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Results By Erik Fairfax and Steve Isobe

The cost of a large capital improvement project, such as re-piping, spalling repair,
elevator modernization, railing replacement or a fire alarm system, often exceeds
an association’s budgeted capital reserves. When an association does not have
adequate reserves to pay for the necessary repairs, its board of directors may be
faced with levying a special assessment against individual unit owners.

Special assessments can be challenging for unit owners on fixed incomes and
those who cannot qualify for individual financing to help pay for the special
assessments. Special assessments can result in increased delinquencies and
lengthy foreclosures. Fortunately, there is a way that associations can avoid
special assessments.

Banks offer capital improvement loans that allow associations to spread the
cost of a large project over many years. Financing is available for all types of
properties, including fee simple, leasehold, condotel, timeshare and co-ops, and
can be customized for each association’s unique situation.

Types of Projects That Might Need Financing:
* Re-piping e Flevator Modernizations
* Sprinkler systems * Purchases of a Resident Manager Unit
e Fire alarm systems e Railing Replacements
e Spalling repairs e Equipment
e Painting e Any Reserve Study ltems

For example, if a 100-unit apartment association is faced with a $3 million
re-piping project, a special assessment would result in a one-time average
assessment of $30,000 per individual unit owner. The special assessments would
need to be levied before the start of the project to ensure adequate funding is
available to complete the repairs. If 20 percent of individual owners are unable to
pay the special assessment, the association would be $600,000 short, and the
project could be delayed.

continued on page 4
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The Hawaii Community Associations news-
letter is published for association leaders and
other related professionals of CAl. Authors are
encouraged to submit articles for publishing
consideration.

This publication is designed to provide accu-
rate and authoritative information regarding
the subject matter covered. It is issued with
the understanding that the publisher is not en-
gaged in rendering legal, accounting

or other professional services.

CAl Hawaii Community Associations news-
letter provides an opportunity for information
and/or comment.

Articles do not necessarily reflect the view-
point of the Chapter. The reader should not
act on information contained herein without
seeking more specific professional advice.
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President’s Message “

Welcome to our Fall 2023 edition of the CAl Hawaii newsletter.

Aloha and mahalo to all our Newsletter Committee Members: Mike
Ayson, Terry Schulze, Roy Dela Cruz, Jonathan Billings, and our CED
Lindsay Green. We appreciate their time, support, and efforts dedicated
to providing our members with relevant, up-to-date, and impactful
content for our readers. Our Fall 2023 edition includes an article from
our CAIl National Senior Editor, Laura Otto, regarding national resources
for Maui wildfire assistance and information. Relief efforts will continue
for years to come. Please consider visiting CAl Hawaii’s initial list of
non-profit organizations for your support by donating time, money, or
resources during this marathon of support to Maui’s rebuilding efforts:

» Maui Economic Opportunity (MEO): https://www.meoinc.org

» Maui Strong - Hawaii Community Foundation:
https://www.hawaiicommunityfoundation.org/maui-strong

» Maui Humane Society: https://www.mauihumanesociety.org/
» Maui Food Bank: https://mauifoodbank.org/
» HUGS Hawaii: https://www.hugshawaii.org/

Breast Cancer awareness is important for all and we want to remind
you of this fact by encouraging you to read an article provided by the
wife of one of our chapter board members, which you will find in our
Community Corner. We continue our education of aging and defective
buildings with the second article in a 3-part series from Laulima Asset
Management. Eric Fairfax and Steve Isobe pen an article regarding
financing basics for capital improvement projects. The Real Estate
Branch (REB) provides information on outstanding issues impacting
condo associations. Hawaii Legislative Action Committee (LAC)
provides you with an overview of the end of legislative session, and
bills that impact the more than 397,000 Hawaii residents who live in
association communities across the State of Hawaii. Hauoli La Hanau
(Happy Birthday) to The Purchasing Hui of Hawaii, who celebrated their
30th birthday in July of this year and continues as the #1 provider of

group buying services. )
continued on page 5



AWAIIAN PROPERTIES, LTD.

Building Relationships That Last

Phone (808) 539-9777 Fax (808) 521-2714 Call (808) 539-9502 to request a proposal

HAWAIIAN PROPERTIES held its annual seminar for board members on
August 23, 2023 at Ala Moana Hotel. The seminar was very informative and
attendees were treated to a delicious buffet lunch and lots of
giveaways.

Y
o = :
= ey
L___}pyem _
Another successful | |
year of our

Annual
Board of
Directors Seminar

- From our clients:

Hawaiian Properties seminars are
always first class with great
speakers addressing meaningful
topics. These seminars are a great
benefit to board members.
Michael Gill, Director
Polynesian Sunset |, ADAO

John Knorek, Attorney
Torkildson, Katz, Hetherington,
Harris & Knorek

Attorneys At Law

A Law Corporation

Food was really good. Vendors and
: speakers were excellent.
H. Maxwell Kopper, { f - R ' Niome Queypo, President
2 O Wai Kalo'i at Makakilo Community
Attorney :

—— o Association
Porter McGuire Kiakona, LLP

Excellent topics and speakers. Great
- ) ) way to introduce the vendors and
=== Christopher Shea Goodwin, their products with prize giveaways.
. = | Attorney

Christopher Shea Goodwin AAL Heborah Lap ORamilis, Sectetary

The Twenty-One Hundred, AOAO

Honolulu Office: 1165 Bethel Street, Honolulu, Hawaii 96813
Kailua-Kona Office: 75-240 Nani Kailua Drive, Suite 9. Kailua-Kona, Hawaii 96740

www.hawailanprop.com




FINANEING BASIES continued from page 1

Alternatively, that apartment association could take
out a bank loan, eliminating the risk of a funding
shortfall and spreading the project cost over the
useful life of the repairs. The loan can be structured
with an interest-only disbursement period to
minimize the interest expense to the association.
During the disbursement period, the association
draws funds only as needed and only pays interest
on the outstanding loan balance. Contractor fees,
as well as related engineering, permitting and third-
party construction consultant costs, can all be
financed.

Once the project is complete, monthly payments
of principal and interest gradually pay off the loan
over the useful life of the repairs. For example, a $3
million re-piping project amortized over 20-years
would result in monthly payments of less than
$25,000 to the association, or less than $250 for
each of its 100 individual units.

Benefits of a Loan:
e [owers the financial impact to individual owners

e E.g.: Monthly payments of $250 vs. a
one-time special assessment of $30,000

e Spreads the cost over the useful life of the repair
* 100 percent financing available
e Fasy to apply

The bank loan can also be structured to
accommodate owners who prefer not to incur
interest expense over the life of a loan. At the
discretion of the board, owners can be given the
option to pay off their unit’s portion of the loan. This
hybrid approach minimizes the financial impact to
owners who cannot afford a special assessment,
while also accommodating owners who prefer to
avoid interest expense.

Applying for a bank loan is simple. Lenders will
typically ask for the association’s most recent two
years of financial statements, including delinquency
report, operating budget and reserve study.
Individual unit owners are not required to submit
any personal financial information. Banks are most
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interested in the association’s delinquency rate and
in the ownerships’ ability to absorb the increase

in maintenance fees due to the loan payments.
Some associations are hesitant to apply due to their
financial condition, but there is no harm in inquiring
and the process is easy.

If an association decides to move forward with a
bank loan, it should check to see whether ownership
approval is required. HRS-514B requires 50 percent
of the common interest vote or give written consent
to borrow money. Associations should consult their
attorney on what is required.

Tips for Financing:

e Communicate with owners early and often

e (Obtain ownership approval for the loan

e [nclude contingency in the loan amount for
unanticipated costs. Banks will not charge
interest on undisbursed funds

e Consult the experts, including bankers and your
association’s attorney

Capital reserve shortfalls among apartment
associations in Hawaii are common. Many
associations feel like they are the only ones facing
a shortfall, but the reality is that most associations
experience this problem at one time or another. A
bank loan could be a great alternative to levying
owners with special assessments.

Current Interest Rate Environment

The Federal Reserve has been increasing short
term rates since March 2022 in an effort to tame
high inflation. In March 2022, the Federal Funds
Rate was at 0% to 0.25%, and now sits at 5.25%
to 5.50% following the Fed’s meeting in July 2023.
Long-term rates have also risen during that period
as indicated by the 10-year Treasury Rate going from
1.97% in March 2022 to 3.97% at the end of July
2023. Subsequently, interest rates for condominium
loans have also increased from the historically low
rates 1-2 years ago.
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Higher interest rates should not be the primary
reason not to move forward with necessary capital
improvement projects. Other factors associations
should consider include:

- Rise in construction costs. Per University
of Hawaii Economic Research Organization
(UHERO) economic forecast dated March

10, 2023, construction costs are expected to
increase 5.1% in 2023 and another 3.9% in
2024.

- Insurance costs. Insurance premiums and/or
deductibles are increasing due to delays in major
capital projects such as re-piping and life safety
improvements.

- Associations may be able to refinance loans if
interest rates decrease in the future.

President’s M
Fes' E" s essaga continued from page 2

This is my A Hui Hou message, since my term as
your CAl Hawaii Chapter President comes to an
end at the November 2023 Annual Meeting. | am
beyond honored to close out my term with such

a great Chapter. A special mahalo to past board
members: Jim Dodson, David Talbert, Kapono
Kiakona, Jonathan Billings, Sue Savio, Christian
Porter, Bernie Briones, Carol Rosenberg, and
Bryan Liu, and present board members: Melanie
Oyama, Mike Ayson, Randy Au, Keven Whalen,
Terry Schulze, Roy Dela Cruz, Pauli Wong, and
Christopher Goodwin. Most importantly, to Hawaiian
Properties, Ltd. and many of my professional peers
across management companies, businesses, and
communities, who encouraged me to serve in this
capacity, and supported me throughout this journey.
Please join me in welcoming your President-Elect,
Melanie Oyama, whose volunteerism spans almost
two decades of dedication to the Board Leadership
Development Workshop Committee as Co-Chair,
along with serving as Chair for our Neighbor Island
Committee and Programs Committee.

Boards will need to weigh all these considerations in
determining whether it makes sense to move forward
with the projects. Working with the experts including
property managers, consultants, insurance agents,
engineers, contractors, and bankers can help with
this process.

About the Author:

Erik Fairfax. Bank of Hawail.
Phone: 808-694-6056.
Email: Erik.Fairfax@boh.com

Steven Isobe. Bank of Hawauii.
Phone: 808-694-4167.
Email: Steven.isobe@boh.com

The Aloha Spirit lives within all of us. Spread it out
at your association and owner meetings. Count on
it at the peak of your character being challenged

or called into question. The impact of this positive
action may not be immediate, but it will be felt in the
time when you least expect it and when it is needed
the most. With that, aloha and a hui hou, until we
meet again, whether in person, or in the world of
virtual communications - | look forward to seeing all
of you soon.

With thanks and gratitude,

Kanani Kaopua, PCAM®
CAIl Hawaii Chapter President
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CAl Hawaii's 2024 — 2026 Board Election Results

Congratulations to John Baleix, Christopher Goodwin, and Pauli Wong who were elected for the
2024-2026 term. Chris, who currently serves on the board, was re-elected to serve a second term
in the Business Partner category. Pauli Wong, who also currently serves on the board, was re-
elected to serve a second term in the At-Large category.

John is the newest member, in the At-Large category currently held by Kanani Kaopua. Kanani is
the 2023 Board President, and served for the maximum six years on the Board.

Continuing on the Board for 2024 are: At-Large: Melanie Oyama (2023 President elect and 2024
President); Business Partner: Mike Ayson; Community Association Volunteer: Terry Schulze (2023
Secretary) and Randy Au (2023 Treasurer); Property Manager: Roy Dela Cruz, Keven Whalen.

John Baleix, MD, MPH completed a Bachelor’s
in Biochemistry at Cal Poly, a Medical Degree
at Baylor, and a Master’s in Public Health

at the Uniformed Services University. He is

a 29-year veteran of the US Navy Medical
Corps. As a Navy physician, Dr. Baleix learned
the foundational relation of organizational
structure and function, and the leader’s role in
supporting staff’s ability to excel. He deployed
with Marines to the Persian Gulf and with Joint
Forces to Afghanistan. He taught Physical
Diagnosis at the Naval School of Health
Sciences, chaired Hospital Infection Control
and developed International Occupational

Clis Gootin

Pauli Wong

Safety and Health protocols for Navy Medicine
in Italy. He directed Occupational Medicine,
Public Health and Community Services for
Naval Health Clinics, Hawaii, led shipboard
health services for Military Sealift Pacific, and
mentored the Afghan military Surgeon General
in Kabul. After 2 years as the Medical Director
for Tricare-Hawaii’'s Multi-Service Market
Management Office, John joined HMSA in 2011
to lead healthcare transformation toward more
continuous, comprehensive, coordinated, and
patient-centered primary care. He served over
a decade as a director and then president of a
large AOAQ in Honolulu.
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Many in our community know a
close friend or family member with
a history of breast cancer. After all,
1 of out 8 women are diagnosed
with breast cancer in their lifetime
in the US'. In Hawaii, this translates
to nearly 1,500 women being
diagnosed with breast cancer this
year?.

A cancer diagnosis is life-altering.
| know this first-hand, having gone
through a diagnosis myself at

the age of 33. From the moment
of suspicion through diagnosis
and treatment, the amount

of information to sift through,
decisions to make, and medical
specialists to meet with — on top
of the physical and emotional toll
of treatment, are all completely
overwhelming.

Breast Cancer Hawaii is a local
grassroots nonprofit that | co-
founded to help reduce this
overwhelm. Our mission is to

DONATE YOUR
USED VEHICLE

T

connect those affected by breast
cancer in Hawaii with relevant
resources and meaningful support.
Our programs are built based on
the needs of the local community
and include the CARE Closet -
connecting patients in treatment
with treatment equipment such

as wigs, wedge pillows, and
reference books; HEARTS for
Ohana - providing support to
young survivors and thrivers and
their children; and Project PROTEA
- educating the community on
cancer research and clinical

trials. We also host educational
workshops and survivor support
events throughout the year.

Due to the prevalence of breast
cancer, it is likely that there are
those that you work and live with
— clients, board members, unit
owners, and residents that are
impacted by breast cancer as
patients/survivors themselves or
as supporters/caregivers. Breast

to benefit Breast Cancer Hawaii

breastcancerhawaii.org/donate

Breast Gancer Hawaii Supports Hawail's
Breast Gancer Patients, Survivors, and Families

Cancer Hawaii can partner with
you to support these individuals in
a number of ways:

® |n-person or virtual informational
sessions

® Educational materials to
distribute

e Peer support matching for
patients, survivors, and
caregivers

You can also support our local
programs through volunteering,
fundraising, and donations. For
more information on our programs
and ways to support us, please
visit breastcancerhawaii.org.

For partnership opportunities,
please contact us at hello@
breastcancerhawaii.org.

' American Cancer Society, Key Statistics for Breast
Cancer. https://www.cancer.org/cancer/types/breast-
cancer/about/how-common-is-breast-cancer. html

2 American Cancer Society, Cancer Statistics Center.
https://cancerstatisticscenter.cancerorg/#!/state/
Hawaii

@ FREE tow
&

Any condition
accepted

Tax-deductible
donation
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in Hawaii: Part 2

By Dennis Olmstead

In building terms, the words
“dangerous” and “defective”
could be thought of as one

and the same; however, there

is a difference. Condominium
buildings are built differently and
vary in age; therefore, dangerous
and defective will mean something
different for each building.

In this three-part series we will
look at ways that a building
can be deemed dangerous,
concerns surrounding defects,
and corrective strategies for
associations to explore.

Condominiums make up an
important part of the residential
infrastructure in Honolulu and
the vast majority of condos in
Hawaii are now considered to

be “aged” buildings. In fact, a
50-year-old building in Hawaii is
now considered to be historic.
Many of the dangerous situations

T

discussed in these articles occur
in aged buildings and defective
conditions, yet can also be found
in buildings of all ages.

Classifying a building as defective
is something of a misnomer
because it is too broad of a term.
Having a defective building is
possible but at that point the
building is beyond practical repair
and should be demolished. In Part
2 of this 3-part series of articles
we will be looking at various
aspects of defectiveness and what
it means for “aged” condominium
buildings.

In aged buildings we see two
basic kinds of defects. First,
physical defects which can be
obvious or hidden. Secondly,

an administrative defect which
creates a resistance to progress.
Over time, physical defects
typically reveal themselves
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in some fashion and require
restorative actions. Hidden
defects can remain hidden
and only after an event are
they revealed. Administrative
defects pertain to the attitudes
of homeowners and how they
manage their buildings.

To appreciate what a building
defect represents for an aged
building, we have to go back in
time. Naturally buildings built in
the 60’s and 70’s had to meet
the standards of the day. Itis
important to know the difference
between something that has
occurred naturally over time

and something that has been
brought on by a newer set of
circumstances. For example, a
crack in a concrete slab can have
two very different root causes
requiring two different remedies.

Factors such as structural theory
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and computations, material
performance, communication
procedures and economics all play
a role in influencing the decisions
that developers make when

they build a new condominium.
Developers primarily make
decisions based on the return

on the investment (ROI) and that
usually means making choices that
keep costs down. This may not be
the best philosophy for the long-
term but it is common practice.

Buildings are not made to last
forever. In fact, they are made

to last a lot shorter than most
people think - about 80 years.
During a building’s lifetime,

major building components will
wear out. After 40-45 years, a
number of components will have
reached the end of their useful
lifespan and require replacement.
Unfortunately, for those
homeowners who find themselves
in aged buildings today, the
responsibility of replacement now
falls on their shoulders.

Associations with aged buildings
really have no recourse but to
fix their problems. However,

not all associations are willing

to act in a timely fashion nor
solicit professional advice. Board
members come and go and many
are not equipped to appreciate
what it takes to properly manage
a multi-million dollar real estate
asset; especially an aged building
that needs to be restored to last
for another 40-50 years.

Association governing

documents and policies can

also have a negative impact on

an association’s ability to make
needed repairs. For example, a
much needed window replacement
project may be necessary;
however, if the windows have been
declared to be the unit owner’s
responsibility, then a building-wide
window replacement project may
be next to impossible to complete.

To take a building component
like windows one step further:
building codes have changed
over the years and that includes
the strength of glass to resist
wind. Keeping water out is one
thing, but there are hundreds of
high-rise buildings that were built
with windows that do not meet

today’s wind resistance standards.
These windows deteriorated over
the decades and offer even less
protection.

Defects can occur in many forms
and for associations with aged
buildings “awareness” is key.
Depending on what is at stake, the
first step is to create a 5-10 year
improvement plan. It is critical to
understand how to manage the
amount of time it takes to resolve
an issue. Consequently, a critical
path strategy that identifies all
the physical and administrative
challenges will be essential for
communicating the needs of

the building and the intentions

of the Board of Directors to its
ownership.

About the Author:

Dennis Olmstead is a licensed
architect with four decades of
experience in design, construction
and project management. At
Laulima Asset Management, he
assists associations with their
building improvement projects and
provides long-term building asset
strategies for managing operations
and budgets. For assistance
contact: shawna@laulimaam.com

ANDERSON & FUJISAKI LLP
A Limited Liability Law Partnership

A personal commitment to legal excellence & professional service

L

Document Interpretation ~ Review & Amendments
Collections ~ Including Assessment Liens and Foreclosures
Lease-to-Fee Conversions & Lease Rent Negotiations

Covenant Enforcement

Pacific Guardian Center, Makai Tower - 733 Bishop Street, Suite 2301 - Honolulu, Hawai'i 96813 - Telephone: 808 536 8177 - Facsimile: 808 536 4977
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Outstanding Issues in Condominium Governance from The

Real Estate Branch

The Real Estate Branch is the state
office that has limited oversight
over condominium associations.
Here are some of the outstanding
issues and concerns that Branch
staff often receive as part of their
daily duties.

Documents

The key to proper condominium
self-governance is access to
information. Boards cannot make
good decisions and owners
cannot stay involved or informed
without information. All owners,
including board members, are
legally entitled to many association
documents. Branch staff will

often field many calls about

an association or managing

agent not providing documents
pursuant to §§514B-150 to-154.5,
HRS, including but not limited

to contracts, the audit, meeting
minutes, most current financials,
chronological records of receipts
and expenditures, proxies, and
ballots. The regulated industries
complaints office (RICO) is tasked
with directly assisting owners

and board members in exercising
their legal right to association
documents should the board or
managing agent not timely comply
with a request.

Board Secrecy

A common complaint Branch staff
hear is about board secrecy. These
range from inappropriate use of

executive session for items outside

of the permitted uses pursuant

to §514B-125(c), HRS, to boards
refusing to provide minutes or the
budget, failing to notify owners

of meetings, holding meetings

via email, or simply ignoring
owners at meetings. Boards are
required to hold meetings where
all participating directors can
simultaneously hear each other
(§514B-125(d), HRS), to notify
owners seventy-two hours prior to
the meeting (§514B-125(e), HRS),
and create transparent rules for
owner participation in the meeting
(§514B-125(b), HRS). Boards are
also supposed to approve minutes
and provide them to owners within
seven days after approval and
drafts no later than thirty days
after the meeting (§514B-126(c),
HRS).

Parking

Parking in condominiums can

be a confusing issue, leading

to conflict. Overwhelmingly the
parking issues that the Branch
hears about is some variation of,
“which parking stall is mine?”

The first step to resolving this
outstanding issue is to understand
that the unit deed and declaration
should state which parking stall
belongs to which unit. Sometimes,
owners will trade stalls but not
record updates to their respective
deeds or the declaration. In those
cases, that trade is not legally
binding or enforceable and the last
recorded declaration and deeds

details stand. Always go back to
your governing documents and the
relevant property deeds.

Second, be aware that some
condominium projects have
floating assignments, in that no
specific parking stall is deeded to
that unit, but up to the association
to determine which stall is
assigned. The unit has a right

to a parking stall or stalls, but
which stall is not defined in the
documents and generally left to
the association to determine. In
this case, it is best to consult with
the board or managing agent to
determine the last documented
parking assignment.

“The Akamai Buyer,” a regular
feature of the Condominium
Bulletin, discusses the importance
of determining the correct parking
stall for prospective purchasers in
the 2023 September issue.

The REB is located at 335 Merchant
Street, Room 333, in the downtown
Post Office building. We can be
reached during business hours at
808.586.2644. If you're planning

to visit our office, please call prior

to your visit to confirm the current
COVID protocols in place for entering
the building. Our website address is
www.hawaii.gov/hirec.

*REB does not support or endorse any
of the advertisers in this newsletter.
The material in this space is for
informational purposes only. It is not
meant to suffice for legal advice. For
legal advice you are urged to seek the
professional services of an attorney
licensed to practice law in Hawai'i.
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Bottom row, left to right: Branch President Pauli Wong extends a warm aloha;

Yvette Soares, director of communications and client services and Laurie Tomihama, executive assistant expertly
handle event planning and execution;

“Mahalo and more Power to Associa Hawaii! My fellow directors and | are walking away with valuable info to make us
better board members!” - Gen Malihan, Board President of Plantation Town Apartments

FOR MORE INFORMATION ON ASSOCIA HAWAII'S AWARD-WINNING SERVICES, CONTACT

Phyllis Okada Kacher, CPM", R® | Chief Business Development Officer/Principal Broker
phyllis@associahawaii.com | 808.837.5273

www.associahawaii.com RB14949







