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Chair Fukunaga, Vice Chair Espero and Members of the Committee on Economic
Development and Taxation.

The Department of Business, Economic Development and Tourism (DBEDT) supports
Part I Section 1 of HB 2415 HD 1 Proposed SD1. However, DBEDT opposes Part I Section 2
and Part II Section 3 of HB 2415 HD 1 Proposed SD1.

The Hawaii Innovation Initiative encourages technological innovation and understands
that small businesses are the true innovators. The Hawaii Matching Grant Program helps support
Hawaii companies by matching federal awards at 50 per cent, but not to exceed $25,000. This
matching formula was created when the maximum Phase I federal award was $50,000.

HB 2415 HD 1 Proposed SD1 Part I Section 1 would remove this cap and the Hawaii

matching grant would be at 50 per cent of the federal award. This is a vital improvement as the
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present Phase I federal award ceiling is $100,000. The current $25,000 Hawaii match has not
kept up with the increased federal funding levels and this amendment would remedy the
imbalance.

HB 2415 HD 1 Proposed SD1 Part I Sectionl also amends the current statute to give
preference to qualified companies receiving their first award over previous awardees. This
revision would be in the spirit of the SBIR Program investing in and fostering Hawaii’s small
businesses.

As mentioned above, DBEDT opposes HB 2415 HD 1 Proposed SD1 Part I Section 2 and
Part II Section 3, which proposes to disband the High Technology Innovation Corporation
(HTIC). HTIC plays an important role in promoting high technology in conjunction with the
High Technology Development Corporation (HTDC). With its non-profit status, HTIC executes
programs and projects that allow for tax deductible foundation contributions toward the
development of the State’s high technology industry. In addition, HTIC manages programs such
as the National Governors Association Science, Technology, Engineering, and Math (STEM)
Grant. Disbanding HTIC would adversely affect this grant and other HTIC programs.

Thank you for the opportunity to provide these comments.
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Hawaii
Agquaculture
Association

To: THE SENATE
THE TWENTY-FOURTH LEGISLATURE
REGULAR SESSION OF 2008

COMMITTEE ON ECONOMIC DEVELOPMENT & TAXATION
Sen. Carol Fukunaga, Chair
Sen. Will Espero, Vice Chair

HEARING

DATE: Tuesday, March 18, 2008

TIME: 1:15PM

PLACE: Conference Room 224, State Capitol
415 South Beretania Street

From: Ron Weidenbach, President, Hawaii Aquaculture Association
Phone: 429-3147, Email: hawaiifish@gmail.com

Re: HB 2415 HD1 Proposed SD1 RELATING TO HIGH TECHONLOGY
Chair Fukunaga, Vice Chair Espero, and Committee Members:

The Hawaii Aquaculture Association (HAA) strongly supports HB 2415 HD1 Proposed SD1,
relating to high technology that in Part I removes the $25,000 limit on HTCD grants to recipients of
federal Small Business Innovation Research Phase I awards or contracts, or federal Small Business
Technology Transfer Program awards, retains limits of 50 percent of the federal award or contract,
requires HTDC to expend any remaining 2006-2007 funds on grants in 2008 and 2009 and to report to
the 2009 and 2010 legislature on expenditures, and in Part II repeals chapter 206M, Part IV, HRS.

Many members of the Hawaii aquaculture industry have been successful in competing nationally for
Federal SBIR and SBTT grants to support the development of new aquaculture technologies and
products. The HTDC grants help Hawaii’s technology companies to better compete nationally, to
purchase specialized research equipment, and to hire international consultants not otherwise covered
by the Federal SBIR/SBTT programs, so as to enable them to be more successful in meeting Federal
research objectives and in subsequent commercialization efforts, and helps Hawaii companies bridge
the funding gap between the Phase I grants and follow-on Phase II grants thereby enabling companies
to retain critical staff and live research plants and animals.

In summary, HTDC’s grant program is very beneficial to Hawaii’s technology companies and, as such,
HAA strongly supports passage of HB 2415 HD1 Proposed SD1. Thank you for the opportunity to
testify.
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In consideration of
HB 2415 HD1 PROPOSED SD1 RELATING TO HIGH TECHNOLOGY.
Chair Fukunaga, Vice Chair Espero, and Members of the Senate Committee on Economic

Development and Taxation.

The High Technology Development Corporation strongly supports only PART I
SECTION 1 and opposes PART I SECTION 2 and PART II SECTION 3 of HB 2415 HD1
Proposed SD1.

1. - We offer these comments in support of PART I SECTION 1:
Hawaii SBIR Matching Grant Program Results

The State’s Hawaii Small Business Innovation Research (HSBIR) Program which is a
matching grant program shows that 67 local companies were awarded 305 federal SBIR Phase I
and Phase II grants totaling nearly $71 million to date. During this same period the State
awarded $4.5 million in matching grants to local companies and these companies have attracted
$57.5 million in federal SBIR Phase III commercialization funding. Generally, for every State
dollar ($1) invested in SBIR matching grant program, Hawaii companies have attracted over
fifteen dollars ($15) in federal SBIR awards or twenty-eight dollars ($28) in total federal SBIR
monies when you include funding for technology commercialization.

Future Trend Estimate for Hawaii SBIR Matching Grant Program

There is an increase in federal SBIR awards won by Hawaii companies and this is a trend
that is likely to continue to increase. In the first 14 years of the program, local companies won
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an average of 10 federal Phase I awards per year, with a total value of $10.5 million over the 14
years. These local companies attracted another $21.7 million in follow-on federal SBIR funding
to Hawaii. Within the past five years of the program, local companies won an average of 18
federal awards per year (27 in 2006 alone), with a total value of $12.5 million over five years.
These companies attracted another $25.5 million in follow-on federal SBIR funding to Hawaii in
just the past five years.

Summary of PART I SECTION 1 of HB 2415 HD 1. Proposed SD1

The bill makes “housekeeping” modifications to three sections of HTDC enabling
legislation (HRS Section 206M-15). This statute provides state matching grant funding to
Hawaii companies that have been awarded federal Small Business Innovation Research (SBIR)
Phase I awards and federal Small Business Technology Transfer (STTR) Phase I awards.

SBIR is a three-phase federal program that provides small businesses the opportunity to
win federal R&D grants and contracts. In Phase I, the small business explores the technical merit
or feasibility of an idea or technology. In Phase II, the small business expands upon Phase I
results. In Phase III, the project matures and is commercialized. No SBIR funds support Phase
IIT activities. STTR is a sister R&D funding program to SBIR and is similarly organized in three
phases. STTR primarily differs in that the small business must partner with a research
organization to carry out the research, thus encouraging greater collaboration between the
university and industry. The SBIR and STTR programs provide the necessary funding for
innovative research and development efforts that is normally not available from traditional
sources.

Hawaii companies that receive SBIR and STTR Phase I feasibility study awards can
apply for state Hawaii SBIR and STTR matching grants. The state grants enhance a company’s
Phase I project development while helping it to develop stronger proposals for the more lucrative
federal Phase II awards (normally $750,000 or more to build a prototype), and ultimately to
commercialize their innovations successfully and profitably. Ultimately the goal of the matching
grant helps Hawaii companies launch new commercial products into the marketplace.

(1) First Housekeeping Amendment

The first requested change is to adjust the ceiling of the Hawaii SBIR grant to be
consistent with the original intent of section 206M-15. When the Hawaii SBIR grant program
was created nineteen years ago, the federal SBIR Phase I award was $50,000. The state
matching grant was based upon 50-percent of the federal Phase I amount, which happened to be
$25,000. Currently the federal SBIR Phase I awards average $100,000 and up. The state
matching grant has not proportionately increased or kept up with the federal award due to the
$25,000 ceiling in the existing statute. Therefore, we request that the $25,000 cap be removed,
so as to allow the higher amounts to be awarded. The ceiling increase does not mean that larger
grants will be regularly awarded, but rather that they can be awarded particularly for exceptional
research projects.



(2) Second Housekeeping Amendment

The second requested change redefines award priority for small businesses that receive an
SBIR award for the first time. Currently the statute reads that an SBIR Phase I awarded
company will receive funding preference if it applies for the state grant for the first time in a
fiscal year. This clause provides the same level of preference to a multiple-SBIR award winner
so long as it was their first time in a fiscal year, as it would to a first-time-ever SBIR awardee.
Since HTDC places priority on supporting new companies to the SBIR program, we would like
to revise the language to read: “Give preference to all qualified businesses receiving their first
award over multiple award grantees”.

(3) Third Housekeeping Amendment

The third requested change relates to the situation when there is not sufficient Hawaii
SBIR budget available to fulfill the applicants’ requests. The current language states that HTDC
“shall apply for funds to be transferred from the Hawaii capital loan revolving fund” if the
budget is inadequate to satisfy all qualified requests. In effect, HTDC must request the loan.
HTDC prefers fiscal oversight and the choice to borrow funds from the state loan program in
case of a budget shortfall, as opposed to “automatically” borrowing from the loan program.
Therefore, HTDC would like to replace the word “shall” to “may”, so the language reads “the
development corporation may apply for funds to be transferred from the Hawaii capital loan
revolving fund”.

To summarize PART I, SECTION 1, the requested language changes strengthen the
successful Hawaii SBIR and STTR programs by allowing small businesses with exceptional
SBIR/STTR projects to receive larger state grants to accelerate commercialization; placing
priority on awarding true first-time SBIR and STTR companies; and allowing HTDC the
flexibility in times of budget shortfall, to ckoose to borrow other state funds instead of making it
a requirement.

2. And, we offer these comments in opposition to PART I SECTION 2 and PART II

SECTION 3:

Part I Section 2 of HB 2415 HD1 Proposed SD1 proposes to dissolve the High
Technology Innovation Corporation (HTIC) then redirect remaining funds appropriated from Act
255, Session Laws of Hawaii 2006, relating to the establishment of an international business and
technology incubator program with Hawaii and China technology businesses through the state’s
HTIC, a non-profit state agency. We believe the proposed SD1 is not feasible for these reasons:

(a) State’s Efforts to Grow Tech Industry Abruptly Stopped: HTIC was created by
the legislature in 2005 without funding or resources to further support the state’s efforts to grow
its emerging technology industry. HTIC applied and is a 501(c) (3) state operated non-profit
corporation and is not exempt from the state procurement code (103D). HTIC plans, creates and
implements programs and projects of HTDC that are assigned to HTIC by HTDC including
federal funded programs and projects. HTIC non-profit status would allow entities such as




foundations to make contributions to grow the state’s technology industry that would also be tax
deductible.

(b) Current Contracts Would Be Negatively Impacted: HTIC currently manages
contracts for HTDC that includes the National Governors’ Association STEM Grant. The State
(HTIC) is not able to assign, sublet or transfer all or any portion of this agreement without prior
written approval of the NGA. HTIC also maintains a small representative office in China as part
of its International Incubator Program,; further, there are current plans to expand this program to
Japan. There is also the UCERA agreement, to perform consulting work for the Triple Helix
Project, to survey entities in China on best practices for academia, government and industry to
work together.

(©) Funds Remaining from Act 255: Based on discussions with Budget & Finance,
funding from Act 255 which created the International Incubator Program lapsed on 6/30/07.
Language in Section 2 Part I and Section 3 Part II repeals the HTIC leaving the funds remaining
from Act 255, SLH 2006 to be redirected to the Hawaii Small Business Innovation Research
program. The State accounting system reflects a remaining unobligated balance that lapsed from
Act 255 as of June 30, 2007 was approximately $29.00. Also, if the intent of Section 2 Part I and
Section 3 Part IT is to redirect the remaining unspent balance in the international business and
technology incubator program contract between HTDC and HTIC, we further understand that if
the contract was dissolved the remaining funds in the contract would lapse, revert to the general
treasury and not be available for the Hawaii Small Business Innovation Research Program. In
order to carry out the purpose of these sections, a new appropriation for fiscal year 2009 and
2010 would be needed to be able to carry out the intent of PART I SECTION 2 and PART II
SECTION 3 of HB2415 HD1 Proposed SD1.

(d) Loss of Opportunity to further develop the International Business and Technology
Incubation Program, and future projects requiring non-profit status: The process of establishing
a non-profit state entity (since July 2005) as well as establishing the International Incubator
Program (since July 2006) has been an excellent opportunity of learning how to do business
internationally; and in this case with China as its first office. Learning from this process we hope
to extend the program and include Japan; however, if HTIC were repealed as proposed in SD1,
that opportunity would be lost. Further, the establishment of a state non-profit entity is new
among state departments. This effort was without startup funding through state appropriations
and has been in existence for less than 18 months. The NGA grant HTIC now administers
allows Dept. of Education (DOE) to benefit from the funding the grant provides while being able
to concentrate on its core mission of education. Having an external fiscal agency attached to the
state but having a non-profit status, provided comfort to NGA and other stakeholders for this
grant to be properly administered. With STEM being such a fundamental piece to the workforce
development challenge, the State would be losing a valuable partner should we lose HTIC’s
State-associated non-profit structure. If we are to succeed, we will need to allow the HTIC to
continue its operations.

Thank you for the opportunity to submit comments in strong support of PART I
SECTION 1 and in opposition to PART I SECTION 2 and PART II SECTION 3 of HB 2415
HD1 Proposed SD1.
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Chair Fukunaga, Vice Chair Espero, and Members of the Committee.

The Department of Business, Economic Development, and Tourism (DBEDT) supports
the intent of HB 3358, which requires DBEDT to consult with the High Technology
Development Corporation (HTDC) to plan for the establishment of a high technology park on the
island of Oahu, and work with the department of land and natural resources to identify public or
private lands that may be acquired for the park. The bill also would appropriate funds for
infrastructure to build the park. There have been many good ideas introduced this legislative
session that support the State’s economic development goals. We note, however, that this
apprbpriation was not included in the Executive’s Supplemental Budget, and request that this
appropriation not displace the priorities contained in that budget.

The Administration recognizes that there is a critical need for additional, appropriate

| infrastructure to support the growth of Hawaii’s emerging technology and defense-related
industries, which can provide Hawaii with a source of high wage jobs and a way to ensure the
State’s future prosperity and global competitiveness. We express our unqualified support for

this sector and the entrepreneurs and companies in it.
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As I noted in my testimony on a similar proposal last year, I am concerned that a State
investment should be the right amount and at the right time. If this measure is adopted as a
priority of the State and its policymakers, as I believe it should be, then I suggest that the required
plan be developed in a partnership that would include other State and federal agencies, non-
profits and private sector firms, including developers, in addition to HTDC. The planning
process should include the development of a specific business plan (not a mere plan) with siting,
sizing, lay-out and design parameters, project budget and financials, cash flows, and project
timeline.

I continue to support the concept that private or other non-State general fund sources of
financing should be tapped to the fullest extent possible and that the State’s support, in cash' or
in-kind, be the “tipping point” of getting a project built. If there is a “gap” in capital that justifies
public funds, the business plan, projections and numbers should make that clear. The Legislature
— and the public — would then know the basis of any public subsidy and the basis of appropriating
the same in any particular budget year.

On that basis, we suggest that any appropriation for FY 2009 should be for the hiring of
consultants or other professional services to assist in the development of the plan, provided, as
indicated above that the appropriation does not displace the priorities contained in the Executive
Supplemental Budget. General funds, if determined to be necessary, could be appropriated based
on the findings in the report.

Thank you for the opportunity to provide these comments.

! Should project NOI (net operating income) be sufficient, a state tax exempt revenue or project bond may be a
possibility.

HB3358HD1_BED 03-18-08_EDT.doc 2



i,_% * Cuitivating
§ Howails tech soctor

HIGH TECHRBOLOGY DEVELOPMENT CORPORATION

Statement of
YUKA NAGASHIMA
Executive Director & CEO
High Technology Development Corporation
before the
SENATE COMMITTEE ON ECONOMIC DEVELOPMENT AND TAXATION
Tuesday, March 18, 2008
1:15 PM
State Capitol, Conference Room 224

In consideration of
HB 3358 HD1 RELATING TO HIGH TECHNOLOGY.

Chair Fukunaga, Vice Chair Espero, and Members of the Senate Committee on Economic

Development and Taxation.

The High Technology Development Corporation strongly supports HB 3358 HD1 which
provides for a technology park on Island of Oahu. There have been many good ideas introduced
this legislative session that support the State’s economic development goals. We note, however,
that this appropriation was not included in the Executive’s Supplemental Budget, and request
that this appropriation not displace the priorities contained in that budget.

We envision the employment of engineers, life and physical scientists, mathematical
specialists, science technicians, and similar technical position counts in the private sector will
begin to exceed the numbers currently in State government with initiatives such as HB 3358
HDI1. And, the economic opportunities that come with growth of technology parks will
contribute to the number of higher paying and sustainable jobs in our local economy.

Oahu is the only island without a technology park and yet it has the largest critical mass
needed to support and fill a park. Big Island has two technology parks — one adjacent to the
university’s Hilo campus and the other at NELHA, in Kihei you have the Maui Research &
Technology Park, Kauai has one in Waimea, but Oahu does not. The Big Island’s technology
parks have utilized local community and natural resources; Maui has succeeded with federal
contractors and the Maui Supercomputing Center; and, Kauai with federal contractors and close
proximity to the Pacific Missile Range Facility. Oahu has Manoa Innovation Center which is a
successful incubation and innovation center, but its land lease with the University of Hawaii will
expire in seven (7) years and the Manoa site lacks available adjacent land for expansion into a
technology park. The Mililani Technology Park financial structure of selling off fee simple lots
is not conducive to developing a technology industry and should not be defined as a technology
park.
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There already are many national and international studies that support the need for
technology parks to contribute to economic competitiveness of regions, states and nations. To
quote:

e “A survey of 134 university research parks in the United States and Canada revealed that:
More than 300,000 workers in North America work are located in a university research
park. Every job in a research park generates an average of 2.57 jobs in the economy
resulting in a total employment impact of more than 750,000 jobs.”

e "A new model is emerging," said Walter H. Plosila, Vice-President, Battelle TPP. "What
we're seeing are strategically planned, mixed-use campuses designed to create an
environment that fosters collaboration and innovation and promotes the development,
transfer and commercialization of technology," he said. Research parks have become a
key element of the technology infrastructure supporting the growth of today's knowledge
economy."

e "Research parks are key drivers of regional development,” said J. Michael Bowman,
President of the Association of University Research Parks (AURP) Board of Directors
and Chairman & President, Delaware Technology Park. Research parks were traditionally
established to recruit R&D and technology companies to locate near a university in order
to build a cluster of high technology companies.

e "Research and technology parks have exhibited a strong ability to attract and retain talent,
which in turn, allows us to create a critical mass that can yield high economic
opportunities for our regions," said Dale Gann, President of AURP Canada and Vice
President-Technology Parks, Vancouver Island Technology Park.

Today, research parks increasingly spur homegrown business startups, retention and
expansion with a focus on providing commercialization and business development support in
addition to space for talent retention and innovation infrastructure. Technology parks are
emerging as strong sources of entrepreneurship, talent and economic competitiveness.

We offer these additional comments: (a) in addition to the Department of Land and
Natural Resources, we suggest that all other state departments and agencies assist to facilitate
technology parks when it is appropriate and proper given their mission and purpose; (b) it is vital
that each community be represented in this initiative because technology projects (incubators,
innovation centers, research centers, technology parks, etc.) succeed when there is buy-in and
collaboration within the community; and, (c) the Island of Oahu has sufficient critical mass to
start a technology park today as a planned incremental development, and current site planning
needs to contain growth and expansion needs.

Thank you for the opportunity to submit comments in support of HB 3358 HD1.






MAR.17.2808  S5:53PM

HAWADN UNITED
OKINAWA ASSOCIATION

2003 OFFICERS

PRESIDENT
JowS. IroMurA
CraravaEmmen Crizns Kap
Tangawws Sume Ko
Yarr; QuATANS OF Fla¥ail
PRESIDENT-ELECT
Forp A. Crmven
Tavicravxy Ciis
VICE PRESIDENT
Howarp T. EGuerr, Jr
Irenees S Kar
VICE PRESIDENT
Paur Y, Konem

. Az Yoor Doga Ku
VICE PRESIDENT
NorMaN M. Nasiasons
Wamary Omuams Krary Kal
EXECUTIVE SECRETARY
Leanne EGucs
JFronaay Siezw Kar
ASSISTANT EXECUTIVE
SECRETARY
CourmEY TaRARA
Nawgustay S Ka
JAPANESE LANGUAGE
SECRETARY
O AKo NAGO
Groemcaws Sman Kar
TREASURER
KENDALL ZURERAN
Grammears Sawne Kat
ASSISTANT TREASURER
Ronarn T. Tomasa,
CitaranmFaprea Carnn Kar
IMMEDIATE PAST
PRESIDENT
Davin Z. ABAKAWA
Nigeitrcana Coztany Rar
200% ADVISORS
JAMES [HA
PATRICE MIYASHIRG
HereerT SHMABUKURD
Cyrug Tamastarg
GLADYE TORUNAGA-ASAD
Maurics H. YaMmasaro

2008 CLUR REPRESENYATIVES
RONLYNN ARAKAKT

Yoviray Cua
Crrryr, TANAKA
Gugrerdray Sowmw Kar
JEANT. YAMASATO
Mo O Lazwuy
EXECUTIVE DIRECTOR
Jang F. SERRAKU

94-587 UxeE STRERT
Waranu, Hawanr 96757-4214
PronE: (308) 676-5400
Fax: (803) 676-7811
huoa@huoa org
www huoa.org

HAWARII OKINAWA CTR 8298 676 7811 NO.835 P.2

March 17, 2008

The Honorable State Senator Carol Fukunaga, Chairman, and
Honorable State Senator Will Espero, Vice Chair

And Members

Economic Development and Taxation

Hawai'i State Capitol

Honolulu, Hawaii 96813

RE: Testimony in support of HB 3279 HD1
Relating to the Hawaii United Okinawa Association

Chair Fukunaga, Vice Chair Espero and Members of the
Committee:

Thank you for this opportunily to present testimony in
support of HB 3279 HD1 on behalf of the Hawaii United
Okinawa Association. '

Recently, it was brought to our attention by the
Department of Budget and Finance that the Legislative
appropriation passed in 2006 to benefit the Hawaii United
Okinawa Association, should be clarified to specifically state the
public purpose and benefit of Act 160 (2006), as specifically
related to the Hawaii United Okinawa Association and to
transfer the administration of the appropriation to the
Department of Accounting and General Services, specifically
the State Foundation on Culture and the Arts. Time is of the
essence. Due to the need for this clarification, the appropriation
has not been released and funds will soon lapse in July 2008.

As provided in the text of the current HB 3279 HM, the
Hawaii United Okinawa Association ("HUOA”) is a 501(c)3 non-
profit organization founded in 1951, created io promote,
preserve and perpetuate the Okinawan culture, provide
community services and to support and encourage the
education of culture and hetitage.

The Hawaii Okinawa Center (‘HOC"), in Waipio, was built
in 1990 and still serves as the symbol of Uchinanchu
(Okinawan) heritage and perseverance here in Hawaii. The
HUOA, however, struggles to accommodate additional needs
related to cultural events and community service programs. The
2006 budget Act 160 appropriation was intended to further a
public purpose by providing assistance in the form of a grant to
continue providing an opportunity to expand the HOC to allow
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for cultural classes for performing aris, language, children’s
education and intermnational exchange for the general public and
not held exclusively for HUOA members.

HUOA has maintained a positive presence in the
community for over 50 years. The annual Okinawa Festival is
the State’s largest cultural festival that depends solely on
volunteers and attracts over 70,000 visitors from Hawaii and
abroad. Our statewide annual Okinawan Cultural Summer Day
Camps for Children hosts cultural education classes for over
200 of Hawaii's children across all of the neighbor islands.
HUOA recently coordinated and sponsored various community
outreach projects like a good old fashion Okinawan Pichic for
needy families at homeless shelters in East and West Oahu.
This program has specifically contributed to over 300 families in
Waimanalo and Waianae.

Pursuant to Article VI, section 4 of the State Constitution,
any allocation of public money shall be used for a “public
purpose.” The physical expansion of the Hawaii Okinawa
Center is vital and necessary to continue the mission of HUOA
to serve its members and the public. Additional space and
programs are critical to maintain HUOA’s support for cultural
education, genealogy, crafts, ikebana, music, dance and to
maintain the Okinawan cultural significance and preservation
here in Hawai.

Programs and additional space is required to address
identified current and future community needs and HUOA seeks
1o develop innovative programs such as adult day care and pre-
school systems fo allow members and community residents to
avoid long commutes into Honolulu. Additional parking is also a
priority. Guirently, members and guests are walking from
remote locations when there are large HUOA or conflicting
evenis. Health and safety concerns necessitate the need to
provide additional parking to accommodate members, guests
and community residents who use HOC's facilities.

This measure currently contains language providing the
public purpose declaration from the Legislalure representing
that the grant to the Hawaii United Okinawa Association is in the
public interest.

Therefore, we respectfully request that the Senate
Commitiee on Economic Development and Taxation support
passage of HB 3279 HD1 seeking to amend Act 160 by
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clarifying the legislative intent and provide a public purpose
declaration and to transfer the administration of the
appropriation to the Department of Accounting and General
Services. Specifically, we believe that the State Foundation on
Culiure and Arts is the appropriate administrator of the
appropriation.

Please accept our sincerest Mahalo for this opporiunity to
provide this testimony to demonstrate our support for HB 3279
HD1.

{ ;n Itomura ' Alan Chinen

President, HUDA Capital Campaign Chairman
Hawaii United Okinawa Assn. Hawaii United Okinawa Assn.
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Subject: HB 3279, HD1

To The Senate Committee on Economic Development & Taxation
Senator Carol Fukunaga, Chair
Senator Will Espero, Vice Chair

Notice of Hearing
Tuesday, March 18,2008
1:15 PM

Conference room 224
State Capitol

Please support the Hawaii United Okinawa Association in it's efforts to amend the appropriation for fiscal year
2006-2007 (HB3279, HD1)

Alan M. Chinen

President & C.E.O.

Chinen & Arinaga Financial Group, Inc.

(808)548-2234 x801 fax (808)524-6781 Cell (808) 352-0410
email: chinena@ca-fg.com

Advisory Services available only in the State of Hawaii

Registered Representative of and securities offered through:

SYMETRA Investment Services, Inc., 777 108th Ave NE, Suite 1200, Bellevue, WA 98004  ph (800) 469-7667.

Member FINRA/SIPC, Broker/Dealer and an SEC Registered Investment Advisor

Chinen & Arinaga Financial Group, Inc. is not an affiliate or a subsidiary of Symetra Investment Services, inc.
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This bill provides a tax credit up to an unspecified amount for the costs associated with the
donation of an organ.

The House Committee on Health amended the bill by providing the Department with the
authority to issue credits on a first-to-file basis.

The House Committee on Finance amended the measure requiring maximum adjusted gross
incomes in order to claim the credit, as well as unspecifying the credit amounts.

The House of Representatives passed this measure on third reading.

The Senate Committee on Health amended the measure by providing a lost wage stipend in
lieu of lost wages and by precluding any cost from qualifying for the credit if the credit was
reimbursed with insurance proceeds. The Committee on Health also precluded any cost from

qualifying to the extent a deduction or other credit was claimed.

The Department of Taxation provides comments on this legislation.

I. TECHNICAL COMMENTS

Live Organs Only—The Department recognizes that the intent of the measure is to provide
a tax credit for live donors only. The Department points out for the Committee that deceased organ
donors have tax liabilities after death as well. Though a deceased person's credit calculation would
be unworkable under the current bill (i.e., likely no travel, lodging or wage loss to claim); the
Department suggests that the Committee clarify the measure by inserting language that the credit is
for live donors only.
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(b) To qualify for the tax credit, the taxpayer shall be a
full-time resident of the State with an adjustable gross income of
less than $50,000, or less than $100,000 in the case of a joint
return, who has donated one or more of the taxpayer's human organs,
not in contemplation of death, for the purpose of an organ
transplant during the taxable year; provided that this section
shall not apply to organs sold for monetary or other consideration.

Lost Wages Provision—The Department supports the intent of eliminating the "lost wages"
category of losses that qualify for the credit in exchange for a flat dollar amount. However, the
Department believes that the current language may be unworkable and confusing. Because the
language provides that the taxpayer can claim a stipend of $100 per day "or less," it is unclear
whether the person must claim the actual amount of wage loss if less or the $100. The provision
could be clarified by the following amendments:

{(c) A taxpayer may claim the tax credit only once per
lifetime for the following unreimbursed related expenses incurred
by the taxpayer:

(1) Travel expenses;

(2) Lodging expenses; and

(3) A lost wages stipend of one hundred dollars [exr—ZTess]

per day,_or actual lost wages, whichever is less[+

previded—thatthe leost—wages—are actual and-not
reimbursable—or-due—to-leave-without pay].

The Department believes that the foregoing amendments will be simpler for taxpayers to
understand. The Department does not object to a flat amount that constitutes lost wages if the
legislative intent is to provide some degree of relief for such losses. By having a flat amount, the
Department's prior concerns relating to fraud or abuse are mitigated.

II. REVENUE ESTIMATE.

This bill is estimated to result in an indeterminate revenue loss due to unspecified limits.
However, assuming the previous $1,000 cap per individual, it is estimated that there will be a
revenue loss of approximately $15,000 per year. There have been on average 17 living donors per
year. Taking into consideration that the number of living donors is increasing in Hawaii, and taking
into account the AGI limitations of the credit, it is estimated that approximately 15 people will
qualify for the credit each year.



TESTIMONY OF THE STATE ATTORNEY GENERAL
TWENTY-FOURTH LEGISLATURE, 2008

ON THE FOLLOWING MEASURE:
H.B. NO. 2137, H.D. 2, S.D. 1, RELATING TO HEALTH.

BEFORE THE:
SENATE COMMITTEE ON ECONOMIC DEVELOPMENT AND TAXATION

DATE: Tuesday, March 18, 2008 TmME: 1:15 PM

LOCATION: State Capitol, Room 224
Deliver to: State Capitol, Room 216, 1 Copy

TESTIFIER(S): Mark J. Bennett, Attorney General
or Mary Bahng Yokota, Deputy Attorney General

Chair Fukunaga and Members of the Committee:

The Department of the Attorney General provides these
comments to bring to your attention that this bill may be subject
to constitutional challenge.

This bill provides “full-time residents of the State” with an
income tax credit for expenses related to organ donation.

This bill is facially discriminatory in that it restricts the
tax credit to Hawaiil residents. A court may conclude that the
credit is unconstitutional because the bill does not expressly
articulate a legitimate government interest served by the
legislation sufficient to withstand constitutional challenge based
on the Equal Protection and/or Privileges and Immunities Clauses
of the United States Constitution.

The Equal Protection Clause prohibits discrimination against

a nonresident based solely on residency. See, e.g., Williams v.

Vermont, 472 U.S. 14 (1985) (use tax credit for sales taxes paid
on cars purchased in other states invalidated because it was only
available to Vermont residents). The Hawaii Supreme Court has
recognized that the Equal Protection Clause applies where a tax
operates unequally on persons or property of the same class. 1In

re Swann, 7 Haw. App. 390, 776 P.2d 395 (1989).

276370_1 Testimony of the Department of the Attorney General
Page 1 of 2



Similarly, under the Privileges and Immunities Clause, a
state may not impose higher taxes on a nonresident individual than
it imposes on its own citizens. However, a discriminatory tax
could be sustained if legitimate reasons for the tax exist and the
discrimination bears a substantial relation to those reasons.

Lunding v. New York Tax Appeals Tribunal, 522 U.S. 287 (1998)

(alimony deduction for residents only struck down as violating
Privileges and Immunities Clause).

The wording in the bill that creates this potential
constitutional problem is the “full-time resident of the State”
requirement on page 1, lines 12 through 13, and the definition of
the term “full-time resident of the State” on page 3, lines 20
through 22.

The residency regquirement arguably violates the Equal
Protection and Privileges and Immunities Clauses because it
expressly favors residents over nonresidents, as noted above. To
insulate the bill from a possible constitutional challenge, we
recommend either of two possible remedies: (1) that the bill be
amended to provide that the credit is available to taxpayers
subject to chapter 235, Hawaii Revised Statutes -- deleting the
“full-time resident of the State” requirement (on page 1, lines 12
through 13) and the definition for the term (on page 3, lines 20
through 22) should remedy this possible constitutional problem; or
(2) that a legitimate government purpose substantially related to
that purpose is articulated within the preamble of the bill.

We are aware that prior tax refunds or credits may have had
residency requirements but have not been subject to constitutional
challenge yet. However, this does not preclude the possibility of

such a challenge in the future.

276370_1 Testimony of the Department of the Attorney General
Page 2 of 2
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March 17, 2008

Senator Carol Fukunaga, Chair

Senator Will Espero, Vice Chair

Committee on Economic Development and Taxation
Hawaii State Capitol

Conference Room 224

Honoluly, Hl 96813

RE: H.B. No. 2137. SD1 — Relating to Health {Tax Credit; Organ Donation)

Dear Chairman Fukunaga, Vice Chair Espero and members of the Senate
Committee on Economic Development and Taxation:

| am Glen Hayashida, CEO, National Kidney Foundation of Hawaii (NKFH) and
member of the Hawaii Coalition on Donation. It is my privilege to support HB
2137. SD1. This bill is designed to help reduce a financial barrier for people who
are considering giving a second chance at life to someone by becoming a living
organ donor. This legislation would create a state income tax credit for living
donors who incur expenses because of travel, lodging and lost wages associated
with organ donation. For this purpose, living donor is defined as anyone who
donates a kidney, bone marrow, ar part of a liver, lung, intestine, or pancreas.

It is well known that we have a serious shortage of organs for transplantation in
the United States, including Hawaii. We are adding patients fo the tranﬁ’ﬁlag_’g I -1

waiting lists faster than organs can be found for them, Thereg«,a%"ﬁghgbout RS

people in America on the waiting list to receive organ trafispants
over 5,000 of these individuals will die each year because they anjy&?h’i&;ﬁ could & i,

Y . ‘ B ot \ ol "
people on the waiting list today; as many as 16 pegpIé‘ S y‘éarWr glie while

have saved their life was not available. In Hawaii alg,;}e,

Meten by h dar oY

the transplant waitlist. S T

P.O. Box 10009 Honolulu,‘-gvHInéeM,, i
Phone: (808) 737-1719 & Fax: (808) 7371733 » www.donAluflEHE
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Since 2002, in Hawaii we have had a total of 104 living donors. This is an
average of 17 living donors per year. Nationwide, the number of living organ
donors exceeds the number of donations received from deceased individuals.
While, this only happened once in Hawaii, in 2005, the percentage of living
donors has increased significantly. This trend is predicted to continue, making
the need for legislation providing partial relief of the costs of donating making
more important than ever.

There is additional value to be had from living donations. The quality of
transplant is often better when the organ comes from a living donor. Many times
there are fewer infections, fewer complications, longer working-life of the organ,
and generally better outcomes.

HB 2137.SD1 is modeled after similar laws (more commonly known as “Cody’s

Law") in Arkansas, Georgia, lowa, Minnesota, New Mexico, New York, North

Dakota, Oklahoma, Utah, and Wisconsin (where it originated). In ldaho, a

version of the law was adopted in 2006 that allows a $5,000 tax credit. Overall,

Cody’s Law provides financial assistance to living organ donors through a tax
deduction or a tax credit to cover travel, lodging expenses and lost wages, it also
completely conforms to federal law. This bill reiterates the fact that in section

301 of the National Organ Transplant Act of 1984, Congress specified thgierm .
‘valuable consideration’ does not include the reasonable payn‘f’ents assabla“?é;ﬂ' L {y&j *
with the removal, transportation, implantation, processing, p?‘eSé e qiaity o ’

control, and storage of a human organ or the expenseg" }ﬁ :

P.O. Box 10009 » Honolulu,rHlvB 614 ;
Phone: (808) 737-1719 e Fax: (808) 7371733 » www.JonGELtEnt
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HB 2137.SD1 is a unique bill in several ways. It is the first of its kind to provide
for reimbursement of expenses for organ donation in a way that conforms
completely with federal law. This bill creates a state income tax credit for living
donors. This is a way to facilitate the gift of those who bravely and generously
choose to become living organ donors. It fully is within the limits of federal law
which prohibit a person from acquiring, receiving, or otherwise transferring an
organ for valuable consideration for use in human transplantation.

This bill is designed to help save lives. This bill is relevant; there is a genuine
and increasing need for living organ donations. Most importantly, this legisiation
can save lives by lending a helping hand to those who selflessly choose to give
the gift of life.

Thank you for your consideration

P.0. Box 10009 » Honolulu,HkS68
Phone: (808) 737-1719 & Fan: (808) 737-1733 & www &
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TAXBILLSERVICE

126 Queen Street, Suite 304 TAX FOUNDATION OF HAWAII Honolulu, Hawaii 96813 Tel. 536-4587

SUBJECT: INCOME, Credit for organ donation
BILL NUMBER: HB 2137, SD-1
INTRODUCED BY: Senate Committee on Health

BRIEF SUMMARY: Adds a new section to HRS chapter 235 to establish a refundable tax credit for the
expenses incurred relating to the donation of organs. The credit shall be available to individual taxpayers
with adjusted gross income of less than $50,000 or $100,000 in the case of those filing a joint return.
The credit shall not exceed $ per taxpayer per year and $ for all taxpayers per year for
unreimbursed travel expenses, lodging expenses, and a lost wages stipend of $100 or less per day
provided that the lost wages are actual and not reimbursable or due to leave without pay. The taxpayer
shall be entitled to one credit in a lifetime. Requires the donor to be a full-time resident of the state and
have donated one or more organs to another human being, and shall not apply to organs sold for
monetary or other consideration.

Defines “human organ” as all or part of a liver, pancreas, kidney, intestine, lung or bone marrow.

The director of taxation may adopt rules pursuant to HRS chapter 91, prepare the necessary forms to
claim the credit, may require proof of the claim, and allocate the credit on a first-come, first-served basis.

If any other tax credit or deduction under Title 14, including a deduction under IRS sections 162 or 213,
is taken than no credit shall be allowed under this section for the same costs.

The credit shall sunset on December 31, 2012 and be repealed on June 30, 2014.
EFFECTIVE DATE: July 1, 2020; applicable to tax years beginning after December 31, 2007

STAFF COMMENTS: This measure allows taxpayers to claim a credit for expenses incurred as a result of
donating a human organ to another person.

It should be remembered that this measure would grant preferential tax treatment to a select group of
taxpayers and it does so without the taxpayer’s need for tax relief. Generally, preferential tax treatments
are designed to alleviate an undue burden on those who are unable to carry that burden, largely the poor
and low income. An example is the general excise tax food credit for purchases made by the poor. If this
measure is enacted, it would merely result in a subsidy by the state to encourage taxpayers to donate their
organs without regard to a taxpayer’s need for tax relief.

In a sense this proposal is insulting in that it attempts to reward a person for having made a donation of a
human organ in order to save a life, a humanitarian act that has been reduced to an income tax credit. It

should be remembered that the word “donation™ has its genesis in the Latin word “donare” which means
to give or give freely without contingency and, as such, donations of human organs should be given

3(e)



HB 2137, SD-1 - Continued
without consideration for compensation.

If the intent is to cover some of the costs associated with the donation of a human organ, then just
appropriate the money to a department that can then judge what are appropriate costs to reimburse the
donor. Why complicate the tax forms and instructions for a handful of taxpayers?

That said, there are some major flaws in this proposal. For example, the bill does not define “lost
wages.” For a salaried employee, that might not be such a difficult calculation, but when it comes to
hourly workers, does that calculation take into hourly differentials like overtime or those who are paid
more for shift work? What about those employees who are commissioned or perhaps receive bonuses for
work output and performance? The term “full-time resident” is inconsistent with the definition of
“resident” and “non-resident” as provided for in HRS 235-1. Under that definition a person is considered
a resident for tax purposes if Hawaii is his’her domicile, that is Hawaii is the place which the person has
singled out as home base. One can only have one domicile.. So what is meant by full-time resident is
unclear as one can reside in Hawaii but not declare Hawaii as his/her domicile. In this latter case, that
person would not be considered a resident for state tax purposes. As a result, a nonresident who happens
to reside in Hawaii “full-time” could claim this credit even though that person may have no Hawaii
sourced income as the credit is refundable.

There is a limitation on adjusted gross income for single filers of $50,000 or $100,000 for joint filers, but
no provisions made with respect to married taxpayers filing separate returns. Finally, the proposal does
not specify how the credit is to be calculated. Is it, in fact, a 100% reimbursement of the costs listed in
the bill or is it a fraction thereof? As noted above, if it is a complete reimbursement of expenditures
incurred for the donation of a human organ, then why involve the tax department which has no expertise
in this area to make a determination of reasonable costs. This is truly an inappropriate use of the state tax
system.

Digested 3/17/08

3(e-1)






LINDA LINGLE
GOVERNOR

KURT KAWAFUCHI
DIRECTOR OF TAXATION

JAMES R. AIONA, JR.
LT. GOVERNOR

SANDRA L. YAHIRO
DEPUTY DIRECTOR

STATE OF HAWAII
DEPARTMENT OF TAXATION
P.O. BOX 259
HONOLULU, HAWAII 96809

PHONE NO: (808) 587-1510
FAX NQ: (808) 587-1560

SENATE COMMITTEE ON ECONOMIC DEVELOPMENT & TAXATION

TESTIMONY REGARDING HB 2306 HD 2 SD 1
RELATING TO GENERAL EXCISE TAX

TESTIFIER: KURT KAWAFUCHI, DIRECTOR OF TAXATION (OR DESIGNEE)
DATE: MARCH 18, 2008

TIME: 1:15PM

ROOM: 224

This legislation provides a general excise tax exemption for managed care support
contractors of the TRICARE program that is established under 10 United States Code chapter 55.

The House Committee on Public Safety & Military Affairs amended the measure to clarify
that the exemption applies to reimbursements.

The House Committee on Finance amended the measure's effective date.
The House of Representatives passed this measure on third reading.

The Senate Committee on Health amended the measure by making its effective date
retroactive.

The Department of Taxation has no comments on this legislation other than citing that this
was not factored into the Executive Budget or any of its fiscal priorities this session.

Because this measure was amended to provide retroactive tax relief for any contractors that
participate in the TRICARE program, the Department is precluded from providing a specific
estimate because of the limited taxpayer population of which the Department utilizes to arrive at its
revenue estimates. The Department suggests that the Committee determine the revenue loss of any
proposed retroactive tax relief by discussing the matter directly with taxpayers that will benefit from
the measure.
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March 18, 2008

The Honorable Carol Fukunaga, Chair
The Honorable Will Espero, Vice Chair

Senate Committee on Economic Development and Taxation
Re: HB 2306 HD2 SD1 — Relating to General Excise Taxation
Dear Chair Fukunaga, Vice Chair Espero and Members of the Committee:

The Hawaii Medical Service Association (HMSA) appreciates the opportunity to testify in
support of HB 2306 HD2 SD1 which would exempt from the general excise tax amounts
received by managed care support contractors as reimbursements of costs or advances
made pursuant to a contract for the administration of the federal TriCare program.

This measure would clarify that any amounts received by a managed care support
contractor for reimbursements of costs made by the contractor, made pursuant to the
contract with the federal government for the administration of the TriCare program, are
exempt from the Hawaii General Excise Tax. It seems, at this time, it is unclear as to
whether or not TriCare reimbursements are indeed subject to the GET.

HB 2306 HD2 SD1 would clear up any confusion on this issue and bring Hawaii in line
with every other state in the U.S. (except Texas), that has put this exemption into law. This
exemption will truly support the continued availability and strength of the TriCare program
and ensure that it is able to provide coverage to the approximately 150,000 current and
former military personnel and their family members who reside in Hawaii.

Thank you for the opportunity to provide testimony on HB 2306 HD2 SD1.
Sincerely,

N

Jennifer Diesman
Assistant Vice President
Government Relations

Hawaii Medical Service Association 818 Keeaumoku St. « PO, Box 860 (808) 948-5110 Branch offices located on Internet address
Honolulu, HI 96808-0860 Hawaii, Kauai and Maui www.HMSA.com
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SUBIJECT: GENERAL EXCISE, Exempt reimbursements for TRICARE program
BILL NUMBER: HB 2306, SD-1
INTRODUCED BY: Senate Committee on Health

BRIEF SUMMARY: Amends HRS section 237-24.75 to clarify that amounts received by a managed
care support contractor of the TRICARE program established under the 10 United States Code chapter
55 for reimbursement of costs or advances made to health care providers pursuant to a contract with the
United States shall be exempt from general excise taxation.

EFFECTIVE DATE: Retroactive to January 1, 2005

STAFF COMMENTS: The TRICARE program was established by the U.S. Department of Defense
(DOD) as the managed care component of the Military Health Care system to augment the health care
services provided to DOD personnel at military treatment facilities. TRICARE contracts with third-party
administrators (managed care support contractors) to establish and maintain networks of TRICARE-
authorized civilian health care providers. These managed care support contractors make advances to
health care providers for the services they provide to TRICARE beneficiaries and are reimbursed by the
DOD for the amounts of such advances.

This measure clarifies that amounts received by the managed care support contractors as reimbursements
from the DOD for advances they made on behalf of the DOD for TRICARE program purposes are not
taxable under Hawaii’s general excise tax law.

While an understanding of HRS section 237-20 which delineates the cost reimbursement provision under
the general excise tax law appears to dictate that such reimbursements are not taxable unless the person
making the advance receives additional monetary consideration for the services provided, the adoption of
this measure may be unnecessary.

On the other hand, if the third party administrator receives a fee for handling these reimbursements, then
it runs into the ban that HRS 237-20 imposes where the fee taints the entire amount received from the
DOD. Hawaii law has already set precedent, providing that amounts received as reimbursements for
wages, salaries and benefits of hotel workers paid by a hotel operator on behalf of the hotel owner are
exempt as are reimbursements made on behalf of the city for the operations of the city’s bus system by a
third party operator even though additional consideration is received in both cases. It should be noted
that the fee paid to the third party administrator would continue to be subject to the general excise tax as
the fee is gross income to the third party administrator.

Digested 3/17/08
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RELATING TO TAXATION
TESTIFIER: KURT KAWAFUCHI, DIRECTOR OF TAXATION (OR DESIGNEE)
DATE: MARCH 18, 2008
TIME: 1:15PM

ROOM: 224

The purpose of this bill is to provide a refundable net income tax credit to Hawaii residents for the
purchase of long-term care insurance.

The Senate Committee on Human Services & Public Housing amended the measure by inserting a
current effective date for taxable years beginning after December 31, 2008.

The Department of Taxation strongly supports this bill

I. THE NEED FOR LONG-TERM CARE INSURANCE CONTRACTS.

The future of long-term care for Hawaii's senior and adult disabled population is one of the most
critical health issues facing Hawaii in the twenty-first century. Persons sixty years of age and older
presently account for almost one-fifth of the adult population in the State. By 2020, they will constitute
more than one-fourth of Hawaii's adult population.

The rapid growth of the elderly and disabled populations will result in extraordinary demands on
the delivery of long-term care services. While the majority of persons receiving long-term care are older
adults, entire families are affected by the psychological, financial, and social costs of long-term care
provided to those who are limited in the activities of daily living. As of 2003, the statewide average
annual cost of a room in a skilled nursing facility was $105,028 for a private room and $95,597 for a semi-
private room.

II. INDIVIDUAL LONG-TERM CARE TAX CREDIT

This bill creates a refundable long-term care tax credit for individual taxpayers. This tax credit is
based upon a taxpayer's filing status and adjusted gross income. The credit is available to married
taxpayers who file a joint return and who have adjusted gross incomes of $100,000 or less; for all other
individual taxpayers who file a return, including married couples filing a separate return, the credit is
available for those with adjusted gross incomes of $50,000 or less.



Department of Taxation Testimony
HB 584 HD2SD 1
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Page 2 of 2

Subject to the cap on the total amount of the credit, the taxpayer may claim the tax credit for
qualified long-term care insurance that the taxpayer purchases for the taxpayer, a spouse, a son or
daughter, a stepson or stepdaughter, a father or mother, a stepfather or stepmother, or a dependent (as
defined in tax law) living in the taxpayer's home.

This individual long-term care tax credit accomplishes the following:

e Encourages Hawaii residents to purchase private long-term care insurance so that they will have
more long-term care options when they require long-term care, and

e Averts the impending Medicaid crisis with the aging of a substantial segment of Hawaii's residents.
o Helps Hawaii residents with lower incomes afford the cost of long-term care insurance; and

e Provides a reasonable financial incentive for Hawaii residents with to purchase their own private
long-term care insurance.

According to data obtained by the Department's Tax Research and Planning Office, the average
long-term care insurance premium paid by married Hawaii residents totals $2,500 annually. The average
long-term care premium paid by individual Hawaii residents totals $1,250." Given these premium cost
averages, this legislation will assist in minimizing the financial impact of purchasing privatized insurance,
as well as encouraging persons to purchase this much-needed insurance coverage for the aging.

III. REVENUE IMPACT

This legislation will result in a revenue loss to the general fund of approximately $6 million per
year for FY 2010 and thereafter. The DCCA data indicated that the estimated long-term care premiums
were about $39.1 million in CY2003. Average premium per person is assumed to be about $2,500 per year
and the number of insured persons is 15,640 from very preliminary discussion with DCCA. Based on AGI
class, the participation rate for single, head of household, and qualifying widower is assumed to be 30% of
the DCCA estimated number of insured persons; joint, 60%; married filing separate, 10%; resulting in a
total of 6,506 qualifying taxpayers. The Department also assumed that 50% of qualifying taxpayers
purchased long-term care policies through their employers and paid 50% of the premium.

! Based upon aggregate data received from the Insurance Commissioner's Office in the Department of Commerce
and Consumer Affairs.



TESTIMONY OF THE AMERICAN COUNCIL OF LIFE INSURERS
IN SUPPORT OF H. B. 584, HD 2, SD 1, RELATING TO TAXATION

March 18, 2008

Senator Carol Fukunaga, Chair

Committee on Economic Development and Taxation
State Senate .

Hawaii State Capital, Conference Room 016

415 S. Beretania Street

Honolulu, HI 96813

Dear Chair Fukunaga and Committee Members:

Thank you for the opportunity to testify in support of House Bill 584, HD 2,
SD 1, relating to taxation.

Our firm represents the American Council of Life Insurers (“ACLI”), a national
trade association whose three hundred fifty-three (353) member companies account for
93% of the life insurance premiums and 94% of the annuity considerations in the United
States among legal reserve life insurance companies. ACLI member company assets
account for 93% of legal reserve company total assets. Two hundred sixty-one (261)
ACLI member companies currently do business in the State of Hawaii.

ACLI supports House Bill 584, HD 2, SD 1, which provides an income tax credit
to qualified resident individual taxpayers in an amount equal to the lesser of $2,500 or
50% of the cost of the long-term care insurance premium. Married couples filing jointly
may qualify for the tax credit only if their adjusted gross income is $100,000 or less;
individual taxpayers qualify only if their adjusted gross income is $50,000 or less.

ACLI generally believes that as a matter of public policy the State of Hawaii
should encourage families to provide for their own financial well-being. If a family is
unable to support its long-term care needs, the State will need to spend its scare resources
for that purpose.

CHAR HAMILTON

CAMEBEL SHIDA
[g@. q{/\s /A Law Corporation

Oren T. Chikamoto

737 Bishop Street, Suite 2100
Honolulu, Hawaii 96813
Telephone: (808) 524-3800
Facsimile: (808) 523-1714



Senate Committee on Economic Development & Taxation
Senator Carol Fukunaga, Chair

Date of Hearing: March 18, 2008
Time: 1:15PM

RE: HBS584, HD 2,SD 1 -- Relating to Taxation

Chair Fukunaga and members of the Committee, the NAIFA (National Association of Insurance
and Financial Advisors) Hawaii, an organization made up of insurance and financial advisors

across Hawaii supports HB 584, HD 2, SD 1, in providing our citizens with an incentive
to purchase LTC (long term care) insurance.

This measure will allow Hawaii residents to qualify for a LTC insurance premium tax credit.
The tax credit will apply to married couples filing jointly with an adjusted gross income of up to
$100,000 and up to $50,000 for an individual taxpayer. The tax credit shall be the lesser of
$2,500.00 for a joint return or 50% of the LTC insurance premium for an individual for the
taxable year which payments are made.

The tax credit for LTC insurance premium payments will allow our residents to use this tax
incentive either as a tax credit or a tax deduction. The tax deduction is allowed under the
Internal Revenue Code and Hawaii tax law for medical services and premium payments,
provided that these expenses exceed 7.5% of the taxpayer’s adjusted gross income.

Section 2 of the bill on page 6, lines 4 to 13, regarding the tax credit to the son/daughter,
stepson/stepdaughter, father/mother, stepfather/stepmother may not track as it relates to page 4,
lines 9 to 16, “Each individual taxpayer who files an individual income tax return for a taxable
year, and who is not claimed or is not otherwise eligible to be claimed as a dependent by another
taxpayer of Hawaii state individual income tax purposes...”

We question the taxpayer who pays the LTC insurance premium for non-dependent relatives as
stated above. If the non-dependent relative is also paying part of the premium on the same
policy, that non-dependent relative will also qualify for the tax credit. We suggest that the
language be specific in that these non-dependent relatives cannot be claimed by the taxpayer if
the non-dependent is also taking the credit on the same policy.

Medicaid began as a safety net for the less fortunate but over the past 30 years loopholes have
“saved” family assets through “Medicaid planning” that we see advertised. By purchasing LTC
insurance policies, the original Medicaid “safety net” can serve those truly in need. The burden
on state and federal governments continues to grow and we need to address this complex
problem before the baby boomers wind their way through their golden years.
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We support a tax credit for LTC insurance premiums for Hawaii’s citizens. We realize the
fiscal constraints on the general fund but urge that this LTC insurance premium tax credit
measure continue to move forward.

Thank you for allowing us to share our views.

Cynthia Hayakawa
Executive Director
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TO: Senator Carol Fukunaga, Chair
Senator Will Espero, Vice Chair
Committee on Economic Development and Taxation

FROM: David Nixon, Associate Professot COLLEGE OF §OCIAL SCIENCES
Social Science Public Policy Center pu blic pOl icy center

University of Hawaii at Manoa UNIVERSITY OF HAWAI‘I AT MANOA

RE: HB 584, HD2, SD1 providing a long term care insurance tax credit
scheduled for testimony 3.18.2008 at 1:15pm, Conference Room 224

Thank you for the opportunity to testify about HB584, a bill to provide a long term care insurance
tax credit.

The Social Science Public Policy Center exists to provide non-political research-based contributions
to the public policy debate. As HB584 rightly notes, long term care is a critical public policy
challenge for Hawaii in the coming decades. As a result, aging policies are an important component
of the research agenda for the Policy Center. Last year, we conducted research about long term care
insurance tax credits that is specifically relevant to the provisions of HB584.

One of the ptimary reasons for the failure of every other state tax incentive for long term care
insurance is that the subsidies provided by those states are paltry in magnitude, and insufficient to
induce new purchases of this somewhat expensive insurance product. As the right hand column of
Table Al makes clear (next two pages, from our full paper), states are providing subsidies in the
range of 3-25%. Our research (a Policy Brief is attached at the end of this testimony) shows
unequivocally that the state income tax subsidies in that range have not induced more widespread
private purchase of long term care insurance there.

HB584 HD2 SD1 provides a level of subsidy that is much more generous than has been provided
by any other state, and it therefore presents the potential for successfully encouraging more
private purchase of long term care insurance. Because a 50% subsidy has never been attempted
in any other state, the research we conducted does not speak to whether HB584 HD2 will be
successful. I can tell you only, and without hesitation that, if the subsidy level is reduced in
subsequent legislative negotiations, it raises the risk that the bill will fail to achieve its policy
goals. Specifically, a Hawaii tax credit of below 25% is virtually certain to be a failure, based on the
clear evidence from other states. Please keep that in mind as budget planning proceeds.
Furthermore, there is some significant risk that even the 50% credit will be insufficient to
induce NEW purchases of long term care insurance. The committee might therefore consider
amending the legislation, to sunset the credit after two or three years. A sunset provision would
allow the credit to lapse without specific legislation, unless clear evidence can be marshaled for its
success. I can assure you that if HB584 passes with a 50% credit, the Public Policy Center will be
carefully scrutinizing its success or failure.

Thank you for your consideration.
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Table Al: State Tax Incentives for Long-Term Care Insurance
(from D. Nixon, 2007)

State Subsidy for $1000
long-term care insurance

State Provisions' premium?

Alabama an individual may deduct all premium costs from state $50 (5%)
adjusted gross income

Colorado an individual may take a tax credit of 25% of premium, $150 (15%)
or $150, whichever is less

Indiana an individual may deduct all premium costs from state $34 (3.4%)
adjusted gross income

Iowa an individual may deduct all premium costs from state $79.20° (7.9%)
adjusted gross income that are not already deducted on
theit federal return

Kentucky an individual may deduct all premium costs from state $60 (6%)
adjusted gross income

Maine an individual may deduct all premium costs from state $85 (8.5%)
adjusted gross income

an employer may take a tax credit of 20% of premium, $100 (10%)

or $100 per employee, whichever is less

Maryland an employer may take a tax credit of 20% of premium, $100 (10%)
or $100 per employee, whichever is less

Minnesota an individual may take a tax credit of 25% of premium, $100 (10%)

' or $100, whichever is less, and only for costs not already

deducted on their federal return

Missouri an individual may deduct 50% of premium costs from state $30 (3%)

! adapted from Grooters, 1999, and updated to 2002, the most recent year of available insurance
sales data..

? data on state tax rates, necessary for calculating the value of a state tax deduction, comes from
salary.com [http://swz.salary.com/salarywizard/layouthtmls/swzl_statetaxrate AL.html]. Because taxes
paid to state governments are deductible on federal tax returns, the value of the tax subsidy for any
individual is technically reduced by the percentage of their federal tax rate (Claveria 1987).

3 based on income tax rate for an individual earning between $37,261 and $55,890 (taxed at
7.92%). If an individual earned more than $55,890, their tax rate (the top rate in the state) would be
8.98%, translating into an effective tax subsidy of $89.80 on every one thousand dollars of long-term care
insurance. The next lowest rate (for earnings between $24,841 and $37,260) is 6.8%.
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adjusted gross income

Montana an individual may deduct all premium costs from state $90* (9%)
adjusted gross income

Notth Carolina an individual may take a tax credit of 15% of premium $150 (15%)
North Dakota  an individual may take a tax credit of 25% of premium $250 (25%)
Ohio an individual may deduct all premium costs from state $52.01° (5.2%)

adjusted gross income

Utah an individual may deduct all premium costs from state $70 (7%)
adjusted gross income

West Virginia  an individual may deduct all premium costs from state $60° (6%)
adjusted gross income

Wisconsin an individual may deduct all premium costs from state $65 (6.5%)
adjusted gross income that are not already deducted on
their federal return

% based on income tax rate for an individual earning between $32,100 and $40,000 (taxed at
9.0%). The top tax rate (10.0%) applies to those earning more than $40,000, and would translate into an
effective tax subsidy of $100 for every $1000 of long-term care insurance. The next lowest rate (for
earnings between $22,900 and $32,100) is 8.0%.

3 based on income tax rate for an individual earning between $40,000 and $80,000 (taxed at
5.201%). The top tax rate (7.5%) applies to those earning more than $200,000, and would translate into
an effective tax subsidy of $75 for every $1000 of long-term care insurance. The next lowest rate (for
earnings between $20,000 and $40,000) is 4.457%.

S based on income tax rate for an individual earning between $40,000 and $60,000 (taxed at 6%).
If an individual earned more than $60,000, their tax rate (the top rate in the state) would be 6.5%,
translating into an effective tax subsidy of $65 on every one thousand dollars of long-term care insurance.
The next lowest rate (for earnings between $25,000 and $40,000) is 4.5%.
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POLICY BRIEF

State Programs to Encourage
Long Term Care Insurance

This policy brief summarizes a detailed report
available on our website about the impacts of
state incentive programs on an individual’s
decision to purchase long term care insurance.

State governments across the nation are
becoming acutely aware of the increasing costs
of medical care for the elderly and disabled.
Many observers see a significant financial crisis
looming. As the baby boom generation ages, and
Medicaid costs grow, states will be spending
more and more of their budgets to cover these
costs. Hawaii’s share of Medicaid expenditures
will more than double between now and 2020.
Encouraging individuals to purchase private long
term care insurance has been seen as one
solution to this crisis. If individuals purchase
long term care insurance in the private market,
the state’s Medicaid expenditures may not grow
as quickly.

Our report examines two efforts by state
governments to encourage people to buy long
term care insurance for themselves: (a) tax
incentives for either individuals or employers
who buy long term care insurance, and (b) an
experimental program sponsored by state
governments and the private sector insurers and
implemented in four states, called the Long
Term Care Insurance Partnership. The

Partnership programs encourage long term care
insurance sales by allowing people who buy long
term care insurance for themselves to avoid the
asset rules for Medicaid eligibility, if they
exhaust their private insurance benefits. The
insurance policies eligible for the Partnership
provide extensive long term care benefits, so the
program potentially encourages more long term
care insurance sales without exposing the state
Medicaid program to additional claimants.
Recent federal legislation allows any state to
establish a Partnership program patterned on the
pilot programs through a Medicaid waiver
request.

Key Findingé '

® State tax incentives for long term care

about a dozen U.S. states have not induce:dv' :
additional sales of insurance beyond what
could be expected w1thout the 1ncent1ves '

® The Long Term Care Partnershlp program

_© to induce
for long term care beyond what could have
been predicted from demographlc factors o
alone: -

Social Sciences Public Policy Center, University of Hawail. 2424 Maile Way, Saunders 723, Honolulu, Hawail 96822,
808-956-4237 [phone]. 808-956-0950 {fax]. www. publicpolicycenter hawail.edu
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We examined the number of private sector long
term care insurance policies sold in each state, as
reported in 2004 by America’s Health Insurance
Plans (formerly the Health Insurance Association
of America). There is significant variation across
the states in the size of the local long term care
insurance market. In Alabama, less than 2% of
the over-50 population is insured for long term
care with a private policy, while over 15% of the
over-50 population in South Dakota is so
insured.

Policy analysts and policy makers hope to move
those market figures above 50%, in order to
avoid the huge Medicaid claims that will impact
governments in the coming decades.

Results of a statistical model to predict sales of
long term care insurance policies demonstrates
that income, expected health, and family support
factors are significant determinants of the size of
the long term care insurance market in each state.
When a state’s population has higher income, a
greater expectation of experiencing old-age
disabilities, and lower incidence of living with
their children in old age, sales of long term care
insurance are significantly higher.

Our findings demonstrate that the availability of
one’s children as potential long term care givers
has a very strong influence on one’s decision to
purchase long term care insurance. Family
support has a strong direct effect on aggregate
long term care insurance sales. A more integrated
family structure also reduces the degree to which
older people incorporate health expectations into
their long term care insurance purchase
decisions.

For example, in state populations with limited
availability of children as caregivers, such as
midwestern rural states, expectations about one’s
health in old age are a significant factor in one’s
decision to purchase long term care insurance.
But in states where the older population more
frequently lives with its children, such as Hawaii,
expectations about one’s health in old age are not
significantly related to long term care insurance
sales.

We conclude by pointing out that the subsidies
provided in the state incentive plans we
examined are very limited, relative to the typical
cost of premiums. Even though a 50 year old
might expect to pay $2000 a year or more for
long term care insurance, existing state subsidies
would defray no more than $500 of that cost, and
more typically about $200. It turns out incentives
in this range are insufficient, by themselves, to
prompt anyone to buy a long term care insurance
policy. Several tax plans considered by the
Hawaii legislature in recent years have been
within this range of subsidy.

While state subsidies are meager for individuals,
the sum total of such incentives are costly to the
states. Because they are not prompting new
purchases of insurance, those tax dollars are
being wasted on people who would have
purchased long term insurance anyway. Unless
states enact substantially more generous
subsidies and focus the subsidies on more price-
conscious potential buyers of insurance, the
programs are counterproductive. They draw
resources away from state coffers that could be
better spent preparing for the approaching long
term care Crisis.
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SUBJECT: INCOME, Credit for long-term care insurance premiums
BILL NUMBER: HB 584, SD-1
INTRODUCED BY: Senate Committee on Human Services and Public Housing

BRIEF SUMMARY: Adds a new section to HRS chapter 235 to allow taxpayers to claim a tax credit for
the amount paid for a long-term care insurance premium. The maximum amount of credit for an
individual taxpayer or a husband and wife filing jointly shall be the lesser of: (1) $2,500; or (2) 50% of the
cost of any long-term care insurance premium payments provided that a husband and wife filing
separately for which a joint return may be filed shall only be entitled to the amount of credit if they had
filed jointly. Stipulates that the tax credit shall be available to taxpayers with adjusted gross income of:
(1) $100,000 or less for a married couple filing jointly; or (2) $50,000 or less for individual taxpayers.

Delineates what premium payments shall be eligible for the credit and specifies persons, besides the
taxpayer and immediate dependents, whose premiums may be eligible for the credit. Credits properly
claimed and in excess of tax liability shall be refunded to the taxpayer.

If the taxpayer takes a deduction under IRC section 213 (with respect to medical, dental, etc., expenses)
no tax credit may be claimed for that portion of the cost for which the deduction was taken. Claims for
the credit must be filed within twelve months of the close of the taxable year or be waived if not filed on
time.

EFFECTIVE DATE: July 1, 2008; applicable to tax years beginning after December 31, 2008

STAFF COMMENTS: This measure provides an incentive to taxpayers to purchase long-term care (LTC)
insurance premiums by allowing taxpayers to claim a credit for amounts paid for such insurance. To the
extent that this is an alternative to a state-run, long-term care insurance program, it is a proposal that
deserves serious consideration. The question is whether or not individuals will plan ahead for their needs
in time to make such insurance reasonable and affordable. Encouraging taxpayers to acquire LTC
insurance now will insure that the state will not be burdened with supporting persons as the need arises.

The question now is whether or not the state can afford an incentive given all the other competing
interests. It should be noted that, as drafied, it would appear that the credit limits are per return. Thus,
the 50% or $2,500, whichever is less, applies to all insurance paid by the taxpayer filing that return.

Thus, if a couple bought policies for themselves and one of the spouse’s parents, the maximum amount
that could be claimed would be $2,500 even though the premiums for all three policies total more than
$5,000. On the other end, with an unknown impact, the legislature may want to take it slow and phase-in
the credit to assess the impact that this credit will have on the state treasury.

It should be noted that the proposed measure limits the availability of the credit to those joint filers with
$100,000 or less and single filers with $50,000 or less of adjusted gross income. If the intent is to get as
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HB 584, SD-1 - Continued

many people to take out private, long-term care policies, then the credit should not be limited to only
those with a certain amount of income. A couple at the high end of the income scale may have the
resources to take out policies for themselves as well as for an aging parent. They should be provided the
same incentive to do so as it will save the state in the long run from having to provide long-term care for
any one of them. Consideration might be given to an inversely graduated amount of credit such that the
amount of the credit gets smaller as income grows larger.

That said, there are two provisions of the bill which are not clear. First, is the amount of the credit equal
to the lesser of 50% of the long-term care insurance premiums paid or $2,500? Or does the bill mean to
say the credit is 50%of the long-term care insurance premium paid up to a maximum of $2,500 per
return? Ifit is the latter, then the bill should state so. The other is that it is unclear whether or not the
credit is refundable. It seems to imply that it is refundable by stating that no refunds of amounts less than
one dollar shall be made, but other than that, it does not specifically provide that the credit is refundable
or non-refundable. If the latter is the case, then there is no provision directing that any excess credit can
be applied to subsequent tax years liability until exhausted.

Given that many advocates of a previously proposed state run long-term care insurance system noted that
to do nothing about providing for such coverage will, in the end, cost the state more to provide that care,
the credits proposed in this bill can be viewed as a long-term investment on the part of taxpayers that will
insure that future taxpayers will not be asked to pick up the tab for long-term care for a growing segment
of the population.

That said, lawmakers should not overlook the fact that unless the necessary services and facilities are
available and in ample supply, no amount of insurance or money will be able to access the needed care.
Like early childhood care and education the same trilemma of affordability, accessibility and quality apply
to long-term care as well.

Digested 3/17/08
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This bill creates an income tax credit to encourage Hawaii employers to purchase qualified
long-term care insurance for their employees. This tax credit is phased-in over two years and will be
equal to the greater of $500 or 50% of qualified long-term care premiums paid per employee.

The Senate Committee on Human Services & Public Housing amended the measure by
inserting a current effective date applying to taxable years beginning after December 31, 2008.

The Department of Taxation (Department) strongly supports this measure.

I THE NEED FOR LONG-TERM CARE INSURANCE CONTRACTS.

The future of long-term care for Hawaii's senior and adult disabled population is one of the
most critical health issues facing Hawaii in the twenty-first century. Persons sixty years of age and
older presently account for almost one-fifth of the adult population in the State. By 2020, they will
constitute more than one-fourth of Hawaii's adult population.

The rapid growth of the elderly and disabled populations will result in extraordinary demands
on the delivery of long-term care services. While the majority of persons receiving long-term care
are older adults, entire families are affected by the psychological, financial, and social costs of long-
term care provided to those who are limited in the activities of daily living. As of 2003, the
statewide average annual cost of a room in a skilled nursing facility was $105,028 for a private room
and $95,597 for a semi-private room.

When employees provide long-term care to family members in need, businesses incur costs
for lost productivity due to employee absenteeism, for replacing the absent employee, and in
supervising temporary replacement workers. According to a 1997 study conducted by the National
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Alliance for Caregivers and the Metlife Mature Market Institute, the total cost of lost productivity to
businesses nationally from these factors exceeded $29 billion annually.

II. EMPLOYER TAX CREDIT

This employer long-term care tax credit accomplishes the following:

¢ Encourages employers to purchase qualified long-term care insurance contracts for their
employees;

¢ Ensures that such qualified long-term care insurance contracts provide a requisite level of
home and community-based care in addition to coverage for long-term care in intermediate
care facilities and skilled nursing facilities;

e Extends long-term care insurance coverage to those individuals who generally could not
otherwise obtain coverage and/or who could not obtain reasonably priced long-term care
insurance coverage;

®)

On most employer-sponsored plans, the insurers use less rigorous standards for
determining a full-time employee's eligibility for coverage, which is a practice
commonly referred to as "simplified short form underwriting."

Thus, a substantial number of Hawaii residents who could ordinarily not obtain
coverage on an individual plan (or who could not obtain reasonably priced long-term
care insurance coverage) will be able to obtain coverage on an employer-sponsored
policy because of the less restrictive underwriting.

The employer's group plan allows a long-term care insurer to spread the underwriting
risk among a group of covered individuals who work full-time.

¢ Encourages greater participation in employer-subsidized long-term care insurance plans by
employees.

0]

0]

Employer-subsidized long-term care insurance plans generally see greater
participation rates by employees.

Employee participation in employer-sponsored long-term care insurance plans is
significantly greater when the employer pays for a small percentage, or "base
coverage," of the employee's premium.

II. TECHNICAL ISSUES

The Department notes that the current drafting of the bill appears to apply at the entity level
for partnerships and other flow-through business entities. The Department suggests that any
reference to the credit claim for partnerships or limited liability companies clearly distinguish that
the credit is determined at the entity level. The Department further points out that partnerships and
limited liability companies treated as partnerships for tax purposes typically never receive tax
treatment—it is the owners that receive all incidences of taxation. Under the current drafting of the
bill, a statement providing that for partnerships or other flow-through entities the credit is
determined at the entity level, this will allow the credit to be distributed to partners in proportion to
their partnership interests.
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The following language would be helpful:

"(_ ) In the case of a partnership, S corporation, estate, or
trust, the tax credit allowable shall be determined at the entity
level. Distribution and share of credit shall be determined in
accordance with section 235-2.45(d)."

III.SUGGESTED BILL LANGUAGE

As an alterative to the text of the current bill, the Department offers the following tax
credit language for the Committee's consideration:

"§235- Employer's tax credit for long-term care premiums
paid for employees. (a) Subject to the limitations of this
section, a small business employer subject to taxation under this
chapter may claim a non-refundable tax credit for premium
payments made by the small business employer during the taxable
year to purchase a gqualified long-term care insurance contract
for its employees. The maximum tax credit per employee for whom
qualified long-term care insurance is purchased shall be in the
amount of the lesser:

(1) $500; or

(2) Fifty per cent of the qualified long-term care

premiums paid annually for each employee.

(b) The credit allowed under this section shall be claimed
against the net income tax liability for the taxable year. If
the tax credit under this section exceeds the taxpayer's income
tax liability, the excess of the credit may be carried forward
until exhausted.

(c) If a taxpayer claims any other tax credit or deduction
under title 14, including a deduction under sections 162 or 213
of the Internal Revenue Code, to which state law conforms, for
premiums paid on a long-term care insurance policy, no credit
shall be claimed under this section for the same premium
payments.

(d) All claims, including any amended claims, for tax
credits under this section shall be filed on or before the end of
the twelfth month following the close of the taxable year for
which the credit may be claimed. Failure to comply with this
provision shall constitute a waiver of the right to claim the
credit.

(e) The director of taxation shall prepare any forms that
may be necessary to claim a credit under this section. The
director may also require the taxpayer to furnish information to
ascertain the validity of the claims for deductions made under
this section and may adopt rules necessary to effectuate the
purposes of this section pursuant to chapter 91.

(f) As used in this section:
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"Activities of daily living" means eating, toileting,
transferring, bathing, dressing, and continence.

"Chronically ill individual" means any individual who has
been certified by a licensed healthcare practitioner within the
preceding twelve-month period as meeting one of the following
conditions:

(1) Being unable to perform at least two activities of daily
living without substantial assistance from another
individual for a period of at least ninety days due to a
loss of functional capacity;

(2) Having a level of disability similar to the disability
set forth in the preceding paragraph; or

(3) Requiring substantial supervision to protect that
individual from threats to health and safety due to a
severe cognitive impairment for the preceding twelve-
month period.

"Home and community-based care" means care provided under
qualified long-term care services that meet or exceed the
requirements set forth in section 431:10H-219.

"Licensed health care practitioner" means any licensed
physician, registered nurse, licensed social worker, or other
professional as may be provided by rules adopted by the director
of taxation.

"Maintenance or personal care services" means any care the
primary purpose of which is the provision of needed assistance
with any of the disabilities that render a person to be a
chronically ill individual, including the protection from threats
to health and safety due to a severe cognitive impairment.

"Qualified long-term care insurance contract" means a
contract that:

(1) Provides insurance coveradge solely for qualified
long-term care services;
(2) Does not pay or reimburse expenses incurred for

services or items to the extent that those expenses are

reimbursable under title XVIII of the Social Security

Act or would be so reimbursable but for the application

of a deductible or coinsurance amount, unless:

(A) The expenses are reimbursable by medicaid as
secondary payor; or

(B) The contract makes qualified per diem or other
periodic payments without regard to expenses, as
defined below.

(3) Is guaranteed renewable;

(4) Provides that refunds, other than refunds on the death
of the insured or complete surrender or cancellation of
the contract, and dividends under the contract shall be
used only to reduce future premiums or increase future
benefits;
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(5) Does not provide for a cash surrender value or any
other money that may be paid, assigned, borrowed, or
pledged as collateral for a loan; and

UU(6) Provides coverage for home- and community-based care
services that meets or exceeds fifty per cent of the
coverage for treatment in an intermediate care facility
and skilled nursing facility.

"Qualified long-term care services" means necessary
diagnostic, preventive, therapeutic, curing, treating,
mitigating, and rehabilitative services, and maintenance or
personal care services, which are:

(1) Required by a chronically ill individual; and

(2) Provided pursuant to a plan of care prescribed by a

licensed health care practitioner.

"Small business" means a for-profit enterprise consisting of
fewer than one hundred full-time or part-time employees."”

IV. REVENUE IMPACT

Assuming this measure takes effect immediately, annual revenue loss amounts to $900,000
for FY 2010 and thereafter. Based on the best estimate from the long-term care industry, employers
pay $5 to $15 per employee per month for long-term care premium. Their employers cover about
50,000 of the employee's long-term care insurance.

Employers are assumed to pay $120 per employee annually for long-term care premium. A
tax credit at 50% of premiums is $60.

According to the Hawaii State Data Book 2006, all businesses employed 490,682 workers in
2005 and 59% of which were employed by small businesses. The Department assumed employers
purchased long-term care insurance for 50% of small business employment share (30%). About
15,000 employees' long-term care insurance was covered by their employers [50,000 x 30%]. Total
tax credit amounted to $900,000 [15,000 x $60].



TESTIMONY OF THE AMERICAN COUNCIL OF LIFE INSURERS
IN SUPPORT OF H. B. 2778, HD 2, SD 1, RELATING TO TAX CREDITS

March 18, 2008

Senator Carol Fukunaga, Chair

Committee on Economic Development and Taxation
State Senate

Hawaii State Capital, Conference Room 016

415 S. Beretania Street

Honolulu, HI 96813

Dear Chair Fukunaga and Committee Members:

Thank you for the opportunity to testify in support of House Bill 2778, HD 2,
SD 1, relating to taxation.

Our firm represents the American Council of Life Insurers (“ACLI™), a national
trade association whose three hundred fifty-three (353) member companies account for
93% of the life insurance premiums and 94% of the annuity considerations in the United
States among legal reserve life insurance companies. ACLI member company assets
account for 93% of legal reserve company total assets. Two hundred sixty-one (261)
ACLI member companies currently do business in the State of Hawaii.

ACLI supports House Bill 2778, HD 2, SD 1, which provides an income tax
credit to a qualified resident individual or a corporate “small business” employer (defined
as having less than 100 employees) in an amount equal to the lesser of $500 or 50% of
the cost of the long-term care insurance premium for each employee.

ACLI generally believes that as a matter of public policy the State of Hawaii
should encourage individuals to provide for their own financial well-being. If a family is
unable to support its long-term care needs, the State will need to spend its scare resources
for that purpose.

CHAR HAMILTON
CAMPBELL & YOSH

w, A ¥Yaw Corporation
[} i >~

Oren T. Chikamoto

737 Bishop Street, Suite 2100
Honoluly, Hawaii 96813
Telephone: (808) 524-3800
Facsimile: (808) 523-1714




Laura Manis Testifier

COMMITTEE ON ECONOMIC DEVELOPMENT AND TAXATION
Senator Carol Fukunaga, Chair
Senator Will Espero, Vice Chair
Tuesday, March 18, 2008, 1:15 p.m. Conference Room 224
HB 2778, HD2 RELATING TO TAX CREDITS. Grants tax credit to small businesses at the
lesser of 50% of premiums or $500 per employee for purchase of long-term care insurance for its

employees. Defines small business as businesses employing less than 100 full-time or part-time
workers.

SUPPORT WITH COMMENTS

Kokua Council realizes that this is a new perspective to providing an incentive for buying Long
Term Care Insurance. Providing a tax credit to employers of small businesses who purchase the
insurance for their employees is worth a trial.

For this reason we suggest that a sunset date be included in the bill to give time to evaluate
whether or not it did indeed increase the purchase of Long Term Care Insurance. Also of
concern, is who pays for the insurance if the employee changes jobs.

Laura G. Manis, Legislative Chair, Kokua Council
tel. 597-8838



Senate Committee on Economic Development & Taxation
Senator Carol Fukunaga, Chair

Date of Hearing: March 18, 2008
Time: 1:15S PM

RE: HB 2778, HD 2, SD 1 — Relating to Tax Credits

Chair Fukunaga and members of the Committee, NAIFA (National Association of Insurance and
Financial Advisors) Hawaii, an organization made up of insurance and financial advisors across

Hawaii supports HB 2778, HD 2, SD 1, in providing Hawaii employers with fewer than
100 full or part time employees and small business owners with an incentive to purchase LTC
(long term care) insurance.

The tax credit proposed will be the lesser of $500 for each employee or 50% of the insurance
premium for each employee. Employers will be able to insure employees at a base level and in
turn, the employees will be able to purchase added coverage. We believe that this incentive is
integral to get the “ball rolling” and the bulk of the LTC premium will be borne by employees.

Employers, if they are paying LTC premiums as a benefit to their employees, can also deduct the
entire LTC insurance premium expense on their corporate tax return. This measure can provide
a very worthwhile incentive to employers to encourage them to make this benefit available since
most employee benefits (health insurance, TDI, disability income, retirement, Social Security,
Medicare, etc.) are delivered at the workplace. Employers can provide one of the best venues in
educating our citizens about their future LTC needs.

Additionally, there are numerous benefits for a group purchase of LTC insurance:

e Group LTC insurance policies are approximately 10% to 40% less than individual LTC
policies subject to underwriting requirements (age, health, etc.).

e Premiums are level, based on age purchased, which encourages younger employees to
participate. Employees receive guaranteed issue coverage (no medical questions) up to
certain limits.

o Employees can customize the coverage beyond the employer paid base plan, at highly
discounted rates. Employees can add to their coverage at anytime.

e Employee’s entire extended family (parents, grandparents, in-laws, siblings, adult
children) can participate in the discounted group rates.
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e Employees can take their coverage with them should they retire or terminate their
employment at same rate with the exact same coverage and extended family members
retain their coverage.

e Premiums are level, based on age purchased, which encourages younger employees to
participate. Employees receive guaranteed issue coverage (no medical questions) up to
certain limits.

Government’s support of a tax incentive in encouraging individual responsibility for long term
care financing is a step towards solving this complex issue. Our citizens will have these products
to protect themselves against catastrophic long term care expenses. The expansion of this market
will reduce Medicaid outlays and future costs to both the federal and state governments.

Yes, it is true that the older one gets, a LTC insurance policy becomes less affordable due to
chronic ailments or unavailable due to sickness. A tax credit for employers and individuals will
encourage the young to purchase their LTC insurance when they are healthy and rates are most
affordable.

Medicaid began as a safety net for the less fortunate but over the past 30 years it has become a
way for many families to keep their assets. The term “spending down” is well understood in
qualifying for Medicaid. We believe that through the purchase of long term care insurance from
the marketplace, we can save Medicaid for what it was truly intended. The burden on the state
and federal government is enormous and continues to grow.

We urge your support for this measure. Mahalo for allowing us to share our viewpoint.

Cynthia Hayakawa
Executive Director

NAIFA
oo .
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The Chamber of
Commerce of Hawaii
Since 1850

Testimony to the Senate Committee on Economic Development and Taxation
Hawaii State Capitol
Conference Room 224
415 South Beretania Street
Tuesday, March 18, 2008 at 1:15 p.m.

SUBJECT: HOUSE BILL 2778, HD2, SD1 - RELATING TO TAX CREDITS

Chair Fukunaga, Vice Chair Espero, and Members of the Committee:

My name is Jim Tollefson and | am the President and CEO of The Chamber of Commerce of Hawaii ("The
Chamber"). | appreciate the opportunity to state The Chamber's support of HB 2778, HD2, SD1, relating to
Tax Credits.

The Chamber is the largest business organization in Hawaii, representing over 1100 businesses.
Approximately 80% of our members are small businesses with less than 20 employees. As the “Voice of
Business” in Hawaii, the organization works on behalf of members and the entire business community to
improve the state’s economic climate and to foster positive action on issues of common concern.

The measure grants tax credits to small businesses at the lesser of fifty per cent of premiums or $500 per
employee for the purchase of long-term care insurance for its employees. The measure defines small’
business as businesses employing less than 100 full-time or part-time workers.

The Chamber commends the Legislature for seeking ways to address the current situation of long-term
care for Hawaii's senior and adult disabled population and supports a statewide effort to address this
growing population through various voluntary initiatives such as tax credlf incentives, especially for small
businesses.

Small employers provide a majority of the jobs in Hawaii. As the cost of doing business continues to rise
and the economy begins to slow down, small businesses will be forced to make prudent and sound
decisions on providing benefits to employees while managing costs. However, many recognize the current
and growing problem of long-term care and realize that in order to retain quality employees, they will need
to offer benefits. This measure provides an option and incentive for small businesses to offer benefits such
as long-term care insurance for their employees.

In light of this, The Chamber asks for your favorable consideration of this measure. Thank you for the
opportunity to testify.

1132 Bishop Street, Suite 402 + |lonolulu, Hawaii 96813 ¢ Phone: (808) 545-4300 e Facsimile: (808) 545-4369
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126 Queen Street, Suite 304 TAX FOUNDATION OF HAWAII Honolulu, Hawail 96813 Tel. 536-4587

SUBJECT: INCOME, Small business long-term care insurance premium tax credit
BILL NUMBER: HB 2778, SD-1
INTRODUCED BY: Senate Committee on Human Services and Public Housing

BRIEF SUMMARY: Adds a new section to HRS chapter 235 to allow taxpayers who own a small
business to claim a small business long-term insurance premium credit of the lesser of $500 per employee
or 50% of the premiums paid for each employee. Credits in excess of a taxpayer’s income tax liability
may be applied to subsequent liability. Defines “small business™ as a for-profit enterprise consisting of
fewer than one hundred full-time or part-time employees.

Stipulates that the tax credit when claimed by: (1) either an individual resident taxpayer or a husband and
wife filing a joint return that own a small business, provided that a resident husband and wife filing
separate tax returns for a taxable year for which a joint return could have been filed by them, shall claim
only the tax credit to which they would have been entitled under this section had a joint return been filed;
or (2) a small business that is a corporation, partnership, limited liability company, or other form of
business entity, may be claimed only once in the taxable year with respect to the small business.

Claims for the credit must be filed within twelve months of the close of the taxable year or be waived if
not filed on time. Requires the director of taxation to prepare the necessary forms to claim and validate a
claim for the credit.

EFFECTIVE DATE: July 1, 2008; applicable to tax years beginning after December 31, 2008

STAFF COMMENTS: This measure provides an incentive in the form of an income tax credit to encourage
employers to purchase long-term care insurance premiums for their employees by allowing the employer
to claim a credit for a portion of the premium costs for such insurance. While the credit may seem
minimal, buying a group coverage for the minimal level of coverage would open the door of awareness
for more employees of the need for this type of care in the future. Accessing this type of insurance will
not only increase awareness of this need, but may allow employees to trade up by paying an additional
premium, then this may be a way that the state addresses the challenge of long-term care.

That said, one has to question whether or not taxpayers should subsidize the cost of such insurance
without any indication of need on behalf of the small business for financial assistance. Perhaps the
sponsors of the bill envision that this would encourage mom and pop stores to secure this coverage or
perhaps a lunch wagon owner. However, the bill defines a small business as one that has less than 100
full-time employees. That definition could fit a brokerage firm, a software developer, or a private
physician’s office. If the intent is to make the public aware of the need to secure this type of insurance,
then there are means for informing and educating the public. One of the chief reasons for consumer
reticence in this area is the fear of the unknown, that is not knowing anything about the options from
which they can choose.

Digested 3/17/08
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STATE OF HAWAII
DEPARTMENT OF TAXATION
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PHONE NO: (808) 587-1510
FAX NO: (808) 587-1560

SENATE COMMITTEE ON ECONOMIC DEVELOPMENT & TAXATION

TESTIMONY REGARDING HB 3059 HD 1SD 1
RELATING TO LOW-INCOME HOUSING CREDITS

TESTIFIER: KURT KAWAFUCHI, DIRECTOR OF TAXATION (OR DESIGNEE)
DATE: MARCH 18, 2008

TIME: 1:15SPM

ROOM: 224

This legislation modifies Hawaii's conformity to the federal Low-Income Housing Tax Credit
provided by Section 42 of the Internal Revenue Code, by reducing the number of years over which
the credit may be claimed.

The House Committee on Human Services & Housing passed this measure unamended.

The House Committee on Finance amended the effective date of the measure.

The House of Representatives passed this measure on third reading.

The Senate Committee on Human Services & Public Housing amended the measure to read
similar to its companion.

The Department supports this Lingle-Aiona Administration bill and encourages the
Committee to pass this measure with the Department's requested amendments.

I.  THE DEPARTMENT DEFERS TO THE HOUSING AGENCIES ON
THE MERITS.

The Department defers to the various executive housing agencies on the merits of this bill in
general. Hawaii is currently facing an affordable housing crisis. It will take meaningful initiatives
in order to eliminate the shortage of affordable housing suitable for Hawaii residents.
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II. THE ISSUE OF AFFORDABLE HOUSING IS IMPORTANT AND
MAKING HAWAII'S CREDIT MORE ATTRACTIVE IS
CRITICAL.

The Department recognizes that affordable housing is an important issue. To properly
eliminate the affordable housing crisis, sufficient incentives must also be available in order to
leverage public-private partnerships to construct additional housing in Hawaii. Through the use of
the Low-Income Housing Tax Credit, partnerships between the state and private developers are
leveraged through attractive tax incentives that subsidize investments in projects.

This legislation is a positive solution. This legislation effectively reduces the horizon of
years over which the Low-Income Housing Tax Credit must be claimed. Currently, the Hawaii
credit must be claimed over a 10-year period. This bill reduces that period to 5 years. The reduction
in the claim period makes the credit far more attractive to investors. The reduction also makes the
credit more useful to project partnerships because cash from the government is released in a much
shorter time.

III. PREFERENCE FOR DEPARTMENT'S AMENDMENTS

After further consideration, the Department believes that its suggested amendments below
will allow for this measure to function properly. As a state credit that otherwise conforms to federal
law, it is critical that the decoupling feature contemplated by this measure be able to properly
operate on its own. The amendments below are important to ensure proper implementation of the
credit calculation:

SECTION 1. Section 235-110.8, Hawali Revised Statutes, is
amended to read as follows:

"§235-110.8 Low-income housing tax credit. (a) Section 42
(with respect to low-income housing tax credit) of the Internal
Revenue Code shall be operative for the purposes of this chapter
as provided in this section.

(b) Each taxpayer subject to the tax imposed by this
chapter, who has filed [+]al[+] net income tax return for a
taxable year may claim a low-income housing tax credit against
the taxpayer's net income tax liability. The amount of the
credit shall be deductible from the taxpayer's net income tax
liability, if any, imposed by this chapter for the taxable year
in which the credit is properly claimed on a timely basis. A
credit under this section may be claimed whether or not the
taxpayer claims a federal low-income housing tax credit pursuant
to section 42 of the Internal Revenue Code.

(c) The low-income housing tax credit shall be [£&£&¥] one
hundred per cent of the applicable percentage of the qualified
basis of each building located in Hawaii. The applicable
percentage shall be calculated as provided in section 42 (b) of
the Internal Revenue Code.
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(d) For the purposes of this section, the determination of:
1) Qualified basis and qualified low-income building shall
be made under section 42 (c);

(2) Eligible basis shall be made under section 42 (d);

(3) Qualified low-income housing project shall be made
under section 42 (qg);

(4) Recapture of credit shall be made under section 42(3j),
except that the tax for the taxable year shall be
increased under section 42(j) (1) only with respect to
credits that were used to reduce state income taxes;

(5) Application of at-risk rules shall be made under
section 42 (k);

of the Internal Revenue Code.

(e) As provided in section 42 (e), rehabilitation
expenditures shall be treated as separate new building and their
treatment under this section shall be the same as in section

42 Tl Aafint et oo S 3 o o] 21 calat oo o+ A3+
( ) [J‘lib A L LTI T U T UTTNWS THITTCA ub/b\/_Lu.L J.LAJ.\,U J_\,J.uL_J_LL‘:’ e \/J—\z\.d._l_l—
peried—in—section—42{f—and—the] The definitions and special

rules in section 42(i) shall be operatlve for the purposes of

this section.

(£) The definitions and special rules relating to credit
periods in section 42 (f) shall be operative for the purposes of
this section; except that section 42(f) (1) of the Internal
Revenue Code shall be modified as follows: the term "credit
period" means, with respect to any building, the period of five
taxable years beginning with:

(1) The taxable year in which the bulldlng is placed in

service; or

(2) At the election of the taxpayer, the succeeding taxable

year;
provided that the building is a qualified low-income building as
of the close of the first year of such period. The election
under paragraph (2), once made, shall be irrevocable.

+£3-(g) The state housing credit ceiling under section 42 (h)
shall be zero for the calendar year immediately following the
expiration of the federal low-income housing tax credit program
and for any calendar year thereafter, except for the carryover of
any credit ceiling amount for certain projects in progress which,
at the time of the federal expiration, meet the requirements of
section 42. '

+e+(h) The credit allowed under this section shall be
claimed against net income tax liability for the taxable year.

For the purpose of deducting this tax credit, net income tax
liability means net income tax liability reduced by all other
credits allowed the taxpayer under this chapter.

A tax credit under this section which exceeds the taxpayer's
income tax liability may be used as a credit against the
taxpayer's income tax liability in subsequent years until
exhausted. All claims for a tax credit under this section must
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be filed on or before the end of the twelfth month following the
close of the taxable year for which the credit may be claimed.
Failure to properly and timely claim the credit shall constitute

a wailver of the right to claim the credit. A taxpayer may claim
a credit under this section only if the building or project is a
qualified low-income housing building or a qualified low-income
housing project under section 42 of the Internal Revenue Code.

Section 469 (with respect to passive activity losses and
credits limited) of the Internal Revenue Code shall be applied in
claiming the credit under this section.

[+B+] (i) The director of taxation may adopt any rules under
chapter 91 and forms necessary to carry out this section.”

SECTION 2. Statutory material to be repealed is bracketed
and stricken. New statutory material is underscored.

SECTION 3. This Act shall take effect on January 1, 2009,
and apply to buildings placed in service after December 31, 2008.

IV. EFFECTIVE DATE.

The effective date should be changed so that the bill applies to buildings placed in service
after December 31, 2008.

V. REVENUE ESTIMATE.

Assuming this measure were given a current effective date, this measure will result in the
following revenue loss if amended as requested above:

FY2009 (loss): none

FY2010 (loss): $1.25M
FY2011 (loss): $2.50M
FY2012 (loss): $3.13M
FY2013 (loss): $3.25M

Absent this proposal, state low-income housing tax credits for new developments issued in
2007 would total $1.25 million in Tax Year 2009. The proposal would increase this to $5.0 million,
which would result in net decreased tax revenue of $3.75 million for FY 2010. The net cost for
additional years includes the additional credit from new investments in that particular year, along
with the additional credits awarded from previous years investments.
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In consideration of
H.B. 3059, H.D. 1, S.D. 1 '
RELATING TO LOW-INCOME HOUSING TAX CREDITS.

The HHFDC supports H.B. 3059, H.D. 1, S.D. 1, which reduces the period over which
state low-income housing tax credits are taken from 10 years to 5 years. The low
income housing tax credit (LIHTC) program promotes the development and
rehabilitation of low-income rental housing by providing equity to developers of eligible
affordable housing projects. The program is a powerful financing tool for affordable
rental housing development, especially when leveraged with state rental housing trust
funds.

The LIHTCs provide a dollar-for-dollar credit against annual income tax liability over a
10 year period. Developers typically sell the tax credits to tax payers/investors to raise
equity for the development of a rental housing project. Unfortunately, the sale of State
LIHTCs generates less than half of the “equity” than that of the federal LIHTC, or
approximately $0.35 to $0.50 for every $1.00 of state credit. By shortening the time
period over which the State credits can be taken (i.e., from 10 years to 5 years), the
value of the State LIHTC could be enhanced and more equity could be generated for
the development of rental housing.

The HHFDC supports the Department of Taxation's proposed Senate Draft 2, which
proposes technical amendments to this bill that are intended to improve the ease of
administering the LIHTCs, while retaining the provisions to improve their value to
investors and affordable housing developers.

Thank you for the opportunity to testify.
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March 14, 2008

The Honorable Carol Fukunaga, Chair
The Honorable Will Espero, Vice Chair
and Committee Members
Committee on Economic Development and Taxation

Twenty-Fifth Legislature
Regular Session of 2008

SUBJECT: House Bill 3059 HD1 SD1
Hearing Date: 03-18-08
Time: 1:15 PM
Conference Room: 224

The Office of Housing and Community Development (OHCD) strongly supports House Bill
3059 HD1 SD1, which reduces the period over which state low-income housing tax credits
(LIHTC) are taken from 10 years to 5 years.

The LIHTCs are an important financing tool for low-income rental housing projects that would
otherwise not be financially feasible. Currently, LIHTCs provide a dollar-for-dollar credit against
an annual income tax liability over a ten-year period. Developers typically need to sell the tax
credits to investors with tax liabilities to help cover the gap in financing the development of low-
income rental projects. With the tax credits taken over a 10 year period, investors demand deep
discounts to offset the time value of their upfront investment. By reducing the period from 10
years to 5 years, the value of the credits is significantly enhanced and will generate more equity
to further the development of affordable, low-income rental housing.

Thank you for the opportunity to provide testimony.

Edwin S. Taira
Housing Administrator
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KAUA'I COUNTY HOUSING AGENCY
Pitikoi Bullding 4444 Rice Strest Suite 330
Lihv'e Hawai'i 96766
March 14, 2008
Senator Carol Fukunaga, Chair
Senator Will Espero, Vice Chair
and Committee Members

Committee on Economic Development and Taxation

The Senate
The Twenty-Fourth Legislature
Regular Session of 2008

SUBJECT: Testimony in Support of House Bill 3059, HD 1, SD1 Relating to
Low-Income Housing Tax Credits
Commiittee: EDT
Hearing: March 18,2008 1:15 PM Conference Room 224

The Kaua‘i County Housing Agency strongly supports House Bill 3059, HD1, SD1. The Bill
would effectively reduce the time period for which state Low-Income Housing Tax Credits are
taken from ten years to five years. Shorter term LIHTC should be more attractive to investors,
thereby facilitating funding of affordable rental housing development. Thank you for the
opportunity to provide testimony.

Sincerely,

ORTH
ousing Director

Development Section (808) 241 4444 FAX (808) 241 5118
TDD (808) 241 4411

Section 8 (HUD) (808) 241 4440 FAX (808) 241 5119
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March 15, 2008

The Honorable Carol Fukunaga, Chair

Senate Committee on Economic Development and Taxation
State Capitol, Room 224

Honolulu, Hawaii 96813

RE: H.B. 3059, H.D.1, S.D.1, Relating to Low-Income Housing Tax Credits
Hearing Date: March 18, 2008 @ 1:15 p.m., Room 224

On behalf of our 10,000 members in Hawaii, the Hawaii Association of REALTORS®
(HAR) supports H.B. 3059, H.D.1, S.D.1, which reduces the period over which state low-
income housing tax credits are taken from 10 years to 5 years.

We believe Smart Growth is our road map to sustaining and enhancing the quality of life in
our communities and we believe that this bill aligns with our core principle of providing
housing opportunities.

HAR has historically supported mechanisms to help increase the supply of low and moderate
income affordable housing such as the Rental Housing Trust Fund Program which can help
integrate the use of mixed-income and mixed-use projects, special purpose revenue bonds,
low-interest loans, block grants, low-income housing tax credit programs and deferred loan
programs to provide rental housing opportunities.

Amending the period over which state low-income housing tax credits are taken from ten
years to five years would increase the present value of the credits when sold to investors, and
provide a more attractive financing incentive to potential developers of affordable rental
housing.

HAR looks forward to working with our state lawmakers in building better communities by
supporting quality growth, seeking sustainable economies and housing opportunities,
embracing the cultural and environmental qualities we cherish, and protecting the rights of
property owners.

Mabhalo for the opportunity to testify.
Sincerely,

%/«.‘#ﬁ;_

Craig Hirai, Member
Subcommittee on Taxation and Finance
HAR Government Affairs Committee
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From: Kevin Carney [kcarney@eahhousing.org]

Sent: Friday, March 14, 2008 2:04 PM

To: testimony

Cc: Kevin Carney

Subject: Testimony on HB3059 HD1 SD1, Hearing March 18, 2008 at 1:15pm

Dear Chair Fukunaga, Vice Chair Espero and members of the Economic Development and Taxation Committee:

Thank you for this opportunity to submit testimony in strong support of HB3059. EAH is a non-profit housing
corporation that has been developing, managing and preserving affordable rental housing since 1968. Qur most
powerful tool in developing and acquiring affordable rental housing is the Low Income Housing Tax Credit
(LIHTC) program — Section 42 of the Internal Revenue Code.

HB3059 is a great bill and a very critical bill for our industry! It is creative and hopefully will have a direct impact
on our ability to develop and preserve affordable rental properties. State LIHTC’s exist in a very limited
marketplace - only companies who do business in Hawaii can purchase these credits. These credits also
compete with other State tax credit programs such as the Film Industry credit. The idea of shortening the take
down period from 10 years to 5 years should make the credits more competitive and therefore more appealing
to investors. The more appealing they are, the more value they generate and value is directly transferable into
equity. The greater the equity that is derived from the sale of LIHTC's, the less debt the property has to carry.
This equates to making it more feasible to develop and/or acquire low-income rental housing projects.

The average low-income rental property has seven (7) different layers of financing on it and each layer brings a
different set of rules and regulations that must be adhered to. The passage of this bill will not be a cure-all for
affordable rental housing. The marketplace will determine the impact on production and preservation. But, we
strongly believe that this bill will increase the value of these credits so that they remain a powerful tool in our
toolbox of financing options. Please give it your full support. Thank you.

Sincerely yours,
Kevin

Kevin R. Carney, (B)

Vice President, Hawaii

EAH Housing

841 Bishop Street, Suite 2208
Honolulu, Hawaii 96813
Phone: 808-523-8826

Fax: 808-523-8827

Email: kcarney@eahhousing.org
Website: www.eahhousing.org

3/14/2008
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March 18, 2008

To:  Honorable Carol Fukunaga, Chair
Senate Committee on Economic Development and Taxation

Fr: Bruce Barrett, Executive Vice President of Residential Operations
Castle & Cooke Homes Hawaii

Re: HB 3059, HD1, SD 1 - Relating to Low-Income HousmgLT ax Credits —
SUPPORT

Senate Committee on Economic Development and Taxation
Tuesday, Tuesday, March 18, 200 18, 2008 — 1:15 PM, Conference Room 224

On behalf of Castle and Cocke Homes Hawaii, we would like to offer our testimony in
support and our comments in regards to HB 3059, HD1, SD1.

The lack of housing inventory and supply for a wide range of housing needs plagues the
industry. By providing an important financing tool, this bill supports the production of
low income rental housing, which is a vital component for the overali housing supply.

The Low-Income Housing Tax Credit program is a critical tool of the State’s program to
produce low income affordable rental housing. Along with federal tax credits, this credit
offers a significant boost in helping to finance the development of lower rent affordable

rental projects.

For these reasons we ask your committee to support the passage of HB 3059, HDA1,
SD1.

Should you have any questions, feel free to contact me at 548-3746 or Carleton Ching,
Vice President of Government and Community Relations, at 548-3793

Castle & Cooke Hawai‘i consists of the Hawai'i subsidiaries of Castle & Cooke, Inc. which include
Castle & Cooke Homes Hawai‘i , Inc., Castle & Cacke Properties, Inc., Castle & Cooke Resonts, LLC and other subsidiaries
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CATHOLIC. CHARITIES HAWAI'T

TESTIMONY IN SUPPORT OF HB 3059, HD1, SD1: RELATING TO LOW INCOME
HOUSING TAX CREDITS

TO: Senator Carol Fukunaga, Chair, Senator Will Espcro, Vice Chair,
And Members, Committee on Economic Development and Taxation

FROM: Betty Lou Larson, Ilousing Programs Director, Catholic Charities Hawai‘i
HEARING: Tuesday, March 18, 2008; 1:15 pm; Conf. Rm. #224

Chair Fukunaga, Vice Chair Espern, and Mcmboers of the Committee on Lconomic Development
and Taxation:

Thank you for the opportunity to testify on HB 3059. Iam Betty Lou Larson, from Catholic
Charities Hawai‘i, ‘'We support this bill which providcs a creative way to leverage additional funds
for affordable housing projects.

Construction costs are rising which will make the development of new affordable rental housing
projects more expensive. Yet, the need for these units is also growing. More elders, more low and
moderate income families, more disabled, more of the workforce need affordable housing. We
know the housing crisis well at Catholic Charities Hawai‘i. We get calls every day from tamilics
who are desperately secking to avoid homclessness and need to find housing. Thie age wave of
scniors is [ast approaching Hawai‘i as the Baby Boomers age into their 60’s and retirement meaus
reduced income. The need for affordable senior housing will cxplode. Already, the Housing
Assistance Program at Catholic Charitics Hawai‘i finds that about half of the current scniors
sceking help are at risk for homelessncss.

This bill before you is a creative way to get “more bang for the buck™ with the State Low Income
Housing Tax Credits. This change will enable the State credits to generate more money to the
affordable housing projects, if granted over a shorter time period. Currently the annual credit award
is for over a 10 year period. By changing the timeframe to 5 years, the projcets can sell the credits
for more money since the purchascr get the same tax credit but over 5 years. Sincc time is money,
this would be more afttractive 1 the buyers,

The State’s long term revenuc does not change, but the value to the project is greater when sold to
get equity for the project. The total amount of state tax credits will remain the same.

With fast rising construction, we have to seek ways to support affordable housing in new ways.
This is a creative way to gain more equity for the projects. This is anather way to leverage funding.
Tt will translate into more units praduced over time than under the current system,

We thank you for your consideration of this bill as one more step to support the development of
more affordable rental units across our State.

@ (-Buw 2745 Pali Highway e lonolulu, Hawai'i 96817 e Phone (808) 595-0077 e Fax (808) 5950811
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TAXBILLSERVICE

126 Queen Street, Suite 304 TAX FOUNDATION OF HAWAII Honolulu, Hawaii 96813 Tel. 536-4587

SUBJECT: INCOME, Low-income housing credit
BILL NUMBER: HB 3059, SD-1
INTRODUCED BY: Senate Committee on Human Services and Public Housing

BRIEF SUMMARY: Amends HRS section 235-110.8 to provide that for a low-income housing project
placed in service beginning on January 1, 2009: (1) pursuant to IRC section 42(b)(2)(B) the state housing
credit shall be 100% of the applicable percentage of the qualified basis of each building located in Hawaii;
and (2) pursuant to IRC section 42(f)(1) the credit period for the low-income housing credit shall be
taken over a five-year period instead of the current 10-year period.

EFFECTIVE DATE: January 1, 2009

STAFF COMMENTS: This is an administration measure submitted by the department of business,
economic development, and tourism BED-06(08). The legislature by Act 216, SLH 1988, adopted the
federal low-income rental housing credit which was part of the Tax Reform Act of 1986. The credit was
enacted to offset the repeal of tax shelters and other incentives to build rental housing under prior law,
such as accelerated depreciation, capital gains preference, certain tax-exempt bonds, etc., and to
specifically target low-income rentals.

The federal credit is a 70% present value credit for qualified new construction and rehabilitation
expenditures which are not federally subsidized, and 30% for those which are federally subsidized. While
the existing state credit allows for a credit of 50% of the “applicable percentage of the qualified basis”
allowed under federal law taken over a period of 10 years, the proposed measure would increase the state
credit to 100% and shorten the time period to five years. The justification sheet submitted with this
measure states that by shortening the time period over which the low-income housing tax credits are
taken would increase the present value of the credits when sold to investors. This would, the justification
argues, provide a more attractive alternative financing incentive to potential developers of affordable
rental housing.

While this is just one incentive to encourage developers to build affordable housing, consideration should
be given to a number of strategies including the debt financing, partnerships with financial institutions
who could then turn around and sell the credits, and the use of federal private activity bonds. Finally,
apparently public officials still have not recognized that one of the greatest contributors to the cost of
housing in Hawaii is the draconian maze of permitting and regulatory processes in order to bring those
homes to market. While those regulatory guidelines are to insure the health and safety of the public,
streamlining the process would accelerate the time needed to secure those permits thereby reducing the
cost of financing. This savings would go a long way toward reducing the final cost of the house to the
consumer. For example, for one housing project on Kauaj, it took nearly five years to secure the
necessary permits to build 14 affordable homes.

Digested 3/17/08
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JAMES R. AIONA, JR.
LT. GOVERNOR

SANDRA L. YAHIRO
DEPUTY DIRECTOR

STATE OF HAWAII
DEPARTMENT OF TAXATION
P.O. BOX 259
HONOLULU, HAWAII 96809

PHONE NO: (808) 587-1510
FAX NO: (808) 587-1560

SENATE COMMITTEE ON ECONOMIC DEVELOPMENT & TAXATION

TESTIMONY REGARDING HB 2514 HD 1
RELATING TO CONVEYANCE TAX

TESTIFIER: KURT KAWAFUCHI, DIRECTOR OF TAXATION (OR DESIGNEE)
DATE: MARCH 18, 2008

TIME: 1:15PM

ROOM: 224

This bill proposes to extend the increased amount of conveyance tax deposited into the
Rental Housing Trust Fund from Act 100, Session Laws of Hawaii 2006. Act 100 increased the
amount of conveyance tax deposited to 50% of revenues realized through June 2008.

The House Committee on Finance amended the measure to extend the conveyance tax
increase to an unspecified date.

The House of Representatives passed this measure on third reading.

The Senate Committees on Commerce, Consumer Protection & Affordable Housing and
Human Services & Public Housing passed this measure unamended.

The Department of Taxation ("Department") supports this measure, however prefers the
administration measure HB 3057.

L THE DEPARTMENT DEFERS TO THE HOUSING AGENCIES ON THE
MERITS.

The Department defers to the various executive housing agencies on the merits of this bill in
general. Hawaii is currently facing an affordable housing crisis. It will take meaningful initiatives
on behalf of the Legislature, as well as the Governor, in order to eliminate the shortage of affordable
housing suitable for Hawaii residents.



Department of Taxation Testimony
HB 2514 HD 1

March 18, 2008
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II. THE ISSUE OF AFFORDABLE HOUSING IS IMPORTANT.

The Department recognizes that affordable housing is an important issue. To properly
eliminate the affordable housing crisis, sufficient money must also be available for administration
initiatives.

This legislation is a positive solution. The Department appreciates that this bill extends the
conveyance tax revenues increase for an unspecified period of years. Providing sufficient funding
will assist in remedying the housing shortages in Hawaii. The Department prefers HB 3057 because
this bill makes the conveyance tax deposit increase permanent.

III. REVENUE IMPACT.

If this bill should take effect in FY2009, there will be no impact on overall tax collections,
however the allocation of funds will be affected. There is an expected General Fund tax revenue
loss of approximately $9.4 million for FY 2009 and annually thereafter. The Rental Housing Trust
Fund will increase by the same amount. According to the Department of Taxation's Annual Report,
total conveyance tax revenue for FY2007 was $46.9 million. It was expected that after Act 100,
SLH 2006 was repealed, an additional 20% of the conveyance tax revenue would be deposited into
the General Fund. This amount is therefore assumed to be the revenue lost.
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Statement of
Orlando "Dan" Davidson
Hawaii Housing Finance and Development Corporation
Before the

SENATE COMMITTEE ON ECONOMIC DEVELOPMENT AND TAXATION

March 18, 2008, 1:15 p.m.
Room 224, State Capitol

In consideration of
H.B. 2514, H.D. 1
RELATING TO THE CONVEYANCE TAX.

The HHFDC supports H.B. 2514, H.D. 1 which extends for an unspecified period the
sunset date of the allocation of 50 percent of the conveyance tax to the Rental Housing
Trust Fund, after which the allocation reverts to 30 percent. However, we would prefer
that the 50 percent allocation is made permanent.

The Rental Housing Trust Fund provides equity gap financing for the construction or
preservation of affordable rental housing projects throughout the State. Through the
end of calendar year 2007, the HHFDC has leveraged the Rental Housing Trust Fund
to facilitate the development or preservation of 2,391 rental housing units in 32 projects
statewide.

Pursuant to section 247-7, HRS, 30 percent of conveyance tax revenues is deposited
into the Rental Housing Trust Fund. Legislation enacted in 2006 and 2007 increased
the share of conveyance tax revenues for the Rental Housing Trust Fund from 30
percent to 50 percent until June 30, 2008. As a result of this increase, along with an
appropriation of $15 million in 2007, there are 1,021 additional rental units in 12
projects in the production pipeline.

A permanent dedication of 50 percent of conveyance tax revenues, along with an
infusion of $25 million into the Rental Housing Trust Fund as requested in the Executive
Supplemental Budget will allow the HHFDC to continue to finance a substantial amount
of affordable rental housing units. '

Thank you for the opportunity to testify.
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Senator Carol Fukunaga, Chair
Senator Will Espero, Vice Chair
and Committee Members
Committee on Economic Development and Taxation

The Senate
The Twenty-Fourth Legislature
Regular Session of 2008

SUBJECT: Testimony in Support of House Bill 2514 HD 1, Relating to the
Conveyance Tax
Committee: EDT
Hearing: March 18,2008 1:15 PM Conference Room 224

The Kaua‘i County Housing Agency strongly supports House Bill 2514 HD1. The Rental
Housing Trust Fund is a valuable resource in the development of affordable rental housing.
Making the 50 per cent allocation of the conveyance tax to the Trust Fund permanent would
provide reliable, much needed funding for the ongoing development of affordable rental housing.
Thank you for the opportunity to provide testimony.

KENNETH )/RAINFORTH
Housing Digector

Development Section (808) 241 4444 FAX (808) 241 5118 Section 8 (HUD) (08) 241 4440 FAX (308) 241 511¢
7DD (808) 241 4411
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March 15, 2008

The Honorable Carol Fukunaga, Chair

Senate Committee on Economic Development and Taxation
State Capitol, Room 224

Honolulu, Hawaii 96813

RE: - H.B. 2514, H.D.1, Relating to the Conveyance Tax
Hearing Date: Tuesday, March 18, 2008 @ 1:15 p.m., Room 224

On behalf of our 10,000 members in Hawaii, the Hawaii Association of REALTORS®
(HAR) supports H.B. 2514, H.D.1, which extends the sunset date for the allocation of 50%
of the Conveyance Tax to the Rental Housing Trust Fund from June 30, 2008 to June 30 of
an unspecified year.

We believe Smart Growth is our road map to sustaining and enhancing the quality of life in
our communities and we believe that this bill aligns with our core principle of providing
housing opportunities.

HAR supports mechanisms to help increase the supply of low and moderate income
affordable housing such as the Rental Housing Trust Fund Program which can help integrate
the use of mixed-income and mixed-use projects, special purpose revenue bonds, low-interest
loans, block grants, low-income housing tax credit programs and deferred loan programs to
provide rental housing opportunities.

HAR looks forward to working with our state lawmakers in building better communities by
supporting quality growth, seeking sustainable economies and housing opportunities,
embracing the cultural and environmental qualities we cherish, and protecting the rights of
property owners.

Mabhalo for the opportunity to testify.

Sincerely,
Lz K L

Craig Hirai, Member
Subcommittee on Taxation and Finance
HAR Govermnment Affairs Committee

2116628 1



OFFICE OF HAWAIIAN AFFAIRS
Legislative Testimony

HB 2514 HD1
Relating to the Conveyance Tax
Senate Committee on Economic Development and Taxation

March 18, 2008 1:15 pm Room 224

The Office of Hawaiian Affairs supports the purpose and intent
of HB 2514, HD 1(SSCR 2914).

The growing affordable housing problem is one of the most
critical issues faced by our communities, especially our
Native Hawaiian communities. This issue seems to have many of
our families struggling to find adequate housing and to make
ends meet.

The 2006 Housing Study confirms the need to do affordable
rental housing and doing innovative housing types. Policies
addressing the need to develop and create partners to do
affordable rentals timely need to be adopted. The resources
obtained need to be able to devote full time attention to this
process along with the appropriate funding. The needed rental
housing units have not been met, therefore, more time is
needed to accumulate the necessary funding.

OHA also advocates a commitment to reestablishing the
relationship between the art of building and the making of
community, through citizen-based participatory planning and "
design. Therefore, the resources obtained to devote full time
attention to the process of developing partners to do
affordable rentals timely need to include the related
communities.

Mahalo nui loa for the opportunity to provide this testimony.
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From: Kevin Carney [kcarney@eahhousing.org]

Sent: Friday, March 14, 2008 2:24 PM

To: testimony

Cc: Kevin Carney

Subject: Testimony on HB2514 HD1, Hearing March 18, 2008 at 1:15pm

Dear Chair Fukunaga, Vice Chair Espero and members of the Economic Development and Taxation Committee:

Thank you for this opportunity to submit testimony in strong support of HB2514. EAH is a non-profit housing
corporation that has been developing, managing and preserving affordable rental housing since 1968. The
Rental Housing Trust Fund is one of a limited variety of financing options that are available to us in developing
and preserving affordable rental housing. When planning to develop or acquire a property we need to have the
assurance that when needed, the funding will be available. We rely on that knowledge and that is why it is so
critical to extend the fifty percent of the conveyance tax funding to a date as far as possible into the future.

The development process takes a great deal of time, patience, money and the willingness to take certain
calculated risks. Knowing that the funding will be there when we need it will help to reduce some of the risk
taking inherent in our business. Reducing risk increases the likelihood that a project will make it to completion.
Our State continues to be in a housing crisis, particularly as it applies to rental housing for those at 80% and
below of the Area Median Income. Passing this bill will help in the continued production of rental housing to
service this income group. Please give it your full support. Thank you.

Sincerely yours,
Kevin

Kevin R. Carney, (B)

Vice President, Hawaii

EAH Housing

841 Bishop Street, Suite 2208
Honolulu, Hawaii 96813
Phone: 808-523-8826

Fax: 808-523-8827

Email: kcarney@eahhousing.org
Website: www.eahhousing.org

3/14/2008
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CATHOLIC CHARITIES HAWAI']
TESTIMONY IN SUPPORT OF HB 2514, HD1: RELATING TO THE CONVEYANCE
TAX
TO: Senator Carol Fukunaga, Chair, Scnator Will Espero, Vice Chair,
And Members, Committee on Economic Development and Taxation
FROM: Belly Lou Larson, Housing Programs Dircctor, Catholic Charities Hawai ‘i

HEARING: Tuesday, March 18, 2008; 1:15 pm; Conf. Rm. #224

Chair Fukunaga, Vice Chair Espcro, and Members of the Committee on Economic Development
and ‘I'axation;

Thank you for the opportunity to provide testimony on this housing bill. I am Betty Lou Larson,
from Catholic Charities Hawai‘l. We also are members of Partners in Care and Housing Hawaii.
We strongly support this bill, which would cxtend the sunset date for the conveyance tax allocation
to the Rental Housing Trust Fund.

It is critical to stabilize the funding for the Rental Housing Trust Fund (RHTF). Cansistent and
adcquale [unding is critical for development of morc aflordable projects. This fund is a vital
resource to expand the number of rental unils that can be created in the next 5 years. Catholic
Charities 11awai‘i receives hundreds of calls cach month for housing help. Over half of the scniors
who come to Catholic Charities Hawai‘i’s Housing Assistance Program are facing homcless.
Families with children are still ending up on beaches or in cars. We need to continue to focus on
creating a large number ol alTordable housing units. '

We also urge you to delete the Sunset Date for the allocation to the RH'I'F make this allueation
permanent. This repeal of the sunsct date would enhance developers® ability to look for land and
other funds nceded to make aftfordable projects peneil oul. Establishing ongoing funding is critical
for developers to continue to seek opportunitics for affordable housing, Due to the long time frame
needed to create these projects, developers need to know that funds will be available in the future to
ensure feasibility. The Legislature always has the right and opporlunily to review this allacation of
funds in the future, as nceded. Repeal of the sunset date sends a sipnal now that the State intends to
address the allordable housing crisis on a long-term basis. '

We also urge you to inerease the allocation to the Trust Fund to 65%. from the current 50% of
the convevance tax. The RHTF has allocated virtually all the funds from. last ycar. More funding
is needed to address the crisis in affordable housing. ‘The Trust Fund is unique ip that it mandates
that 5% of the units built must be targeted to persons at 30% of the median income or below. These
units are the only new rental units being produced to help our elders on SS1, or families camning the

minimum wage or ather low income families.

Thank you for your support to address the increasing need for affordable housing. As the Baby
Boomers age, there will be incrcascd needs for senior housing. We need to prepare now in order to
ensure that our seniors are not left in substandard housing or homeless due to a lack of rentals.

@ m 2745 Pali \lighway  Honolulu, Hawai‘i 96817 « Phone (808) 595-0077 « Fax (808) 595-0811

an

] . v u .
Viar www,CatholicCharitiesHawaii.or




1 VvV E

TAXBILLSERVICE

126 Q ueen Street, Suite 304 TAX FOUNDATION OF HAWAII Honolulu, Hawaii 96813 Tel. 536-4587

SUBJECT: CONVEYANCE, Earmarking for rental housing trust fund
BILL NUMBER: HB 2514, HD-1
INTRODUCED BY: House Committee on Finance

BRIEF SUMMARY: Amends Act 100, SLH 2006, as amended by Act 222, SLH 2007, to extend the
sunset date of the increase in the earmarking of the conveyance tax revenues to the rental housing trust
fund from June 30, 2008 to June 30, .

EFFECTIVE DATE: June 29, 2020

STAFF COMMENTS: The legislature by Act 195, SLH 1993, earmarked 25% of the conveyance tax
revenues to the rental housing trust fund and another 25% to the natural area reserve fund. In 2005, the
legislature by Act 156, SLH 2005, increased this earmarking to 30%. The legislature by Act 100, SLH
2006, again increased the earmarking to 50% until June 30, 2007 and provided that the earmarked
amount was to revert back to 30% on June 30, 2007. Last year the legislature by Act 222, SLH 2007,
extended the sunset date to June 30, 2008. The proposed measure continues the increased earmarking of
conveyance tax revenues to the rental housing trust fund.

The conveyance tax was enacted by the 1966 legislature after the repeal of the federal law requiring
stamps for transfers of real property. It was enacted for the sole purpose of providing the department of
taxation with additional data for the determination of market value of properties transferred. This
information was also to assist the department in establishing real property assessed values and at that time
the department stated that the conveyance tax was not intended to be a revenue raising device. The
conveyance tax is imposed each time property changes title or ownership.

It should be remembered that the conveyance tax is one of the least dependable sources upon which to
rely for funding with collections rising and falling with the fortunes of the real estate market. Any amount
collected under this tax will depend on activity in the real estate market. If the housing market slows
down, revenues may not be sufficient to meet the expectations of the fund. If the additional revenues are
not sufficient or another “important” program needs funding, will the conveyance tax be increased to
generate even more revenue?

If the legislature deems affordable housing to be such a high priority, then it should maintain the
accountability for these funds by appropriating the funds as it does with other programs. Earmarking
revenues merely absolves elected officials from setting priorities. When the legislature dipped into
housing special funds to maintain funding for programs like education and social services, that was poor
tax policy. This proposal represents the obverse, lawmakers are stealing from the general fund all in the
name of affordable housing. When general fund revenues wane, will elected officials once more dip into
special funds or repeal this earmarking or in the alternative raise taxes? Earmarking revenues restricts the
flexibility in utilizing these revenues. The question that lawmakers must ask themselves is whether or not

80(a)



HB 2514, HD-1 - Continued

all of the currently earmarked funds are being used wisely and accomplishing the intended goals. With
earmarked funds that can only be used for a designated purpose, lawmakers tend to overlook how those
earmarked funds are being used.

Before earmarking any more funds for affordable rental housing, lawmakers should assess the success of
the affordable rental housing program. Further, they should take into consideration the fact that during
the past decade the homes revolving fund was raided to shore up general fund expenditures and that if the
concern is affordable housing in Hawaii, then the homes revolving fund should be made whole again with
an appropriation of general funds.

While the fortunes of the rental housing fund, natural area reserves program, and the legacy lands
program have been greatly enhanced because of the recent boom in the real estate market, the ebullience
of the collections of this tax have also been bolstered by the fact that lawmakers enacted a schedule of
rates that basically punishes larger transactions be they residential or nonresidential and if residential,
higher rates if the residence is not to be owner-occupied. This strategy of trying to punish larger
transactions and transactions of residential property that will not be owner-occupied is childish and
reflects the ignorance of lawmakers about the reality of the real estate market. First, not all transactions
of $1 million or more involved residential property. As a result, the higher rates on transactions of $1
million or more penalize the transfer of commercial, industrial, and agricultural property - all types of
nonresidential property - most of which are of values greater than $1 million.

Thus, lawmakers have added yet another nail in the coffin for businesses in Hawaii. Second, just because
residential property that is sold is not to be owner-occupied does not infer that something bad is taking
place. Do lawmakers realize where rental housing comes from - it does not just drop out of the sky.
With policies like this there is no wonder that there is such a scarcity of rental housing in Hawaii.
Further, the highest conveyance tax rate is imposed on residential real property that will not be owner-
occupied where the transaction value is more then $1 million. A recent transaction of dilapidated rental
housing which the purchaser proposes to redevelop into affordable rentals was subject to this highest
rates. Thus, all the punitive conveyance tax will do is make this affordable housing development less
affordable. So as long as the rental housing trust fund is dependent on this earmarking, there is no
likelihood that the conveyance tax will ever be looked upon as anything but a cash cow ripe for even
more tax increases.

What is so characteristic of the legislature is reflected in the conflicting and contradictory poli