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815-6-1 Purpose. The purpose of this chapter is to provide
rules for administration of the state enterprise zones program
aut hori zed by chapter 209E, Hawaii Revised Statutes (“HRS").
[Ef f Novenmber 03 1990] (Auth: HRS 8209E-8) (Inp: HRS S209E-8)

815-6-2 Definitions. As used in this chapter, unless a
different neaning clearly appears in the context:

"Aut horized to do business in the State" neans a corporation
i ncor porated under chapter 416, HRS, a foreign corporation
adm tted under chapter 418, HRS, a corporation incorporated under
chapter 415, HRS, or a foreign corporation admtted under chapter
415, HRS; a partnership registered under chapter 425, HRS, or
425D, HRS; or a sole proprietorship.

"Average nunber of full-tine enployees" neans the sum of the
nunber of full-time enpl oyees enployed at the end of each payrol
period during a qualified business' taxable year divided by the
nunber of payroll periods in the taxable year.

"Base taxabl e year" means the taxable year preceding the
t axabl e year during which the business is first qualified under
this program

"County" or "counties" neans the Cty and County of Honol ulu
and the counties of Hawaii, Kauai, and Mui.

"Department” neans the departnment of business, econom c
devel opnment & tourism

"Devel oped" neans the inprovenents nmade to | and through the
construction, repair, or renodeling of structures to accomobdate
the principal use to which the land is or will be put.
| mprovenents to | and where parking is the principal use shall not
constitute devel opnment except where the business purchasing or
| easing the | and can denonstrate to the satisfaction of the county
and departnent that such use is necessary in order to further the
pur pose of the program and the | ocal devel opnent objectives.

"Director” nmeans the director of business, economc
devel opnent & tourism

"Enterprise zone" nmeans an area selected by a county and
approved by the governor to be eligible for this program

"Establ i shnent” nmeans a single physical |ocation where
busi ness is conducted. A qualified business may include one or
nore establishnments, at |east one of which nust be in an
enterprise zone.




"Full -tinme enpl oyee"” neans an individual enployed by a
qual i fied busi ness who works nore than twenty hours a week during
t he busi ness' payroll period.

"Governi ng body" neans the mayor or county council, or both,
as provided by county ordinance.

"Gross recei pts" neans gross incone, wherever derived, as
reported on a qualified business' general excise tax return or
simlar conputation for those busi nesses exenpt from chapter 237,
HRS.

"Low i nconme person” neans an individual whose incone is |ess
than ei ghty percent of the median individual income of the |ast
county in which the person lived during the twelve nonths
i mredi ately preceding the nonth in which the person was hired.

"Progrant neans the state enterprise zones program authorized
by chapter 209E, HRS.

"Qualified business" neans any corporation, partnership, or
sol e proprietorship authorized to do business in the State which
is:

(1) Subject to the state corporate or individual incone tax
under chapter 235, HRS, the public service conpany tax
under chapter 239, HRS, or the bank and
financial corporation tax under chapter 241, HRS;

(2) Engaged in manufacturing, the whol esale sale of tangible
personal property, or a service business or calling; and

(3) Qualified under section 15-6-9. A qualified business nmay
i nclude one or nore establishnents, at |east one of
whi ch nust be in an enterprise zone.

"Service business or calling" neans any corporation,
partnership, or sole proprietorship that acts upon or processes
tangi bl e personal property that is not owned by the service
busi ness or calling. This includes cleaning, repair, and
mai nt enance busi nesses. By way of exanple, this does not include
busi nesses such as brokerage, |egal, accounting, architectural,
engi neering, consulting, contracting, real estate firnms, and
travel agencies. \Were the service business or calling, in the
sanme transaction, engages in both the sale of tangible property
and services, the service business or calling shall segregate the
sale of services that are exenpt under chapter 209E, HRS, fromthe
sal e of tangi bl e personal property. The service business or
calling shall sustain the burden of proving the segregation was
properly made. If the service business or calling fails to sustain
the burden, the entire transaction shall be subject to the general
exci se tax.

"Seven-year cycle nmeans the eighty-four consecutive nonths
during which a qualified business nay receive enterprise zone
benefits. The cycle begins on the first of the nonth follow ng the
date the departnent determines that a business is eligible to



participate in the enterprise zones program The cycle ends after
ei ghty-four consecutive nonths or the end of the twenty-year
designation for the zone in which the qualified business is
| ocat ed, whi chever cones first.
"State” neans the State of Hawaii .
"Taxabl e year"” or "tax year" neans the cal endar year (or the
fiscal year ending during such cal endar year) on the basis of
whi ch taxes due the State are conputed under the applicable tax
| aw.
"Taxes due the State" neans:
(1) In the case of a corporation, partnership, or sole
proprietorship, income tax due under chapter 235, HRS;
(2) In the case of a public service conpany, tax due under
chapter 239, HRS; and
(3) In the case of a financial institution, tax due under
chapter 241, HRS
"Trade or business"” means all business activity by a
qualified business within an enterprise zone, whereby (1) tangible
personal property is sold at whol esal e and the sal e takes pl ace
within the zone; (2) a qualified business engages in a service
business or calling within the zone; or (3) value is added to
materials or products that are manufactured within the zone.
"Whol esal e" neans those activities defined in section 237-4,
HRS. [Eff NOV 03 1990] (Auth: HRS 8209E-8) (Inp: HRS 5209E- 8)

SUBCHAPTER 2

APPL| CATI ON FOR, SELECTI ON CRI TERI A,
AND TERM NATI ON OF ENTERPRI SE ZONE STATUS

815-6-3 Eligibility-criteria for zone nom nation. (a) To be
designated as an enterprise zone, a proposed area shall be |ocated
within one 1980 United States census tract or two or nore
contiguous 1980 United States census tracts. Any area designated
as an enterprise zone after 1990 census data becones avail abl e
shall be | ocated within one 1990 United States census tract or two
or nore contiguous 1990 United States census tracts. The census
tract or tracts within which each enterprise zone is |ocated al so
shall neet at |east one of the follow ng requirenents, which are
based upon the nobst current census data:
(1) At least twenty-five per cent of the popul ation of each
census tract shall have a nedian famly inconme bel ow
ei ghty per cent of the nedian famly inconme of the
county in which the census tract is |ocated; or
(2) The unenploynent rate in each census tract shall be at
least 1.5 tinmes the state average unenpl oynent rate.




Based on the 1980 state average unenploynent rate, the
unenpl oynment rate in each census tract wthin a zone
nmust be at |east 7.05 per cent. [Eff NOV 03 1990]
(Auth: HRS 8209E-8) (Inp: HRS §8209E- 8)

815-6-4 Procedure for zone nom nation by counties.

(a) Nom nations for enterprise zone designation shall be nade

by the governi ng body of each county.

(b) For each proposed enterprise zone, the governing body of

the county shall submit an application which includes:

(1) A witten description of the boundaries of the proposed
zone;

(2) A map identifying the proposed enterprise zone
boundaries relative to the boundaries of the census
tracts that will be fully or partially included in the
zone; and relative to the state | and use district
classifications, publicly held | ands, and county
general plan and/or devel opnent plan classifications;
and

(3) A statenent indicating the |ocal incentives proposed by
the county. Each county may propose incentives which it
wi || make generally avail abl e throughout the zone or
available only to certain types of businesses for
limted periods of tinme. [Eff NOv 03 1990] (Auth:

HRS 8209E-8) (Inp: HRS 8209E- 8)

815-6-5 Procedure for state review of zone nom nati ons.

(a) The application shall be reviewed by the departnent
Wi thin sixty days of receipt of the conpleted application. Wthin
ni nety days of receipt, the director shall recomrend for approval
by the governor those applications which neet the requirenents set
forth by statute and these rules.

(b) The governor shall approve, upon recomrendati on of the
director, enterprise zone status for a twenty-year period
begi nning on the date of approval. The anendnent of the zone
status under section 15-6-7 shall not extend the twenty-year
peri od.

(c) A county whose application for zone designation is denied
shall be notified and provided with the reasons for denial.
[Eff NOV 03 1990] (Auth: HRS 8209E-8) (Inp: HRS 8209E- 8)

815-6-6 Zone selection criteria and other requirenents.(a) In
its recommendations to the governor, the departnent shall consider
the econom c condition of the area, the potential benefits which
may accrue to the State and counties from busi ness and industri al
devel opnment in the area, and the need and potential for job
creation in the area.




(b) A maxi mum of six areas in each county may be desi gnated
as enterprise zones.

(c) If any portion of an area designated as a state
enterprise zone i s subsequently included in an area designated as
an enterprise zone by an agency of the federal governnent, the
state enterprise zone shall be enlarged to include the area
desi gnated by the federal governnent.

(d) Upon designation of an area as an enterprise zone, the
State and any agency of a political subdivision that owns any | and
within the enterprise zone may nmake avail able for sale or |ease,
under appropriate law, all land within the zone not designated or
targeted for public use with the condition that it be devel oped as
defined in this chapter. No public land shall be sold or |eased if
the i ntended purpose of the sale or lease is real estate
specul ation. [Eff NOV 03 1990] (Auth: HRS §209E- 8)

(I'mp: HRS 8§209E- 8)

815-6-7 Procedure for anendnent of zone status by counti es.
(a) A county may request amendnent (or term nation--see follow ng
section) of approved zone applications by submtting a witten
notification in accordance with the procedures contained in
sections 15-6-4, 15-6-5, and 15-6-6. Requests for amendnents will
be considered if the anmendnents relate to:

(1) Changes in local programincentives;

(2) Changes of zone boundaries; or

(3) Termnation of the zone.

(b) If the request is for expansion of a zone boundary, the
expanded zone area shall neet the eligibility re "irements of
section 15-6-3.

(c) The request for anmendnent shall be reviewed by the
departnment and forwarded to the governor. If approved by the
governor, the anmendnent shall take effect on the date of approval.
A county whose application for anendnent is denied by the governor
shall be notified and provided with the reasons for denial.

[Eff NOV 03 1990] (Auth: HRS 8209E-8) (Inp: HRS 8209E- 8)

815-6-8 Procedure for term nation of zone designation by
State or counties. (a) A county shall notify the departnment of any
inability or unwillingness to continue any approved | ocal
i ncentives for any zone or zones within the county's jurisdiction.
This shall result in termnation of any affected zone on the date
notification is received by the departnment. The departmnent shal
advi se the departnent of taxation that the zone has been
term nat ed.

(b) If the departnent determines that a business is eligible
to participate in the programprior to the termnation of the zone
under this section, the business may be eligible for business tax




credits and the general excise tax exenption for the renai nder of
t he busi ness' seven-year cycle.

(c) I'n the case of a business that is located in a zone which
is not termnated by the State or counties under this section, the
busi ness shall not be eligible for the business tax credits and
t he general excise tax exenption, regardless of the tine remaining
in the business' seven-year cycle, fromthe date that a zones
termnates at the end of its twenty-year life. [Eff NOV 03 1990]
(Auth: HRS 8209E-8) (Inp: HRS §8209E- 8)

SUBCHAPTER 3

DESI GNATI ON OF A BUSI NESS AS A QUALI FI ED BUSI NESS;
CERTI FI CATI ON BY THE DEPARTNMENT

815-6-9 State criteria used to determ ne business
qualification. (a) To qualify for enterprise zone benefits, a
corporation, partnership, or sole proprietorship authorized to do
business in the State shall satisfy the follow ng requirenents:

(1) Be subject to the state corporate or individual inconme
tax under chapter 235, HRS, the public service conpany
tax under chapter 239, HRS, or the bank and
financial corporation tax under chapter 241, HRS;

(2) Be engaged in a trade or business, as defined in section
15-6-2; and

(3) Be qualified under either section 15-6-9(c) or (d).

(b) \Where the departnent finds that a business becones
eligible to participate under the programduring a
busi ness' taxable year, rather than at the start of the
taxabl e year, the requirenment that at |least fifty per
cent of the business' enterprise zone establishnent's
gross receipts be attributable to the active conduct of
a trade or business and the requirenent that a
sufficient nunber of |ow inconme persons be hired shal
be determ ned by the actual nunber of nonths that it
does business within the zone during the taxable year.

(c) A business is qualified under section 209E-9, HRS, if the
busi ness satisfies the criteria in either this subsection or
subsection (d). A business which begins operation within a zone
after the date of zone designation shall neet the follow ng
requi renents:

(1) During each taxable year, at least fifty per cent of the
busi ness' enterprise zone establishnment's gross receipts
are attributable to the active conduct of a trade or
busi ness, as defined in section 15-6-2;

(2) At least forty per cent of the average nunber of
full-time enpl oyees of its zone establishnents shall be




| ow-i nconme persons; and

(3) if the calculation used to determ ne conpliance with
paragraph (2) results in a fractional percentage, the
result should be rounded up or down to the next whole
per cent age.

(d) A business may al so qualify under section 209E-9, HRS, if

t he business is engaged in the conduct of a trade or business in a
zone prior to the time of zone designation and the business neats
the follow ng requirenents

(1) During each taxable year, at least fifty per cent of the
busi ness' enterprise zone establishnment's gross receipts
are attributable to the active conduct of a trade or
busi ness;

(2) The average nunber of full-tinme enployees of its zone
establishment, during the taxable year the zone
establishnment first qualifies, shall be at |east five
per cent greater than the average for the
establi shnent's base taxabl e year;

(3) The average annual nunber of full-tinme enployees of its
zone establishment shall remain at or above the
i ncreased |l evel required in paragraph (2) during the
remai nder of the cycle;

(4) At least forty per cent of the increase in full-tinme
zone enpl oyees, as stipulated in paragraph (2), shall be
attributable to | owincone persons;

(5) The nunber of |owincone persons enployed by a zone
establishment shall increase by five per cent annually
until at least forty per cent of a zone establishnent's
full-time enpl oyees are | owincone persons; and

(6) |If the calculations used to determ ne conpliance with
ei ther paragraph (2), (3), (4), or (5) result in a
fractional percentage, the result should be rounded up
or down to the next whol e percentage.

(e) Even after the certification of a business at the end of
the initial year of the seven-year cycle, a business nust neet the
requi renents of this section in each year remaining in its seven-
year cycle to receive certification for the tax credits or the
exenption fromthe general excise tax for that year.

[Eff NOV 03 1990] (Auth: HRS 8209E-8) (Inp: HRS 5209E- 8)

815- 6- 10 Busi ness application procedure. (a) A business
interested in participating in-the enterprise zones program shoul d
obtain an application formfromthe departnment. The form shoul d be
conpl eted by the business, reviewed by an i ndependent account ant
who shall be responsible for verifying the accuracy of the
information in the application, and submtted to the departnent.




(b) The business shall submt separate applications for each
zone in which it conducts trade or business.

(c) A business may participate in the programfor a seven-
year cycle. During the initial year of the seven-year cycle, the
departnment shall determine if the applying business is eligible to
participate in the enterprise zones program The business shall be
advi sed of the departnent's decision. The seven-year cycle wll
commence on the first of the nmonth following the date that the
departnment determ nes that the business is eligible to participate
in the program The business may claimthe exenption fromthe
general excise tax fromthe first of the nonth follow ng the date
the departnent determ nes that the business is eligible to
participate in the program If the business is not certified at
the end of the year, however, the business shall pay all taxes,
penalties, and interest normally levied by |law to the depart nent
of taxation.

(d) A qualified business shall not be entitled to a credit
agai nst taxes due the State, until certified by the departnent.
The departnent of taxation shall reject any claimfor exenption in
areturn filed without the certification. At the end of each
taxabl e year of the seven-year cycle, including the initial year,
the departnent shall determne if the business should be certified
to receive the state inconme tax credits and general excise tax
exenption avail abl e under this program For the departnent to make
this determ nation, the business nmust submt to the departnment a
form desi gnated by the departnment together with the forns
verifying the status of |ow incone enpl oyees. The formfromthe
departnment shall be reviewed by an i ndependent accountant.

Following its review of the forns, the departnent shal
return the certified formto the business and notify the
departnment of taxation if the business is certified.

(e) A business that has been certified shall:

(1) File the applicable state tax returns;

(2) Attach copies of the appropriate departnent form and
departnment of taxation enterprise zone tax credit form
to the tax return; and

(3) Forward a copy of the certified departnent formto the
governi ng body of the county in which the qualified
busi ness is | ocated.

(f) The business tax credits may be clainmed at the and of
each year of the seven-year cycle, including the initial year, if
the appropriate tax returns are filed and a credit is clained
agai nst any taxes due the State on the tax returns. These returns
need not be prepared by an accountant. The departnent of taxation
enterprise zone tax credit formshall be attached to the tax
returns filed with the departnent of taxation. Al taxes,
penalties, and interest nornmally levied by |law shall be paid to



the departnent of taxation for the period that the business is not
certified to receive enterprise zone tax benefits. Additionally,

t he departnent of taxation, during the statutory limtations
period, may audit a business to determ ne whether (1) the business
is engaged in a trade or business, as defined in this chapter;

(2) the business has properly allocated and apportioned incone
fromtrade or business in a zone, which is eligible for the incone
tax credits and the general excise tax exenption, from other
income that is not eligible for the credits and exenption,

i ncl udi ng i ncone from business activity within the zone whi ch does
not fall within the definition of trade or business or incone from
busi ness activity conducted outside the zone; and (3) the business
has properly allocated the business tax credits based upon the
nunber of nonths it is qualified during the taxable year.

(g) The exenption fromthe general excise tax may be clai nmed
at the tinme of the filing of the returns during the initial year,
as provided in section 15-6-10(c), and in subsequent years of the
seven-year cycle at the tine of the filing of the returns if the
tax returns are filed as required by |law. A business shall submt
standard periodic tax returns (nonthly, quarterly, or
sem annual | y) as required under chapter 237, HRS, and claim an
exenption fromthe general excise tax for trade or business in the
zone. The periodic returns and the annual return need not be
prepared by an accountant. These returns shall be filed, claimng
t he exenption, even when no tax is due. The appropriate departnent
formshall also be attached to the annual tax return. Al taxes,
penalties, and interest normally levied by |aw shall be paid to
the departnent of taxation for the period that the business is not
certified to receive enterprise zone tax benefits. Additionally,
the departnent of taxation, during the statutory limtations
period, may audit a business to determ ne whether (I) the business
is engaged in a trade or business, as defined in this chapter; (2)
t he busi ness has properly allocated and apporti oned i ncome from
trade or business in a zone which is eligible for the business tax
credits and the general excise tax exenption, from other incone
that is not eligible for the credits and exenption, including
i ncome from business activity within the zone that does not fal
wWithin the definition of trade or business or income from business
activity conducted outside the zone; and (3) the business has
properly allocated the general excise exenption based upon the
nunber of nonths it is qualified during the taxable year.

[Eff NOV 03 1990] (Auth: 8HRS 209E-8) (Inp: HRS §209E- 8)

815-6-11 State incone tax credits and general excise tax
exenption available to a business that has been certified. (a) A
busi ness that has been - certified is entitled, subject to the
apportionment provisions discussed in these rules, to tax credits




agai nst any taxes due the State according to the foll ow ng
f or mul a:

First year 80% of tax due
Second year 70% of tax due
Third year 60% of tax due
Fourth year 50% of tax due
Fifth year 40% of tax due
Si xth year 30% of tax due
Sevent h year 20% of tax due

The business shall be eligible for a credit agai nst any taxes
due the State when the tax return required under chapters 235,
239, and 241, HRS, is filed with the departnent of taxation,
together with the certification by the departnment. No unusabl e tax
credit shall carry over or carry back

(b) A business that has been certified is entitled, subject
to the apportionnment provisions discussed in these rules, to tax
credits against any taxes due the State in an anpunt equal to a
per cent age of unenpl oynment insurance prem uns paid on the payrol
of all the business' enployees enployed in the enterprise zone,
i ncl udi ng enpl oyees who do not qualify under the definition of a
| ow-i nconme person, according to the following formula:

First year 80% of prem uns paid
Second year 70% of prem uns paid
Third year 60% of prem uns paid
Fourth year 50% of prem uns paid
Fifth year 40% of prem uns paid
Si xth year 30% of prem uns paid
Sevent h year 20% of prem uns paid

Tax credits provided for in this subsection apply only to the
anount of unenpl oynment insurance prem uns pai d. Those prem uns
shall be paid by the business and the business shall be eligible
for a credit against any taxes due the State when the annual tax
return required under chapters 235, 239,and 241, HRS, is filed with
the departnent of taxation, together with the certification by the
depart nment.

No unusable tax credit may be carried over or carried back to
anot her tax period.

(c) The tax credits all owed under subsections (a) and (b) may
be conbi ned by the business. The departnent of taxation, however,
shall not refund any unusable credit. The application of this
provision is illustrated in the foll ow ng exanple.



Exanple 1:

ABC Conpany's application to participate in the enterprise
zones programis approved by the departnent shortly after ABC
commences a trade or business in a zone. Al of ABC s incone
is derived fromtrade or business within the zone. During the
initial year of the seven-year cycle, ABC pays $500 in
unenpl oynent i nsurance premuns for all enployees, including
enpl oyees who do not qualify under the definition of a | ow

i ncone person. ABC s seven-year cycle begins on January 1.
After the initial year of the seven-year cycle, it is

determ ned that ABC owes $1,000 in net incone taxes to the
State under chapter 235, HRS. Wien ABC files its tax returns
at the end of the initial year, it is eligible for a tax
credit of 80 per cent of the incone taxes due, or $800. ABC
is also eligible for a credit of So per cent of unenpl oynent
i nsurance prem uns paid, or $400. Thus, ABC s total credits
under the program agai nst incone taxes are $1,200. As ABC s
incone tax liability is $1,000, ABC tax credit of $1,000 at
the end of the initial year if ABCis certified by the
departnment. The $200 of unusable credit, however, shall not
be refunded to ABC nor shall it be carried over or carried
back to another tax period.

(d) A business may claimthe exenption fromthe general
excise tax on the gross receipts fromall transactions eligible
under this chapter fromthe first of the nonth follow ng the date
the departnent determ nes that the business is eligible to
participate in the program The business, however, shall file the
tax returns required under chapter 237, HRS. The busi ness shal
submt standard periodic tax returns as required under chapter
237, HRS, report the gross incone fromthe business, and- claiman
exenption fromthe general excise tax for trade or business in the
zone. These returns shall be filed even if no tax is due.

[Eff NOV 03 1990] (Auth: HRS 8209E-8) (Inp: HRS 8209E- 8)

815-6-12 Calculation of eligibility for tax credits and
exenption; apportionnent. (a) This section sets forth the
cal cul ations that a business may have to conplete to determine its
eligibility for business tax credits and the general excise
exenption and the apportionnent of the credits and the exenption.

(b) During each taxable year, at least fifty per cent of the
busi ness' enterprise zone establishnment's gross recei pts nust be
attributable to the active conduct of a trade or business within
t he zone.

(c) A business which has inconme taxable both within and
wi thout the State shall apportion and allocate the business' net




i ncone under sections 235-21 to 235-38, HRS, prior to calculating
the enterprise zone tax credits.

(d) The general excise tax exenption and the enterprise zone
tax credits shall apply only to the extent that a qualified
busi ness conducts trade or business within the zone.

(1)

(2)

(3)

The busi ness may claiman exenption fromthe general
excise tax at the tine of the filing of the periodic
returns required under chapter 237, HRS, only for trade
or business within the zone.
A business may claiman enterprise zone credit against
any taxes due the State. Subject to the allocation and
apportionnent, if any, under subsection (c), a business
with incone from business activity which is taxable both
wi thin and wi thout an enterprise zone, shall allocate
and apportion the inconme, pursuant to this section, and
apply for an enterprise zone tax credit at the end of
each taxabl e year only for the incone derived fromtrade
or business within the zone. The business shall nmultiply
the incone by a fraction. The nunerator of the fraction
is the total gross receipts of a qualified business
within the zone during the taxable year whereby tangible
personal property is sold at whol esal e to business
firms, a qualified business engages in a service
busi ness or calling, or value is added to materials or
products that are manufactured by a qualified business.
The denominator is the total gross receipts of the
qualified business within the State during the taxable
year, including sales within and without the enterprise
zone.
(A) For purposes of allocation and apportionnent of
i ncome under this section, a business is taxable
W thout the enterprise zone if the business has:
(i) Incone from business activity within the zone
whi ch does not fall within the definition of
trade or business; or
(ii) I'nconme from business activity conducted
outside the zone. This termincludes work that
a business located within a zone subcontracts
to a business | ocated outside the zone and
the work is delivered outside the zone.
A business may claiman enterprise zone credit against
any taxes due the State in an anmount equal to a
percent age of unenpl oynent insurance prem uns paid on
the payroll of all the business' enployees enployed in
the enterprise zone, including enpl oyees who do not
qualify under the definition of a |ow inconme person.
Where the business has enpl oyees both within and w t hout



the enterprise zone, the business shall allocate and
apportion the unenpl oynent insurance prem uns by

mul ti plyi ng the unenpl oynent insurance prem uns paid by
a fraction. The nunmerator of the fraction is the payrol
for enpl oyees enployed within the zone during the

t axabl e year, and the denom nator is the payroll for al
enpl oyees within the State.

(A) An enployee is enployed within the zone if:

(1) The individual's service is perforned
entirely wwthin the zone; or
(i) The individual's service is perfornmed both

wi thin and wi thout the zone, but the service
performed without the zone is incidental to
the individual's service within the zone.

(e) The credits, which are reduced in every year of the
seven-year cycle, are apportioned over a twelve-nonth period.
Accordingly, the credits may have to be apportioned over two
taxable years if the departnment finds that a business is eligible
to participate under the programduring a taxable year, rather
than at the start of a taxable year.

(f) Each partner or S corporation sharehol der of a business
that has been certified shall separately determ ne for the
partner's or sharehol der's taxable year within which the business
t axabl e year ends, the partner’s or shareholder's share of the
credit. The partner's or shareholder's share of the entity's net
i ncone or | oss and unenpl oynent insurance credit shall be
determ ned in accordance with the ratio in which the partners and
sharehol ders divide the profits and | osses of the partnership or
the S corporation, respectively.

(g) The application of this sectionis illustrated in the
fol |l ow ng exanpl es:

Exanpl e 1:

ABC Corporation is located in an area designated as an
enterprise zone. ABC subnmits an application to the
departnent. The departnent determ nes that ABCis eligible to
participate in the program comrenci ng on Decenber 27. Under
section 15-6-10, ABC s seven-year cycle will conmence on
January 1. ABC clains the general excise tax exenption from
January | for income fromtrade or business in the zone. ABC,
however, pays the general excise tax for inconme from business
activity without the zone. ABC s total incone at the end of
the taxabl e year is $100,000. ABC pays $500 in unenpl oynent

i nsurance prem uns during the taxable year. ABC s net profit
before taxes is $10,000. ABC determ nes that seventy per cent
of its income was attributable to the conduct of a trade or



business in the zone. During the taxable year, ABC properly
cl ai med the general excise exenption for $70,000 of its
income. ABCis also eligible for a tax credit against the
$440 in taxes ABC owes the State, calculated as follows: (1)
70 per cent of ABC s incone is derived fromsales within the
zone ($70,000 divided by $100,000); and (2) 70 per cent
multiplied by 80 per cent (the anmount of the credit in the
first year) multiplied by $440 (ABC s tax liability for the
taxabl e year before the application of the enterprise zone
credit) is $246.40. ABCis also eligible for a credit of
$400, which is 80 per cent of the $500 unenpl oynment insurance
prem uns paid. Thus, ABC s enterprise zone credits agai nst
taxes due the State are $646.40. As ABC s tax liability is
$440, ABC nmay claima tax credit of $440. The $206. 40 of
unusabl e credit, however, shall not be refunded to ABC nor
shall it be carried over or carried back to another tax

peri od.

Exanpl e 2:

Assune the sane facts as in Exanple 1, except that ABCis a
sol e proprietorship owned by individual X who files a joint
return with Y; Y has a salary of $20,000; X and Y jointly
recei ve dividends and interest of $2,000; and X and Y claim
personal exenptions of $2,080 and item zed deductions of
$9,920. X and Y's adjusted gross incone is $32,000, which is
cal cul ated by adding the $10,000 profit O ABC, Y's salary of
$20, 000, and $2,000 in dividends and interest. After
subtracting the item zed deducti ons and personal exenptions,
their taxable inconme is $20,000. By applying the
apportionnent factor of 70 per cent to the $10,000 of incone
earned by X through ABC, $7,000 of ABC s net profit is
apportioned to trade or business in the zone. X and Y are
subject to a tax of $2,000, which is cal cul ated by
multiplying X and Y's taxable income of $20,000 by a tax rate
of 10 per cent, before the application of the enterprise zone
credit. The tax of $2,000 is multiplied by 21.875 per cent
($7,000 divided by $32,000). This anount is $437.50, which is
then multiplied by 80 per cent to arrive at $350, the
enterprise zone inconme tax credit which X and Y may cl ai mon
their joint return. X and Y may also claima credit of $400,
which is 80 per cent of the $500 in unenploynment insurance
prem uns paid. Thus, X and Y's credits fromthe programtotal
$750 against a tax liability of $2,000. If no other credits
are taken by X and Y, they will owe a bal ance of $1,250 to
the State.



Exanpl e 3:

ABC Cor poration, which is engaged in business within the
State but | ocated outside an area designated as an enterprise
zone, opens XYZ, an establishnment, in an area designated as
an enterprise zone. XYZ is a subsidiary of ABC. The
departnment determnes that XYZ is eligible to participate in
t he program commenci ng on Decenber 27. Under section 15-6-2,
XYZ' s seven-year cycle conmences on January 1. XYZ may cl aim
the general excise tax exenption fromJanuary 1 for receipts
that XYZ receives for trade or business in the zone. XYZ pays
$2,000 i n unenpl oynment insurance prem uns during the year for
all enpl oyees enployed in the enterprise zone. ABC s tota
recei pts during the taxable year are $100, 000, incl uding
XYZ's receipts of $10,000. $5,000 of XYZ's receipts are
derived fromtrade or business in the zone. Accordingly, the
requi renent in section 209E-9(a)(2), HRS, that at |east 50
per cent of the establishnent's receipts, rather than the
busi ness' receipts, be attributable to the active conduct of
a trade or business, is satisfied. ABC s net profit before
taxes is $10,000. During the taxable year, ABC incorrectly
claimed the general excise tax exenption an all of XYZ s
receipts. At the end of the year when XYZ is certified to
receive tax benefits, ABC nust file the annual general excise
tax return and pay the taxes and interest on the $5, 000 that
was erroneously exenpted fromthe general excise tax. ABC is
entitled to a tax credit of $17.60 agai nst the $440 in taxes
owed the State, calculated as follows: (1) 5 per cent of its
inconme is derived fromsales within the zone ($5, 000 divided
by $100,000); and (2) 5 per cent nultiplied by 80 per cent

mul tiplied by $440 (which is the tax liability before the
enterprise zone credit) is $17.60. ABCis also eligible for a
credit for unenpl oynent insurance prem uns paid of $1, 600,

cal cul ated by multiplying the $2,000 in unenpl oynent

i nsurance premuns paid (for enployees |ocated in the zone)
by 80 per cent. Thus, ABC s credits under the program are
$1,617.60. As ABC s tax liability is $440, ABC may claima
tax credit of $440. The $1,177.60 of unusable credit,

however, shall not be refunded to ABC nor shall it carry over
or carry back

Exanpl e 4:

ABC Corporation is located in an area designated as an
enterprise zone. ABC is engaged in the conduct of a trade or



busi ness for several years before ABC submts an application
to the departnent. Under section 15-6-2, ABC s seven-year
cycle comrences on May 1, 1993. ABC nay cl ai mthe general
exci se tax exenption fromMay 1. ABC pays $500 in

unenpl oynent i nsurance prem uns during 1993. At the end of
1993, ABC is certified to receive tax benefits. ABC
determines that it owes $1,000 in net income taxes to the
State under chapter 235, HRS. When ABC files its incone tax
returns for the taxabl e year endi ng Decenber 31, 1993, it is
eligible for a tax credit of $533.60, calculated as foll ows:
(1) ABCis eligible for the credit for 8 nonths of the year,
fromMay to Decenber. Eight nonths divided by 12 nonths is
66.7 per cent; (2) in the first year of the seven-year cycle,
ABC is eligible for a credit of So per cent agai nst any taxes
due the State; (3) 67 per cent multiplied by 80 per cent is
53. 36 per cent; and (4) 53-36 per cent of the $1,000 tax
liability is $533-60. ABC is also eligible for a credit of
$266. 80, which is 53.36 per cent of the $500 unenpl oynent

i nsurance prem uns paid. Thus ABC may claimtotal credits of
$800. 40 after the first year of the seven-year cycle. ABC,
however, will owe a bal ance of $199.60 for state incone

t axes.

Exanpl e 5:

Assune the sane facts as in Exanple 4, except that at the end
of 1994, year 2 of the cycle, ABC determnes that it owes
$1,000 in net inconme taxes. ABC pays $1, 000 i n unenpl oynent

i nsurance prem uns during 1994. ABCis certified to receive
tax benefits. 'When ABC files its incone tax returns for the
t axabl e year endi ng Decenber 31, 1994, ABCis eligible for a
tax credit of $266.40, calculated as follows: (1) ABCis
eligible for four nore nonths of credit for the first year of
t he seven-year cycle. Four nonths divided by 12 nonths is 33
per cent; (2) 33 per cent nultiplied by 80 per cent is 26.64
per cent; and (3) 26.64 per cent of $1,000 is $266.40. The
second portion of the tax credit anobunts to $466. 90,
calculated as follows: (1) ABCis eligible for 8 nonths of
credit in the second year. Eight nonths divided by 12 nonths
is 66.7 per cent; (2) ABCis eligible for a credit of 70 per
cent against any taxes due the State in the second year of
the cycle; (3) 66.7 per cent multiplied by 70 per cent is

46. 69 per cent; and (4) 46.69 per cent of $1,000 is $466. 90.
Third, ABCis eligible for a credit of $266.40, which is

26. 64 per cent of the unenploynent insurance prem uns paid.
Fourth, ABCis eligible for a credit of $466.90, which is

46. 69 per cent of unenpl oynent insurance prem uns paid. Thus,



ABC s total enterprise zone credits against incone taxes are
$1,466.60 in year 2. AS ABC s incone tax liability is $1, 000,
ABC may claima tax credit of $1,000 at the end of the second
year. The $466. 60 of unusable credit, however, shall not be
refunded to ABC nor shall it carry over or carry back.

Exanpl e 6:

ABC Conpany is engaged in a trade or business in an
enterprise zone. Due to the difficulty of a particular job,
however, ABC subcontracts a portion of the job to XYZ, which
is not located in the enterprise zone. XYZ's services are-not
provided in the zone. ABC wll have to apportion the incone
received fromthis job which is attributable to the services
performed by XYZ and claimtax credits and the general excise
tax exenption only for the services delivered in the zone.
[Eff NOV 03 1990] (Auth: HRS 8209E-8) (Inp: HRS 8209E- 8)

815- 6- 13 Whol esal e sal e of tangi bl e personal property.

(a) Tangi bl e personal property nmust be sold at whol esal e by
an establishnment or qualified business |located within an
enterprise zone. Both the transfer of title and delivery to the
buyer of the tangi ble personal property nust take place in the
sanme enterprise zone in which the tangi bl e personal property is
sol d.

(b) When title passes is dependent upon the factual
circunstances of the transaction gathered fromthe contract of
sal e and invoice. Anong the circunstances that are considered in
making this determ nation are when the risk of |loss transferred
fromthe seller to the purchaser and when title to the property
sol d passed fromthe seller to the purchaser under the provisions
of the uniform comrercial code, chapter 490, HRS

(c) The application of this sectionis illustrated in the
fol |l ow ng exanpl es:

Exanpl e 1:

ABC Conpany is located in an area designated as an enterprise
zone. ABC is a wholesaler of electronic parts and equi pnent.
The purchasers take title and receive delivery of the parts
and equi pnent in the zone. Accordingly, ABCw Il qualify for
tax credits agai nst any taxes due the State and the general
exci se tax exenption.



Exanpl e 2:

ABC Seaf ood Conpany is located in an area designated as an
enterprise zone. ABC sells the seafood at wholesale to
purchasers who take title to the seafood within the zone and
receive delivery of the seafood within the zone. ABC al so
sells the seafood at retail to custoners who cone to ABC s
pl ace of business. The whol esale sales will qualify for the
income tax credits and general excise tax exenption. The
retail sales to custoners, however, will not qualify.
Accordingly, ABCwill have to allocate the incone received
fromeach type of sale and claimincone tax credits and the
general excise tax exenption only for whol esal e sal es.

Exanpl e 3:

ABC Ranch is located in an area designhated as an enterprise
zone. ABC raises cattle and various food crops. ABC sells the
cattle and crops at whol esale to purchasers who receive title
and delivery within the zone. ABCw Il qualify for the tax
credits and general excise exenption.

Exanpl e 4:

Assune the sane facts as in Exanple 3, except that ABC al so
sells cattle and crops to purchasers who receive title and
delivery in an enterprise zone other than the enterprise zone
that ABCis located in. ABCwll have to apportion the incone
received fromthe sales outside the zone that ABC is | ocated
in and claiminconme tax credits and the general excise tax
exenption only for sales where the purchasers receive title
and delivery within the sane zone. [Eff NOV 03 1990]

(Auth: HRS 8209E-8) (Inp: HRS §209E- 8)

815-6-14 Sale of services. (a) Services nust be sold by an
establishment or qualified business engaged in a service business
or calling, as defined in this chapter, within an enterprise zone
and the services nust be delivered in the same enterprise zone in
whi ch the services are sold. The business nust act upon or process
tangi bl e personal property. This includes business activities such
as cleaning, repair, and maintenance. By way of exanple, this term
does not include business activities such as brokerage, |egal,
accounting, architectural, engineering, consulting, contracting,
real estate, and travel agencies. Where the service business or
calling, in the sanme transaction, engages in both the sale of
tangi bl e property and services, the service business or calling
shal | segregate the sale of services that are exenpt under chapter




209E, HRS, fromthe sale of tangi ble personal property. The
service business or calling shall sustain the burden of proving
the segregation was properly made. |If the service business or
calling fails to sustain the burden, the entire transaction shal
be subject to the general excise tax.

(b) The application of this sectionis illustrated in the
fol |l om ng exanpl es:

Exanpl e 1:

ABC Auto Dealer is located in an area designated as an
enterprise zone. ABC provides servicing and repair work on
aut onobi | es. ABC provi des these services for custoners who
bring their autonobiles to ABC s place of business. Al of
ABC s gross receipts are derived fromservices that are sold
and delivered within the zone. Accordingly, ABCwill qualify
for the income tax credits and general excise tax exenption.

Exanpl e 2:

ABC Conpany is located in an area designated as an enterprise
zone. ABC provides |aundry services to the follow ng persons:
i ndi vidual custoners who bring their laundry to ABC s

pl ace of business and individual custoners and hotels who

of fer laundry services to hotel guests where ABC collects the
| aundry outside the zone, cleans the laundry wthin the zone,
and returns the laundry to the individual custoners and
hotel s outside the zone. ABCwill qualify for the incone tax
credits and general excise tax exenption for sales to
custoners who bring their laundry to ABC s busi ness. ABC w ||
al so qualify for the incone tax credits and general excise
tax exenption for sales to both the individuals and the
hotel s where |aundry is picked up.

Exanpl e 3:

Assune the sane facts as in Exanple 2, except that ABC

i nposes a separate charge for goods that are picked up and
delivered. As the pick up and delivery charges are not trade
or business within the zone, ABC wll have to apportion

i ncone received fromeach type of sale and claimincone tax
credits and the general excise tax exenption only for
services perfornmed within the zone.



Exanpl e 4:

Assune the sane facts as in Exanple 2, except that ABC al so
rents personal property that it owns, including table cloths,
towel s, and other linen, to custoners | ocated outside the
zone. ABC Periodically collects soiled itenms fromthe
custoners, l|launders the itens, and provides clean table
cloths, towels, and linen to the custoners. ABC will not
qualify for the income tax credits and general excise
exenption on these sales as the cleaning of property owned by
the laundry is not an eligible activity.

Exanpl e 5:

ABC Conpany is located in an area designated as an enterprise
zone. ABC | eases aut onpbil es and ot her equi pnent to custoners
who cone to ABC s place of business. These services are sold
and delivered within the zone. ABC, however, will not qualify
for the income tax credits and general excise tax exenption
as the | ease of property is not an eligible activity. ABC
does not act upon or process tangi bl e personal property.

Exanpl e 6:

ABC is located in an area designated as an enterprise zone.
ABC provides architectural and engineering advice to its
custoners who are |ocated both within and outside the zone.
ABC will not qualify for the inconme tax credits and general
exci se tax exenption as architectural and engi neering
activities are anong the activities specifically excluded
fromthe definition of a service business or calling.

[Eff NOV 03 1990] (Auth: HRS 8209E-8) (Inp: HRS 8209E- 8)

815-6-15 Manufacturing. To be eligible for enterprise zone
benefits, value nust be added to materials or products that are
manuf actured within the enterprise zone. [Eff NOV 03 1990]
(Auth: HRS 8209E-8) (Inp: HRS §8209E- 8)

815-6-16 Terns and condi ti ons under which the tax credits and

the general excise exenption nay be clainmed by a certified
busi ness. (a) A qualified business which has received
certification fromthe departnment nmay receive state tax credits
and the general excise tax exenption for seven consecutive taxable
years.

If a business fails to be certified for any taxabl e year
during this seven-year period, the business shall not be entitled
to the income tax credits or general excise tax exenption offered




by this program The business, however, is eligible to qualify and
be certified for any remai ning taxable years of its seven-year
cycl e.

(b) Any business which fails to be certified for one or nore
taxabl e years during the cycle shall not be allowed to conpensate
by requesting certification after conpletion of the original seven
consecutive year cycle. The application of this provision is
illustrated in the foll ow ng exanpl e:

Exanple 1:

ABC Conpany is certified to receive enterprise zone tax
benefits by the department in the initial year of the seven-
year cycle. ABC applies for and receives certification from
the departnent in the next two years. The departnent,
however, denies ABC certification in year four. ABC applies
for and receives certification in years five, six, and seven.

ABC applies for certification in year eight. ABC wll not

receive certification fromthe departnent in year eight as

the termof the seven-year cycle has expired.

(c) Wien a taxpayer conducts business within two or nore
zones, only one return shall be filed by the taxpayer with
attached schedul es supporting the anount of the business tax
credit or the exenption fromthe general excise tax.

(d) The departnent shall not provide certification to a
busi ness which enters into a transaction where the principal
purpose of the transaction is evasion or avoi dance of any taxes or
unenpl oynent i nsurance prem uns owed the State by securing the
benefit of a credit or exenption which the business would not
ot herwi se enj oy.

(1) Were a business sells or delivers any tangi bl e personal
property or acts upon or processes tangible personal
property to or for an affiliated business or person and
the consideration paid by the affiliate to the business
is not indicative of econom c substance or the true
val ue of the property or services delivered, this shal
be prima facie evidence of the principal purpose of
evasi on or avoi dance of any taxes or unenpl oynent
i nsurance prem uns owed the State.

(e) Wiere a business comrences and conpletes its seven-year
cycl e, such business or any successor business shall not be
eligible to participate in the enterprise zones program Were a
busi ness commences and does not conplete its seven-year cycle, the
successor business, if any, shall continue the seven-year cycle of
t he predecessor business. "Successor business" means a busi ness
whi ch either continues the historic business of the predecessor



busi ness or uses significant portion of the predecessor business
assets.

(1) The continuity of business requirenment is satisfied if
t he successor busi ness continues the predecessor
busi ness' historic business. The historic business is
the business it has conducted nost recently. The fact
that the successor business is in the sane |ine of
busi ness as the predecessor business may establish the
requisite continuity, but is not alone sufficient. If
t he predecessor business has nore than one |ine of
busi ness, the successor business nmust only continue a
significant |ine of business.

(2) The continuity of business requirenent is also satisfied
if the successor business uses a significant portion of
t he predecessor business' historic business assets,
i ncludi ng stock and securities and intangi bl e operating
assets such as good will, patents, and trademnarks,
whet her or not they have a tax basis, in a business. The
determ nation of the portion of a business' assets
considered "significant” is based, generally, on the
relative inportance of the assets to the operation of
the business. Al facts and circunstances, including the
net fair market value of those assets will be
considered. [Eff NOVv 03 1990] (Auth: HRS 8209E- 8)
(I'mp: HRS 8209E- 8)

SUBCHAPTER 4
ADM NI STRATI ON

815-6-17 Adm nistration. (a) The departnent is authorized to
i npl enent and enforce the rules of this chapter.

(b) The departnent shall conduct a continuing eval uation of
the enterprise zones programand submt an annual report to the
governor and each county within the first quarter of each
subsequent year.

(1) The departnent shall require fromeach county a
survey of existing zone business conditions, to be
submtted within sixty days of zone designation.

(2) Wthin sixty days after the anniversary date of zone
desi gnati on, each county shall submt a report
evaluating this program s effectiveness.

(c) The departnent shall advise each county in regard to

accurrul ati on of data, the zone nom nation process, business
eligibility criteria, and possible |ocal incentives.




(d) The departnent shall nonitor the programto assure
adherence to these rules, the effectiveness of l[ocal incentives,
and that the purpose of the programis upheld. [Eff NOv 03 1990]
(Auth: HRS 8209E-8) (Inp: HRS §8209E- 8)

815-6-18 Waiver. The director nmay waive particul ar
provisions of this chapter to conformto applicable federal
requirenents. [Eff NOvV 03 1990] (Auth: HRS 8209E- 8)

(I'nmp:  HRS 8209-F)

815-6-19 Severability. If any part, section, sentence,
cl ause, or phrase of this chapter, or its application to any
person, transaction, or other circunstance, is for any reason held
to be unconstitutional or invalid, the renmaining parts, sections,
sentences, clauses, and phrases of this chapter, or its
application to other persons, transactions, or circunstances shal
not be affected. [Eff NOV 03 1990] (Auth: HRS 8209E- 8)
(I'mp: HRS 8§209E- 8)




