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COUNCIL ON REVENUES Albert Yamada

STATE OF HAWAII
P.O. BOX 259
HONOLULU, HAWAII 96809-0259

January 10, 2008

The Honorable Linda Lingle
Governor, State of Hawaii
Executive Chambers

State Capitol, Fifth Floor
Honolulu, HI 96813

Dear Governor Lingle:

At its meeting on January 9, 2008, the Council forecast that the General Fund tax revenues
would grow at the rate of 4.9% for fiscal year (FY) 2008 and 4.1% for FY 2009. Details of the
updated forecasts of the State's General Fund tax revenues for FY 2008 through FY 2014 are
presented in Table 2 (attached).

For FY 2008, the mean Council forecast of key economic indicators (Table 3) is that
construction will grow by 1.7%, total personal income will grow by 5.9%, and visitor arrivals
will increase by 1.0%. Inflation (the Honolulu Consumer Price Index) is forecast to be 4.0%. For
FY 2009, the mean Council forecast is that construction will decline by 0.7%, total personal
income will grow by 5.3%, visitor arrivals will grow by 1.5%, and inflation will be 3.4%. For
FY 2010 and thereafter, contracting is likely to decline after adjusting for inflation. Total
personal income is forecast to grow at a modest rate of about 2% after adjusting for inflation.

Recent data supports the contention that the economy is softening. The latest data released by the
Department of Business, Economic Development, and Tourism (DBEDT) indicated that the pace
of visitor arrivals for the first five months of FY 2008 is down 0.6% from the same period in
FY 2007. Private building authorizations for the first four months of FY 2008, which indicate
future private construction, were $1.2 billion, 13.8% lower that the same period in FY 2007. The
Council also noted that the consumer inflation rate, measured by the change in the Honolulu
Consumer Price Index, was about 5.4% in FY 2007, which is the highest it has been since
FY 1992. As a result, despite a forecast for modest real (inflation-adjusted) growth, the Council
predicts that total nominal personal income will increase by 5.9% in FY 2008.

In producing its forecasts, the Council has considered the impact to the General Fund tax
revenues of the changes in the tax laws passed by recent legislative sessions such as:
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e Act 110, Session Laws of Hawaii (SLH) 2006 — increase in standard income tax
deduction and expansion of income tax brackets, effective January 2007, approximately
$25 million a year.

e Act 209, SLH 2007 — exemption from general excise tax of alcohol fuel for FY 2008 and
FY 2009, approximately $40 million a year.

e Act210, SLH 2007 — one time, refundable, constitutionally-mandated income tax credit,
approximately $26 million for FY 2008.

e Act211, SLH 2007 — refundable food/excise tax credit, approximately $24 million per
year starting in FY 2009.

The Council also reviewed the growing impact of Act 215, SLH 2004, which provides for the
extension of the high technology and research credits. Although tax credits can have important
effects on the growth rate of tax revenues, forecasts of them are subject to large errors because of
large measurement errors and the lack of adequate historical data. The Council recognizes the
challenge of forecasting revenues over the next several years as the impacts of significant
changes in tax laws, especially recent business incentive tax credits, interact with external
factors. In addition, geopolitical events and changes in capital markets, which may alter such
things as the prices of real estate and of oil, will continue to pose challenges for economic
forecasters.

As always, the Council assumes that the State will not be subject to potential losses caused by
decreases in federal allocations, any prolonged or crippling strikes, or any other unusual
occurrences, and it has considered existing tax laws only.

General Fund non-tax revenues increased in FYs 2008-2014 due to increases in central services
assessments and projected transfers from non-general funds for pension accumulation and social
security reimbursements, partially offset by decreases in the reimbursement for the costs of
assessing the county surcharge on the general excise tax and transfers from the Hawaii Hurricane
Relief Fund.

Special Fund tax revenues increased in FYs 2008-2014 due to revisions based on Act 209,
SLH 2007, which increased the license tax paid by distributors on liquid fuel by 1 cent, and
Act 258, SLH 2007, which extended the sunset date for the vehicle rental surcharge until
August 31, 2008; and changes to the projections of the transient accommodations tax.

Special Fund Non-Tax Revenues increased in FY 2007 based on actual funds received;
FYs 2008-2014 net decreases are due to changes in projected federal funds and charges for
current services for the Department of Transportation, projections in eligible Medicaid
reimbursements for the Department of Health, projections in the transfer of tobacco settlement
moneys for the University of Hawaii (UH); and corrections of reporting errors for the DBEDT
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housing bond funds, which should be more appropriately recorded as Other than Special Fund
Non-Tax Revenues, and corrections of revenues for the Kapolei land sale for the UH, which
were previously recorded as Other than Special Fund Non-Tax Revenues.

Other than Special Fund Non-Tax Revenues increased in FY 2007 based on actual funds
received; FYs 2008-2014 net increases are due to changes in projected federal funds, projections
for the public facilities development dedication fees for DBEDT, projections for private
donations to support efforts to address homelessness on the Leeward coast of Oahu (Department
of Accounting and General Services); and corrections of reporting errors for DBEDT housing
bond funds which were previously recorded as Special Fund Non-Tax Revenues, and corrections
of revenues for the Kapolei land sale for UH, which should be more appropriately recorded as
Special Fund Non-Tax Revenues.

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

have.

Sincerely,

Pt b G,

PAUL H. BREWBAKER, Ph. D.
Chair, Council on Revenues

Attachments
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