COUNCIL MEETING
July 30, 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 30, 2008
at 9:29 a.m., after which the following members answered the call of the roll:

Honorable Tim Bynum
Honorable Shaylene Iseri-Carvalho
Honorable Daryl W. Kaneshiro

- Honorable Ron Kouchi
Honorable Mel Rapozo
Honorable JoAnn A. Yukimura
Honorable Jay Furfaro, Council Chair

'JAY FURFARO, COUNCIL CHAIR: Aloha, good morning. We would like to
start with this Council meeting notice of July 30, 2008. Mr. Clerk?

APPROVAL OF AGENDA:

Mr. Kaneshiro moved for approval of the agenda as circulated, seconded by
Ms. Iseri-Carvalho, and unanimously carried.

MINUTES of the following meetings of the'C?ouncil:

Special Council Meeting of July 7, 2008

Council Meeting of July 9, 2008

Public Hearings of July 9, 2008 re: Bills Nos. 2268, 2269, 2270, 2271, and
Resolution No. 2008-26 |

Special Council Meeting of July 17, 2008

Special Council Meeting of July 23, 2008

Ms. Iseri-Carvalho moved for approval of the minutes as circulated, seconded by
Mr. Kaneshiro, and unanimously carried.

COMMUNICATIONS:

Chair Furfaro: Thank you. I am going to cover a few informational
pieces for housekeeping purposes in our agenda today. We are going to address...
since we have many consultants here as well as other particular offers of
information for processing. First, item C 2008-212, second item will be C 2008-206,
then we will do Resolution No. 2008-40, and last we will do C 2008-204 in that order
from our agenda. I would also like to point out that we also have a request from the
Police Department to address item C 2008-210 dealing with the public IT systems
and the State of Hawai‘i Wireless Enhanced funding for 911 after that. I would also




COUNCIL MEETING . 2. July 30, 2008

like to share with my colleagues that the items I so noted the first four (4)... since
they are items that are in the Committee of the Whole, I would ask the Chairman
of that Committee to run those meetings. Mr. Kouchi?

RON KOUCHLI: Thank you Mr. Furfaro. Mr. Clerk, if we can take
C 2008-212. ’

There being no objections, C 2008-212 was taken out of order.

PETER A. NAKAMURA, COUNTY CLERK: First métter for receipt is on
page 4 of the Council’s agenda. Communication C 2008-212. '

C 2008-212 Communication (07/16/2008) from Michael J. Belles, Belles
Graham Proudfoot Wilson & Chun, LLP, Attorneys at Law, requesting that the
Council receive a petition for establishment, Community Facilities District No.
2008-1, pursuant to Sections 26-2.1 and 26.2.2 of Chapter 26 of the Kaua‘i County
Code 1987 and in compliance with Section 26-2.1(b)(1) which a petition has been
signed by the owners of at least twenty-five percent (25%) of the land to be taxed in
the proposed district: Ms. Iseri-Carvalho moved to receive C 2008-212 for the
record, seconded by Mr. Rapozo.

Mr. Kouchi: Do we have anybody from the public who wishes to
speak on this matter? If not, discussion? Any objections to the...

JOANN A. YUKIMURA: Yes.
Mr. Kouchi: Yes, Ms. Yukimura?

Ms. Yukimura: Let's see. 1 have some questions about the
attachments to the resolution. Would you like me to ask them now or later?

Mr. Kouchi: We are going to take the resolution third, so the
question should be when the resolution comes up.

Ms. Yukimura: Alright, thank you.

Mr. Kouchi: Further discussion? If not, any objections to the

motion to receive.

The motion to receive C 2008-212 for the record was then put, and unanimously
carried. '

Mr. Kouchi: Can we take C 2008-206 please?

Mr. Nakamura: On page 3 of the Council’s agenda for receipt is
communication C 2008-206.
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C 2008-206 Communication (07/24/2008) from Councilmember Ron Kouchi,
transmitting for Council consideration, a proposed resolution of intention, pursuant
to Chapter 26 (special improvement financing by community facilities district),
Kaua‘i County Code 1987, as amended as follows:

e Establish Community Facilities District No. 2008-1 (Kukui‘ula
Development Project);
e Authorize financing for prescribed special improvements;
Authorize execution of the Acquisition and Funding Agreement
for such special improvements; and
e Authorize levy of a special tax:
Ms. Iseri-Carvalho moved to receive C 2008-206 for the record, seconded by
Mr. Rapozo.

Mr. Kouchi: Is there anyone from the public who wishes to
comment on this matter? Discussion from the Councilmembers?

Ms. Yukimura: May I have a brief recess please?

Mr. Kouchi: If there are no objections, we will have a brief
recess.

There being no objections, the Chair called a recess at 9:34 a.m. The meeting was
called back to order at 9:39 a.m., and proceeded as follows:

Chair Furfaro: Mr. Kouchi?
Mr. Kouchi: We have a motion to receive C 2008-206. Further
discussion?

The motion to receive C 2008-206 for the record was then put, and unanimously
carried.

Mr. Kouchi: Mr. Clerk, can we go to Resolution No. 2008-40
please?
Mr. Nakamura: The next matter is on page 7 of the Councﬂ’

agenda under resolutions. This is Resolutlon No. 2008-40.

Resolution No. 2008-40, A RESOLUTION DECLARING THE INTENTION
TO ESTABLISH A COMMUNITY FACILITIES DISTRICT, TO AUTHORIZE
FINANCING FOR PRESCRIBED SPECIAL IMPROVEMENTS, TO AUTHORIZE
EXECUTION OF THE ACQUISITION AND FUNDING AGREEMENT FOR SUCH
SPECIAL IMPROVEMENTS, AND TO AUTHORIZE LEVY OF A SPECIAL TAX,
COMMUNITY  FACILITIES DISTRICT NO. 2008-1 (KUKUI'ULA
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DEVELOPMENT PROJECT): Ms. Iseri-Carvalho moved to approve Resolution
No. 2008-40, seconded Mr. Kaneshiro.

Mr. Kouchi: If there are no objections, I'd like to suspend the
rules.

There being no objections, the rules were suspended.
Mr. Kouchi: Can I have Mr. Ruby conie up.

SCOTT RUBY, GUST ROSENFEL: Mr. Chairman and Councilmember
Kouchi, good morning.

Mr. Kouchi: I think before you start Scott, he was saying that he
will have maybe 15 to 20 minutes of presentation. He has done a point by point
analysis of the resolution and the resolution will get us to the next step of actually
adopting the ordinance. The resolution will not bind us to anything yet, it is merely
the next step in an ongoing process, but we did want him to go through this and
although he has been trying to contact by phone, e-mail, or one on one visits with
the Councilmembers on what has been going on. We want to inform the public as to
what is going on and then we will have these comments available in writing if
members of the public want to get these comments and anything, of course, that
Mr. Ruby is about to disclose to the Council in this meeting is all part of the public
record, so the information will be available. So with that, Mr. Ruby, I will turn it
over to you.

Mr. Ruby: Thank you. What I would like to do is kind of bring
us forward from when we last met in our official capacity on the CFDs which was in
the mid-May... May 14 I think is when we adopted the changes to the ordinance
and I was given instruction to go forward and discuss with the Kukui‘ula folks, the
possibility of a CFD. During that 77 days, I will outline what we have done. And I
say, we, the County immediately put together their financing team of specialists
and experts in this area which includes Brian Hirai of Honolulu (inaudible) law firm
and he is serving as the County’s bond counsel and he is here today to answer any
questions of that technical nature. It includes Larry Rolapp who is the County’s
financial advisor and very experienced in the area and he is here to answer those
types of questions and it includes Andrea Roess of David Taussig, I think is the
name of the firm and they, in this case, are the special tax consultant to the County
which is really the entity that has prepared the rate, the proposed rate and method
of allocation of the tax, so those folks are here and able to answer questions on those
particular elements that we will discuss today.

Seventy-seven (77) days ago, we kind of started this process and during the
course of that, we went about as a team meeting with various departments of the
County, various officials of the County, obviously the developer, etc. Over the
course of those 77 days, we had no less than 15 telephone conferences, we had
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several in-house meetings with both staff and face to face with the developer all in
the course of trying to negotiate the terms and provisions of the acquisition and
funding agreement as well as becoming more and more familiar with the project
and its particular financing aspects. This is an ongoing process. If you proceed
today, it will move us towards a hearing tentatively scheduled in the resolution of
intention for September 10 whereupon a report will be reviewed and aired about the
CFD. On that agenda too, I would suspect that there would be an ordinance for
formation for your consideration. Again, that is a discretionary act that you will
have at that time. That hearing is the time when certainly members of the public
would have available to them at least 15 business days in advance... a substantial
report on the nature of this project which includes... it is one of the items that we
talked about during negotiations will include more than what the ordinance
requires. As you know, the ordinance requires the County Engineer or they’re
charged to produce this report which studies the CFD I believe is the ordinance
language and examines the estimated cost and expenses of various improvements.

It goes beyond that... one pursuant to the amendment... well, we said that
the report will also consider the items which you have to consider in making your
determinations to whether or not you want to form the district. In addition to that,
we have asked the developer to submit a written... in written format, a section of
that report which we will describe for us the developer, their experience, their plan
of finance, their other aspects of their projects which I think are relevant to just the
overall consideration of what this project is and how the financing will be used.
Again, that is over and above what the ordinance requires. In the course of the 15 or
so telephone calls, those are just the ones that I was on. I am sure that other
members of the financing team... in fact, I know other members of the financing
team representing the County have had numerous other occasions where they have
spoken to County staff, etc. Thus far, it has been a fairly diligent effort in trying to
get our arms around this particular process and as I mentioned, it will continue and
a illustrative (inaudible) of that is that we have a call scheduled for August 4, a
meeting scheduled for August 5, and another meeting scheduled for August 11 all in
connection with more and further due diligence into this matter.

Thus far, we have reviewed instruments such as (inaudible) reports,
preliminary information from the developer because we already sent out a
questionnaire to the developer and asked for some information back. I say
preliminary because, obviously, every piece of information you get usually raises a
question or two (2) in itself. I have looked at the SEC filings by Alexander and
Baldwin with respect to their 10K and quarterly reports and also any (inaudible)
case that might exist. I have examined the recent County audits and CAFRs in
order to get a better feel for the County and its positions, not only financially, but
with respect to just general overall economic factors. I have reviewed, of course, the
amended deposit and escrow agreement which was in place and has been in place
for a number of years... that agreement, of course, is important to the County
because it calls for the County’s incidental expenses to be paid by the developer up
and through this process. We have looked at the various County forms and
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instruments relating to the conveyance of infrastructure to see how they would
work in the context of a community facilities district. I have personally looked at the
circulation plan for that area and we have reviewed and discussed not just the
terms of the documents which I will hit in a minute of nine (9) or ten (10) drafts of
financing/tax spreadsheets which are really kind of tentative... very tentative
Proformas and making a few assumptions about what the market will be at various
times in order to get our hands around how the tax rate will work in the context of
the sale of lots, at what pace, and that sort of thing just so we had some baseline.
Very preliminary and very assumption oriented. We have, during the course of this
established a number of things with respect to how we will proceed. We being the
financing team in connection with the developer. We have established and agreed
upon to recommend to you all a notice to residents and buyers which is required by
the ordinance which discusses the proposed tax and the community facilities
district. We have examined and kind of established the legal boundaries of this
proposed district together with the map that you should have attached to your
resolution of intention.

We have looked at, again, some of the answers for the
developer/questionnaire and had some additional detail provided. In the course of
all of this, you know, suffice it to say that the County’s finance team is worried
about one thing and that is the County. So everything that we are interested in is
not necessarily elevations of homes and, you know, those sort of kind of project
nuances. You have other departments in your County that worries about the actual
entitlements and development of vertical construction, but we were concerned about
the County with respect to this community facilities district to make sure two (2)
things. Number 1, when the community facilities district goes forward and issues
bonds, that those bonds are issued in a reasonable and prudent manner and provide
adequate safeguards to the County. That was the number 1 concern of mine
anyway and I am sure other members of the team and as we had talked long before
this in connection with the amendment of the ordinance, we were going to discuss
and negotiate policies and terms which would give us a better feeling or security...
not just feeling, but would actually produce a more secure bond financing
transaction. As you know, your ordinance says that you can sell community
facilities district bonds if the land value is three (3) times the value of the lien and
that is the sole parameter. So I think you will see a little later on in our discussion
that we have beefed that up a bit in order to, again, achieve the number 1 goal in
my mind which is to make sure that bond holders are more secure than that
standard and that the County consequently is more protected in that context.

And then secondly, what we tried to do is to negotiate what we thought was
the best, fairest, reasonable business deal for the County in connection with this
community facilities district. That dealt with a number of issues including the
County project share which I am, again, discuss a little further. It allowed us to

" take a look at the proposed special improvements and not just the developer’s

special improvements which I think have been known from the very beginning of
this process. They have provided detail as to what they have already built and
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would request reimbursement for and what they propose to build and will request
reimbursement for. But, also, more importantly from the County’s side, we
developed a description of improvements that we hope is broad based that will allow
you in the future when you decide how you are going to spend your bond proceeds,
will allow you a very general framework and not exclude anybody’s particular
project or the County’s particular concern for this area. So hopefully there is
maximum flexibility there.

As I say, the focus has been on the County and protecting its interest, so
allow me to just briefly run down a number of items which I think serve the purpose
and some of which you may recognize from past discussions either before this body
sitting at a Council meeting or individually where we have discussed parameters
that it would be prudent for a governmental entity in our opinion to adopt. As I
mentioned, we did have... in connection with the special improvements, did have a
discussion as to what would be produced or built and installed and as a consequence

~in growing out of that, the acquisition and funding agreement speaks how those
projects will be accepted, how they will be built, how they will be bid... there is a
payment request form attached to the acquisition and funding agreement which, as
you will note, has a number of representations from the developer relative to the
quality of that project and the manner in which it was built and constructed all of
which I think are enhancements to what the County might otherwise require in
connection with infrastructure, we now have a developer making representations
and warranties about that.

We established in the document the appraisal standards. It is always good
policy for an issue or to establish appraisal standards in connection with how they
are going to arrive at this 3 to 1 or 5 to 1 or 6 to 1 ratio of value to lien. Obviously,
as you all probably are aware, appraisals use different methods of analysis and they
use different assumptions and consequently that can greatly vary the ultimate
outcome of the appraisal. So we laid out what standards of appraisal we will use...
actually, it wasn’t too difficult because we went towards what is the industry
standard that I think is applied by most, not all. Some do not go to this level, but
we took the appraisal standards set forth by the California debt and investment
advisory commission, so those are available on their website if you want it or I have
a copy of them if you wanted to review them.

We also looked at, getting back to the bonds, we looked at how do we protect
ourselves in connection with the project’s most vulnerable time and in these land
secured financing is the most vulnerable time is when there is a concentration of
ownership and the project has not gone vertical yet. So consequently, what we have
arrived at is a standard that is much greater than 3 to 1. If the property value 3 to
1 all the way up to 5 to 1, then the largest taxpayers are those who that pay more
than 20% of the taxes are required to put up a letter of credit equal to two (2) years
of special taxes, their special taxes. So what that basically has done in the
connection with the new development... if the developer is obligated as the primary
taxpayer for more than 20% of the taxes, they are now required to put up a letter of




