LINDA LINGLE
GOVERNOR

PAUL H. BREWBAKER
CHAIR

JAMES R. AIONA, JR.
LT. GOVERNOR

JACK P. SUYDERHOUD
VICE-CHAIR

MEMBERS:
Carl S. Bonham
Dean K. Hirata
Pearl Imada Iboshi
Richard F. Kahle, Jr.
COUNCIL ON REVENUES Albert Yamada

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

August 5, 2008

The Honorable Linda Lingle
Governor, State of Hawaii
Executive Chambers

State Capitol, Fifth Floor
Honolulu, HI 96813

Dear Governor Lingle:

The Council on Revenues, at its May 29, 2008, meeting, forecast total General Fund tax revenues of
$4,738 million for fiscal year (FY) 2008, which represented a 3.3% increase over FY 2007. As reported
by the Department of Taxation, actual General Fund tax revenues for FY 2008 were $4,642 million,
which showed a 1.2% increase over FY 2007.

In view of the actual tax collections for FY 2008, the Council has, at its meeting on July 31, 2008, revised
its General Fund tax revenue forecasts for FYs 2009 through 2015 as requested in your letter of July 14,
2008, pursuant to section 37-111(a), Hawaii Revised Statutes. Details of the updated forecasts of the
State's General Fund tax revenues for FY 2009 through FY 2015 are presented in the attached table.

Hawaii's economic outlook has further declined since the Council's May 2008 meeting, with additional
workforce reductions announced on all islands. The ripple effect of these and earlier business closures and
workforce reductions as well as an expected decline in tourist arrivals through the second quarter of the
fiscal year will preclude a strengthening of Hawaii's economy until the beginning of FY 2010. As
separately reported to you, the Council expects total personal income growth, adjusted for inflation, to be
flat through both calendar year (CY) 2008 and CY 2009. Inflation, as measured by changes in the
Honolulu Consumer Price Index, is expected to decline from an estimated 5.0% in FY 2008 to 4.0% in
FY 2009. Construction expenditure growth is expected to be slower than the inflation rate for the next
several fiscal years.

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

e Act209, SLH2007—exemption from general excise tax of alcohol fuel for FY 2008 and
FY 2009; approximately $40 million a year.

e Act211, SLH2007—refundable food/excise tax credit; approximately $24 million per year
starting in FY 2009.
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e Act58, SLH?2008—one-time, refundable, constitutionally-mandated income tax credit;
approximately $1 million for FY 2009.

e Act 89, SLH 2008—application of the 0.5% general excise tax rate to certain warranty work
performed on behalf of manufacturers; approximately $1.5 million for FY 2009 and annually
thereafter.

e Act 143, SLH 2008—<changes relating to agricultural businesses qualifying for enterprise zone
benefits; approximately $100,000 for FY 2009, $200,000 for FYs 2010-2011, $300,000 for
FY 2012, and 500,000 for FY 2012 and annually thereafter.

e Act 156, SLH 2008—allows state and county governments to hire retired state or county
government employees; approximately $1.5 million for FY's 2009-2013.

e Act 233, SLH 2008—provides an important agricultural land qualified agricultural cost income
tax credit; approximately $7.5 million annually for FYs 2010-2014.

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 continuing 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.

Non-tax general fund revenue estimates are unchanged from the Council's report dated May 30, 2008.

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

Sincerely,

2l A

ACK P. SUYDERHOUD, Ph. D.
Vice-Chair, Council on Revenues

Attachment
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