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Background
High Technology Investment Tax Credit

1. 1999: Act 178
10% investment tax credit (non-refundable credit) for $ 
invested to Qualified High Technology Business (QHTB)
Max: $500,000/QHTB/yr
Define QHTB as: A business employing or owning 
capital or property, or maintaining an office in Hawaii; 
provided that:
o Activities Test— 100% of their business activities are in 

qualified research; OR
o Gross Income Test— 100% of the business’ gross income 

is derived from qualified research and received from:
Products sold from, manufactured in, or produced 
in Hawaii;  or
Services performed in Hawaii

Limit “qualified research” to 
o research as defined in IRC §41(d), and 
o developing, designing, modifying, programming, and 

licensing of computer software

List specific restrictions on certain businesses from 
qualifying as QHTB.  For example, banking, insurance, 
financing, leasing, rental, investing, or similar business 
can not qualify as QHTB.

Research Activities Tax 
Credit

1. 1999: Act 178
Conform to IRC §41(d) 
and IRC §280 
2.5% of expenses 
incurred to conduct 
new research over and 
above expenses in 
prior year (non-
refundable credit)
Available to all 
taxpayers

Other Incentives 
(Included in Act 178)

Stock exclusion
Royalty exclusion



Background (Cont.)

Refundable vs. Non-refundable Credit

Refundable Credit

A taxpayer need not have any tax liability in the year the 
research credit is claimed.  

The state will refund the amount of the credit that remains 
after the credit has been applied against any outstanding tax 
liability of the taxpayer.

Non-Refundable Credit

A taxpayer must have a tax liability against which to apply 
the investment credit.  

If the taxpayer has no tax liability for the particular year, 
the credit amount claimed in that year may be carried 
forward to a future year in which the taxpayer does have a 
tax liability.



Background (Cont.)
High Technology Investment Tax Credit

2. 2000: Act 297
Amend Act 178, SLH 1999

QHTB definition
o Lower the activity test threshold from 

100% to >50% (of which 75% must be 
done in Hawaii, or 37.5% total)

o Lower the gross income test threshold 
from 100% to 75%

Redefine “qualified research” by altering the 
description of qualifying computer software 
activities, adding biotechnology, and removing 
the exception regarding research conducted 
outside the State

Allow credit allocation without regard to IRC 
§ 704(b)(2)

Research Activities Tax Credit

2. 2000: Act 297
Amend Act 178, SLH 1999

Amend the research credit 
to make it a refundable 
credit

Increase the credit from 
2.5% to 20% of the 
excess expenditure (over 
previous tax years)



Background (Cont.)
High Technology Investment Tax Credit

3. 2001: Act 221
Amend Act 297, SLH 2000
Increase investment credit from 10% (max: 
$500,000/QHTB) to 100% (max: $2 
million/QHTB) - claimable over 5 years: 
o Yr 1: 35% (max: $700,000) 
o Yr 2: 25% (max: $500,000)
o Yr 3: 20% (max: $400,000)
o Yr 4: 10% (max: $200,000)
o Yr 5: 10% (max: $200,000)

Redefine “qualified research” to include:
o IRC 41(d) qualified research
o Computer software (for sale, lease, or license)
o Biotechnology
o Performing arts products (audio files, video files, 

computer animation, movies and TV)
o Sensor optic technologies
o Ocean sciences
o Astronomy
o Nonfossil fuel energy-related technology

Specific restrictions on certain businesses from 
qualifying as QHTB were removed

Research Activities Tax Credit

3. 2001: Act 221
Amend Act 297, SLH 2000

Expand the research credit to 
include all qualified research 
expenditures, not just those 
expenditure that exceeded 
the expenditures from 
previous tax years



Background (Cont.)
High Technology Investment Tax Credit

4. 2004: Act 215
Extend the expiration date of the investment 
credit from 12/31/05 to 12/31/10
Require investment transactions to have 
economic substance & business purpose
o Safe haven for taxpayers claiming credits with 

credit allocation ratio of 1.5 or less 
Add certification requirements
Remove the “liberally construed” language

5. 2006: Act 206
Require QHTB receiving investments after 
6/30/07 to submit investment, employment, 
job creation, revenue, expense, and other 
information to DOTAX
Require DOTAX to report the information 
annually to the Legislature
Require DOTAX to study the effectiveness of the 
credit

Research Activities Tax Credit

4. 2004: Act 215
Extend the expiration date 
of the investment credit 
from 12/31/05 to 12/31/10

Limit the availability of the 
credit to only qualified high 
technology businesses 
(“QHTB”), effective 7/1/04



Background (Cont.)
High Technology Investment Tax Credit (Current Statute)

100% investment tax credit (non-refundable credit) for $ invested to Qualified High 
Technology Business (QHTB)
Claimed over 5 years: 35%, 25%, 15%, 10%, 10%
Max: $2 million/year/QHTB
Define QHTB as: A business employing or owning capital or property, or maintaining an 
office in Hawaii; provided that:
o Activities Test: >50% of all activities are qualified research (of which 75% must be done in HI, 

or 37.5% total); OR
o Gross Income Test: 75% of the business’ gross income is derived from qualified research and 

received from:
Products sold from, manufactured in, or produced in Hawaii;  or
Services performed in Hawaii

Qualified research means: 
o IRC 41(d) qualified research
o Computer software (for sale, lease, or license)
o Biotechnology
o Performing arts products (audio files, video files, computer animation, movies and TV)
o Sensor optic technologies
o Ocean sciences
o Astronomy
o Nonfossil fuel energy-related technology



Statistics

Data Sources
Investment in Hawaii
Costs in State Tax Credits to Attract 

High Technology Investments
Job Creation
Viability and Sustainability of QHTBs 



Data Sources
Each year QHTBs are required to file DOTAX Form N-317 (“Statement by Qualified High Technology 
Business”)
The QHTBs are asked to provide data for the previous calendar year
Current filing deadline: before June 30th of each year
QHTBs began filing Form N-317 for CY 2002 operations
For CY 2007, the form was significantly improved to include more detail on the operations of high 
technology firms
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Table 1.  Summary of  QHTBs Filing Form N-317



Investment in Hawaii
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Table 2. Cash Investment Received by QHTBs* (2000 - 2007)

Performing 
Arts

Non-Fossil 
Fuel Energy

Multiple 
Activities & 
Others

Research as 
defined in 
IRC § 41(d)

Computer 
Software

Biotechnolo
gy

$224.3 M

$307.1 M

$269.9 M

$205.8 M

$224.7 M

*Source: Data reported on Form N-317 for calendar year 2007

Total Cash Investment Received by QHTBs (2000  - 2007): $1.2 billion



Costs in State Tax Credits to Attract High Technology Investments 
(HRS § 235-110.91, “Investment Credit”)
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Table 3.  High Technology Business Investment Tax Credit Claimed for TY 1999-2006

Total Credit (1999 – 2006): $301.1 million

Individuals: $155.1 million (52%), of which 95% has income >$200,000

Corporations: $34.8 million (12%)

Insurance Underwriters: $111.2 million (37%)

Total Credit Claimed & Likely to be Claimed: $657.5 million

Total Credit Claimed, TY 1999-2006: $301.1 million

Estimated Credit  Claims, TY 2007: $136.0 million

Estimated Credit  Claims, TY 2008: $220.4 million



Costs in State Tax Credits to Attract High Technology Investments 
(HRS § 235-110.91, “Investment Credit”)
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Table 3A.  High Technology Business Investment Tax Credit Claimed by Individuals for TY 
1999-2006

Number of Returns (Left)

Total Credit Claimed (Right)



Costs in State Tax Credits to Attract Research Activities
(HRS § 235-110.9, “Research Credit”)
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Table 4.  Research Activities Tax Credit Claimed for TY 2000 - 2006

Total Credit Claimed & Likely to be Claimed: $89.5 million

Total Credit Claimed, TY 2000-2006: $74.7 million

Estimated Credit  Claims, TY 2007: $14.8 million

Total Credit (2000 – 2006): $74.7 million

Individuals: $10.7 million (14%)

Corporations: $63.9 million (86%)



Job Creation (2007)
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Table 5.  Number of Jobs Created by QHTBs

Total Jobs Created: 2,245 Total: $127.0 million

Full-time: 1,450 Average wage: $76,790

Part-time: 154 Average wage: $38,084

Temporary: 641 Average wage: $15,276



Job Creation (2007)
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Table 6.  2007 QHTBs Payroll Expenses 

Total 2007 Payroll Expenses: $127.0 million



Viability & Sustainability (2007)
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Viability & Sustainability (2007)
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Number of QHTBs

Hawaii Revenue

Hawaii Expenses

Total 2007 Hawaii Revenues: $205.8 million

Total 2007 Hawaii Expenses: $384.5 million

Total 2007 Worldwide Revenues: $440.9 million

Total 2007 Worldwide Expenses: $228.3 million

Table 8. 2007 Hawaii Revenues and Expenses



Summary



Summary
Statute
1.  Both the investment and research tax credits have grown more generous over time

Benefits
1. Investment

$1.2 billion in cash investment between  calendar year 2000 to 2007
Average $6.8 million per QHTB

2. Job Creation (2007)
Average jobs created per QHTB: 12.7 jobs (8.2 full-time positions)
1,450 full time jobs with an average wage of $76,790/job
154 part-time jobs with an average wage of $38,084/job
641 temporary jobs with an average wage of  $15,276/job
2,118 independent contractors were hired with an average wage of $44,376/contractor

3. Innovation 
55 QHTBs owned 200 patents, and had 610 patents pending
74 QHTBs owned copyrights
65 QHTBs owned trade secrets
64 QHTBs owned licenses
58 QHTBs owned trademarks

Costs
1. High Technology Investment Credit Claim

Estimated high technology investment credits through 2007: $657.4 million 
Acquisition cost per full time position is approximately $535,000



Thank you
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