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What Do We Do Now About The Honolulu Rail Project?

The Legislature could halt the project by repealing the tax surcharge
funding it, which would give the Honolulu City Council a tough choice.

OCTOBER 3, 2016 - By Cliff Slater Randall Roth Panos Prevedouros

With its official cost now having risen to $8.6 billion and a funding gap of $1.8 billion, both of
which are certain to rise, Honolulu’s rail project will run out of money before construction reaches

the downtown area, perhaps even before it reaches Middle Street.

The Federal Transit Administration says it will demand a return of all federal money if rail does not
reach Ala Moana Center, which is possible only if the Legislature or Honolulu City Council increase

taxes dramatically.

An average family of five would have to pay $1,000 per year just to complete rail, according to

the Tax Foundation of Hawaii. Once completed, the annual cost of operating and maintaining a safe

and reliable rail system would require comparable tax payments each year for the lifetime of the rail

system.

The rail guideway as it took shape in 2015 along Kualakai Parkway in Kapolei.
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State and city lawmakers are reluctant to raise taxes so dramatically, but abandoning the project at

this late date would make those who had been supporting it look like idiots.
They must be asking themselves, “How did we get ourselves into this mess?”

Almost immediately after being elected in 2004, Mayor Mufi Hannemann announced that he wanted
a steel-on-steel rail system rather than the bus rapid transit that his predecessor had proposed.
Hannemann envisioned a 34-mile route that would cost $2.7 billion. By the time it was put to a vote

in 2008, the route had shrunk to 20 miles and the projected cost was up to $4.28 billion.

Some of the 50.6 percent of voters in that election who authorized the city to build a steel-on-steel
system might have been influenced by claims that two-thirds of the $4.28 billion construction
budget would be paid by tourists and the federal government; that rail construction would create
10,000 new jobs for local residents; and that traffic congestion would be significantly reduced once

rail was operational.
How did we get ourselves into this mess?

Though HART’s official cost estimate for the project is “only” $8.6 billion, we now know that
construction are expected to skyrocket upward of $10.8 billion. Local residents will end up paying
more than two-thirds of total construction costs. The actual number of good jobs for local residents
was a tiny percentage of the promised number. And the impact on traffic congestion will be similarly

miniscule.

Had it not been for the media, the public would still be in the dark about the massive cost overruns.

According to the Honolulu Authority for Rapid Transportation website, the cost overrun is a myth:

“It’s important to understand that HART’s existing contracts are on budget and we continue to have
a healthy contingency fund of more than $500 million. So far, about 60 percent of HART’s contracts
have been awarded. The construction of the first 10 miles of guideway is underway, the Rail
Operations Center is about 70 percent complete, and HART’s fleet of 80 rail cars is under

production and the first cars are expected to arrive here in eatly 2016.”
The kindest word we can think of for that explanation is propaganda.

That so much money has already been spent is reason enough to keep going, according to HART

and other rail supporters: If construction stopped now, all that money would have been wasted!

They think the funding problem can be solved quickly and easily by the Legislature extending the 0.5
percent rail surcharge one more time. That would cost island residents a mere “half a penny on each

dollar spent,” according to HART.
This kind of thinking is muddled, at best.
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The Honest Way To Approach Rail
The rational way to approach the rail question begins with three simple questions:

How much more money would local taxpayers have to pay to construct and maintain a safe and

reliable rail system?
What would be the benefit of having such a system?

What alternatives could be pursued if we were to stop rail now, and what would be the benefit of

those alternatives?

Honesty should be presumed only if the factual inquiry and decision-making processes are

transparent so the public can see how the answers were reached.

The $3.5 billion spent thus far is gone under any circumstance. If construction is continued, the total
construction cost could reach $10.8 billion, according to the Federal Transit Administration.
Although no one knows what the total actual cost would be, there is no rational basis for starting the

decision-making process with an optimistic projection.

If rail is completed, the annual operating cost will exceed $100 million. A comparable amount would
also need to be set aside each year to ensure that the system remains safe and reliable (think Aloha
Stadium). Based on the average life of system components elsewhere, the combined amount would

be at least $200 million per year.

Even if that kind of money were readily available, one wonders exactly what the benefit of rail would
be. City and HART officials now acknowledge that traffic congestion would be “worse in the future
with rail than what it is today without rail.” That quote comes from the Final Environmental Impact

Statement and a letter from the city’s transportation director.

The $3.5 billion spent thus far is gone under any circumstance. If construction is continued,

the total construction cost could reach $10.8 billion.

City and HART officials will quickly add that traffic in the future with rail would be better than
traffic in the future without rail, which is necessarily true only if one assumes, as they do, that the
alternative to building rail is do nothing (the so-called no-build option). That is a false choice,

intended to obfuscate rather than illuminate.

There are ways to reduce today’s level of traffic congestion, such as by aggressively adding new
traffic lanes to existing roads, as has already been done successfully on each side of the central part
of H-1 freeway. Installing flyovers and bypasses in chokepoint areas like the Middle Street merge

and adding new contra-flow and bus-on-shoulder options would also make a major difference.

Each of these is a proven strategy that, unlike rail, would directly benefit all commuters.



Major improvements could also be made to Honolulu’s award-winning bus system. This includes
increasing the number of express buses that go where commuters want to go, rather than

eliminating most of them, as is part of the rail plan.

All of these strategies could be accomplished for less than half the money saved by terminating rail
now. The rest could be spent on other areas of need, such as a comprehensive homeless plan, heat
mitigation and other improvements for our schools, sewer and road repairs ... or simply left in the

pockets of residents.

Rail supporters point out that the above strategies could be pursued along with rail, but that assumes
a tax base that never goes dry. The cost of living in Hawaii is already exceptionally high and there’s a

limit to how hard island taxpayers can be squeezed.

The rail project was under construction near Azea in late September.

Rail Surcharge Burdens Island Residents

Hawnaii’s general excise tax is a tax on sellers of just about everything in this state, including
groceries, services, and business-to-business transactions. Consumers are generally aware of only the
portion that is shifted to them at the point of sale. A much larger portion is invisible to consumers
but is borne by them anyway because it gets up embedded in the price of things consumers have to

buy in Hawaii.

This hidden portion of the excise tax burden is surprisingly large for several reasons, including that

taxes paid on business-to-business transactions pyramid. A national expert wrote in the first “Price
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of Paradise” book that it would take a sales tax rate of up to 16 percent to replace the revenue

generated by the 4 percent excise tax at that time.

Because of subsequent changes in the taxation of business-to-business transactions, the current
equivalent rate is roughly 11 percent. The point is that Hawaii’s general excise tax is quite different
from conventional sales tax systems, which is why the above-mentioned expert cautioned that
comparing a conventional sales tax to Hawaii’s general excise tax is like comparing a firecracker to a

hand grenade.

The point that needs highlighting is that the burden of Hawaii’s general excise tax is largely hidden
from view. Consumers pay it in the form of higher prices on virtually everything they have to buy in

Hawaii.

The 0.5 percent rail surcharge currently raises about $250 million each year. According to data from
the tourist agency, slightly less than 15 percent of that amount is being paid directly by tourists. The
remaining 85 percent averages out to $212 per man, woman and child on Oahu, which is slightly

more than $1,000 each year from an average family of five.

HART calls this number a “myth.” It contends that the average cost to each local resident is much
less, but does so on the unspoken assumption that consumers bear the burden of the rail surcharge
only when it is identified at the point of a purchase, and that the rest of the rail surcharge is never

borne by consumers. This approach is intellectually dishonest.

Any form of rail tax that extracts a quarter-billion dollars from our local community each year (as
does the current rail surcharge) creates a quarter-billion-dollar burden. In this case it would be a
quarter-billion dollars each year to build the rail, and then nearly that much each year — forever —
to operate and maintain a safe and reliable system, including the cost of major rehabilitation every

decade.

In addition to being borne by consumers, the general excise tax is notoriously regressive — that is,
disproportionately burdensome to people with relatively low incomes. The concept of regressivity is
not simple, but anyone who contends that Hawaii’s general excise tax is not regressive, or that a
regressive tax is not disproportionately burdensome to people with relatively low incomes is either

ill-informed or dishonest.

The point that needs highlighting is that the burden of Hawaii’s general excise tax is largely

hidden from view.

Pro-rail supporters have argued that a general excise tax surcharge is the best way to fund rail despite
being regressive, because a third of it is borne by tourists. Studies differ on the exact percentage of
excise taxes ultimately borne by tourists (including by purchasing things made more expensive

because of unstated excise taxes), but they generally agree that the share of the burden borne by



tourists would be roughly the same, perhaps even greater, if the property tax were used to fund rail,
rather than the excise tax. They also show that the property tax is significantly less regressive than is

the general excise tax.

Our elected officials should be honest about this: General excise taxes rather than property taxes are
being used to fund rail simply because they are less noticeable. It would take a 29 percent increase in
everyone’s property taxes to replace the revenue generated by the 0.5 percent rail surcharge. The

political fallout from such an increase would be dramatic.

We doubt that an average family of five would quietly continue paying $1,000 per year for the rest of

their lives for a non-solution to an obvious traffic-congestion problem.

Members of the Legislature could stop the madness by repealing the 0.5 percent rail surcharge,
which would put members of the City Council to the test: Do they want rail badly enough to take

the political heat for imposing an immediate and permanent 29 percent increase in property taxes?
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An environmental impact statement predicted traffic jams wonld be worse without rail. But that doesn’t take into

account other measures like inproving the bus system.

Because candidates for the Legislature and Honolulu City Council are currently seeking political

support, now is a perfect time to ask them these questions:
Will a particular candidate for the Legislature vote to end the rail surcharge?

Will a particular candidate for the City Council vote to replace any such lost revenue by raising

property taxes by 29 percent?
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There’s one additional question for the media: Why not publish every candidate’s position on the
funding of rail? After all, rail was by far the largest public works project in the state’s history even
before the costs skyrocketed.

The Federal Transit Administration says it will demand a return of all federal money if rail does not
reach Ala Moana Center, which is possible only if the Legislature or Honolulu City Council increase

taxes dramatically.

An average family of five would have to pay $1,000 per year just to complete rail, according to

the Tax Foundation of Hawaii. Once completed, the annual cost of operating and maintaining a safe

and reliable rail system would require comparable tax payments each year for the lifetime of the rail

system.

The rail gnideway as it took shape in 2015 along Kualakai Parkway in Kapolei.

State and city lawmakers are reluctant to raise taxes so dramatically, but abandoning the project at

this late date would make those who had been supporting it look like idiots.
They must be asking themselves, “How did we get ourselves into this mess?”

Almost immediately after being elected in 2004, Mayor Mufi Hannemann announced that he wanted
a steel-on-steel rail system rather than the bus rapid transit that his predecessor had proposed.
Hannemann envisioned a 34-mile route that would cost $2.7 billion. By the time it was put to a vote

in 2008, the route had shrunk to 20 miles and the projected cost was up to $4.28 billion.
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Some of the 50.6 percent of voters in that election who authorized the city to build a steel-on-steel
system might have been influenced by claims that two-thirds of the $4.28 billion construction
budget would be paid by tourists and the federal government; that rail construction would create
10,000 new jobs for local residents; and that traffic congestion would be significantly reduced once

rail was operational.
How did we get ourselves into this mess?

Though HART’s official cost estimate for the project is “only” $8.6 billion, we now know that
construction are expected to skyrocket upward of $10.8 billion. Local residents will end up paying
more than two-thirds of total construction costs. The actual number of good jobs for local residents
was a tiny percentage of the promised number. And the impact on traffic congestion will be similarly

miniscule.

Had it not been for the media, the public would still be in the dark about the massive cost overruns.

According to the Honolulu Authority for Rapid Transportation website, the cost overrun is a myth:

“It’s important to understand that HART’s existing contracts are on budget and we continue to have
a healthy contingency fund of more than $500 million. So far, about 60 percent of HART’s contracts
have been awarded. The construction of the first 10 miles of guideway is underway, the Rail
Operations Center is about 70 percent complete, and HART’s fleet of 80 rail cars is under

production and the first cars are expected to arrive here in eatly 2016.”
The kindest word we can think of for that explanation is propaganda.

That so much money has already been spent is reason enough to keep going, according to HART

and other rail supporters: If construction stopped now, all that money would have been wasted!

They think the funding problem can be solved quickly and easily by the Legislature extending the 0.5
percent rail surcharge one more time. That would cost island residents a mere “half a penny on each

dollar spent,” according to HART.

This kind of thinking is muddled, at best.

The Honest Way To Approach Rail

The rational way to approach the rail question begins with three simple questions:

e How much more money would local taxpayers have to pay to construct and maintain a safe

and reliable rail system?
e What would be the benefit of having such a system?

e What alternatives could be pursued if we were to stop rail now, and what would be the

benefit of those alternatives?
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Honesty should be presumed only if the factual inquiry and decision-making processes are

transparent so the public can see how the answers were reached.

The $3.5 billion spent thus far is gone under any circumstance. If construction is continued, the total
construction cost could reach $10.8 billion, according to the Federal Transit Administration.
Although no one knows what the total actual cost would be, there is no rational basis for starting the

decision-making process with an optimistic projection.

If rail is completed, the annual operating cost will exceed $100 million. A comparable amount would
also need to be set aside each year to ensure that the system remains safe and reliable (think Aloha
Stadium). Based on the average life of system components elsewhere, the combined amount would

be at least $200 million per year.

Even if that kind of money were readily available, one wonders exactly what the benefit of rail would
be. City and HART officials now acknowledge that traffic congestion would be “worse in the future
with rail than what it is today without rail.” That quote comes from the Final Environmental Impact

Statement and a letter from the city’s transportation director.

The $3.5 billion spent thus far is gone under any circumstance. If construction is continued,

the total construction cost could reach $10.8 billion.

City and HART officials will quickly add that traffic in the future with rail would be better than
traffic in the future without rail, which is necessarily true only if one assumes, as they do, that the
alternative to building rail is do nothing (the so-called no-build option). That is a false choice,

intended to obfuscate rather than illuminate.

There are ways to reduce today’s level of traffic congestion, such as by aggressively adding new
traffic lanes to existing roads, as has already been done successfully on each side of the central part
of H-1 freeway. Installing flyovers and bypasses in chokepoint areas like the Middle Street merge

and adding new contra-flow and bus-on-shoulder options would also make a major difference.
Each of these is a proven strategy that, unlike rail, would directly benefit all commuters.

Major improvements could also be made to Honolulu’s award-winning bus system. This includes
increasing the number of express buses that go where commuters want to go, rather than

eliminating most of them, as is part of the rail plan.

All of these strategies could be accomplished for less than half the money saved by terminating rail
now. The rest could be spent on other areas of need, such as a comprehensive homeless plan, heat
mitigation and other improvements for our schools, sewer and road repairs ... or simply left in the

pockets of residents.



Rail supporters point out that the above strategies could be pursued along with rail, but that assumes
a tax base that never goes dry. The cost of living in Hawaii is already exceptionally high and there’s a

limit to how hard island taxpayers can be squeezed.

The rail project was under construction near Aiea in late September.

Rail Surcharge Burdens Island Residents

Hawaii’s general excise tax is a tax on sellers of just about everything in this state, including
groceries, services, and business-to-business transactions. Consumers are generally aware of only the
portion that is shifted to them at the point of sale. A much larger portion is invisible to consumers
but is borne by them anyway because it gets up embedded in the price of things consumers have to

buy in Hawaii.

This hidden portion of the excise tax burden is surprisingly large for several reasons, including that
taxes paid on business-to-business transactions pyramid. A national expert wrote in the first “Price
of Paradise” book that it would take a sales tax rate of up to 16 percent to replace the revenue

generated by the 4 percent excise tax at that time.

Because of subsequent changes in the taxation of business-to-business transactions, the current
equivalent rate is roughly 11 percent. The point is that Hawaii’s general excise tax is quite different
from conventional sales tax systems, which is why the above-mentioned expert cautioned that
comparing a conventional sales tax to Hawaii’s general excise tax is like comparing a firecracker to a

hand grenade.
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The point that needs highlighting is that the burden of Hawaii’s general excise tax is largely hidden
from view. Consumers pay it in the form of higher prices on virtually everything they have to buy in

Hawaii.

The 0.5 percent rail surcharge currently raises about $250 million each year. According to data from
the tourist agency, slightly less than 15 percent of that amount is being paid directly by tourists. The
remaining 85 percent averages out to $212 per man, woman and child on Oahu, which is slightly

more than $1,000 each year from an average family of five.

HART calls this number a “myth.” It contends that the average cost to each local resident is much
less, but does so on the unspoken assumption that consumers bear the burden of the rail surcharge
only when it is identified at the point of a purchase, and that the rest of the rail surcharge is never

borne by consumers. This approach is intellectually dishonest.

Any form of rail tax that extracts a quarter-billion dollars from our local community each year (as
does the current rail surcharge) creates a quarter-billion-dollar burden. In this case it would be a
quarter-billion dollars each year to build the rail, and then nearly that much each year — forever —
to operate and maintain a safe and reliable system, including the cost of major rehabilitation every

decade.

In addition to being borne by consumers, the general excise tax is notoriously regressive — that is,
disproportionately burdensome to people with relatively low incomes. The concept of regressivity is
not simple, but anyone who contends that Hawaii’s general excise tax is not regressive, or that a
regressive tax is not disproportionately burdensome to people with relatively low incomes is either

ill-informed or dishonest.

The point that needs highlighting is that the burden of Hawaii’s general excise tax is largely

hidden from view.

Pro-rail supporters have argued that a general excise tax surcharge is the best way to fund rail despite
being regressive, because a third of it is borne by tourists. Studies differ on the exact percentage of
excise taxes ultimately borne by tourists (including by purchasing things made more expensive
because of unstated excise taxes), but they generally agree that the share of the burden borne by
tourists would be roughly the same, perhaps even greater, if the property tax were used to fund rail,
rather than the excise tax. They also show that the property tax is significantly less regressive than is

the general excise tax.

Our elected officials should be honest about this: General excise taxes rather than property taxes are
being used to fund rail simply because they are less noticeable. It would take a 29 percent increase in
everyone’s property taxes to replace the revenue generated by the 0.5 percent rail surcharge. The

political fallout from such an increase would be dramatic.



We doubt that an average family of five would quietly continue paying $1,000 per year for the rest of

their lives for a non-solution to an obvious traffic-congestion problem.

Members of the Legislature could stop the madness by repealing the 0.5 percent rail surcharge,
which would put members of the City Council to the test: Do they want rail badly enough to take

the political heat for imposing an immediate and permanent 29 percent increase in property taxes?

Because candidates for the Legislature and Honolulu City Council are currently seeking political

support, now is a perfect time to ask them these questions:
Will a particular candidate for the Legislature vote to end the rail surcharge?

Will a particular candidate for the City Council vote to replace any such lost revenue by raising

property taxes by 29 percent?

There’s one additional question for the media: Why not publish every candidate’s position on the
funding of rail? After all, rail was by far the largest public works project in the state’s history even

before the costs skyrocketed.
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