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January 10, 2017 
 
 
 
 
The Honorable David Y. Ige 
Governor, State of Hawaii 
Executive Chambers 
State Capitol, Fifth Floor 
Honolulu, HI  96813 
 
Dear Governor Ige: 

 
At its meeting on January 4, 2017, the Council on Revenues (the “Council”) 

lowered its fiscal year (FY) 2017 revenue forecast for the General Fund from 5.5% to 
3.0%.  This was in part due to the fact that General Fund revenues in the first five months 
of FY 2017 came in lower than forecast at 0.7% v. 5.5%.  Slower growth of the General 
Fund resulted from lower than expected collection from the General Excise and use Tax 
(GET) (0.9%) and the Individual Income Tax (IIT) (-0.8%), the two largest sources of tax 
revenue for the State.  The Council does expect revenue growth to rebound in the last 
seven months of the FY 2017, resulting in an estimated year-on-year growth rate of 3.0%.  
While the base year of FY 2017 will be lower, the Council maintained its forecasts of 
growth rates of 5.0% in FY 2018 and 4.4% in FY 2019 to FY 2023.  

 
The Council discussed the possible causes of lower tax revenue collections for the 

first five months of FY 2017.  At the outset of its deliberations, the Council noted the 
higher than expected growth rate in FY 2016 at 8.0%.   The Council also recognized that 
during the first five months of FY 2016 General Fund revenue grew by 9.3%, due in part 
to a one-off payment of $29 million that resulted from litigation with the online travel 
companies, e.g., Travelocity.  
 

Additionally, the Council discussed whether the year to date 0.7% growth rate 
was a strong indicator of the entire FY 2017 growth rate or whether the first five months 
might be an aberration, i.e., not a reliable indicator of the FY 2017 growth rate because of 
otherwise positive economic indicators, e.g., increasing tourist arrivals, low 
unemployment, and increasing construction activity although at a slower growth rate.  

 
Further, the Council noted the expiration of higher income tax rates on the top 

income brackets for individual taxpayers after 2015, i.e., decreasing from 11% to 8.25%.   
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The Council also discussed the potential impact of the reduced higher income tax rates on 
declared estimated taxes for certain individual taxpayers during the current FY 2017, 
which may have adversely affected income tax revenue, and that refunds may possibly 
increase because of the reduced higher income tax rates.  
 

While the Council discussed the possibility and likelihood of a downturn during 
the six (6) year forecast period, it recognized the challenge of predicting when a 
downturn may occur and believed it had previously factored in the possibility of such 
downturn by modestly reducing the growth rates during the six (6) year forecast period at 
a prior Council meeting.  Thus, the Council maintained the long-term revenue growth 
rate as the long-term economic outlook for the State remains positive and the reduction in 
revenue growth is a new phenomenon without an established trend.  
 

The new forecasts of State General Fund tax revenues for FY 2017 through       
FY 2023 are shown in the table below. 

   
General Fund Tax Revenues 

Fiscal Year 

Amount 
(in Thousands 

of Dollars) 
Growth From 
Previous Year 

2017 6,380,187 3.0% 
2018 6,699,196 5.0% 
2019 6,993,961 4.4% 
2020 7,301,695 4.4% 
2021 7,622,970 4.4% 
2022 7,958,381 4.4% 
2023 8,308,550 4.4% 

 
 The Council adopted specific adjustments recommended by the Department of 
Taxation to reflect effects on General Fund tax revenues of tax law changes enacted by 
the 2016 Legislature, including the following: 

 
• Act 129, SLH 2016 amends the low-income housing tax credit for buildings that 

became eligible for the tax credit after December 31, 2016 and before December 
31, 2021. The amendment allows investors to take the tax credit over a period of 
only five years, instead of ten years under prior law.  The amendment is estimated 
to reduce General Fund revenues by $4 million in FY 2019, by $8 million in     
FY 2020, by $12 million in FY 2021, by $16 million in FY 2022 and by $20 
million in FY 2023.  
 

• Act 202, SLH 2016 creates a nonrefundable tax credit for production of 
renewable fuels and eliminates the ethanol facilities tax credit. The change is 
repealed December 31, 2021. The annual General Fund revenue loss is estimated 
to be $3 million from FY 2018 to FY 2022. 
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• Act 223, SLH 2016 extends the Transient Accommodations Tax (TAT) allocation 

of $103 million to the counties to FY 2017.  The allocation will reduce General 
Fund revenues by $10 million in FY 2017.  (The Act amends the county 
allocations made in Act 121, SLH 2015, described below.)  
 

• Act 258, SLH 2016 provides a new tax credit for organic food production.  The 
tax credit applies to taxable years beginning after December 31, 2016 and is 
repealed December 31, 2021. The tax credit will reduce General Fund revenues 
by $2 million annually in FY 2018 through FY 2022.   

 
The Council also took into account provisions from earlier legislation, including 

the following: 
 

• Act 84, SLH 2015 establishes maximum dollar amounts for the allocations of the 
Conveyance Tax to the Land Conservation fund and the Rental Housing trust 
fund, and eliminates allocations to the Natural Area Reserve fund starting in      
FY 2016.  The annual General Fund revenue gain is estimated to be $19.7 million 
for FY 2016 and later. 
 

• Acts 117 and 121, SLH 2015 changed allocations of the TAT.  According to Act 
121, TAT allocations for FY 2016 and later are as follows:  Tourism special fund 
$82 million; Counties $93 million (except $103 million in FY 2016); Convention 
Center special fund $26.5 million; and Turtle Bay conservation easement         
$1.5 million.  Act 117 allocated $3 million annually to the Special Land 
Development fund starting in FY 2017.  The changes in allocations are expected 
to yield $2 million in additional General Fund tax revenues in FY 2017 and 
thereafter.  
 

• Act 120, SLH 2015 provides a tax credit for converting cesspools to a septic 
system or connecting to a wastewater system.  The tax credit expires December 
31, 2020 and is estimated to reduce General Fund tax revenues by $5 million 
annually from FY 2017 through FY 2021. 
 

• Act 223, SLH 2015 modifies the food/excise tax credit (an increase for certain 
taxpayers) for tax years 2016 and 2017.  The Act is estimated to reduce General 
Fund tax revenues by $6.5 million in FY 2017 and in FY 2018. 
 

• Act 238, SLH 2015 reduces the allocation of tobacco taxes to the Trauma special 
fund, caps the amount allocated to the fund, and also caps the allocations to the 
Emergency Medical Services and Community Health Centers special funds, 
effective July 1, 2015.  The Act is estimated to increase General Fund tax 
revenues by $4 million in FY 2016 and later. 
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• Act 107, SLH 2014 reestablished the energy systems development special fund.  
It also extends the $1.05 per barrel rate for the environmental response tax, which 
was set to expire at the end of fiscal year 2015, through fiscal year 2030, as well 
as the allocations of the tax to the General Fund.  The annual general fund 
revenue gain is estimated to be $15.5 million for fiscal years 2016 through 2030. 
 

• Act 89, SLH 2013 amends the motion picture digital media and film production 
tax credit.  The Act increases the credit rate from 15% to 20% for productions on 
Oahu and from 20% to 25% for productions on the neighbor islands.  The Act 
also increases the cap on the amount of the credit per production from $8 million 
to $15 million and moves the expiration date for the credit from January 1, 2016 
to January 1, 2019.  The Act is estimated to raise the annual cost of the tax credit 
by about $21 million.  
 

• Act 163, SLH 2013 makes permanent the GET exemption for certain expenses 
paid by hotel operators and timeshare projects and removes the cap on the 
aggregate amount of the exemptions that can be claimed.  The Act is estimated to 
reduce GET collections by about $13 million annually. 

           
The Department of Taxation has prepared a report (attached) detailing line-item 

forecasts for various components of the General Fund, reconciled to the Council’s 
forecast growth rate for total General Fund tax revenues.  The line-item forecasts include 
components, such as revenues from the General Excise Tax and from the Individual 
Income Tax that the Council does not forecast separately.  Also, the Department of 
Budget and Finance has prepared the attached report to update its projections for change 
in non-tax and special tax revenues from its report on September 2, 2016.   

 
Please advise us if we can be of further assistance or if we can answer any 

questions. 
 

Very truly yours,  

 
 KURT KAWAFUCHI 
 Chair, Council on Revenues 
 
Attachments 



TYPE OF TAX FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021 FY 2022 FY 2023
General Excise and Use Tax $2,992,707 $3,206,154 $3,346,579 $3,500,999 $3,634,752 $3,756,806 $3,890,682 $4,026,406 $4,175,986
Individual Income Tax 1,987,752 $2,116,392 2,120,130 2,245,521 2,365,465 2,473,248 2,622,792 2,779,266 2,941,614
Corporate Income Tax 52,319 $93,036 94,685 85,199 96,825 142,325 142,881 149,373 150,986
Public Service Company Tax 163,481 $152,760 157,551 162,839 168,394 174,077 179,920 186,058 192,405
Tax on Insurance Premiums 145,679 $153,173 157,202 163,253 167,363 171,347 176,490 181,769 187,375
Cigarette and Tobacco Tax 82,829 $83,685 85,605 87,418 90,544 93,426 96,635 99,904 103,344
Liquor Tax 50,281 $50,590 51,055 51,550 52,034 52,486 52,927 53,402 53,879
Tax on Banks and Other Financial Corps. 17,930 $12,691 22,217 25,550 20,158 17,314 17,093 15,485 12,497
Inheritance and Estate Tax 12,071 $49,613 50,461 51,385 52,341 53,304 54,279 55,289 56,317
Conveyance Tax 11,534 $26,415 27,381 29,108 30,784 33,684 37,716 41,877 46,282
Miscellaneous Taxes* 15,588 $16,067 16,209 16,205 16,199 16,193 16,186 16,179 16,173
Transient  Accommodations Tax 202,970 $233,781 251,112 280,169 299,102 317,485 335,369 353,373 371,692
GENERAL FUND TOTAL $5,735,141 $6,194,356 $6,380,187 $6,699,196 $6,993,961 $7,301,695 $7,622,970 $7,958,381 $8,308,550
GROWTH RATE 6.8% 8.0% 3.0% 5.0% 4.4% 4.4% 4.4% 4.4% 4.4%

g:\data\trp\cor\forecast\gf1701\ModelGF1701_final.xlsx January 4, 2017

Table 5A
ESTIMATES OF GENERAL FUND TAX REVENUE FROM THE MEETING OF JANUARY 4, 2017:  FY 2017 TO FY 2023

ESTIMATEDBASE 

Line item projections generated by Tax Research & Planning Office to be consistent with the Council's forecast for the total General Fund tax revenues

* The figures on this line include penalty and interest charges, fees and license charges from various taxes, and allocations to the General Fund from the environmental 
response, energy and food security tax.

(in thousands of dollars)



 
 

Significant Changes from September 2016 Report 
 
 
General Fund Non-Tax Revenues 
 
Use of Money and Property – the net increase in FYs 17-23 reflects an increase in 
investment pool earnings (Department of Budget and Finance (B&F)).  The increase is 
due to a combination of slightly higher interest rates and a larger principal amount. 
 
Non-Revenue Receipts – the increase in FY 17 reflects the proceeds from premiums 
on bonds sold (B&F). 
 
Special Tax Revenues 
 
There were no significant changes. 
 
Special Fund Non-Tax Revenues 
 
Federal Grants – the reduction in FYs 16-23 reflects the conversion of Unemployment 
Compensation Special Funds to trust funds.  While this is reflected as a reduction in this 
portion of the report, there is a corresponding increase in the Other Than Special Fund 
Non-Tax Revenues section of our report (Department of Labor and Industrial Relations 
(DLIR)). 
 
Charges for Current Services – the increases in FYs 17-23 primarily reflect the 
projected increases to QUEST, HMSA and Kaiser reimbursements (Department of 
Health – Hawaii Health Systems Corporation). 
 
Charges for Current Services, Utilities – the adjustments in FYs 17-23 primarily 
reflect the Department of Transportation – Harbors’ revised revenue projections based 
on proposed tariff rate increases. 
 
Other Than Special Fund Non-Tax Revenues 
 
Use of Money and Property – the net increase in FY 16 reflects an update of actual 
returns and the increases in FYs 17-23 reflect the projected returns on contributions for 
funds that are held outside the State investment pool at the Hawaii Employer-Union 
Health Benefits Trust Fund (EUTF) (B&F). 
 
Federal Grants – the net decrease in FY 16 reflects the update of actual federal funds 
received for Temporary Assistance for Needy Families and federal reimbursements for 
the Childcare Development Fund at the Department of Human Services (DHS).  The net 
increases in FYs 17-23 reflect an increase in anticipated federal funds for the federal 
medical assistance program at DHS and the transfer of unemployment insurance 
benefit funds from special to trust funds pursuant to Act 100, SLH 2013, which directed 
the DLIR to change certain special funds to trust funds.  
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Charges for Current Services – the net increase in FY 17 reflects rebates on 
prescription drug plans and rate credits or experience gains from insurance carriers to 
the EUTF (B&F).  The changes in FYs 16-23 primarily reflect increases in actual and 
projected refunds and reimbursements for the medical assistance program at DHS. 
 
Non-Revenue Receipts – The net decrease in FY 16 and net increases in FY 17 and 
FY 18 reflect delays in the issuances of bonds for multi-family projects at the Hawaii 
Housing Finance and Development Corporation in the Department of Business, 
Economic Development and Tourism.  In addition, the net increases in FYs 17-23 reflect 
additional Other Post-Employment Benefits contributions in FY 17 and projected 
employer contributions for EUTF health benefit plans. 
 
Repayments – the net increase in FY 18 reflects anticipated cash infusions for the 
Rental Housing Trust Fund and the Dwelling Unit Revolving Fund that were 
appropriated in previous budget acts. 
 












