs. For example, the 333 — ACT 221 technology and media companies
created more than 4,000 employee and independent contractor jobs, which paid
more than $228 million in salary and other compensation in 2007 alone.

Act 221 has been an effective stimulus for the economy, which has resulted in far
more investment and job creation in Hawaii than the costs of the credits to the
State. In a time of economic recession and a slowdown in tourism, our econony
needs Act 221 now more than ever to stimulate and diversify our economy.

Thank you for the opportunity to testify on this measure.
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From: Bill Spencer [bspencer@hawaii.rr.com]

Sent: Wednesday, March 18, 2009 11:30 AM
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Subject: Testimony in Strong Opposition to HB 1451 HD2 - Friday 1:15p Hearing
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HEARING DATE: March 20, 2009
TIME: 1:15PM
PLACE: Conference Room 016

DATE: March 18, 2009

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

FROM: Bill Spencer, President, Hawaii Venture Capital Association
RE: Testimony In Strong Opposition to HB1451 HD2
Aloha Chair Fukunaga, Vice Chair Baker, and Members of the Committee,

On behalf of the 1,500 members and friends of the Hawaii Venture Capital Association, let me express strong opposition
to HB1451 HD2 in its present form. This bill proposes measures that would not only limit investment in Hawaii tech sector
companies, but would undermine the confidence of the investor community which has come to depend on stability of the
law for purposes of long range planning.

Industry has expressed a strong desire to address budget concerns by agreeing to cap the aggregate investment amount
in order to save future tax credits that investors might claim. But we do so reluctantly, fully recognizing that the benefits to
the State have not truly been accounted for in Tax Department analysis. For example, no one has calculated or projected
the excise tax and payroll tax contribution qualified high tech businesses have made to the state over the last seven
years.

We know those companies have spent $1.4 billion in Hawaii since 2001, aimost 4 times more than the $300B cost of tax
credits claimed. We know that Act 221/215 has been an effective economic stimulus that has created high paying jobs
and helped grow Hawaii's tech sector to $3B dollars in gross revenues, as much as Hawaii's hospitality industry.

Companies and their investors cannot effectively plan and grow when rules they operate by are being changed with little
regard to the long term impact. Balancing the budget is important and industry is willing to do its part to help. We are not
willing however to let wholesale changes in the law be enacted that will dismantle investor confidence and threaten the
industry we have worked so hard to build.

We continue to be ready, willing and able to work with this committee to achieve budgetary objectives without destroying
Hawaii's tech sector.

Thank you for your kind consideration of this testimony.



Sincerely,

Is/

Bill Spencer, President,

Hawaii Venture Capital Association
808-225-3579



Robert J. Robinson
133 Kailulu Way
Kailua, Hawaii 96734-1678
United States of America
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Testimony on HB1451 HD2 Hearing in the Senate
March 20, 2009, 1:15PM
Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

FROM: Robert J. Robinson
RE: Testimony In Strong Opposition to HB1451 HD2
Dear Chair Fukunaga, Vice Chair Baker, and Members of the Committee

As the founder of the 100+ strong Hawaii Angels, as an active venture investor in Hawaii since
2002, and as a scholar of startup investing, I wish to express strong opposition to HB1451 HD2
in its present form. This bill as currently written is materially defective and would limit or
eliminate most, if not all investment in Hawaii technology companies. It would also fatally
affect the confidence of the investor community which has come to depend on stability of the
law for purposes of long range planning.

The technology industry has expressed a willingness to address budget concerns by agreeing to
cap the aggregate investment amount in order to save future tax credits that investors might
claim. But we do so reluctantly, fully recognizing that the benefits to the State have not truly
been accounted for in Tax Department analysis. For example, no one has calculated or projected
the excise tax and payroll tax contribution qualified high tech businesses have made to the state
over the last seven years.

These companies have spent $1.4 billion in Hawaii since 2001, almost 4 times more than the
$300B cost of tax credits clainied, per the DOT September 2008 report (the last reliable report
issued by that agency). We know that Act 221/215 has been an effective economic stimulus that
has created high paying jobs and helped grow Hawaii’s tech sector to $3B dollars in gross
revenues, as much as Hawaii’s hospitality industry.

Companies and their investors cannot effectively plan and grow when rules they operate by are
being changed with little regard to the long term impact. Balancing the budget is important and
industry is willing to do its part to help, but not at the cost of wholesale changes in the law that
would dismantle investor confidence and threaten the industry we have worked so hard to build.
Following on the body-blow of the latest SuperFerry debacle, the reputation and viability of
Hawaii as a place to do business is in serious jeopardy.



We continue to be ready, willing and able to work with this committee to achieve budgetary
objectives without destroying Hawaii’s budding technology sector.

Thank you for your kind consideration of this testimony.

Sincerely,

M

(Robert J. Robinson, Ph.D.)
March 19, 2009
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From: O'Malley, Michael J. [momalley@goodsill.com]
Sent: Wednesday, March 18, 2009 1:56 PM

To: EDTTestimony

Subject: HB1451 HD1 - Relating to Taxation

HB1451 HD1 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2. | am
a tax attorney and partner in Goodsill Anderson Quinn & Stifel with over 27 of experience in advising
businesses and companies in Hawaii, including many "qualified high technology businesses"
("QHTBs") and investors therein. (The views expressed herein are my own and do not necessarily
reflect the views of my firm.) | STRONGLY SUPPORT THE INTENT of HB1451 HD1 passed by the
House Committee on Economic Revitalization, Business and Military Affairs but DO NOT SUPPORT
the amendments included in HB1451 HD2 passed by the House Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

« Companies which receive federal funding, which includes many QHTBs, will be prohibited from
utilizing tax credits.

« "Qualified research" will be limited to the definition in IRC Section 41(d), eliminating the 7 other
QHTB categories.

« General problems of retroactivity are presented.

» The proposed change to the definition of "investment" includes language which is overly vague and
unclear.

« The elimination of disproportionate credit allocations among owner/investors will negatively impact
the ability to attract outside capital.

» Burdensome increases of comfort letter ($5,000) and annual certification ($2,000) fees are
imposed. :

» Tax administration special fund is eliminated so that fees collected will no longer be restricted to
administer the act, severely hampering DoTax’s ability to process filings.

» Changed QHTB definition to eliminate 75% activities and revenues tests will severely hamper
maturing QHTBs, as well as present general problems of retroactivity.

» Aggregate statewide cap of $50 million is way too low, plus there are no provision for rollover of
unused credits or an allotment process.



o Recapture increase provisions needs clarification.
| strong support the concepts contained in HB1451 HD1 such as:

« A $10 Million cap on credits over five years for investment made in a single QHTB per year .

« An aggregate cap on credits over five years for all investments made in all QHTB’s per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits.

» Drop-down subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by statute.
« A two-year extension of Act 221.

Act 221 companies have been strong and vital contributors to Hawaii's economy, in that since
enactment of Act 221 they have:

« Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

» Spent more than $1.4 billion in Hawaii.

« Created more than 4,000 employee and independent contractor jobs, which paid more than $228
million in salary and other compensation in 2007 alone.

« Earned more than $228 million in revenues in 2007 alone.

« These benefits have been realized BEFORE most of these Act 221 companies have reached their
full potential, and exceed the $437 million in costs of credits claimed from 1999 through 2007.

Thank you for the opportunity to testify.
Aloha,

Michael J. O'Malley
Goodsill Anderson Quinn & Stifel
A Limited Liability Law Partnership
1099 Alakea Street, Suite 1800
Honolulu, Hawaii 96813

Direct: (808) 547-5836

Cell: (808) 226-2040

Fax: (808) 547-5880

Email: momalley@goodsill.com

NOTICE: The information contained in this email is confidential and may also be attorney-client privileged. This information is intended for use only
by the individual to whom it is addressed. If you are not the intended recipient, you are herby notified that any use, dissemination, distribution or
copying of this communication is strictly prohibited. If you have received this email in error, please immediately notify the sender by return email or
call us collect at (808) 547-5600, and delete this email and any attachments and destroy all copies.

IRS Circular 230 Disclosure: To ensure compliance with requirements imposed by the IRS, we inform you that any U.S. federal tax advice contained in
this communication (including any attachments) is not intended or written to be used, and cannot be used, for the purposed of (i) avoiding penalties
under the Internal Revenue Code or (ii) promoting, marketing or recommending to another party any transaction or matter addressed herein.




P.O. Box 3590
Honolulu, HI 96811-3590
CENTRAL PACIFIC BANK Telephone (208) 544-0500

March 18, 2009

The Honorable Carol Fukunaga, Chair
Committee on Economic Development and Technology
State Senate

Re: In Support of Intent of HB 1451 Relating to Taxation but Opposed to HD 2 amendments
Dear Chair Fukunaga & Committee Members:

My name is Roy Amemiya, SVP & Director of Governmental Relations at Central Pacific Bank
(CPB). CPB is a state chartered Hawaii institution with assets of more than $5 billion, and is a
wholly-owned subsidiary of Central Pacific Financial Corp (CPF).

Our bank is in support of the intent of HB 1451, but certain aspects of HD 2 will adversely impact
the industry and we ask that you address those concerns prior to reporting out this measure.

Since inception of the tax credits, CPF and CPB have invested in nine (9) QHTB companies,
either directly or through special purpose entities created to invest in single QHTB companies.
We have also placed our monies in three (3) QHTB investment funds, each of which invests in
multiple QHTB companies. Therefore, we have a direct stake in a broad range of company types
from the film industry to medical research to aqua culture.

The high technology credits were instrumental in having us place such investments. We feel that
extending the credits is vital to helping our island community become a world leader in cutting
edge technology.

Accordingly, we ask that you review the concerns of the industry and amend this important piece
of legislation to alleviate those concerns.

Thank you, Senator, for your ongoing and consistent leadership in this important area. We
appreciate the opportunity to testify.

Aloha,

Roy K. Amemiya, Jr.



HB1451 HD1 - Relating to Taxation
DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016 TO
Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to
Taxation - Support with Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG
OPPOSITION to HB 1451 HD2.

I SUPPORT THE INTENT of HB1451 HD1 passed by the House
Committee on Economic Revitalization, Business and Military

Affairs but I DO NOT SUPPORT the amendments included in
HB1451 HD2 passed by the House Finance Committee. Some of
the most egregious and harmful HB1451 HD2 amendments which
cumulatively and effectively kill Act 221 include:

Companies which receive federal funding prohibited from utilizing
tax credits

Limiting "Qualified Research" Definition to Federal IRC Section
41(d) Research and eliminating the 7 other QHTB categories

General Problems of Retroactivity



Change to Definition of "Investment" - includes language which is
overly vague and unclear

Elimination of Disproportionate Credit Allocations will negatively
impact the ability to attract outside capital

Burdensome Increases of Comfort Letter ($5,000) & Certification
($2,000) Fees

Tax Administration Special Fund — Act 221 fees collected will no
longer be restricted to administer the act which could hamper
DoTax’s ability to process filings

Changed QHTB Definition--75% Activities Test; Removal of
Revenue Test: General Problems of Retroactivity

Aggregate Cap of $50 Million - too low, no provision for rollover
of unused credits, no provision on allotment process

Recapture Increases Section — needs clarification

I supports the concepts contained in HB1451 HD1 such as:

A $10 Million cap on credits over five years for investment made
in a single QHTB per year

An aggregate cap on credits over five years for all investments
made in all QHTB’s per year provided that this aggregate cap is set
at a reasonable amount, includes clear a “first come first serve”
after investment is secured allotment process administered through
DoTax and rollover language for unused credits

Drop Down Subsidiaries: Further statutory restrictions on so-called



“drop down subsidiaries, provided that what constitutes a “drop
down subsidiary” is properly and clearly defined by statute

A tWo-year extension of Act 221
Act 221 companies have:

Generated more than $1.2 billion in investments in at least 333 Act
221 companies.

Spent more than $1.4 billion in Hawaii.

Created more than 4,000 employee and independent contractor
jobs, which paid more than $228 million in salary and other
compensation in 2007 alone.

Earned more than $228 million in revenues in 2007 alone.

These benefits have been realized BEFORE most of these Act 221
companies have reached their full potential, and exceed the $437
million in costs of credits claimed from 1999 through 2007.

Thank you for the opportunity to testify.

Mike Curtis

Hawaii Entrepreneur and Investor
1829 Bertram Street

Honolulu, Hawaii 986816
808-292-6862

mcurtis @hawaii.rr.com
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HB1451 HDI - Relating to Taxation

DATE: Friday, March 20
TIME: 1:115pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker; Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2.
I am an employee of Cardax Pharmaceuticals, Inc. and I SUPPORT THE INTENT of HB1451
HD1 passed by the House Committee on Economic Revitalization, Business and Military Affairs
but DO NOT SUPPORT the amendments included in HB1451 HD2 passed by the House

Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

o Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

o General Problems of Retroactivity

o Change to Definition of "Investment" - includes language which is overly vague and unclear
¢ Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital

¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

» Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

¢ Recapture Increases Section — needs clarification

Focusing on the source of inflammation.



I support the concepts contained in HB1451 HD1 such as:

o A $10 Million cap on credits over five years for investment made in a single QHTB per year
¢ An aggregate cap on credits over five years for all investments made in all QHTB's per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute

¢ A two-year extension of Act 221

Act 221 companies have:

e Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

o Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone.

e Earned more than $228 million in revenues in 2007 alone.

o These benefits have been realized BEFORE most of these Act 221 companies have reached
their full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007.

Cardax Pharmaceuticals is developing proprietary small molecule therapies for large unmet
medical needs where inflammation driven by oxidative stress plays an important causative role -
including cardiovascular disease, hepatitis, rheumatoid arthritis, macular degeneration, and
prostate disease.

Thank you for the opportunity to testify.

David G. Watumull
President & CEO
Cardax Pharmaceuticals, Inc.

Focusing on the source of inflammadtion.
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HB1451 HD1 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosa]yn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2.
I am Chairman of Cardax Pharmaceuticals, Inc. and I SUPPORT THE INTENT of HB1451 HD1
passed by the House Committee on Economic Revitalization, Business and Military Affairs but
DO NOT SUPPORT the amendments included in HB1451 HD2 passed by the House Finance
Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

¢ Companies which receive federal funding prohibited from utilizing tax credits

o Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

¢ General Problems of Retroactivity

e Change to Definition of "Investment" - includes language which is overly vague and unclear
¢ Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital

e Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

¢ Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

¢ Recapture Increases Section ~ needs clarification

Focusing on the source of inflammation.



I support the concepts contained in HB1451 HD1 such as:

o A $10 Million cap on credits over five years for investment made in‘a single QHTB per year
e An aggregate cap on credits over five years for all investments made in all QHTB'’s per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute

¢ A two-year extension of Act 221

Act 221 companies have:

e Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone.

e Earned more than $228 million in revenues in 2007 alone.

¢ These benefits have been realized BEFORE most of these Act 221 companies have reached
their full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007. _

Cardax Pharmaceuticals is developing proprietary small molecule therapies for large unmet
medical needs where inflammation driven by oxidative stress plays an important causative role -
including cardiovascular disease, hepatitis, rheumatoid arthritis, macular degeneration, and
prostate disease. :

Thank you for the opportunity to testify.

Wi =

Nicholas Mitsakos
Chairman
Cardax Pharmaceuticals, Inc.

Focusing on the source of inflammotion.
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HB1451 HD1 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm .
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2.
I am an employee of Cardax Pharmaceuticals, Inc. and I SUPPORT THE INTENT of HB1451

. HD1 passed by the House Committee on Economic Revitalization, Business and Military Affairs
but DO NOT SUPPORT the amendments included in HB1451 HD2 passed by the House

Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

¢ Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QH'TB categories

¢ General Problems of Retroactivity

o Change to Definition of "Investment" - includes language which is overly vague and unclear
¢ Elimination of Disproportionafe Credit Allocations will negatively impact the ability to attract
outside capital

¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

o Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75%. Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no -
provision on allotment process

¢ Recapture Increases Section — needs clarification

Focusing on the source of inflammation.



I support the concepts contained in HB1451 HD1 such as:

¢ A $10 Million cap on credits over five years for investment made in a single QHTB per year
e An aggregate cap on credits over five years for all investments made in all QHTB’s per year
provided that this-aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is propetly and clearly defined by
statute '

s A two-year extension of Act 221

Act 221 companies have:

» Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone. '

o Earned more than $228 million in revenues in 2007 alone.

o These benefits have been realizeéd BEFORE most of these Act 221 companies have reached
their full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007.

Cardax Pharmaceuticals is developing proprietary small molecule therapies for large unmet
medical needs where inflammation driven by oxidative stress plays an important causative role -
including cardiovascular disease, hepatitis, rheumatoid arthritis, macular degeneration, and
prostate disease.

Th,

ou for the opportunity to testify.

Fredric J. Pashkow

Executive Vice President & Chief Medical Officer
Cardax Pharmaceuticals, Inc.

Focusing on the source of inflammation.
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HB1451 HD1 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm '
PLACE: Conference Room 016.

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2.
I am an employee of Cardax Pharmaceuticals, Inc. and I SUPPORT THE INTENT of HB1451
HD1 passed by the House Committee on Economic Revitalization, Business and Military Affairs
but DO NOT SUPPORT the amendments included in HB1451 HD2 passed by the House

Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

e Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

¢ General Problems of Retroactivity

o Change to Definition of "Investment” - includes language which is overly vague and unclear
e Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital

¢ Burdensome Increases of Comfort Letter (85,000) & Certification ($2,000) Fees

o Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity .

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

¢ Recapture Increases Section — needs clarification

Focusing on the source of inflammation.



I support the concepts contained in HB1451 HD1 such as:

¢ A $10 Million cap on credits over five years for investment made in a single QHTB per year
e An aggregate cap on credits over five years for all investments made in all QHTB’s per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits ' ,

- o Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute :

e A two-year extension of Act 221

Act 221 companies have:

o Generated more than $1.2 billion in investments in at least 333 Act 221 companies.
e Spent more than $1.4 billion in Hawaii.
¢ Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone.
e Earned more than $228 million in revenues in 2007 alone.
e These benefits have been realized BEFORE most of these Act 221 companies have reached
their full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007.

Cardax Pharmaceuticals is developing proprietary small molecule therapies for large unmet
medical needs where inflammation driven by oxidative stress plays an important causative role -
including cardiovascular disease, hepatitis, rheumatoid arthritis, macular degeneration, and
prostate disease.

Thank you for the opportunity to testify.

David M. Watumull
Director, Operations & Finance
Cardax Pharmaceuticals, Inc.

Focusing on the source of inflammation.
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HB1451 HD1 - Relating to Taxation -

DATE: Friday, March 20
TIME: 1:15pm . >
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2.
I am an employee of Cardax Pharmaceuticals, Inc. and [ SUPPORT THE INTENT of HB1451
HD1 passed by the House Committee on Economic Revitalization, Business and Military Affairs
but DO NOT SUPPORT the amendments included in HB1451 HD2 passed by the House

Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

¢ Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

¢ General Problems of Retroactivity :

¢ Change to Definition of "Investment" - includes language which is overly vague and unclear
¢ Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital :

¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

e Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

¢ Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

¢ Recapture Increases Section — needs clarification

Focusing on the source of inflommation.



I support the concepts contained in HB1451 HD1 such as:

» A $10 Million cap on credits over five years for investment made in a single QHTB per year
» An aggregate cap on credits over five years for all investments made in all QHTB's per year
provided that this aggregate cap.is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits _

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute

e A two-year extension of Act 221

Act 221 companies have:

e Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone.

e Earned more than $228 million in revenues in 2007 alone.

- o' These benefits have been realized BEFORE most of these Act 221 companies have reached
their full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007.

Cardax Pharmaceuticals is developing proprietary small molecule therapies for large unmet
medical needs where inflammation driven by oxidative stress plays an important causative role -
including cardiovascular disease, hepatitis, rheumatoid arthritis, macular degeneration, and
prostate disease.

Thank you for the opportunity to testify.

oy oo

Henry L.
Associate Director, Discovery Chemistry
Cardax Pharmaceuticals, Inc.

Focusing on the source of inflammation.
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"HB1451 HD1 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments ‘

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to. HB 1451 HD2.
I am an employee of Cardax Pharmaceuticals, Inc. and I SUPPORT THE INTENT of HB1451

. HD1 passed by the House Committee on Economic Revitalization, Business and Military Affairs
but DO NOT SUPPORT the amendments included in HB1451 HD2 passed by the House

Finance Committee.

Some of the most egregious.and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

e Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

e General Problems of Retroactivity

e Change to Definition of "Investment" - includes language which is overly vague and unclear
¢ Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital

¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

o Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

¢ Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

o Recapture Increases Section — needs clarification

Focusing on the source of inflammation.



I support the concepts éontained in HB1451 HD1 such as:

¢ A $10 Million cap on credits over five years for investment made in a single QHTB per year
e An aggregate cap on credits over five years for all investments made in all QHTB's per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute

¢ A two-year extension of Act 221

Act 221 comp‘én-ies have:

¢ Generated more than §1.2 billion in investments in at least 333 Act 221 companies.
e Spent more than $1.4 billion in Hawaii. '
¢ Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone.
¢ Earned more than $228 million in revenues in 2007 alone.
¢ These benefits have been realized BEFORE most of these Act 221 companies have reached
theit full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007.

Cardax Pharmaceuticals is developing proprietary small molecule therapies for large unmet
medical needs where inflammation driven by oxidative stress plays an important causative role -
including cardiovascular disease, hepatitis, theumatoid arthritis, macular degeneration, and
prostate disease.

Thank you for the opportunity to testify.

Andrew D AHieber
Associate Director, Biology
Cardax Pharmaceuticals, Inc.

Focusing on the source of Inflammotion.
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HB1451 HDI - Relating to Taxation

DATE:Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology .
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2.
I am an employee of Cardax Pharmaceuticals, Inc. and I SUPPORT THE INTENT of HB1451
HD1 passed by the House Committee on Economic Revitalization, Business and Military Affairs
but DO NOT SUPPORT the amendments included in HB1451 HD2 passed by the House

" Finance Committee.

Some-of the most egregious and harmful HB1451 HD2 amendments which cumulatively and |
effectively kill Act 221 include:

o Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

¢ General Problems of Retroactivity

o Change to Definition of "Investment" - includes language which is overly vague and unclear
o Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital

¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

¢ Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

e Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

¢ Recapture Increases Section — needs clarification

Focusing on the source of inflammation.



I support the concepts contained in HB1451 HD1 such as:

¢ A $10 Million cap on credits over five years for investment made in a single QHTB per year
o An aggregate cap on credits over five years for all investments made in all QHTB'’s per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute A

¢ A two-year extension of Act 221

Act 221 companies have:

o Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

‘¢ Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone.

o Earned more than $228 million in revenues in 2007 alone.

o These benefits have been realized BEFORE most of these Act 221 companies have reached
their full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007.

Cardax Pharmaceuticals is developing proprietary small molecule therapies for large unmet
medical needs where inflammation driven by oxidative stress plays an important causative role -
including cardiovascular disease, hepatitis, rheumatoid arthritis, macular degeneration, and
prostate disease.

Thank you for the opportunity to testify.

Kazutoshi Fujioka
Senior Scientist, Analytical Chemistry
Cardax Pharmaceuticals, Inc.

Focusing on the source of inflammation.
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HB1451 HD1 - Relating to Taxation.

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
" Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2.
I am an employee of Cardax Pharmaceuticals, Inc. and I SUPPORT THE INTENT of HB1451
HD1 passed by the House Committee on Economic Revitalization, Business and Military Affairs
but DO NOT SUPPORT the amendments included in HB1451 HD?2 passed by the House

Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

¢ Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

¢ General Problems of Retroactivity

¢ Change to Definition of "Investment" - includes language which is overly vague and unclear
¢ Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital :

¢ Burdensome Increases of Comfort Letter (§5,000) & Certification ($2,000) Fees

e Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

e Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process '

¢ Recapture Increases Section — needs clarification

Focusing on the source of inflammation.



I support the concepts contained in HB1451 HD1 such as:

e A $10 Million cap on credits over five years for investment made in a single QHTB per year
¢ An aggregate cap on credits over five years for all investments made in all QHTB's per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute . _

e A two-year extension of Act 221

Act 221 companies have;

e Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

¢ Spent more than $1.4 billion in Hawaii.

e Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone.

¢ Earned more than $228 million in revenues in 2007 alone.

¢ These benefits have been realized BEFORE most of these Act 221 companies have reached
their full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007.

Cardax Pharmaceuticals is developing proprietary small molecule therapies for large unmet
medical needs where inflammation driven by oxidative stress plays an important causative role -
including cardiovascular disease, hepatitis, rheumatoid arthritis, macular degeneration, and
prostate disease. '

Thank you for the-opportunity to testlfy

Rlcky H. Takushi
Operations Associate
Cardax Pharmaceuticals, Inc.

Facusing on the source of inflammation.



CERTIFIED PUBLIC ACCOUNTANTS

Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Subject: House Bill No. 1451
Hearing: March 20, 2009, 1:15 p.m.

My name is Tom Yamachika, and | am a Tax Principal with Accuity LLP, a Hawaii tax
and accounting firm that has provided services to many companies receiving Act 221
funding and investors making investments in such companies. | offer comments on the
measure and strongly urge that amendments be made to it to address concerns that |
outline below.

Section 1: Ineligibility: As written, this section is overly broad. It now seems to say
that any company doing any business with the government may not claim any credit
under the Income Tax Law, including the capital goods excise tax credit, technology
infrastructure renovation credit, and alternative energy credit, because such a company
will have received monies from a governmental agency and those monies may have
been used to pay some of the costs that otherwise would be creditable.

Section 2: Definition of Investment as regulated security: | think it is a good idea to
limit the term “investment” to equity interests, but further restricting it to “regulated
securities” will be counterproductive. In our experience, all of the QHTB credit deals
have been limited to “accredited investors” so that the stock, partnership interests, or
(most commonly) LLC units invested in are exempt from registration requirements under
Federal and state securities regulation law. A restriction to regulated security would
disqualify all investments in all deals made thus far.

Section 2: Definition of Investment as prohibiting repayment: The one exception
to the prohibition on repayment in any form for five years is a dividend out of earnings
and profits. This concept is understood in corporate taxation, but most QHTB’s are
LLC’s treated for tax purposes as partnerships, and there is no ready analog to this
concept in partnership taxation. Furthermore, the prohibition on repayment would seem

999 BISHOP STREET, SUITE 1900
HoNoLULU, HAWAII 96813
TELEPHONE: 808 531-3400 FACSIMILE: 808 531-3433
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to include debt so it would prohibit repayment of bridge loans or advances of start-up
costs, which are very common and often necessary in early stage companies.

Section 3: Prohibition of credit reallocations: The present system encourages
qualified businesses to find investors not subject to Hawaii tax in order to provide the
matching funds to offer local investors enhanced credit deals, which are generally
limited to so-called “2:1” deals. As a result, many QHTB’s have received significant
funding from sources outside Hawaii. Perceived abuses could be eliminated by limiting
the credit ratio to 2:1, as by changing the third paragraph of HRS §235-110.9(h) to: “No
tax credit may be claimed for transactions with investment tax credit allocation ratios
greater than 2.0.”

Section 4: Comfort letter and certification fees: Under present law, DOTAX has
taken the position that certification is required at every step of a multi-tiered investment.
It is not uncommon for such structures to exist. For example, A is an individual who
pools his investment with family members B and C, forming D Partnership. D
Partnership invests in E LLC, a diversified investment fund treated as a partnership for
tax purposes. E LLC in turn invests in F, a special purpose entity that then invests in G,
a QHTB. Certification is required for (1) the investment of F into G; (2) the investment
of E into F; (3) the investment of D into E; and (4) the investment of A into D. On these
facts A’s investment would be burdened with $8,000 in certification fees. The current
certification fee structure allows an entity to pay a $1,000 fee and thereby obtain
certification for all of its investors simultaneously; the bill as now worded would not
permit this. Such a burden on the investments would leave much less available to
invest, and would eliminate the possibility of small creditable investments. | would urge
the Committee to leave the current certification fee structure intact.

Section 7: Aggregate cap of $50 million: Others will debate whether this is a wise
policy choice. | would just like to point out that administration of an aggregate cap will
be complicated. Giving DOTAX or any other agency the power to allocate the
aggregate limitation among investors asking for it could attract allegations of favoritism,
even if an outwardly neutral methodology such as “first one in the door” is specified.

Section 7: Enhanced Recapture: The State should be sensitive to two constitutional
issues that this provision may raise. First, as written the enhanced recapture would
apply to investments made up to six years in the past (for example, a 2003 investor
would receive credits in 2007, but 2007 credits would be affected by a 2009 recapture
event because of the two year lookback) which would at minimum give investors the
impression that the State is changing the rules in midstream, and may raise concerns
about whether the retroactivity is constitutionally permitted. Second, as written the
recapture is doubled if the QHTB moves to another State; this provision should be
analyzed to see if it offends the Commerce Clause as it appears to be discrimination
against doing business in another State. Furthermore, there is uncertainty as to
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QHTB'’s that are required by regulatory concerns to conduct research out of state. For
example, suppose a QHTB producing a vaccine is required to conduct clinical trials in
several geographic areas. Under a strict interpretation of the law, such a company
would fail the percentage test because of the independent contractors conducting the
clinical trials, and 100% recapture would be triggered because early stage clinical trials
were conducted in Hawaii and later stage clinical trials were out, thereby constituting
“relocation” of the company’s business activities.

Section 7:  Percentage Tests: The percentage tests in the statute as now written are
workable because a company can qualify by satisfying either the activity test or the
gross income test. Early stage companies might not have any gross income, and
companies that have developed a product are under pressure from investors to exploit
it, resulting in less effort put into developing new products and more effort into
marketing the ones that have been developed. Companies falling into both fact patterns
described above, which are common in practice, would fail under the proposed new
test.

Section 7: Definition of Qualified Research Restricted to Internal Revenue Code
section 41: The bill proposes to restrict qualified research for purposes of the QHTB
investment credit only to Internal Revenue Code section 41 research. Under current
law, section 41 of the Internal Revenue Code is the most difficult category to satisfy and
is the most difficult category for DOTAX to issue a favorable comfort ruling. Many of our
clients received a QHTB ruling in other categories, such as software development,
ocean science, or biotechnology, with DOTAX declining to issue a ruling on IRC section
41 because it was too intensive factually. These issues may run counter to the
program’s stated goals of encouraging investment.

Thank you for this opportunity to offer comments on the measure.
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From: E. Alan Kennett [eak@gayandrobinson.com]
Sent: Thursday, March 19, 2009 8:32 AM

To: EDTTestimony

Subject: Testimony in opposition to HB 1451 HD2

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with Amendments
Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2. Gay &
Robinson, Inc. SUPPORTS THE INTENT of HB1451 HD1 passed by the House Committee on Economic
Revitalization, Business and Military Affairs but DOES NOT SUPPORT the amendments included in HB1451
HD?2 passed by the House Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and effectively kill
Act 221 include:

o Companies which receive federal funding prohibited from utilizing tax credits

o Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and eliminating the 7 other
QHTB categories

o General Problems of Retroactivity

e Change to Definition of "Investment" - includes language which is overly vague and unclear

« Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract outside capital
o Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

e Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to administer the act
which could hamper DoTax’s ability to process filings

o Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General Problems of
Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no provision on
allotment process

e Recapture Increases Section — needs clarification

Gay & Robinson, Inc. supports the concepts contained in HB1451 HD1 such as:

o A $10 Million cap on credits over five years for investment made in a single QHTB per year

o An aggregate cap on credits over five years for all investments made in all QHTB’s per year provided that
this aggregate cap is set at a reasonable amount, includes a clear “first come first serve” after investment is
secured allotment process administered through DoTax and rollover language for unused credits

» Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries, provided that
what constitutes a “drop down subsidiary” is properly and clearly defined by statute

1



¢ A two-year extension of Act 221

Act 221 companies have:

e Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

¢ Spent more than $1.4 billion in Hawaii.

e Created more than 4,000 employee and independent contractor jobs, which paid more than $228 million in
salary and other compensation in 2007 alone.

 Earned more than $228 million in revenues in 2007 alone.

o These benefits have been realized BEFORE most of these Act 221 companies have reached their full
potential, and exceed the $437 million in costs of credits claimed from 1999 through 2007.

Gay & Robinson, Inc. is a sugar plantation and cattle ranch on Kauai with 187 employees that has been
operating since 1889.

Thank you for the opportunity to testify.

E. Alan Kennett

President & General Manager
Gay & Robinson, Inc.

P.O. Box 156

Kaumakani, HI 96747

Phone: (808)335-3133 ext. 221
Fax: (808) 335-6424



HAWAII STATE SENATE - 25™ LEGISLATURE
REGULAR SESSION OF 2009

SENATE COMMITTEE ON ECONOMIC DEVELOPMENT AND TECHNOLOGY
March 20, 2009
1:15 PM, Conference Room 016

HB 1451 HD2 - RELATING TO TAXATION

Chair Sen. Carol Fukunaga, V. C. Sen. Roz H. Baker and Committee Members:

Good Afternoon. My name is Dante Carpenter, Director of Public Affairs for Carbon Diversion,
Inc. (CDI). CDI strongly opposes HD 2, which while ostensibly proposing to extend Act
221/215, in fact, cumulatively and effectively kills it! The HD1 version produced by the House
Committee on Economic Revitalization, Business and Military Affairs to extend Act 221/215
high technology tax credits, while imperfect, at least developed some thoughtful amendments!

We still believe the economic stimulus afforded by Act221/215 is needed now more than ever!
Consider it a “hand up” versus “hand out!” What possible good does a limitation on the number
of qualifying business serve by capping aggregate investment credits? Why limit the number of
companies that might otherwise start-up by scrapping the incentive(s) to do so? Has Hawaii
reached that enviable stage that we have attained self-sufficiency in economic development? Do
we have too many jobs? Is there too much money already invested in Hawaii? Do we actually
need economic stimulus? The HD1 recommendation for a review panel appears reasonable at
this time to focus on the small number of activities counter-productive to the general principles
and practical emphasis of any tax incentive, let alone with emphasis on High Technology.

Please let the original enabling legislation with its sunset in December 2010 run its course, at the
very least. Do not let short-term thinking compromise long-term objectives. The State of
Hawaii cannot afford to stop Act 221/215 just when it’s starting to pay off. These Tax incentives
provided both responsive and responsible legislation in 2001 and 2003, respectively. And, they
were created for Hawaii to expand business opportunities in activities other than Tourism (at all
time low) and Military (beyond Hawaii control) and local and state government largess (?).

Carbon Diversion Inc. is a local Hawaiian company which has developed a hybrid gasification
carbonization process which can reduce various organic feedstock and tires (non-fossil fuel) into
carbon products and synthetic gas. This results in lessened dependency on fossil fuels, landfills
and can indirectly provide lower priced electrical energy to the grid.

CDI has not vet used its allowed credits under Act 221/215 and is on the “cusp” of success, and
should be allowed to succeed or not on its own merits without risk of loss of investor confidence
by the changes proposed in HD2!

Let the entrepreneurs do their thing, and everyone will benefit. Meanwhile, we strongly urge you
to file bill HB1451, HD2.

Thank you very much
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March 19, 2009

HB1451 HD2 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Rodm 016

TO: Senate Conumittee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

RE: Testimony in Strong Oppos1tlon to HB 1451 HD2 Relatmg to Taxation -
Support with Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testirnony in STRONG OPPOSITION to HB
1451 HD2. Oceanit SUPPORTS THE INTENT, with some modifications, of HB1451
HD]1 passed by the House Committee on Economic Revitalization, Business and Military
Affairs but DOES NOT SUPPORT the amendments included in HB1451 HD2 passed by
the House Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively
and effectively end Act 221 include:

» Companies which receive federal funding prohibited from utxlmng tax credits
o Limiting "Qualified Research" Definitlon to Federal IRC Section 41(d) Rescarch and
eliminating the 7 other QHTB categories
o General Problems of Retroactivity
» Change to Definition of "Investment” - 1ncludes language which is overly vague and
unclear

" o Elimination of Disproportionate Credit Allocatlons will negatively impact the ability to
attract outside capital
¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees
e Tax Administration Special Fund — Act 221 fees collected will no longer be restricted
to administer the act which ¢ould hamper DoTax’s ability to process filings
o Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity
e Agpregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process
o Recapture [ncreases Section — needs clarification

1608 Biahop Strast ASE Tower REF0  Honaluly, Hawsil 96813 Phons: GOBSILI0N  fax 8OBS3LRFY
www,oceanit.com
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Oceanit supports the concepts contained in HB1451 HD1 such as:

» An aggregate cap on credits over five years for all investments made in all QHTB's per
year provided that this aggregate cap is set at a reasonable amount, includes a clear “first
come first serve” after investment is secured allotment process administered through
DoTax and rollover language for unused credits

¢ Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down
subsidiaries, provided that what constitutes a “drop down subsidiary” is properly and
clearly defined by statute

e A two-year extension of Act 221

Act 221 companies have:

e Qenerated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

e Created more than 4,000 employee and independent contractor jobs, which paid more
than $228 million in salary and other compensation in 2007 alone.

o Earned more than $228 million in revenues in 2007 alone.

o These benefits have been realized BEFORE most of these Act 221 companies have
reached their full potential, and exceed the $437 million in costs of credits claimed from
1999 through 2007.

Thank you for the opportunity to submit this testimony on this important matter.

R Pc:jfol;}; Sublzl(;::‘;vxf\’“/

John Kuriyama

Oceanit

General Manager and General Counsel
954-4145

jkuriyama@oceanit.com

. o, .
Sk,
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HB1451 HD2 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support
with Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB
1451 HD2. Ocean Engineering and Energy Systems, Inc., SUPPORTS THE INTENT of
HB1451 HD1 passed by the House Committee on Economic Revitalization, Business and
Military Affairs, but DOES NOT SUPPORT the amendments included in HB1451 HD2
passed by the House Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively
. and effectively kill Act 221 include:

e Companies which receive federal funding prohibited from utilizing tax credits
¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories
e General Problems of Retroactivity

.- » Change to Definition of "Investment" - includes language which is overly vague and
unclear
¢ Elimination of Disproportionate Credit Allocations will negatively impact the ability to
attract outside capital
o Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees
e Tax Administration Special Fund — Act 221 fees collected will no longer be restricted
to administer the act which could hamper DoTax’s ability to process filings
e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity
. Aggregate Cap of $50 Million - too low, no provision for rollover of unused credlts no
provision on allotment process
e Recapture Increases Section — needs clarification

Ocean Engineering and Energy Systems, Inc., supports the concepts contained in
HB1451 HD1 such as:

6600 Kalanianaole Hwy. Suite 224 ¢ Honolulu, HI 96825, USA e Ph: 808.954.6020 e Fax: 808.954.6010

WWW.0Cees.Com



* A 310 Million cap on credits over five years for investment made in a single QHTB per
year

* An aggregate cap on credits over five years for all investments made in all QHTB's per
year provided that this aggregate cap is set at a reasonable amount, includes clear a “first
come first serve” after investment is secured allotment process administered through
DoTax and rollover language for unused credits

¢ Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down
subsidiaries, provided that what constitutes a “drop down subsidiary” is properly and
clearly defined by statute

e A two-year extension of Act 221

Act 221 companies have:

e Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more
than $228 million in salary and other compensation in 2007 alone.

¢ Earned more than $228 million in revenues in 2007 alone.

» These benefits have been realized BEFORE most of these Act 221 companies have
reached their full potential, and exceed the $437 million in costs of credits claimed from
1999 through 2007.

Our small business company is in the renewable energy sector providing local
opportunity to develop and commercialize Ocean Thermal Energy Conversion
technologies for Hawaii and other locations. Since we are in the early start-up phase of
establishing our corporate presence and marketing our technology/ability to build these
projects that provide electricity, fresh water, seawater air conditioning and aquaculture,
Act 221 is our life source to provide the funding to keep our company operating! Act
221, in its current format, makes investors excited about investing in our technology and
it gives them a stronger incentive to make an investment here in Hawaii with our
company instead of going somewhere else like Nevada, Texas or North Carolina to invest

their dollars.

Sincerely,

Harry G 4ckson
President & CEO
Ocean Engineering and Energy Systems, Inc.

808-954-6020
hjackson@ocees.com

6600 Kalanianaole Hwy. Suite 224 @ Honolulu, HI 96825, USA # Ph: 808.954.6020  Fax: 808.954.6010
WWW.0CEEs.com
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From: Oceantronics [fritz@oceantronics.net]
Sent: Wednesday, March 18, 2009 12:02 PM
To: EDTTestimony

Subject: HB1451 HD1 - Relating to Taxation

HB1451 HD1 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with Amendments
Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2.
Oceantronics, Inc. SUPPORTS THE INTENT of HB1451 HD1 passed by the House Committee on Economic
Revitalization, Business and Military Affairs but DOES NOT SUPPORT the amendments included in HB1451
HD2 passed by the House Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and effectively kill
Act 221 include:

e Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and eliminating the 7 other
QHTB categories

General Problems of Retroactivity

Change to Definition of "Investment" - includes language which is overly vague and unclear

Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract outside capital
Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to administer the act
which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General Problems of
Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no provision on
allotment process

e Recapture Increases Section — needs clarification

Oceantronics, Inc. supports the concepts contained in HB1451 HD1 such as:

¢ A $10 Million cap on credits over five years for investment made in a single QHTB per year



e An aggregate cap on credits over five years for all investments made in al/l QHTB s per year provided that
this aggregate cap is set at a reasonable amount, includes clear a “first come first serve” after investment is
secured allotment process administered through DoTax and rollover language for unused credits

¢ Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries, provided that
what constitutes a “drop down subsidiary” is properly and clearly defined by statute

e A two-year extension of Act 221

Act 221 companies have:

¢ Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more than $228 million in
salary and other compensation in 2007 alone.

¢ Earned more than $228 million in revenues in 2007 alone.

¢ These benefits have been realized BEFORE most of these Act 221 companies have reached their full
potential, and exceed the $437 million in costs of credits claimed from 1999 through 2007.

Thank you for the opportunity to testify.
Fritz M. Amtsberg
Oceantronics, Inc.

Female Owned and Run

Small Disadvantaged Business
711 No. Nimitz Hwy.
Honolulu, HI 96817

Ph. 808-522-5600

Fax 808-522-5222

Cell 808-216-0256

Skype - oceantronics

web www.oceantronics.net
e~mail fritz@oceantronics.net
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From: Thomas Blankley [TBlankley@msn.com]
Sent: Wednesday, March 18, 2009 3:25 PM
To: EDTTestimony

Subject: HB1451 HD1 - Relating to Taxation

HB1451 HD1 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

As the head of a Hawaii tech company that was founded in 2003 with the funds generated via Act 221
investors, | am deeply concerned that the legislation being considered by your committee will
effectively kill any additional chances for companies like mine to start, develop a product, and get to
the marketing stage where they can expect to be profitable. As | read in the Wall Street Journal
almost every day, tech companies around the nation, including Tech companies in Silicon Valley, are
closing or selling themselves as a result of the inability to raise capital. If Hawaii is serious about
developing a tech industry in this state, then now is not the time to diminish the opportunity because
by keeping the programs in place they finally have a chance to attract tech companies from other
locations and other states.

Therefore, | thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451
HD2. ATCO SOFTWARE Inc. SUPPORTS THE INTENT of HB1451 HD1 passed by the House
Committee on Economic Revitalization, Business and Military Affairs but DOES NOT SUPPORT the
amendments included in HB1451 HD2 passed by the House Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

e Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and eliminating the
7 other QHTB categories

¢ General Problems of Retroactivity

e Change to Definition of "Investment” - includes language which is overly vague and unclear

« Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract outside
capital

¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

e Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to administer

the act which could hamper DoTax'’s ability to process filings

1



¢ Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General Problems of
Retroactivity

e Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no provision on
allotment process

e Recapture Increases Section — needs clarification

ATCO SOFTWARE Inc. supports the concepts contained in HB1451 HD1 such as:

e A $10 Million cap on credits over five years for investment made in a single QHTB per year

¢ An aggregate cap on credits over five years for all investments made in all QHTB’s per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by statute
¢ A two-year extension of Act 221

Act 221 companies have:

Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

e Created more than 4,000 employee and independent contractor jobs, which paid more than $228
million in salary and other compensation in 2007 alone.

e Earned more than $228 million in revenues in 2007 alone.

e These benefits have been realized BEFORE most of these Act 221 companies have reached their
full potential, and exceed the $437 million in costs of credits claimed from 1999 through 2007.

Today, as a result of Act 221, ATCO Software Inc. is developing a substantial position in its market
and has sales that are now extending outside of Hawaii to the mainland. We are employing more
sales personnel and as sales continue to grow we will be adding additional technical staff. | can
predict on a spreadsheet when the company will be profitable and how that will impact our economic
presence here in Hawaii. Our clients include Starwood Hotels, Hiiton Grand Vacations Club, Shell
Vacations Club, Wyndham Vacation Ownership, and a growing list of lesser known clients. Our
clients can make any choice they want when it comes to products and they have chosen our
company. This would not have happened without Act 221.

Thank you for the opportunity to testify.

ATCO SOFTWARE Inc.

Thomas S. Blankley, Jr.
President
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From: Todd Nakamura [tn_eight @hotmail.com]
Sent: Thursday, March 19, 2009 2:52 PM

To: EDTTestimony

Subject: HB1451 HD2 - Relating to Taxation

HB1451 HD2 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments ’

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451
HD2. e-telligents, LLC SUPPORTS THE INTENT of HB1451 HD1 passed by the House
Committee on Economic Revitalization, Business and Military Affairs but DOES NOT
SUPPORT the amendments included in HB1451 HD2 passed by the House Finance
Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively
and effectively kill Act 221 include:

e Companies which receive federal funding prohibited from utilizing tax credits

e Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

e General Problems of Retroactivity

e Change to Definition of "Investment” - includes language which is overly vague and
unclear

e Elimination of Disproportionate Credit Allocations will negatively impact the ability to
attract outside capital

e Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

e Tax Administration Special Fund - Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

e Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

e Recapture Increases Section — needs clarification e-telligents, LLC supports the
concepts contained in HB1451 HD1 such as:



e A $10 Million cap on credits over five years for investment made in a single QHTB per
year

e An aggregate cap on credits over five years for all investments made in all QHTB’s per
year provided that this aggregate cap is set at a reasonable amount, includes clear a
“first come first serve” after investment is secured allotment process administered
through DoTax and rollover language for unused credits

e Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down
subsidiaries, provided that what constitutes a “drop down subsidiary” is properly and
clearly defined by statute

o A two-year extension of Act 221

Act 221 companies have:

e Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more
than $228 million in salary and other compensation in 2007 alone.

e Earned more than $228 million in revenues in 2007 alone.

e These benefits have been realized BEFORE most of these Act 221 companies have
reached their full potential, and exceed the $437 million in costs of credits claimed from
1999 through 2007.

e-telligents, LLC is a QHTB software development company (locally owned and
operated), specializing in creating electronic health care (EHR) applications
and solutions. We currently have employed locally 2 full-time and 3 part-time
employees, with another 3-4 full-time positions to hire within the next 1.5
years, provided no adverse changes occur (HB1451 HD2 amendments) and a
two-year extension of Act 221 is enacted.

e On a personal note, the Act 221 has helped me out considerably by creating a
local position that I could apply for (I was laid off for a portion of last year as a
government contractor due to the tough economic conditions we are facing
here in Hawaii and across the nation.).

Thank you for the opportunity to testify.

Todd K. Nakamura, Operations & Business Manager
e-telligents, LLC

711 Kilani Avenue

Wahiawa, HI 96786

Windows Live™: Keep your life in sync. Check it out.
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From: Bradley T. Kinoshita [bkinoshita@dswihawaii.com]
Sent: Wednesday, March 18, 2009 11:37 AM

To: EDTTestimony

Subject: HB1451 HD1 - Relating to Taxation

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with Amendments
Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451 HD2. Deep
Seawater International, Inc. SUPPORTS THE INTENT of HB1451 HD1 passed by the House Committee on
Economic Revitalization, Business and Military Affairs but DOES NOT SUPPORT the amendments included
in HB1451 HD2 passed by the House Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and effectively kill
Act 221 include:

o Companies which receive federal funding prohibited from utilizing tax credits

¢ Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and eliminating the
7 other QHTB categories

¢ General Problems of Retroactivity

¢ Change to Definition of "Investment” - includes language which is overly vague and unclear

o Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract outside
capital

¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

o Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to administer
the act which could hamper DoTax’s ability to process filings

o Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General Problems of
Retroactivity

e Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no provision on
allotment process

¢ Recapture Increases Section — needs clarification

Deep Seawater International, Inc. supports the concepts contained in HB1451 HD1 such as:

¢ A $10 Million cap on credits over five years for investment made in a single QHTB per year

¢ An aggregate cap on credits over five years for all investments made in all QHTB’s per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

o Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by statute



e A two-year extension of Act 221
Act 221 companies have:

e Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

e Spent more than $1.4 billion in Hawaii.

¢ Created more than 4,000 employee and independent contractor jobs, which paid more than $228
million in salary and other compensation in 2007 alone.

e Earned more than $228 million in revenues in 2007 alone.

¢ These benefits have been realized BEFORE most of these Act 221 companies have reached their
full potential, and exceed the $437 million in costs of credits claimed from 1999 through 2007.

Deep Seawater International, Inc. manufactures and bottles deep sea water from 3000 feet at

the NELHA facility adjacent to Keahole airport in Kailua-Kona.

Thank you for the opportunity to testify.

Bradley T. Kinoshita

President & CEO

Deep Seawater International, Inc.

74-4460 Queen Kaahumanu Highway, #122
Kailua-Kona, HI 96740
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March 19, 2009
Subject: HB1451 HD1 - Relating to Taxation

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Date/Time: March 20, 2009/1:15pm
PLACE: Conference Room 016

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451
HD2. Ventura Technology Enterprises, Ltd. SUPPORTS THE INTENT of HB1451 HD1
passed by the House Committee on Economic Revitalization, Business and Military Affairs but
DOES NOT SUPPORT the amendments included in HB1451 HD2 passed by the House Finance
Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

¢ Companies which receive federal funding prohibited from utilizing tax credits

e Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

¢ General Problems of Retroactivity

o Change to Definition of "Investment" - includes language which is overly vague and unclear
¢ Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital

¢ Burdensome Increases of Comfort Letter ($5,000) & Certification ($2,000) Fees

o Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

e Recapture Increases Section — needs clarification



Ventura Technmogy
P.0. Box 893264 Miilani HI 96789

¢ Teli808.678 3900

W ‘nF iX. 808, 676. 2218

WWW, venturate nology net

Ventura Technology supports the concepts contained in HB1451 HD1 such as:

¢ A $10 Million cap on credits over five years for investment made in a single QHTB per year
e An aggregate cap on credits over five years for all investments made in all QHTB'’s per year
provided that this aggregate cap is set at a reasonable amount, includes clear a “first come first
serve” after investment is secured allotment process administered through DoTax and rollover
language for unused credits

¢ Drop Down Subsidiaries: Further statutory restrictions on so-called “drop down subsidiaries,
provided that what constitutes a “drop down subsidiary” is properly and clearly defined by
statute

¢ A two-year extension of Act 221

Act 221 companies have:

¢ Generated more than $1.2 billion in investments in at least 333 Act 221 companies.

¢ Spent more than $1.4 billion in Hawaii.

e Created more than 4,000 employee and independent contractor jobs, which paid more than
$228 million in salary and other compensation in 2007 alone.

¢ Earned more than $228 million in revenues in 2007 alone.

o These benefits have been realized BEFORE most of these Act 221 companies have reached
their full potential, and exceed the $437 million in costs of credits claimed from 1999 through
2007.

Ventura Technology is a high technology Hawaii corporation that has been successful in
the pursuit of Hawaii-based business that has created more than 100 full time jobs on Oahu
over the past 10 years. Act 221 tax incentives provided a significant incentive that has
resulted in our ability to compete and win contracts that would have otherwise been
acquired by Mainland-based large corporations with no Hawaii ties.

In these uncertain economic times, Hawaii’s business climate should be afforded the ability
to compete with outside-of-Hawaii corporations on an equal footing. Act 221 could and
should be permanently available to Hawaii businesses who contribute significant tax inputs
to the State of Hawaii.

Thank you for the opportunity to provide our insight to this important legislation.

bl T

Robert W. Ventura
President
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700 Bishop Street, Suite 2000 Honolulu, H1 96813
- HB1451 HD1 - Relating to Taxation

DATE: Friday, March 20
TIME: 1:15pm
PLACE: Conference Room 016

TO: Senate Committee on Economic Development and Technology
Senator Carol Fukunaga, Chair
Senator Rosalyn H. Baker, Vice Chair

Re: Testimony in Strong Opposition to HB 1451 HD2 Relating to Taxation - Support with
Amendments

Chair, Vice-Chair and Committee Members:

Thank you for the opportunity to submit testimony in STRONG OPPOSITION to HB 1451
HD2. Archinoetics, LLC SUPPORTS THE INTENT of HB1451 HD1 passed by the House
Committee on Economic Revitalization, Business and Military Affairs but DOES NOT
SUPPORT the amendments included in HB1451 HD2 passed by the House Finance Committee.

Some of the most egregious and harmful HB1451 HD2 amendments which cumulatively and
effectively kill Act 221 include:

o Companies which receive federal funding prohibited from utilizing tax credits

e Limiting "Qualified Research" Definition to Federal IRC Section 41(d) Research and
eliminating the 7 other QHTB categories

e General Problems of Retroactivity

¢ Change to Definition of "Investment" - includes language which is overly vague and unclear
¢ Elimination of Disproportionate Credit Allocations will negatively impact the ability to attract
outside capital

¢ Burdensome Increases of Comfort Letter (§5,000) & Certification ($2,000) Fees

o Tax Administration Special Fund — Act 221 fees collected will no longer be restricted to
administer the act which could hamper DoTax’s ability to process filings

e Changed QHTB Definition--75% Activities Test; Removal of Revenue Test: General
Problems of Retroactivity

o Aggregate Cap of $50 Million - too low, no provision for rollover of unused credits, no
provision on allotment process

e Recapture Increases Section — needs clarification

Archinoetics, LLC supports the concepts contained in HB1451 HD1 such as:

o A $10 Million cap on credits over five years for investment made in a single QHTB per year

(T) 808.585.7439, (F) 888.279.0289
www.archinoetics.com
















































































































































































































































	Linda Smith, Office of the Governor_SUPPORT

	Kurt Kawafuchi, Department of Taxation_SUPPORT

	Diane Ley, County of HI Dept of Research & Development_SUPPORTS INTENT

	Jeanne Skog_OPPOSED

	Noram Nomura, HGEA_SUPPORT
	Alicia Maluafiti, Hawaii Crop Improvement Association_OPPOSED

	Jeff Au, PacifiCap Group_STRONG OPPOSITION

	Bill Spencer, HVCA_STRONG OPPOSITION

	Robert Robinson, Hawaii Angels_STRONG OPPOSITION

	Michael O'Malley, Goodsill Anderson Quinn & Steifell_STRONG OPPOSITION

	Roy Amemiya, Central Pacific Bank_CONCERNS

	Mike Curtis_STRONG OPPOSITION

	David G. Watumull, Cardax Pharmaceuticals & Employees STRONG OPPOSITION

	Tom Yamachika, Accuity LLP_COMMENTS

	E. Alan Kennet, Gay & Robinson_STRONG OPPOSITION

	Dante Carpenter, Carbon Diversion_STRONG OPPOSITION

	John Kuriyama, Oceanit_STRONG OPPOSITION

	Henry Jackson, Ocean Engineering & Energy Systems_STRONG OPPOSITION

	Fritz Amtsberg, Oceantronics_STRONG OPPOSITION

	Thomas Blankley, Atco Software_STRONG OPPOSITION

	Todd Nakamura, E-Telligents, LLC_STRONG OPPOSITION

	Bradley Kinoshita, Seawater International_STRONG OPPOSITION

	Robert Ventura, Ventura Technologies_STRONG OPPOSITION

	Traci Downs, Archinoetics_STRONG OPPOSITION

	Michael Cruickshack, Marine Minerals Technology Center Associaties_STRONG OPPOSITION

	Neil Anthony Sims, Kona Blue Water Farms_STRONG OPPOSITION

	Clyde Shigii, Data House Consulting_STRONG OPPOSITION

	Dave Kozuki, People Bridge_STRONG OPPOSITION

	Hank Wuh, Cellular Bioengineering_STRONG OPPOSITION

	William Akiona, Omnigreen Renewables_STRONG OPPOSITION

	Tom Wilkolak, Honolulu Seawater Airconditioning_STRONG OPPOSITION

	Victoria Schneider, Innovasc_STRONG OPPOSITION

	Walt Simmons, Decision Research Corporation_STRONG OPPOSITION

	Robert Howe, Akamai Initiative_STRONG OPPOSITION

	Jeff Reiss, Peletex_STRONG OPPOSITION

	Pat Bustamante, Pacific LightNet_STRONG OPPOSITION

	Robert King, Pacific BioDiesel_STRONG OPPOSITION

	Doug Toomey, Mauna Kea Infrared_STRONG OPPOSITION

	Kyle Hunter, Pacific Light and Power_STRONG OPPOSITI
ON 
	LeRoy Jenkins, Production Partners_STRONG OPPOSITION

	Corey Tong and Johnson Choi, Makai Motion Pictures, STRONG OPPOSITION

	Roy Tijoe, Island Film Group_STRONG OPPOSITION

	Genie Joseph, Hawaii Movie Studios, LLC_STRONG OPPOSITION

	Todd Robertson, Hyperspective Studios_STRONG OPPOSITION

	Lishan Chong, Edutainment Resources, STRONG OPPOSITION

	Stuart Spangler, Location Hawaii_STRONG OPPOSITION

	Matthew Locey, Production Assistance Unlimited of Hawaii_STRONG OPPOSITION

	Bruce Vollert, Event Group Hawaii_STRONG OPPOSITION

	Daniel Ziegler, STRONG OPPOSITION

	Marilyn Mick, STRONG OPPOSITION

	Ashley Smith_STRONG OPPOSITION�
	Tracy Matsumoto, E-Telligents: STRONG OPPOSITION

	Donovan Ahuna, Local 665 STRONG OPPOSITION

	Alan Hayashi, BAE Systems_OPPOSITION 
	Doreen Griffitih, Grant Thornton LLP_STRONG OPPOSITION

	Petra DuPon, Noni Biotech International_STRONG OPPOSITION




