
 
ASSOCIATION OF UNIT OWNERS 

 

REQUEST FOR ACTION  

To Ad-Hoc Committee/Board 

Subject A & B Offer 
Preparer Chair, Task Force of the Ad-Hoc Committee for the A&B Offer  

Date March 16, 2017 For Board x Action  Info  

EXECUTIVE SUMMARY 

 
A. The AOUO of The Collect ion  
 
The AOUO of The Collect ion (“AOUO”) consists of 397 - Residential Tower Un its, 54 -  
Midr ise or Loft Units and 4 – Commercial Units, or  455 – Units in aggregate. 
 
B.  A& B Properties Offer  
 
On February 13, 2017, A&B Propert ies (“A&B”) offered to sell AOUO: (1) Tower Un it  
401 for $768,000; (2) Tower Parking Stalls No. 3088 and 6102 for $90,000; and (3) 
Tower Storage Rooms No. S416 and S616 for $134,400 , or collect ively $992,400 .  
A&B’s offer is contingent on: (1) there being no broker commissions; (2) 60 days 
closing from contract, subject to reasonable extensions (assume not to exceed 30 
addit ional days); (3) 10% deposit on contract with addit ional 5% due with in 30 days; 
and (4) No f inancing contingencies.  See Exhib it A  
 
C.  Ad-Hoc Committee 
 
On February 21, 2017, the AOUO Board appointed and approved an Ad -Hoc 
Committee (“Committee”) to rev iew, decide, and execute documents for the purchase 
of the unit, storage, and parking (in who le or part).  I t  was further stipu lated that the 
Ad-Hoc Committee would be chaired by Howard Kam, Jr. and consist of a l l board 
members, except Sandra Bil l ington and Sun Kim (employees of A&B and recus ing 
themselves). Chair Kam solic ited the assistance of board members Ken Shimada, Lee 
Cranmer and Ryan Kamo to  serve on the Task Force to : (1) study and evaluate A&B’s 
offer; (2) secure tentative f inancing options from three local banks; (3) study and 
evaluate the need and feasibi l i ty of the AOUO’s accepting A& B’s offer ( in fu l l or  in  
part); (4) consult with Hawaiiana to secure at least 50% unit owners approval to  
f inance the acquisit ion of Tower Unit 401, Tower Parking Stal ls No. 3088 and 6102 
and/or  Tower Storage Rooms No. S416 and S616; and (5) prov ide its f indings to the 
Ad-Hoc Committee.  
 
D.  Find ings of the Task Force 
 

1.  A&B Offer.  Tower Unit 401 is a 3 bedroom/2 bath unit with in  unit storage 
locker consist ing of 1,326 square feet ( larger than the typ ical 01 unit consist ing of  
1,133 square feet) , assigned parking stal ls no. 4098 & 4099 and locker no L445.  The 
General Manager currently resides in the unit and the AOUO is renting it from A&B at 
$4,000 per month on a month-to-month basis  ( inclusive of the monthly maintenance 
fee of $1,094 per month).  Tower Parking Stalls No. 3088 and 6102 are in addit ion to 
the two parking stalls assigned to Tower Unit 401. Tower Storage Rooms No. S416 
consist of 112 square feet and S616 consist of 116 square feet.  
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The probable value of Tower Unit 401 is approximately $ 988,000 (1,326 sf x an 
average comparable square foot value of $744.78).  See Exhibit B, wh ich was used to 
arrive at the average comparable square foot value of $744.78 for similar 3 bedroom 
sales at The Collect ion, Keola Lai, Pacif ica and Moana Pacif ic.  A&B has indicated 
that it  wou ld probably l is t the unit  for $1,035,000.  Addit ionally, A&B mentioned that 
they sold Tower Un it 501 for $815,664 in May 2014 and Tower Unit 601 for $821,328 
in August 2013. Recent re -sales of Tower units appear to be approxima tely $200,000 
higher than the units orig inal purchase price , which would result in Tower Units 501 
and 601 being sl ight ly over $1,000,000+ today.   
 

2. Tentative Financing .  American Sav ing Bank, Bank of Hawaii and First  
Hawaiian Bank are interested in f inancing the above acquisit ion and submitted their  
tentative f inancing term sheet.  American Sav ing Bank offered 80% f inancing over 15 
years with 0% fee at 3.25% fixed or 30 years with 0% fee at 4.125% fixed, see Exhibit  
C.  First Hawaiian Bank offered 80% financing over 10 years with .50% fee at 3.75% 
during the f irst 5 years and market thereafter or 4.125% during the f irst 7 years and 
market thereafter, or 30 years with 1.75% fee at 4.25% fixed, see Exhib it D.  Bank of 
Hawaii of fered 100% financing over 15 years with 25 year amortizat ion with $250 fee 
at 3.87% fixed in the f irst 10 years and market thereafter in f ive year increments , or 
80% financing over 30 years with  1.125% fee at 3.75% fixed or .50% fee at 3.875% 
f ixed, see Exhibit E.  

 
3.  Need & Feasibi l i ty   

 
a. Tower Un it 401 for $768,000  

 
(1). Need.  There is a need for the AOUO to acquire Tower Unit 401 to 

fulf i l l  i ts  customary employment obligat ion with the General Manager, who is required 
to reside on property.  Addit ionally, the purchase of the unit enables the AOUO to 
prov ide the General Manager with  a mutually benefic ia l em ployment incentive valued 
at approximately $6,000 today ($4,000 lease value grossed up).  More importantly,  
the Ten-Year Net Present Value Lease v . Buy Analysis (“Ana lys is”) p repared by Board 
& Task Force Committee Member Ken Shimada clearly supports the p roposit ion that  
the AOUO should purchase Tower Unit  401 under the various f inancing options 
prov ided by American Sav ing Bank, Bank of Hawaii and First Hawaiian Bank.  As the 
Analysis indicated that the NPV of continuing to lease the unit over ten -year period is  
approximately $1,188,000, whereas NPV of purchasing the unit under the various 
f inancing options are approximately $658,000 to $704,000, see Exhibit F .   
 

(2). Feasibi l i ty. The purchase of Tower Unit 401 is we ll with in the reach of 
the AOUO, if we elect an 80% financing arrangement with a 20% down payment of 
$153,000 ($768,000 x 20%) or Bank of Hawaii ’s 100% financing arrangement  at 
approximately 4% interest per annum .  As Jon Mckenna reported that the AOUO wil l  
have a cash balance of approximately $890,000 after reimbursing A&B for expenses it 
incurred on our behalf, and budgeted receipts are about $410,000 per month as 
compared to budgeted disbursements of about $381,000 per month.  Alternately, the  
Board may wish to consider a special assessment which would roughly equate t o 
$1,688 per unit ($768,000  ÷ 455 units) and avoid the need to secure 50% or more 
owners’ approval to f inance the purchase of Tower Unit  401.   
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b. Tower Storage Rooms S416 & S616 for $134,400 
 

(1). Need.  The AOUO has 1,422 square feet of storage space located 
throughout the property.  Acquir ing Tower Storage Rooms S416 & S616 would prov ide 
us with addit ional on property storage capacity of 228 square feet or 16%, and 
increase our storage capacity to 1,650 square feet for an AOUO that serves 455 
condo units , see Exhibit  G. Management request that the AOUO acquire at least one 
of the addit ional storage rooms which is easily accessible in the parking structure to 
store our att ic stock (windows) that is currently stored offs ite.  The other storage 
room is not essentia l but would serve the current and future needs of the AOUO, 
especial ly s ince A&B is offer ing both storage rooms at a price equivalent to that  
wh ich was offered the owners.    
 

(2)  Feasibi l i ty.  The purchase of the two storage rooms are well within the 
reach of the AOUO, if we elect an 80% financing arrangement with a 20% down 
payment of $26,880 ($134,400 x 20%) or Bank of Hawaii’s  100% financing 
arrangement at approximately 4% interest per annum.  Alternat ely,  the Board may 
wish to consider a special assessment which would roughly equate to approximately 
$295 per unit ($134,400 ÷ 455 units) and avoid the need to secure 50% or more 
owners’ approval to f inance the purchase of Tower Storage Rooms S416 and S616 . 

 
c. Tower Parking Sta l ls 3088 & 6102 for $90,000 

 
(1). Need. The AOUO currently does not own parking stal ls that it  may use 

at its d iscretion, see Exhibit G.  Management has indicated that the acquisit ion of the 
two Tower Parking Sta l ls wou ld prov ide it with the abil i ty to: ( i) temporari ly re locate 
residence parking during emergencies or repairs, etc.; and (i i) prov ide a parking 
fr inge for key AOUO employees, especial ly where available parking in Kaka’ako 
becomes restricted with further development in the future.  

 
(2) Feasibi l i ty. The purchase of the two parking stalls are well within the 

reach of the AOUO, if we elect an 80% financing arrangement with a 20% d own 
payment of $18,000 ($90,000 x 20%) or Bank of Hawaii’s 100% financing arrangement 
at approximately 4% interest per annum.  Alternately, the Board may wish to consider 
a special assessment which would roughly equate to approximately $198 per unit  
($90,000 ÷ 455 units) and avoid the need to secure 50% or more owners’ approval to 
f inance the purchase of Tower Parking Stal ls 3088 & 6102. 1 

 
4.  Securing 50% or More Owners Approval Process .  Jon McKenna at Hawaiiana 

adv ised that the AOUO processes are, in part, as l is ted below:  
 

a. Committee completes analysis o f options and reaches a decis ion to 
purchase, includ ing f inancing option [Suspense Date of March 23, 2017 ] ;  

 
b. Committee enters into a Purchase & Sale Agreement with [or without]2 

f inancing contingency [Suspense Date of March 31, 2017 ] ;3 

                                                             
1 Note that the AOUO could sell the storage rooms and parking stalls should the need arise or it is subsequently determined 
that they are not needed.      
2 A&B Offer specifically states “No financing contingencies,” and accordingly, not sure if A&B would counter with a revised 
sales price. 
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c. Committee engage AOUO attorney to create owners correspondence and 

ballot in collaborat ion with Hawaiiana [Suspense Date of March 31, 2017] ;4 
 
d. Committee to rev iew owners correspondence, ballot and authorize mai l 

out [Suspense Date of April  8, 2017 ] ;  
 
e. Board conduct an informational “Town Hall Meeting” to inform owners of 

the Committee ’s decis ion, rat ionale, and next steps [Suspense Date of April  23, 
2017 ] ;  

 
f .  Hawaiiana mail-out and track responses; fol low-up mail outs every 3-4 

weeks to non-respondents unti l a  majority vote is secured with General Manager’s 
assistance; 

 
g.  Committee executes loan application and secures loan commitment upon 

receipt of majority owners approval to f inance the purchase ;5 and  
 
h. Committee with assistance from Hawaiiana s ecure loan commitment , 

open escrow and completes the purchase . 
 

RECOMMENDATION 

 
The Task Force of the Ad-Hoc Committee of A&B Offer strongly recommends that the 
Ad-Hoc Committee/Board: 
 
1.  Accepts A&B’s offer of February 13, 2017 to purchase Tower Unit 401 at 
$768,000, Tower Storage Rooms S416 & S616 at $134,400 and Tower Parking Stal ls  
3088 & 6102 at $90,000 pursuant to the terms as prov ided. 6 
 
2.   E lect to f inance the purchase through Bank of Hawaii under Option A (100% 
f inancing) or B (80% Financing) of i ts Credit Accommodation Letter, dated February 
24, 2017.7 
 

RATIONALE 

                                                                                                                                                                                                                   
3 See. Section 3.2.13 of the Bylaws, subject to the prior opinion of counsel Board may purchase unit for resident manager 
and other units.  
4 See. Section 3.2.17 of the Bylaws, subject to the prior opinion of counsel Board may borrow for the benefit of the 
Association; see also, Section 6.23 of the Bylaws. 
5 See. Section 2.5.6 Majority of Unit Owners, “As used in these Bylaws, the term “Majority of Unit Owners” shall mean 
Owners of Units to which are appurtenant more than fifty percent (50%) of the Common Interest.” 
6 See. Exhibit A. 
7 See. Exhibit E. 
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The Task Force rationale for i ts recommendations are  as noted below.  
 
1.   As to accepting A&B’ offer - 
 

a. Customary for HOA’s to own the ir res ident manager’s unit , and the NPV Lease 
v . Buy Analysis c lear ly supports the “f inanced buy” versus “lease” alternative ; 

 
b. The addit ional storage rooms and parking wil l enable the AOUO to better fu lf i l l  

i ts  mission; 
 
c. A&B’s onetime opportunity offer  for Unit 401 is below market, and the storage 

rooms & parking units are equivalent to their  or ig inal l is t  pr ice;  
 
d. Exist ing f inancing terms and condit ions are extremely favorable;  
 
e. The AOUO has suff ic ient funds to make the 20% down payment; and  
 
f. The AOUO has the option of sell ing the unit , storage a nd parking at a potentia l 

profit ,  if  deemed appropriate in the future . 
 
2.   As to Bank of Hawaii Cred it Accommodation - 
 

a. Option A, would preserve the AOUA’s outlay of funds if the Board has 
concerns with the operating budget and there is need to preserve cash.  As the 
interest port ion of the P&I ( inc luding the addit ional storage and parking stal ls) from 
the onset would be relatively  c lose (approximately $3,200 vs $2,900) to the current 
lease payments net of CAM.  However, there are future f inancing risks after the f irst  
ten years (e.g., rates and owners issues).  

 
b. Option B, wou ld put an approximately $200,000 dent into the AUOA’s current  

cash balance which is approximately $890,000, and current budget receipts is 
expected to exceeds budgeted disbursement by approximately $29,00 per month 
($410,000 - $381,000). 

 
Exhibits 

(If applicable)  

Index Title 

A A&B Properties Offer  

B Comparative Property Analys is  

C American Sav ings Bank Term Sheet  

D First Hawaiian Bank Term Sheet  

E Bank of Hawaii Term Sheet 

F NPV Lease v . Buy Analys is  

G Parking & Storage Assessment 

H Owners’ Comments 

I Subsequent Owner Inquiry  
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FOR BOARD USE ONLY 

 
CERTIFICATE OF BOARD ACTION 

 

x Approved  Declined  Noted  Returned  Deferred  Withdrawn 

Stipulations  

On March 23, 2017, the Ad-Hoc Committee approved the above recommendation to 
accept A&B’s offer of February 13, 2017 to purchase Tower Unit 401 at $768,000, 
Tower Storage Rooms S416 & S616 at $134,400 and Tower Parking Stal ls 3088 & 
6102 at $90,000 pursuant to the terms as prov ided  therein.  
 
W ith the stipulat ion tha t the purchase be 100% financed through Bank of Hawaii  
under Option A of its Credit  Accommodation Letter, dated February 24, 2017.  

Coordinating Instructions 

 

Distribution Instructions  

 

Recording 
Secretary 

Howard Kam, Jr.  
Action 
Date 

3.23.17 
RFA 
No. 

 

 

jmckenna
Typewritten Text
006-2017
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Jon Mckenna

From: Stack, Rick at A&B <rstack@abprop.com>

Sent: Monday, February 13, 2017 1:58 PM

To: Jon Mckenna

Cc: Billington, Sandra at A&B; 'Al Guzman'

Subject: Collection 401 unit pricing

Jon, 

 

As requested, the pricing and terms for the unit, parking and storage are as follows: 

 

Unit 401                                               $768,000 

Parking (3088 and 6102)                   90,000 

Storage (S416 and S616)                 134,400 

 Total                                                    $992,400 

 

Terms: 

No broker commissions 

60 days to close from contract (we’ll be flexible on this) 

10% deposit on contract, additional 5% after 30 days 

No financing contingency 

 

I understand that you will need to obtain approval of 50% of the owners to borrow funds for this purchase.  If the board 

desires to move forward, I recommend starting this process immediately, along with applying for financing.  When the 

owners’ approval is achieved, we can sign the contract. 

 

Please let me know if you have questions. 

 

Thanks, 

 

Rick 





Term Loan For Discussion Purposes Only  
  

February 23, 2017 

 

 
Page 1  AOUO The Collection 

 

This term sheet does not contain all of the material or essential terms of the proposed 

transaction, and further negotiations between the parties will be required before an agreement is 

reached.  This is for discussion purposes only and does not represent a financing commitment 

from American Savings Bank.  A financing commitment is subject to the receipt of all requested 

financial information, proper due diligence, and formal approval by American Savings Bank.  

This proposal shall not be shared or disclosed to any other person, business entity or financial 

institution. 

 
AOUO THE COLLECTION 

 
This Request To Establish A Term Loan: 
 

Borrower: The Borrower will be the Association of Unit Owners of The Collection (the 
“Borrower” or the “AOUO”), a Hawaii non-profit corporation and 
condominium association. 

 
Loan Amount: The Loan will be in the amount of up to $793,920.00. 

 
Purpose: Loan proceeds will be used to finance up to 80% of the purchase price or 

appraised value, whichever is less, of unit #401 at The Collection 
condominium project located at 600 Ala Moana Boulevard on the island of 
Oahu, further identified by TMK: (1) 2-1-055-041-0008. 

 
Interest Rate:   During the Term of the Loan: 

Two interest rate options for a loan amount of $793,920 are being proposed 
for discussion purposes only: 

 
Option 1: 15 years @ 3.25%, fixed. 
 
Option 2: 30 years @ 4.125%, fixed. 
 
Please note these rates are subject to change with changes in the prevailing 
interest rate environment prior to the loan approval date.  Other ARM 
options are available upon request. 
 

Maturity Date: Option 1: The Loan shall mature fifteen (15) years from the date of booking. 
 
 Option 2: The Loan shall mature thirty (30) years from the date of booking. 
 
Amortization: Option 1: The principal and interest payment will be amortized over fifteen 

(15) years. 
 
 Option 2: The principal and interest payment will be amortized over thirty 

(30) years. 
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Repayment: Payments of principal and interest will be based on the loan principal balance 
outstanding, an amortization period of up to 30 years, and the interest rate 
option selected.1  

  
 Payment of all unpaid principal, accrued interest and outstanding charges will 

be due and payable in full in a single payment no later than the Maturity 
Date. 

 
Loan Fee: None. 
 
Prepayment: Borrower shall pay a prepayment fee equal to one percent (1.0%) of the 

amount prepaid if the loan is refinanced with any lender other than American 
Savings Bank. 

 
Collateral: The Loan shall be secured by an ALTA-insured first mortgage and 

assignment of lease rents on unit #401 at The Collection, located at 600 Ala 
Moana Boulevard, further identified by TMK: (1) 2-1-055-041-0008 (the 
“Real Property”), together with all improvements thereon.  Approval of the 
Loan is subject to a satisfactory valuation of the Real Property determined by 
the Bank and a maximum Loan-To-Value ratio of 80%. 

 
The loan shall also be secured by a first priority security interest in and to all 
right, title, and interest in the Association of Unit Owners in and to 
maintenance fees and assessments, including special assessments, allocable to 
all of the apartments in the project, together with all of the association’s lien 
rights against apartments for unpaid fees and assessments, but expressly 
excluding any reserve funds maintained by the association and required 
under section 514B-148 of the Hawaii Revised Statutes or under any of the 
projects constituent condominium documents, together will all of the 
association’s rights and remedies pertaining to the apartments under Chapter 
514B of the Hawaii Revised Statutes and the project’s constituent 
condominium documents, and together with a general security interest in all 
accounts, general intangibles, sales contracts, escrow accounts, chattel paper, 
awards and payments, insurance policies, and other assets and property of 
the association now owned and hereafter acquired and the proceeds thereof.  

 
 
Appraisal: Approval of the Loan is subject to a satisfactory receipt and review of an 

appraisal report of the Real Property ordered by the Bank at the Borrower’s 
expense and a maximum Loan-To-Value ratio of 80%. 

 
 
 

                                                
1 Based on a loan amount of $793,920, the estimated monthly payments will be: Option 1: $5,579 and Option 2: $3,848. 
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Financial 
Reporting: Borrower shall be required to submit the following within 120 days of its 

fiscal year end: 

 Annual CPA-audited financial statement 

 Current AOUO reserve analysis, as it is periodically updated 

 Accounts receivable aging report 

 Annual budget as approved by the Board 

 Semi-annual company-prepared financial statements within 60 days 
following the Borrower’s semi-annual period 

 Any other information as the Bank may reasonably request from time to 
time 

Conditions 
to Closing Loan: (a) Borrower shall provide evidence satisfactory to Lender, such as but 

not restricted to, minutes of the Board of Directors’ meeting(s) certified by 
the secretary of the AOUO relating to the AOUO’s approval of the Loan 
purpose and amount, and borrowing resolutions satisfactory to Lender in 
form and content. 

 
(b) The Lender shall have received the results of a recent lien search of 
The Collection condominium project and on the Borrower, and such search 
shall reveal no material liens except for liens permitted by the “Loan 
Documents”, as hereinafter defined, or liens to be discharged on or prior to 
the Closing Date pursuant to documentation satisfactory to Lender. 
 

 (c) At Lender’s request, Lender shall have received such legal opinions 
from counsel to the Borrower as Lender may require, and such other 
documents and instruments as are customary for transactions of this type or 
as Lender may reasonably request.  At Lender’s request, the Borrower’s 
counsel’s opinion(s) shall affirm that (i) the Borrower is duly formed both as 
a Hawaii nonprofit corporation and as a condominium apartment owner’s 
association under Chapter 514A of the Hawaii Revised Statutes and/or 
under any other applicable Hawaii condominium law, that (ii) the Borrower 
is authorized to do business in the State of Hawaii and is in good standing, if 
applicable, that (iii) the Borrower has taken all necessary actions and obtained 
all required approvals and consents under both its constituent corporate and 
condominium documents and is, accordingly, duly authorized and 
empowered to execute the loan documents to be executed by the Borrower, 
that (iv) all governmental and other third-party consents and approvals 
required in connection with the Borrower’s execution of and performance in 
accordance with the terms of the loan documents have been obtained, that 
(v) the individuals who have signed or will sign the loan documents have the 
authority to sign all such documents on behalf of the Borrower, and that (vi) 
all such documents, when so executed, shall constitute the binding legal 
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obligations of the Borrower and be enforceable against the Borrower in 
accordance with their terms. 

 
Insurance: Borrower is required to provide evidence of hazard insurance coverage for 

replacement value of the Collateral, with the Bank named as loss payee.  
Insurance coverage with loss payee endorsement may be evidenced by a 
certificate of insurance delivered to the Bank.  If the project is located in a 
HUD-designated flood area, the Borrower shall maintain flood insurance in 
amounts satisfactory to Lender. 

Environmental 
Indemnification: Approval and funding are conditioned upon a satisfactory environmental 

questionnaire completed by Borrower and, if required by the Bank, an 
environmental report for the Real Property by an independent consultant 
acceptable to the Bank.  The Loan Documents shall provide full 
indemnification to the Bank (which will survive repayment or foreclosure of 
the Loan) against any liability or expenses the Bank may incur at any time 
(either during or after the term of the Loan) resulting from hazardous 
substances, wastes, and/or materials on the Real Property 

Affirmative 
Covenants: Customary affirmative covenants shall include but not be limited to: (a) the 

submission of annually audited financial statements, together with aging 
reports and reserve analysis; (b) notifications and maintenance of insurance; 
and (c) usual conduct of business, preservation and maintenance of existence 
of the AOUO. 

 
Expenses: Borrower is responsible for all costs and expenses incurred in the 

underwriting and documentation of this Loan, regardless of whether or not 
the Loan is closed. 

Special  
Conditions:2 The Borrower shall: 

1) Provide evidence that the required percentage of owners have voted to 
proceed with the aforementioned financing request, and the estimated 
costs thereof. 

 
2) Submit its financial statements, together with the approved budget for 

the year 2017, current aging reports and reserve analysis prepared and 
certified by its property management company, all of which must be 
acceptable to the Bank.  

 
3) Other conditions as may be required by the Bank. 

                                                
2 There will be other conditions precedent to loan approval, including the Borrower’s submittal and Bank review of its 
corporate documents.  A list of these other documents will be furnished to the Borrower at a later date. 



















Two Owners’ Comments Regarding A&B Offer 

First Comment from Russell Ryan 

 
 
From: Robert Pickett <robertpickett@outlook.com> 
Date: Wed, Mar 1, 2017 at 9:37 PM 
Subject: Fwd: NPV analysis of loan options vs. lease 
To: Henry Lew MD <hlewmd@gmail.com>, Howard Kam <hkamjr@gmail.com>, Ken Shimada 
<kdshimada@gmail.com>, Lee Cranmer <lcranmer@hawaii.edu>, Sandra Billington 
<sbillington@abprop.com>, Joseph Krahulik <joekrahulik@gmail.com>, Robert Pickett 
<robertpickett@outlook.com> 
 
Received this analysis from 2 of our owners. They asked me to forward to BOD.  
Thanks, 
Robert  
 
Sent from my iPhone 
 
Begin forwarded message: 

From: Robert Pickett <robertpickett@outlook.com> 
Date: March 1, 2017 at 10:54:18 AM HST 
To: Joe Krahulik <joekrahulik@gmail.com> 
Cc: "<russell@myhighwayinn.com>" <Russell@myhighwayinn.com>, Henry Lew <hlewmd@gmail.com>, 
Monica Toguchi <monica@myhighwayinn.com> 
Subject: Re: NPV analysis of loan options vs. lease 

Totally agree with Henry and Joe.  
Thank you Russell for your analysis.  
Have a happy rainy day you all! 
 
Sent from my iPhone 
 
On Mar 1, 2017, at 10:50 AM, Joe Krahulik <joekrahulik@gmail.com> wrote: 

Dear Russell, 
 
Thank you very much for all your hard work & excellent points. Other people may have different visions & 
missions. My vision & mission is to definitely see you as part of the Ad-Hoc Committee.  
 
Joe 
 
On Wed, Mar 1, 2017 at 9:51 AM, Russell Ryan <russell@myhighwayinn.com> wrote: 
Gents: 
  
Last night I did a very rough run down of the type of lease vs. buy analysis for the condo, storage & 
parking. As I anticipated – with the large downpayment of $200,000, the analysis shows that buying the 
condo is not necessarily the best financial decision for the Aouo, regardless of the specific bank proposal. 
I did not do the BOH  100% analysis as the terms of 10y fixed plus 5 years float and a 25 y amortization 
suggest a very high monthly payment, a balloon payment, and it has egregious security interests on all 
the Aouo’s funds in the event of default. So it will need time to research. 
  
The analysis of lease vs, buy will sway based on discount rate, residual value and lease rate 
assumptions. Also, I am not sure if the properties if purchased would generate any depreciation tax 
benefits, or if its applicable given the tax status. 
  

mailto:robertpickett@outlook.com
mailto:joekrahulik@gmail.com
mailto:russell@myhighwayinn.com
mailto:Russell@myhighwayinn.com
mailto:hlewmd@gmail.com
mailto:monica@myhighwayinn.com
mailto:joekrahulik@gmail.com
mailto:russell@myhighwayinn.com


Two Owners’ Comments Regarding A&B Offer 

To be clear, a thorough lease vs. buy NPV analysis with clear assumptions stated is the minimum bar for 
an analysis to determine the financial benefit of purchasing these assets. A comparison of loan options is 
helpful & necessary, but not sufficient. 
  
Moreover, I would argue that preservation of liquid capital is the most important goal for the Aouo, 
and not buying assets. Such an asset purchase might compromise cash flows.  To tie up maybe half the 
associations capital before the life-cycle costs of this building are known and the operating budget is 
refined from the boiler plate version I have seen (to include reserve accumulation, commercial area 
finances, insurance and professional fees, hawaiiana’s fee  e.g.) is not a sound financial decision for the 
aouo at this time. This is a very different analysis than a homeowner makes. Note the cash flows for this 
purchase represent just represent 2% of the association’s monthly cash (regardless of lease or buy), but 
the downpayment could swallow 50% of all reserves on hand now. There are bigger fish to fry – labor and 
maintenance costs. 
  
Next, I would also test the necessity of having to buy storage areas, when for example we already know 
that the surfboard room is over-configured and could be re-purposed to have half of it used for storage, 
free of charge. There may be other areas we do not know about. 
Are 2 additional owned parking spots needed for employees, especially when the rail will be up and 
running in 5-8 years. Do we need a three bedroomed unit for the resident manager, would a two bedroom 
work? Can we obtain a longer fixed lease? 
  
My recommendation absent any other progress would be to have a lease with purchase option from A&B, 
exercisable in several years to give the aouo time to figure out budgets, cash flows and investment policy 
guidelines, and not get rushed into this now. In business, leasing is OK. 
  
Russell Ryan 

 

 

Second Comment from Unknown Person 
 
From: Robert Pickett <robertpickett@outlook.com> 
Date: Sun, Feb 26, 2017 at 4:05 PM 
Subject: Ad Hoc Committee 
To: Howard Kam <hkamjr@gmail.com>, Henry Lew MD <hlewmd@gmail.com>, Sun Kim 
<skim@abprop.com>, Ken Shimada <kdshimada@gmail.com>, Joseph Krahulik 
<joekrahulik@gmail.com>, Ryan Kamo <rkamo@designpartnersinc.com>, Lee Cranmer 
<lcranmer@hawaii.edu>, Sandra Billington <sbillington@abprop.com> 
 
Aloha Everybody, 
 
Happy Oscar's Day! 
 
Following is a copy of an email I received from one of our owners. Although I have full 
confidence in Mr. Kam's Special Task Force of Directors, I thought it important for all members 
of the Ad Hoc Committee be aware of this owner's concerns and input. I'm not entirely sure all 
of the points raised are relevant but I'm confident the Special Task Force will be able to sort it 
out and give us proper guidance. 
 
Have a great Sunday, 
 
Respectively, 
Robert 
 



Two Owners’ Comments Regarding A&B Offer 

Mahalo, 
 
Robert 
 
Couple of initial observations: 
  
Pros: 

·         the price looks like a good price including the parking and storage. 
·         No commissions 
·         10% down = $100k. 

  
Questions: 
  

·         Will seller split the deal to just acquire some of the assets 
o   Are the parking spaces those already dedicated to the unit 401? 
o   Are the no designated places for employee parking already? 
o   Are there no storage areas for maintenance equipment already? 

·         Will seller accept a long term lease, or a hybrid, lease for a few years to minimize 
cash out, the give an option to buy to the board, in order not to rush this. 

o   For example, until the cash flows of the Aouo are established, why would we 
tie up $100k, or perhaps >$200k before we have forecast our monthly cash flow 
and upcoming expenditures? 

  
Cons: 
  

·         Analysis is for a standard residential mortgage – this assumption needs to be 
tested. 

o   Timing of 60 days is not enough 
o   Because the entity (A new LLC?) borrowing has no credit history, lenders 
should be consulted before negotiating with A&B 
o   Terms can be very different – higher interest rate, down >20%, shorter term, 
or even they may require balloons and re-fis. 
o   The board should not use an individual’s credit then transfer to the LLC, it has 
tax implications 
  

·         Analysis for this investment should include a net NPV analysis of cash flows in 
several rent and lease scenarios. 

o   Note rent and mx fees may likely escalate at same rate, so notionally – 4 
condos fees will always pay for manager’s unit. 
o   Analysis should show assets being sold after term of loan. 

  
·         Is buying a condo a permissible investment with regards to the Board’s investment 
policy? 

o   I know there is not an investment policy yet, but the point is most investment 
policies treat real-estate investing as speculative 
o   A Aouo board’s investment in more condos would increase investment class 
concentration, and not diversify. 

  
Sent from my iPhone 
 



Exh I, Received 3.23.2017 

 

Questions about the analysis of whether to purchase or continue to lease the RM’s apartment and 

purchase other assets. 

1. What is the status of the analysis of whether the association should continue to lease or buy 

unit 401 and other facilities for $1mm? 

a. NPV analysis of lease vs buy? 

b. Assumptions on residual value, discount rate, escalation, future rents? 

c. What is the compelling reason to be focusing on this issue now, other than that it 

appears to be in the developer’s interest to sell the property? 

d. What alternatives to purchase now have been investigated or analyzed. Deferred 

purchase etc. 

e. What is the required down payment for such a loan and term, 20-30% with 15-25 years 

is normal? 

2. Has the association established whether it needs all or any of the other facilities (parking and 

storage), and determined there are no other free spaces on property, or parking needs? 

3. Has the association determined whether a 3 bed or 2 bed apartment is the most suitable for the 

RM’s apartment? 

4. What is the cash balance today or Feb 28th 2017? 

a. What are the projections for monthly incomes and expenses for running costs? 

b. What is monthly accrual towards future major maintenance events 

c. Has the association a 30 year projection of costs? 

d. Does the association believe it is and will be correctly funded to have sufficient funds to 

pay for anticipated future maintenance costs without making special assessments? 

e. What is plan for maintenance fees escalation with and without the investment in 1.d 

f. The largest costs will be labor, maintenance and utilities, how do we plan to manage 

those? 

5. The investment policy of the association prohibits investment in this condo, and is likely in place 

to prevent this type of investment. Is the board aware of this restriction? 

a. An investment policy typically contains concentration risk parameters. Making an 

effective $1mm investment of capital into this condo, will mean the association is too 

concentrated in one asset class, and should be prohibited. 

b. What is the associations principle financial goals and does buying assets meet ant og 

those goals. 

6. What is the impact on the association’s income and expenses wrt the vacant commercial space 

and unsold townhomes. 

Lastly, one observation I would like to make is that the primary logic for purchasing a property as an 

individual is to have an asset when that individual no longer is generating a significant monthly income. 

This is not relevant to the association as it will always have income. An association’s priority in my view 

is ensuring that monthly maintenance fees escalate to the minimum extent while ensuring the accounts 

are fully funded in contemplation of future maintenance events. 

Russell Ryan 
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