LEGISLATIVE TAX BILL SERVICE

TAX FOUNDATION OF HAWAII
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SUBJECT: INCOME, Modify Low-Income Housing Credit
BILL NUMBER: HB 2472, HD-1
INTRODUCED BY: House Committee on Housing

EXECUTIVE SUMMARY: Seeks to make the State low-income housing credit more valuable
by decoupling from the federal at-risk rules and passive activity loss limitations. As a policy
matter, if it is considered desirable to offer incentives to develop such projects, consideration
should be given to attacking the root causes of why such projects are prohibitively expensive,
such as the permitting process.

SYNOPSIS: Amends HRS section 235-110.8 so that the federal at-risk rules under IRC section
42 and the federal passive activity limitations under IRC section 469 do not apply with respect to
investments in buildings and projects claiming credit.

EFFECTIVE DATE: This Act shall take effect on July 1, 2050, and shall apply to qualified low-
income buildings that receive an allocation of credits beginning after December 31, 2018;
provided that the amendments made to section 235-110.8, Hawalii Revised Statutes, by section 1
of this Act shall not be repealed when that section is reenacted on December 31, 2021, pursuant
to section 4 of Act 129, Session Laws of Hawaii 2016.

STAFF COMMENTS: Act 216, SLH 1988, adopted for Hawaii purposes the federal low-
income rental housing credit that 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, and to
specifically target low-income rentals.

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, one of the greatest contributors to the cost of housing in Hawaii is
the draconian maze of permitting and regulatory processes required 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.
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