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Some analysts predict that the city excise tax will ultimately have to double or even triple 
to yield enough cash to finish the rail project - potentially increasing the state's take to 
more than a half-billion dollars. 

It's unconscionable for lawmakers to stick taxpayers with a gratuitous tax surcharge of 
such magnitude when the state is running a budget surplus likely to exceed $600 million 
next year and residents are already being battered by rising costs on all fronts. 

And it's grossly irresponsible to increase the immense cost of building a rail line to 
Leeward O'ahu by 10 percent off the bat for no good public purpose. 

Lawmakers are trying to cover their tracks by saying they'll now direct some of the 
surcharge money to the Tax Department, but it won't likely be anywhere near the total 
amount the state is collecting. 

Tax Director Kurt Kawafuchi's preliminary estimate was that it would cost his 
department $13.6 million over four years to collect the excise tax for the city- a 
fraction of the $60 million the state would reap from its surcharge during that time. 

And Kawafuchi's cost estimate will probably prove to be high; how much could it cost to 
calculate the city's fixed share of gross O'ahu excise tax receipts and deliver a check 
across the street? 

Public confidence in rail transit has been shaken by political bickering and allegations of 
cronyism in the award of the first transit contract. 

Lingle, Hannemann and the Legislature need to sit down now to hammer out an 
agreement that eliminates the odious surcharge and satisfies all parties that faith has been 
kept with the deal struck last year. 

We need assurances that the costliest public works project in O'ahu's history won't be 
used as cover for a massive siphoning of public money for other purposes. 

Shapiro, "Collection Surcharge Looms as Another Tax," Honolulu Advertiser (Mar. 15, 2006) 
(available at http://the.honoluluadvertiser.com/-article/2006/Mar/15/op/FP603 l 503 l 5 .html). 

Collection of the county surcharge began on January 1, 2007. At that point, events began 
unfolding that shed light on how much (or how little) it actually costs to administer the tax. 

In the General Appropriations Act of 2007, Act 213, SLH 2007, the Legislature was asked to 
give the Department of Taxation additional resources to administer and collect the surcharge. As 
explained in the Senate Ways and Means Committee report, however, those resources amounted 
to less than $1 million per year: 

On January 1, 2007, the Department of Taxation began collection of the county surcharge 
tax for the city and county of Honolulu. As a result, the Department required additional 
funds for its operations. Under Act 247, Session Laws of Hawaii 2005, the Department 
collects the surcharge on behalf of the county and in return the State retains ten per cent 
of the collections, to be deposited in the general fund. Because Act 24 7 did not provide 
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positions or funds for the collection activity, an appropriation from the general fund for 
the Department of Taxation is necessary. Your committee provided nineteen positions 
and general funds of $944,312 for fiscal year 2007-2008 and $717,944 for fiscal year 
2008-2009. Your Committee has included a provision requiring the Department to study 
and report to the Legislature during the Regular sessions of 2008 and 2009 on the totality 
of the additional work represented by the county surcharge collection activity. 

Senate Stand. Comm. Rep. 1586 (2007). Accordingly, a proviso, section 121 of the 
appropriations act, was inserted to require the Department to generate such reports. 

In response to the budget proviso, the Department issued two reports. Department of Taxation, 
Annual Report as Required by Act 213, SLH 2007, Section 121 (2007), and Department of 
Taxation, Annual Report as Required by Act 213, SLH 2007, Section 121 (2008). In the latter 
report, the Department stated that the budgeted salary for positions dedicated to surcharge 
collection was approximately $750,000 in FY 2008 and $700,000 in FY 2009, to which should 
be added a portion of the salaries of existing Compliance Division staff (audit and collection 
functions) amounting to about $440,000 per year. The Department also noted that its request to 
the 2008 Legislature for an additional $233,000 for computer support needed to administer the 
county surcharge tax was denied. So the costs to administer the surcharge in FY 2008 and FY 
2009 were approximately $1.2 million and $1. 15 million respectively. Even ifthe $233,000 that 
the Department wanted but didn' t get were added, the total costs would be considerably less than 
the earlier projected amounts. 

Over the ensuing several years, the 10% amount diverted grossly exceeded the $1 .2 million per 
year that the Department reported, and in FY 2014 exceeded the entire budget of the Department 
of Taxation. 

This bill proposes to address the issue by repealing the entire section disposing of the surcharge. 
The intent of the bill probably could be accomplished without killing the patient by amending the 
section surgically, such as: 

[§248-2.6] County surcharge on state tax; disposition of 
proceeds . (a) I f a dopted by county ordi nance , all county 
sur charges on state tax co l lected by the direct or of 
taxatio n sha l l be paid into the s t ate treas ury q uarterly , 
wit hin ten working days after col l ection , and s hall be 
p l a ced by t h e di rector of fina nce in special accounts . Out 
o f the reven ues generated b y county surchar ges on state tax 
paid into each respect i ve state treasu ry specia l account , 
the d i rect o r o f fi n a nce shall d e d uct [te n per cent o f t h e 
gross proceeds of a re s pect i ve county's surcharge on stat e 
tax to reimburse the State for] t he costs of assessment , 
col lect ion , and d i spos i tion of t h e county surcharge on 
state tax i ncurred by the State . Amounts retained shall be 
g e ne r al f und realizat i ons of t he State . 
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(b) The amounts deducted for costs of assessment, 
collection, and disposition of county surcharges on state 
tax shal l be withheld from payment to the counties by the 
State out of the county surcharges on state tax collected 
for the current calendar year. 

(c) For the purpose of this section, the costs of 
assessment, collection, and disposition of the county 
surcharges on state tax shall include any and all costs, 
direct or indirect, that are deemed necessary and proper to 
effectively administer this section and sections 237 - 8 . 6 
and 238-2.6. 

(d) After the deduction and wi thholding of the costs 
under subsections (a) and (b), the director of finance 
shall pay the remaining balance on [+Ja [t] quarterly basis 
to the director of f inance of each county that has adopted 
a county surcharge on state tax under section 46-16.8. The 
quarterly payments shall be made after the county 
surcharges on state tax have been paid into the state 
treasury special accounts or after the disposition of any 
tax appeal, as the case may be. Al l county surcharges on 
state tax collected shall be distributed by the director of 
finance to the county in which the county surcharge on 
state tax is generated and shall be a genera l fund 
realization of the county, to be used for t he purposes 
specified i n section 46-16.8 by each of the counties. 

Digested 2/4/16 


