COUNCIL MEETING
July 9, 2008

The Council Meeting of the Council of the County of Kaua‘i was called to
order by the Council Chair at the Council Chambers, Historic County
Building, 4396 Rice Street, Room 201, Lihu‘e, Kaua‘i, on Wednesday, July 9, 2008 at
9:32 a.m., after which the following members answered the call of the roll:

Honorable Tim Bynum

Honorable Jay Furfaro

Honorable Ron Kouchi

Honorable JoAnn A. Yukimura

Honorable Bill “Kaipo” Asing, Council Chair

EXCUSED: Honorable Shaylene Iseri-Carvalho
Honorable Mel Rapozo

BILL “KAIPO” ASING, COUNCIL CHAIR: Please note that
Councilmember Kouchi is in the back and will be here shortly. We also do not have
Councilmember Iseri-Carvalho and Vice-Chair Rapozo... both are in Kansas City,
Missouri. They are attending the NACo (National Association of Counties) Annual
Conference. Councilmember Iseri-Carvalho is a member of the Board of Directors of
NACo and Vice-Chair Rapozo is the President of the Hawai‘i Association of Counties
and their attendance at these NACo Annual Meeting is mandatory. And because of
travel and national meeting schedules, these times could not be adjusted. With that,
can we have the first item please?

APPROVAL OF AGENDA:

Mr. Furfaro moved for approval of the agenda as circulated, seconded by Mr..
Kouchi, and unanimously carried.

MINUTES of the following meetings of the Council:

Special Council Meeting of June 24, 2008
Council Meeting of June 25, 2008
Public Hearing of June 25, 2008 re: Resolution No. 2008-23

Mr. Furfaro moved for approval of the minutes as c1rcu1ated seconded by
Mr. Kouchi, and unanimously carried.

COMMUNICATIONS:

BILL “KAIPO” ASING, COUNCIL CHAIR: Next item please?

There being no objections, Bill No. 2274 was taken out of order.
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PETER A. NAKAMURA, COUNTY CLERK: At this time Mr. Chair, there
has been a request to take up on page 5 of the Council’s agenda Proposed Draft Bill
No. 2274. B

Proposed Draft Bill (No. 2274) — A BILL FOR AN ORDINANCE TO AMEND
CHAPTER 5A, KAUAT COUNTY CODE 1987, AS AMENDED, RELATING TO
REAL PROPERTY TAX:

Chair Asing: With that, what I would like to do is... Eric, please.
There being no objections, the rules were suspended.
ERIC KNUTZEN, INFORMATION TECHNOLOGY MANAGER,

DEPARTMENT OF FINANCE: Eric Knutzen, Facilitator of the Real Property Tax
Initiative Committee. We have...

Chair Asing: Hang on. Is the mike on?

Mr. Knutzen: I can speak louder. Is there better?

Chair Asing: The people in the back are having a difficult time
hearing you.

Mr. Knutzen: Eric Knutzen, the Facilitator of the Real Property

Tax Initiative Committee. Before I start, I would like to just give some credit... I
am merely the facilitator and the voice of a very large group. There are 10’s,
perhaps even 100’s who have actually contributed one way or the other to this
model that has developed over the last number of years. The goal here is to present
to you what the model is about that is reflected in the bill which has been submitted
to you. The credit I would like to give is, of course, to our Mayor, Mayor Baptiste,
(God bless his soul) who was the sponsor behind this bill. The Administration...
everyone that has worked so hard to make this happen and I won’t mention
individuals just because it would be unfair to all the others that I don’t mention, but
great thank you for all of you that have contributed.

Chair Asing: With that, go ahead.

Mr. Knutzen: Thank you. So I will go ahead and move up and do
the presentation if you would like Chair.

Chair Asing: Sure.

Mr. Knutzen: Thank you.

Chair Asing: Unless Councilmembers have any questions first.

You need a mike.
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- JAY FURFARO: We need a mike for Mr. Knutzen.

JOANN A. YUKIMURA: And a pointer? Do you need a pointer?

Chair Asing: E - Can you move the screen back a little bit pléase? ‘
Mr. Knutzen: T Do;yovu- want me to golahead Chair?

Chair Asing: " Sure. | |

Mr. Knutzen: Very good. If we move to the écreen here .w1th the

focus on the PowerPoint presentatlon What I will do is... my objective here is to
present to you the basic ingredients of the model and afterwards I have some other
documents that I would like to share with you to orient you as to what the model is
all about. If you look at the real property tax improvements that are proposed in
the bill which we submitted... obviously, our goal is to improve the tax model. I
think all of us, all 63,500 of us agree that the current tax model is very complicated.
Most of us actually don’t know all the ingredients. There is only a handful of us that
really know the model as it is today with all the different layers of tax ordinances
and the eight (8) different classes, the 16 tax rates, it is very complicated. This is a
simplification. I think we would agree that there is a need for simplification, but
moving into the model itself, we have eight (8) members of the Committee that have
worked with the model... everything from our Director of Finance Wally Rezentes;
Belma Baris, the Deputy Director of Finance; John Herring, the Tax Administrator;
Kim Hester with the appraisal team; Michelle Lizama; Damien Ventura, Ag Land
Use Inspector... you will see a lot of his work reflected in the model. We have Ernie
Pasion from Council Services and myself as the Facilitator. A lot of the work that
we had originally that we looked at was done by the Real Property Tax Task Force
and there are certain components of that you will see in this model that are used.
We had a lot of public interfacing over the years, over last five (5) years during the
development of that task force model over a year ago looking at what was done
there and pulling what we believe best represents What would benefit the people of
Kaua‘i the most.

Moving onto the tax committee. The vision is to provide a more equitable
solution... a model which is simpler, with clarity, and ease of understanding. We
know that the goal with the last year of work is to get the input we have from the
public and experience from the task force and then pursue the mission which I have
stated here. Let me move the projector a bit so you'can see that. What it is, is we
have the same mission statement almost identical for the first few items which
includes that it is to be legally defensible and equitable. We know that the process
of assessment must be fair, systematic, and uniformly applied. The real property
tax system should be easy to implement and monitor as to make sure that our tax
cost is as low as possible in administering this among other things. Also, to support
the financial liability and operation of responsibility of the County. It should be
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understandable and generally acceptable to our taxpayers. And finally, to the best
extent possible, it should be congruent with overall policies and goals of the County.
An example would be with recent vacation rental legislation, so it is congruent with
the different laws and policies that we have in place to best serve our people.

So moving onto the general principles of the real property tax system. We
know that the incentive for affordable housing has been very high up on our list to
make sure that our children (many of which are adults or young adults) are having
difficulty staying on island. How can we help them? How can we help all with all
age groups to be able to afford housing? Taxation based on use... whether it be
zoned for agriculture or zoned for some other type of use. We are looking at the
actual use. We are looking in each parcel and looking at how it is being used today.
Promotion of true farming activities has been throughout as a theme, so that we
truly can help our island become more sustainable. Correlation of taxation with use
of services, so that we are integrating something that both on the conservative side
and I will move a little bit to your right as I am facing you. On the conservative
realm, if we are judging a tax model and if you go out on the Internet, you study
books on taxation, there are two (2) basic schools of thought in criticizing a model
like this. One school of thought is, does it satisfy conservatively (as conservatives
believe)... does it satisfy the rule of taxation that is based on use that you have... if
you are using a service, you should pay for it, so pay as you go.

So if you consume a County service, rubbish pick up, a very large volume of
rubbish pick up and say it is for an extremely large multi-family building that has
lots of rubbish that you should pay therewith. If you have a smaller home perhaps
using less rubbish, you could pay less. That is the conservative principle that you
would judge this model by with. It would be pay as go principle. Now on the liberal
realm, politically and policy wise when viewing a model like this and criticizing it...
on the liberal side and I will move a little bit to your left here is the ability to pay.
Should... does the model, in fact, help those that don’t have the ability to pay and
those that have the ability to pay and I should say...

Chair Asing: Eric, hang on. I just want to make sure that we are
clear on how we are going to do this. Do you want the Councilmembers to ask the
questions as you go along or would you rather finish your presentation first before
Councilmembers ask questions? Which way would you prefer?

Mr. Knutzen: I have about 12 minutes to go. I could go through
the PowerPoint presentation kind of quickly and slow me down, stop me if I am
going too quickly, and at the end I will entertain questions. Would that be
acceptable to the Chair and Councilmembers. ;

Chair Asing: That is fine.

Mr. Knutzen: So you have these two (2) realms of schools of
thought in criticizing a model like this. One is the pay as you go. You pay for the
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services that are being rendered that you use and other is ability to pay and that it
should be judged on your ability to pay rather than pay as you go. So both of those
realms have been looked at by the model and that is what is meant by correlation of
taxation with use of services. Equal and fair treatment of first homebuyers... today
with the PHU program and we know that you could have two (2) like properties
that are assessed at the same value, yet with the PHU cap, if you have new
homebuyers coming to buy the property which is next to the other which is
identical, you could be (inaudible)... that the taxation for that... for those first time
homebuyers would be greater, is that fair? That is something for your thought.
And of course expedient and in fair enforcement of real property tax laws has been
the mission or the general principle that we have used. This fourth components of
the tax model... : _ ' :

Like today, with land value, the model includes a land value, a building
value, tax rates and a fourth being classifications. So if we look first at the land
value, with this model, how would your land value be calculated. Well, (inaudible),
no difference... market based also with building value, no difference from today...
the current cost to build minus depreciation, so no change. So for the first two (2)
parts of the model to cornerstone the four (4), then no change. But there are
changes in the last two (2) components of the model. One is tax rates. If we look at
the exemption levels today, we know that our exemptions are at $48,000. This is if
you are an owner occupant, you can deduct $48,000. What is deducted from your
assessment value is $48,000, $96,000 for if you are 60 years old, and $120,000 if you
are over 70. This is... in this model, this is being proposed in the bill... it is being
proposed to be $300,000, so it is a much higher exemption level and for over 60
years old, $325,000 and over 70, $350,000. So many of our homes are moderate
homes actually... when you are looking at the assessed value with this exemption,
this deduction on the value and that would greatly help in exempting much of the
value of a home. In many cases, the net value would be completely exempted.

So moving onto another part of this is the income exemption. How are we
helping those that have income beneath. In this case, there is a... today, there is a

- $55,000 additional exemption if household income is at $40,000 or less. We are

proposing to increase that ceiling, so if your household income is $50,000 or less,
you would get that $55,000 additional exemption, so we are raising that, so that
actually helps those that have $50,000 or less of household income to increase
that... decrease actually the resulting income or resulting taxation. So those are
two (2) changes regarding exemption. Also, the minimum tax... today it is at $25
per parcel and we are proposing to move that to $50 to better cover our
administrative cost, our burden which is truly there when it comes to the
administrative burden of looking at each of the parcels, assessing, taxing, collecting,
the bills being sent out, it does cost more than $25. I should also mention that
included in here is identifying kuleana lands where current use is deed defined.
That is important aspect that we would include... with the CPI-U is just inflation.
What is mentioned here is the... with CPI-U, we would increase that $50 minimum
tax each year by the Honolulu inflation factor. I believe last year, the previous year
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just between four (4) to six (6) up to 7%. I know recently it was just over 5% I
believe and this would include identified kuleana lands, so they would receive
minimum tax where it is deed defined.

Next, when it comes to the tax rates themselves... low tax rates on land. This
is one of the most important items when it comes to satisfying these two (2) schools
of thought. The pay as you go and the ability to pay. It satisfies both of those
realms of political thought and policy schools within real property taxes. Well, with
low tax rates on land and three (3) times the tax rates on buildings, we are putting
the emphasis and taxation burden on the building side because we know that land
doesn’t use much County services. We know that rubbish pick up, fire protection,
police, much of that and if you study and read this across the world, you will find
that buildings... the improvements on the land is what really drives the usage of
County services, so we have reflected that. This is something that was taken from
the real property tax task force model as well that the public had great work with
us on to develop. So seeing this, we know that also with multi-use properties, they
would receive pro-rated exemption and we can discuss that later if there are
questions on that. So the next group here that I would like to look at is a tax class
as themselves to see what is being recommended when it comes to the different tax
classes. Today we have eight (8) different tax classes and it is recommended that
we would move to simply four (4) different tax classifications. Again, it is use focus
irregardless of zoning, so we are looking at four (4) different groups. One is
residential... those of us that are renting and those that are owning and occupying
our homes. So when it comes to the residential group, the first of four (4), it would
be the group of all of us living here. All of us is residents on island and you will see
that in the taxation rates which are being recommended are proposed are... it
would be a reduction on average by over 30% for us as residents. When it comes to
the owner occupants, the rate itself would affect the owner occupants of course. The
exemption as well, the $300,000 exemption versus the $48,000 today, so you have a
much higher exemption and you've got your long term affordable rentals for those of
us that are renting with long term affordable renting to qualify that which I said
that includes those of us that are renting. It has to be a long term affordable rental
unit. There is no exemption, but you have the same tax rate as the whole group as
a whole, so that those that have long term affordable rentals will be able to
provide... will be provided by the County the same tax rate to give them that benefit
to foster more long term rentals and affordable housing.

So the second category... the first was residential... those of us living here.
The second is resource lands and in resource lands, it is for the farmstead group and
it is valued at $5,000 per acre when it comes to the assessment. Also, Honolulu CPI-
U, that is inflation rate tied, so that value of $5,000 has increased each year going
forward at the inflation rate. The State of Hawai‘i is CPI-U, Honolulu inflation rate.
A minimum size for farmstead is one acre and we have worked very closely with our
ag group within real property assessment to define criteria which is practical and
can, in fact be... can work well in a model like this. So we have really updated the
Chapter 5A and that is the real property tax code to best reflect what will help us




