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STATE OF HAWAII
P.0. BOX 259
HONOLULU, HAWAII 96809-0259

May 30, 2008

The Honorable Linda Lingle
Governor, State of Hawai
Executive Chambers

State Capitol, Fifth Floor
Honolulu, HI 96813

Dear Governor Lingle:

At its meeting on May 29, 2008, the Council on Revenues adjusted the forecasted growth rate of General
Fund tax revenues for fiscal year (FY) 2008 from 3.9% to 3.3%. Details of the updated forecasts of the
State's General Fund tax revenues for FY 2008 through FY 2014 are presented in the attached table.

The Council notes that the growth rate of General Fund tax revenues for the first ten months of the current
fiscal year is 3.3%, which is in line with other economic indicators such as the slower growth of Hawaii
payroll employment and inflation-adjusted total personal income.

Other data support the contention that the economic growth trend is slowing. The Council expects that the
growth rate of visitor arrivals will be negative for both FY 2008 and FY 2009. The Council estimates that
total personal income, adjusted for inflation, will not grow in FY 2009, and expects construction
expenditures to grow at a rate that is slower than the inflation rate for the next several fiscal years.

In producing its forecasts, the Council has considered the impact to the General Fund tax revenues of tax
law changes passed in recent legislative sessions including:

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 $50 million a year.

e Act209, 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.
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The Council recognizes the challenge of forecasting revenues over the next several years as the impacts of
significant tax law changes, especially recent business incentive tax credits, interact with external factors.
Geopolitical events and capital markets volatility, which may alter such things as the prices of real estate
and oil, will continue to pose challenges for economic forecasters. Hawaii economic growth is
significantly exposed to recent increases in global petroleum and commodity prices, to which the islands’
economy is particularly vulnerable.

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 ambulance and
emergency medical services, employer health benefit contributions refunds for the Voluntary Employees’
Benefit Association health plan, and reimbursements for the employer’s share of health benefit premiums
from non-general funded programs. Additionally, there was an increase in FY 2008 to reflect actual funds
received from the Medicare Retiree Drug subsidy for calendar year 2006.

Special Fund Tax Revenues adjustments reflect projected decreases in collections for liquid fuel, vehicle
surcharge (rental vehicles), and transfers of conveyance taxes. The decreases were offset by increases in
FYs 2008-2014 for motor vehicle weight tax collections.

Special Fund Non-Tax Revenues adjustments reflect changes in FYs 2008-2014 for the Department of
Transportation—revisions to Airports and Highway Division’s interest income, increased federal funds
for Highways Division, decreases in Airport’s signatory terminal rental rates and landing fees, and
changes in the passenger facility charges; projected increases in FYs 2008-2009 for the Hawaii Health
System Corporation; decreases for the Department of Land and Natural Resources’ Diamond Head
revenue projections; and suspension of administrative assessment fees associated with the Department of
Commerce and Consumer Affair’s Insurance Division for FY's 2008-2009.

Other Than Special Fund Non-Tax Revenues increased in FYs 2007-2014 due to increases in projected
federal funds; payments made to the Dwelling Unit revolving fund (DBEDT); interest earnings for the
Department of Health, DBEDT, and Department of Hawaiian Home Lands (DHHL); revenue bond
proceeds for DHHL; long-term and special financing of programs including the Mortgage Credit
Program, the Kahana Valley Loan Program, and the Low-Income Tax Credit Program (DBEDT); and
payments to the Rental Housing Assistance revolving fund (DBEDT).

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

Sincerely,

(ot bt Ondpd —

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

Attachments
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