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1.0 STUDY OBJECTIVES, FINDINGS
& CONCLUSIONS

1.1 Study Objectives

The Department of Hawaiian Home Lands (DHHL) is considering the development of for-sale
multifamily housing as an alternative product to meet the needs of its beneficiaries on the Oahu
homestead waiting list. However, neither the demand for for-sale multifamily housing among
DHHL applicants, nor the “affordability” — in terms of purchase price or development costs — has

been researched or assessed.

Townscape, Inc. (TSI) was retained to undertake and coordinate such a study for the Stadium
Bowl-O-Drome site at 820 Isenberg Street, Honolulu, Oahu. This feasibility study was intended
to provide DHHL with information to evaluate the viability of redeveloping the Bowl-O-Drome
property (Figure 1-1) as for-sale multifamily housing. This study examined multifamily housing
use of the site in various configurations. Although not within the scope of this study, DHHL is
evaluating other alternative uses — commercial/retail, office building, etc. -- as part of an overall

decision on the future use of the Bowl-O-Drome property.

This feasibility study analyzed the following major elements:

. Depth of market demand among DHHL homestead applicants for for-sale
multifamily housing in Moiliili, and beneficiaries’ opinions of DHHL developing
multifamily housing;

J Alternative development schemes for the Bowl-O-Drome site that would meet
beneficiaries housing needs and preferences, and an evaluation of the viability of
a commercial component;

) Development cost scenarios with DHHL as the developer and with a “for-profit”

private developer;

Study Objectives, Findings & Conclusions » 1-1
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AN A TSIASE

Figure 1-1 For: Dept. of Hawaiian Home Lands
PROJECT LOCATION MAP By: Townscape, Inc.
DHHL Bowl-O-Drome Feasibility Study May 2000
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1.2

L.

1.3

1.

Key Findings

Market Demand

About 200 of the approximately 6,500 DHHL applicants on the Oahu waiting list would meet
DHHL’s financial qualification criteria, and would also be interested in purchasing a

multifamily housing unit in Moiliili.

Beneficiaries’ Opinion of DHHL Developing Multifamily Housing

About 30 percent of those surveyed responded positively when asked if it is a good idea for
DHHL to build multifamily developments. However, the primary reason for supporting
multifamily housing was because respondents assumed that a multifamily unit would be
more affordable than a single-family house, that qualification would be easier, and that more
people would be taken off of the waiting list. About 50 percent expressed negative feelings,

citing a preference for land and a single-family house.

Conclusions

Multifamily Housing Affordability

The Bowl-O-Drome development prototypes focused on 2- and 3-bedroom units priced from
about $80,000 to $135,000 to best fit the income levels of “qualified/interested” homestead
families that would potentially purchase a multifamily unit in Moiliili or Makiki — 70 percent
of whom earn between $30,000 to $49,000 per year. The preliminary development costs
analysis, however, concluded that multifamily housing units at the Bowl-O-Drome site
would not be significantly less expensive than typical single-family houses that are
constructed for DHHL housing projects, and, depending on the building type, multifamily

could be more expensive on a per interior square footage basis.

Four different residential development configurations were developed with such factors in
mind as affordable unit prices for lower income beneficiaries, beneficiaries’ housing

preferences, and development costs.
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DHHL Bowl-O-Drome Feasibility Study May 2000

Building Type ' No. of Units Average nsf/Unit Unit Price Range*

Walk-up “Flat” 3-story 69 units - 800 nsf $78,000 — $135,000
Mid-Rise Apartment 5-story 87 units 1,100 nsf $126,000 - $168,000
High-Rise Condominium 126 units 850 nsf $118,000 - $211,000
10-story & Office/Retail 64,200 sf

Townhouse 2-story 35 units 1,100 nsf $110,000 - $165,000

* Prices required to cover allocated housing development costs to be bome by homebuyer.
Unit prices do not include site development costs to be borne by DHHL.

2. Multifamily Housing Demand Among Oahu DHHL Applicants

Of the total survey respondents, approximately 33 percent (representing 2,137 of the total
6,476 on the Oahu waiting list) met the financial qualifications criteria as defined by DHHL.
Approximately thirteen percent of those “financially qualified” respondents (representing
278 of the waiting list) were interested in a multifamily unit at the Bowl-O-Drome site. It
has been DHHL’s experience that at the most 60 percent of the “qualified and interested”
buyers of a single-family house (in this case representing at most 168 on the waiting list)

complete the final loan qualification stage and actually close on the purchase of a home.

Applying this “drop-out” rate to the survey respondents who were “qualified and interested”
in the Bowl-O-Drome site, at the most only two percent of persons on the Oahu * Waltmg hst:7
would qualify for the final loan and close on the purchase of a multifamily housmg unit at

this site.

3. Commercial Market

Development of commercial/retail or office space as a mixed-use component of a
multifamily development at the Bowl-O-Drome site would not produce a high enough
economic return to subsidize development costs of the residential units. Based on market
research of the Moiliili and McCully area commercial centers, lease rents at the Bowl-O-
Drome site would have to be above market rates in order to carry the debt load of a new

building, and lease-up of new office spaces could take years.
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4. Development Costs

If DHHL were to develop the multifamily housing units itself, only the “Flats” (Option A) or
\W

“TOWW) schemes appear feasible to develop within the recommended unit

pricing levels for lower income beneficiaries. However, if an outside “for-profit” private

developer is used, the additional financing costs and estimated profit margin make all four

development scenarios unfeasible at the recommended unit pricing levels.

Study Objectives, Findings & Conclusions e 1-5
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2.0 STUDY METHODOLOGY

Townscape, Inc. completed an assessment of existing conditions, including infrastructure
availability, reviewed applicable development regulations, and conducted a field reconnaissance
of the property and surrounding neighborhoods. TSI was also responsible for the direction and
coordination of three sub-consultant studies that were necessary to establish and analyze the

following site feasibility study elements:

2.1 Market Demand Survey

SMS, Incorporated (SMS) conducted a telephone survey of 503 randomly selected DHHL
applicants on the Oahu residential homestead awards waiting list. The survey asked a series of
questions to identify “qualified” applicants — those whose responses met DHHL pre-selected
financial variables. To measure demand for for-sale multifamily housing, the survey asked a
series of questions regarding applicants’ interest in DHHL providing for-sale multifamily
housing, and the applicant’s relative interest among four proposed multifamily development
sites: Moiliili (Bowl-O-Drome), Makiki, Waianae, and Kapolei. The survey was designed with
substantial input from DHHL and TSI. The results of the survey were analyzed and compiled in
SMS’s report entitled, “A Report on Multi-Family Demand Study Among DHHL Applicants”
(December 1999).

2.2 Alternative Development Configurations

Design Partners Incorporated (DPI) developed seven different housing schemes and one mixed-

use scheme for the Bowl-O-Drome site based on input from DHHL, the survey results, existing
site conditions, and various market factors. Rough development costs and per unit cost estimates
were prepared to generally “test” whether a multifamily unit’s cost would be within reach of the

beneficiaries’ budgets. The eight alternatives were narrowed down to four.

Study Methodology » 2-1
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2.3 Market Feasibility Analysis

Mikiko Corporation’s (MC) affordability analysis (Phase 1 Report) identified the range of
“affordable” unit prices for those beneficiaries whose annual incomes were $30,000 to $49,999,

and were “qualified and interested” in buying multifamily housing in Moiliili or Makiki.

MC also prepared a development costs analysis (Phase 2 Report) for the four alternative
configurations at the Bowl-O-Drome site. That report analyzed the economic feasibility of each
alternative in terms of development costs and returns for two developer scenarios: 1.) DHHL as

the developer, and 2.) a private “for-profit” developer.

Study Methodology e 2-2
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3.0 EXISTING CONDITIONS

3.1 Bowl-O-Drome Site and Neighborhood Setting

The Department of Hawaiian Home Lands (DHHL) owns the fee simple interest in the Stadium
Bowl-O-Drome property located at 820 Isenberg Street in Honolulu, Island of Oahu, State of
Hawaii. The site is comprised of two parcels totaling 82,493 square feet (Figure 3-1):

. Parking lot =~ TMK 2-7-08: 20 42,493 square feet
. Building lot TMK 2-7-08: 18 40,000 square feet

The property contains a 22,346 square foot 24-lane bowling facility constructed in 1956. The
former lessee’s - Stadium Bowl-O-Drome, Inc. - last day of operation was December 31, 1999.
In addition to the bowling area, the lessee operated a restaurant, bar, pro-shop and offices. The

building, at the time of this report, was vacant.

The site is located within the Moiliili district of Honolulu. The surrounding area is characterized
by a variety of urban uses including mid- and high-rise apartment buildings, single family
houses, retail and office commercial, and the adjacent public Stadium Park which borders the site
on its north and west property lines. Along the property’s south boundary is a high-rise
apartment building. (The 2000 Legislature has requested that DHHL keep the community
informed of redevelopment plans for the Bowl-O-Drome property due to its visible location near

the King Street corridor and adjacency to Stadium Park.)

The Bowl-O-Drome site fronts Isenberg Street which accommodates four-lanes of traffic through
a residential neighborhood, and has on street parking on both sides of the street. Compared to
the commercial centers and strips located along King Street, commercial use at the Bowl-O-
Drome site would not have as much drive-by exposure and frontage visibility due to the

property’s location along and orientation towards the middle of a generally residential street.

Figures 3-2 and 3-3 on the following pages contain photographs of the property.

Existing Conditions e 3-1
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View of Stadium Bowl-O-Drome building entrance fronting Isenberg Street.

Bowl-O-Drome parking lot entrance off of Isenberg Street.

Figure 3-2 For: Dept. of Hawaiian Home Lands
PROJECT SITE PHOTOGRAPHS By: Townscape, Inc.
DHHL Bowl-O-Drome Feasibility Study May 2000
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View of the back of Bowl-O-Drome building. Note high-rise apartment building to the right.

View of Bowl-O-Drome building parking lot extending behind the building.

Figure 3-3 For: Dept. of Hawaiian Home Lands
PROJECT SITE PHOTOGRAPHS By: Townscape, Inc. ‘
DHHL Bowl-O-Drome Feasibility Study May 2000
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3.2 Land Use Designations and Development Regulations

The table below summarizes the land use ordinances and designations that may affect
redevelopment of the Bowl-O-Drome site. The existing bowling alley building and use,
although not consistent with the P-2, General Preservation zoning designation for the property,
are allowed due to grandfathering. The properties surrounding Bowl-O-Drome are zoned A-2
Medium Den31ty Apartment to the south and BMX-3 Business Mixed Use to the north alm

ng Street corridor. The Stadlum Park is zoned P-2, General Preservation. Although DHHL

does not have to adhere to City zoning regulations, it is in fact DHHL’s general policy to follow

City development standards.

TABLE 3-1
LAND USE DESIGNATIONS / DEVELOPMENT REGULATIONS

State Land Use: Urban
City & County Development Plan: Parks and Recreation
City & County Zoning: P-2, General Preservation

P-2 Development Standards:

- Minimum lot area 5 acres

- Maximum building height 15 feet, with 25 feet height setbacks

- Maximum building area 5 percent of zoning lot or 4,125 square feet
Federal Flood Insurance Rate Map (FIRM): Zone X: Areas determined to be outside 500-

year flood plain

Special Management Area (SMA) Not located in SMA

Existing Conditions  3-5
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3.3 Infrastructure

The Bowl-O-Drome property is fully serviced by public utilities. A list is provided below:

Utility Service Provider Isenberg Street Infrastructure
o Water service Board of Water Supply 12-inch and 30-inch mains
s Sewer service Dept. of Facilities Maintenance 8-inch main
o Qas service The Gas Company 3725& main
¢ Electricity Hawaiian Electric Company overhead lines
o Telephone GTE Hawaiian Tel - overhead lines

3.3.1 Sewer Capacity
According to the City Department of Design and Construction (DDC), a potential constraint on

new development within the Moiliili area is the limited capacity of the existing pump station in
Waikiki and the sewer lines from the McCully, Moiliili, Lower Manoa and Kapahulu areas that

connect into it. However, there is no moratorium on new sewer hook-ups in the Moiliili area.

It is recommended that an application for a sewer connection be submitted to the City
Department of Planning and Permitting in order to identify potential sewer system deficiencies.
The City would compare DHHL’s proposed scope for a multifamily housing development with
the existing level of system demand created by Bowl-O-Drome. If the City determines that the
system demand of the new development is acceptable, a sewer connection permit could be issued

prior to the City’s 6-Year Capital Improvement Program planned system improvements.

Projected timing for these system improvements is to initiate design in 2001 and start

construction in 2004.

3.3.2 Water Capacity

The existing potable water source, storage and transmission facilities for the Moiliili area are

adequate for current levels of use. Redevelopment that does not significantly increase potable
water demand will probably not require upgrades to the source, storage or transmission facilities.

According to the Board of Water Supply (BWS), there are currently no identified water

Existing Conditions e 3-6
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distribution problems in the Moiliili area. The distribution system is generally upgraded only if
there is a break or leak in the water lines, or if the system does not provide adequate fire

protection.

To confirm that sufficient water capacity is available for redevelopment of the Bowl-O-Drome
site, it is recommended that a request with the pertinent proposed development scope be
submitted to the BWS. Typically, the BWS would assess a facilities charge for the number and

type of water fixtures within a development at the building permit stage.

3.3.3 Drainage Capacity

The underground drainage system in the Moiliili area ultimately discharges into the Ala Wai
Canal. Because of the existing level of development in the area and the Bowl-O-Drome’s
existing impervious surfaces (building and paved areas), significant impacts on the drainage

system are not anticipated with redevelopment of the property as multifamily housing.

3.34 Circulation and Parking
The Bowl-O-Drome site fronts four-lane Isenberg Street which has on-street parking on both

sides of the street. The existing right-of-way is seventy feet and according to the City
Department of Planning and Permitting, no additional setbacks are required. Isenberg Street
intersects with King Street approximately 600 feet north of the Bowl-O-Drome site and with
Date Street about 300 feet south of the property. Both intersections are controlled by four-way

stoplights.

Existing Conditions ¢ 3-7
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4.0 MARKET DEMAND FOR MULTIFAMILY HOUSING
AMONG DHHL OAHU APPLICANTS

4.1 Market Demand Study Objectives

In October 1999, SMS, Inc. conducted a telephone survey of 503 randomly selected Department
of Hawaiian Home Lands (DHHL) applicants who are on the waiting list for Oahu residential
homestead awards. The study’s complete findings are contained in SMS’s report entitled, “A
Report on Multi-Family Demand Study Among DHHL Applicants” (December 1999). The
general purpose of the survey was to identify the extent of demand for for-sale multifamily
housing, and the preferences and concerns of those who might possibly occupy a DHHL
multifamily housing project. More specifically, the questions were designed to gather

information that would meet the study’s primary objectives to:

¢ Quantify demand for for-sale multifamily units among Oahu DHHL residential applicants
by location of potential DHHL multifamily housing developments:
Moiliili: high-rise condominium building on Bowl-O-Drome site
Makiki: mid-rise building or townhouse off Prospect Street by Punchbowl
Waianae: townhouse complex near Waianae Comprehensive Health Center
Kapolei: townhouse complex
o Identify beneficiaries’ needs and preferences as they relate to multifamily living; and

¢ Record opinions of beneficiaries regarding DHHL’s concepts for the development of

multifamily housing.
4.2  Multifamily Housing Market Demand Findings

Market demand among DHHL’s Oahu beneficiaries for for-sale multifamily housing units at the

Bowl-O-Drome Site was measured on the basis of two general characteristics: 1.) “financial

Market Demand » 4-1
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qualifications”, and 2.) “interest” in purchasing a multifamily housing unit. The telephone
survey asked a series of questions related to these characteristics to arrive at the number of

“qualified interested applicants”.

Of the total 503 survey respondents, 168 people (approximately 33 percent of those surveyed)

met the following financial qualifications criteria as defined by DHHL:

1. Whether or not they would be interested in buying a 2 or 3 bedroom multifamily

unit on DHHL land with a monthly mortgage payment of about $800 per month;

($800 was the approximate minimum monthly mortgage payment estimated to buy a multifamily

unit on DHHL land)
2. That they have some savings — amount unknown, but not zero; and that the
3. Current annual applicant income — or, if married, applicant and spouse incomes —

,,,,,,, must be at least $20,000.

Table 4-1 summarizes the responses of the 168 “financially qualified” applicants when asked
whether they would be interested in buying a multifamly unit as a homestead award at one of the
four potential sites. Survey respondents were given the choice to answer “YES”, “MAYBE”,
“NO” or “DON’T KNOW?”, and to explain why. The total of those who answered “YES” are
,,,,,, ; listed in the left hand column (“conservative estimate). The total of those who answered “YES”

and “MAYBE” are listed in the right-hand column (“liberal estimate™).

TABLE 4-1
“Qualified Interested” Applicants’ Relative Interest Among Potential Sites
“Willing to buy...” “Willing to buy...”
POTENTIAL SITE Answered “YES” Answered “YES” and “MAYBE”
Moiliili: high-rise condominium 17 (209) 28 (343)
Makiki: townhouse 17 (209) 33 (405)
Makiki: mid-rise condominium 17 (209) 31 (380)
Waianae: townhouse 7 (86) 12 (147)
Kapolei: townhouse 19 (233) 30 (368)

* Numbers in parenthesis () are an extrapolation of survey responses to DHHL’s 10-01-99 Oahu applicant list.
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Respondents were relatively equally interested in the Moiliili (Bowl-O-Drome) site as they were
in the Makiki site options, although a few more people were willing to respond “MAYBE” to the
Makiki location. Waianae drew the least amount of interest, and Kapolei had the most number

of survey respondents who answered “YES”.

When extrapolated to DHHL’s Oahu residential list of 6,476 individuals (as of October 1, 1999),
the 17 to 28 “qualified interested applicants” in a multifamily housing unit at the Bowl-O-Drome
site translates to approximately 209 (conservative estimate) to 343 individuals (liberal estimate)

who could be potential buyers, or 3% to 5% respectively of those on the list.

It should be noted that it has been DHHL’s experience that a low percentage of those on the wait
list - about 5% for the Waimanalo Residence Lots and 8% for the Princess Kahanu Estates -
actually received loan approval status and/or close the sale on the purchase of a single family
housing unit. Both projects were for-sale single-family homes (a few self-help house lots in
Waimanalo) with house prices ranging from $78,700 - $146,900 at Princess Kahanu Estates, and
$108,850 - $143,200 at Waimanalo Residence Lots. At the time of this writing, data were not

available for the Kalawahine project as closings were still taking place.

4.3  Beneficiaries’ Housing Needs and Preferences

The survey also identified some of the beneficiaries’ household characteristics that have planning

implications in terms of property design, unit pricing, and marketing such as:

» Potential buyers tended to have large families and preferred a unit with at least
three bedrooms and two bathrooms.

» Many of the potential buyers showed interest because they assumed that a
multifamily housing unit would be more affordable than a single-family house.

» The urban locations of Makiki and Moiliili developments had a strong appeal
among the applicants.

» A large majority of potential buyers would not initially be looking to buy a
multifamily housing unit.

» The interest in buying was more strongly influenced by the location of the
applicant’s current residence than the area in which they thought they wanted to

live.
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Section 5.0 of this report contains a discussion of four alternative housing schemes. The
conceptualization of those alternatives took into consideration the survey’s findings on
household characteristics, and housing preferences, as well as the existing housing types in the

Bowl-O-Drome area.

4.4  Beneficiaries’ Opinions of DHHL.’s Multifamily Housing Development Concepts

About 30 percent of the overall survey respondents responded positively when asked whether
they thought it would be a good idea for DHHL to build multifamily housing (townhouses and
high-rise condominium buildings). People responded positively primarily because they thought
that multifamily units would be more affordable than single-family homes, so qualification
would be easier and more people could be taken off the waiting list. However, the preliminary
development costs analysis in Section 6.3 concludes that multifamily housing units at the Bowl-
O-Drome site would not be significantly less expensive than typical single-family units that are

constructed for DHHL housing projects.

About 50 percent of all respondents expressed negative feelings about the idea of DHHL
building multifamily housing. However, the strength of that resistance was not overwhelming.
The strongest reasons for not supporting DHHL’s effort to build multifamily housing was
because applicants preferred a single family home — they expressed a need for land and yard
space - and having neighbors within close proximity was considered a negative aspect of
multifamily living. Because many of the potential buyers’ family units are large and include

children, they also expressed concerns regarding the safety and size of multifamily

developments.

Beneficiaries were also asked about their position on DHHL developing kupuna multifamily
rental housing. Over 70 percent of the respondents thought it was a good idea, however, some
said they would support it only if it is affordable, safe and secure, or geared toward kupuna who
need assistance. The primary reason given for opposing kupuna multifamily rental housing was
that the respondents felt that the kupuna deserve to own a home and deserve better than rental
housing. The second most frequent reason given for not supporting kupuna rental housing was

that a high-rise type of development was not considered good or safe for kupuna.
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4.5

Survey Highlights

Demographic and preference highlights of the 503 survey respondents are summarized below:

L]

Income Married (%) Not Married (%)
Don’t know / refused 7.6% 8.2%
less than $10,000 34 19.0
$10,000 - $19,999 10.4 224
$20,000 - $29,999 13.8 23.8
$30,000 - $39,999 19.1 11.6
$40,000 - $49,999 14.6 6.8
$50,000 - $59,999 10.1 4.1
360,000 - $64,999 11.0 2.7
$75,000 - $99,999 6.7 14
$100,000 or more 3.4 0
Amount of Savings
Married 49.2% less than $5,000
Not Married 56.5% less than $5,000
Current Residence Ownership
Rent 48.1%
Own 42.1%

Current monthly shelter costs

Less than $200
$200 - $499
$500 - $799

$800 — $1,099
$1,100-%1,399
$1,400 - $1,999
$2,000 or more
Don’t know/refused

Rent
5.0%

16.1
40.5
223
9.5
29
1.2
2.5

Mortgage (incl. maintenance fees)

7.1%
7.1

13.2

17.0

12.7

18.9

14.6
9.5

Number of people in Homestead Family (including respondent)

1 5.6%

2 15.3%

3 20.3%

4 22.5%

5 15.3%

6 9.9%

7 5.4%

more than 7 5.8%
refused 0.8%

Number of Bedrooms wanted

1 0.4%

2 6.6%

3 34.4%

4 43.3%

5 10.3%

Preferred area of living

Honolulu 23.3%
Windward 36.0%
Leeward 34.6%
other areas 6.2%

Bathrooms wanted
6.2%
72.0%
18.9%
1.6%
0.2%
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5.0 ALTERNATIVE DEVELOPMENT CONCEPTS

Following the completion and preliminary analysis of the telephone survey results, the feasibility
consultant team met with the Department of Hawaiian Home Lands (DHHL) to review their
development objectives — multifamily housing and commercial space - for the Bowl-O-Drome
site. The team was directed to fully “test” the feasibility of developing multifamily housing,

with and without commercial floor area, as well as a variety of multifamily housing types.

Eight alternative housing schemes were then developed: walk-up “flats”, mid-rise multifamily
with and without ground-level commercial retail space, a high-rise condominium building with
commercial retail and office space, two- and three-story townhouses with and without individual

yards, and single-story kupuna rental multifamily housing.

These alternatives were initially conceptualized with a number of factors in mind such as
affordable unit prices for lower income beneficiaries, affordability to develop, beneficiaries’
housing preferences, providing housing geared toward kupuna, and offering a housing

configuration that had individual yards and garages.

The eight alternative housing schemes were evaluated based on Moiliili-area market prices for
certain housing types and commercial space, development cost feasibility, and unit
price/homebuyer affordability. Four of the eight alternative schemes were identified as those

most likely to be “viable” given DHHL’s development objectives.

The basic development parameters and rough cost estimates of the four alternatives are
summarized in Table 5-1. Site improvement costs do not include potential sewer upgrade costs.

Conceptual site plans and additional cost estimate information is contained in Appendix A.

Alternative Development Concepts » 5-1
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6.0 MARKET ANALYSIS

6.1  Market Analysis Study Objectives.

The objectives of Mikiko Corporation’s market study were two-fold: 1.) to provide a market
overview and assessment for the Bowl-O-Drome redevelopment scenarios — multifamily for-sale
housing, multifamily rental housing for kupuna, and mixed use multifamily housing and
commercial; and 2.) to provide a comparative financial analysis of the four altemative
development scenarios outlined in Section 5.0 of this report. Mikiko Corporation utilized the
findings of the SMS survey and other available data in preparing the market assessment.
Additional market analysis details are contained in Mikiko Corporation’s “Phase 1” and

“Phase 2” reports located in Appendix B.

6.2 Market Overview and Assessment

6.2.1 For-Sale Housing Assessment

According to the SMS survey findings, approximately 70 percent of the “qualified interested”
homestead families who would be willing to purchase a condominium in Moiliili or a mid-rise or
townhouse in Makiki earn between $30,000 to $49,000 per year. It was concluded that the
development prototypes at the Bowl-O-Drome site should focus on 2- to 3- bedroom units priced
from about $80,000 to $135,000 in order to provide multifamily housing awards that are
affordable to this sector of beneficiaries. DHHL could provide housing units in this price range
that would offer superior value to what is available on the open market and would support those

beneficiaries most in need of housing assistance, namely lower income groups.

Further analysis of unit price affordability focused on viable pricing for lower income brackets
because those earning more than $50,000 per year represented only 30 percent of the “qualified
interested” homestead families. Also, it would not be logical, nor would it support those
beneficiaries most in need of housing assistance, for DHHL to provide multifamily homesteads

at prices above what is available in the open market.
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Some basic financial assumptions used in the analysis included: standard mortgage loan criteria
of approximately 33 percent of monthly gross income going towards housing expenses, and a
mortgage lending rate of 8 percent for a 30-year mortgage. The “best case” financial analysis
also assumed that beneficiaries would utilize the Office of Hawaiian Affairs (OHA) down-
payment loan program and avail themselves of the maximum $20,000 offered at 3 percent annual

interest amortized over a 15-year term.

6.2.2 Commercial Market

The conceptual layout for development Option C includes four floors of commercial space
facing Isenberg Street on top of a four-story parking structure. Additionally, there is a small
ground floor retail space fronting Isenberg Street. Nine commercial centers in the Moiliili and
McCully neighborhoods were surveyed with respect to their development characteristics and
market performance to evaluate comparative market data and assess the lease-up potential of

Option C's commercial square footage.

The two commercial areas within Option C  offer significantly different commercial
opportunities. The ground floor space is very suitable for a retail or restaurant use, depending on
site layout, floor area and parking. Its strongest market potential would be as a convenience
store given the subject property’s adjacency to Stadium Park, the density of the surrounding
residential area, and its walking distance to Iolani High School. The upper level commercial or
office space may be difficult to lease given that there is no good indication of a strong demand
for office space in the area. As a new building, it could have modern communications
infrastructure, security and other amenities that would make it more appealing for tenants such as

high-tech firms compared to the older office buildings in the area.

In any case, the development of commercial/retail and office space does not appear economically

— T
St S, 5

viable as a mlxed -use component of a multifamily development at the Bowl-O-Drome site.

Lease rents would have to be above current market rates in order to carry the debt load for new

construction. Also, there are long-standing upper floor vacancies already within the region such
that lease-up of new spaces could take a long time - perhaps at the rate of only 2,000 to 3,000

square feet per year of the over 60,000 square feet available in Option C.
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6.3  Development Costs - Comparative Analysis of Four Scenarios

The four development scenarios were re-evaluated in terms of homestead unit sales prices
required to support the allocated homestead development costs with DHHL as the developer, and

if a private for-profit developer were used.

Homestead development appears to be feasible at the unit pricing levels recommended in Section
6.2 for the “Flats” (Option A) and “Townhouse” (Option D) scenarios, if DHHL were to develop
the units itself. However, if an outside for-profit developer is used, the additional financing costs
and a reasonable profit margin. make all four development scenarios significantly higher than the

recommended unit pricing levels.

Table 6-1 illustrates that, with DHHL as the developer, Options A and D standout as those most
likely to be able to recover the necessary development costs while serving the lower income

beneficiary population that is unable to find similar housing in the open market place.

TABLE 6-1
Homestead Units’ Sales Prices Required to Support DHHL Development Costs

Income Groups
Housing Scheme No. of Units Unit Pricing Served
Option A — Flats 69 units $78,000 - $135,000 $30,000 - $45,000
Option B — Mid-rise 87 units $126,000 - $168,000 $40,000 - $50,000
Option C — Mixed-use High-rise 126 units $118,000 - $211,000 $40,000 - $60,000
Option D — Townhouse 35 units $110,000 - $165,000 | $35,000 - $50,000

When using a for-profit developer, unit pricing rises by approximately 18 percent. Table 6-2
illustrates that with the additional cost burdens, Option A might still be able to serve a relatively
low income beneficiary population with incomes in the range of $35,000 to $50,000, while

Option G might serve those with incomes in the range of $40,000 to $55,000.
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TABLE 6-2
Homestead Units’ Sales Prices Required to Support

“For-Profit” Private Development Costs

Income Groups
Housing Scheme No. of Units Unit Pricing Served
Option A — Flats 69 units $96,000 - $164,000 $35,000 - $50,000
Option B — Mid-rise 87 units $153,000 - $204,000 $45,000 - $60,000
Option C — Mixed-use High-rise 126 units $143,000 - $257,000 $45,000 - $65,000
Option D — Townhouse 35 units $133,000 - $200,000 $40,000 - $55,000

6.4  Housing Types - Policy Considerations

6.4.1 Comparison of Options A and D

In addition to development costs and affordability considerations noted above, the conclusion as
to which housing-type option is best to pursue involves other related policy issues. The relative

advantages and disadvantages of Options A and D are summarized below:

e Option A advantages:
v' Lowest priced units of all options — permits affordability to more challenged
segment of beneficiaries
v Provides more units than Option D

v Could most impact the beneficiary waiting list

e Option A disadvantages:
v Smallest units of the four options — limited appeal to larger households
v’ Relatively higher costs per square foot than other options

v The private market offers a great deal of similarly sized product
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e Option D advantages:
v More similar to single-family home ideal clearly preferred by beneficiaries
v More of beneficiary monthly payments applied to housing acquisition — fewer
 common elements = lower common area maintenance fee
v Fewer number of units might meet with easier acceptance by the Moiliili
community
v Lower development costs and fewer number of units allows DHHL to test the

multifamily market concept at lower risk than Option A

e Option D disadvantages:
v Offers only 35 units — fewest number of units of the four options

v “Townhouse” product relatively untested in the regional marketplace

6.4.2 Kupuna Rental Housing

Although DHHL is not proposing it at this time, the SMS survey asked applicants if they thought
it was a good idea for DHHL to build multifamily housing and use it as rental housing for
kupuna. Over 70 percent of those surveyed responded positively. A kupuna rental-housing
project may be a possible venture at the Bowl-O-Drome site, assuming that units can be
developed and operated in a secure, attractive environment at costs that are supportable by the
Fair Market Rents (FMR) guidelines. However, further analysis would be required to identify
market demand, operating costs and how much of the development costs would have to be

financed by DHHL before such a venture could be fully evaluated.
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CORPORATION

March 28, 2000

Mr. Bruce Tsuchida

President

Townscape, Inc.

900 Fort Street Mall, Suite 800
Honolulu, HI 96813

Re:  Phase 2 Report: Comparative Analysis of Four Development Scenarios
for the Isenberg Site, in Mo’ili’ili, Island of Oahu

Dear Mr. Tsuchida:

This letter report concludes Phase 2 of our contract regarding planning for the Department of
Hawaiian Home Lands (DHHL)’s site on Isenberg Street in Honolulu. This letter report presents
further analyses to the findings shown in our Phase 1 report, which was dated February 9, 2000.

The first section of this report presents an executive summary of the Phase 2 findings. Subsequent
sections provide the study background and detailed findings, as follows:

Phase 2 Study Background — beginning on page 4

Product and Pricing Recommendations — beginning on page 7
Beneficiary Qualification — beginning on page 8

Estimated Development Costs — beginning on page 9
Comparative Financial Analyses — beginning on page 9

Study Conditions — beginning on page 12

* ¢ ¢ 0

Following this letter are exhibits that support the analyses upon which the conclusions are based.

2300 Pauahi Tower 1001 Bishop Street Honolulu, Hawaii 96813
Telephone 808 942 5493  Telefax 808 942 7638  Email mikiko@pixi.com

Development planning and tourism advisory services in Hawai’i, Asia, and the Pacific
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EXECUTIVE SUMMARY

Homestead development appears to be feasible at the pricing levels recommended in the Phase 1
study, for Options A and D, if DHHL were to develop the units itself'. However, if an outside for-
profit developer is used, the additional financing costs and required profit margin make all four
development scenarios unfeasible at the recommended price levels.

Re-evaluating the four scenarios in terms of the homestead unit sales prices required to support the
allocated homestead development costs reveals the following:

OPTION A OPTION B OPTION C OPTION D
Number of units 69 87 126 35
Allocated costs per unit? $103,559 $153,956 $160,146 $141,493
Low | High Low High Low High Low High
Unit pricing: .

As recommmended 5755000 $130,000 | $105,000 | $140,000 | $75,000 | $135,000 {$110,000/$165,000

Breakeven — DHHL $78,000 $I35:,'000 $126,000 | $168,000 {$118,000] $211,000(%$110,000({$165,000

Breakeven — For-profit entity | $95,000 | $164,000 | $153,000 | $204,000 {$143,000} $257,0001$133,000{$200,000
HF income groups served:

As recommended $30,000 1 $45,000 | $35,000 | $45,000 }:$30,000 | $45,000 | $35,000 | $50,000

Breakeven — DHHL $30,000 |:$45,000 | $40,000 | $50,000 | $40,000 | $60,000 | $35,000 | $50,000

Breakeven — For-profit entity $35,000 | $50,000°| $45,000 | $60,000 | $45,000| $65,000 | $40,000 | $55,000
HF income as % median”: ' ,

As recommended 49% 74% 58% T4% 49% 74% 58% 82%

Breakeven — DHHL 49% 74% 66% 82% 66% 99% 58% 82%

Breakeven — For-profit entity 58% 82% 74% 99% 74% 107% 66% 90%

Options A and D continue to stand-out as those most likely to be able to recover the necessary
development costs while serving a beneficiary population unable to find similar housing in the
open marketplace. Even with the additional cost burdens posed by using a for-profit developer,
Option A might still serve a population with incomes in the range of 58% to 82% of the Oahu

! This assurnes DHHL would develop the project with “cash” and no margin or commission would be allocated from unit sales proceeds to
support general Department activities. Based on “allocated homestead costs” only; see remainder of text and Exhibit 5.

2 Costs to be borne by homestead sales. Excludes site work, infrastructure, landscaping and costs related to commercial uses, if any. The latter
items to be absorbed by DHHL outside of this homestead budget. See Exhibit 5 for detail. Budget is without consideration of a profit allowance,

financing or other conditions relevant to outside for-profit developer.

3 Incomes of primary homestead family groups served, as a percent of Oahu median famnily income as of March 9, 2000 (when the Oahu median
family income was $60,900 per U.S. Department of Housing and Urban Development.)
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median family income, while Option D might serve a population at about 66% to 90% of the
median.

The conclusion as to which option is best to pursue involves the financial considerations noted
above, but also other related policy issues. Market comparisons of Options A and D include the
following:

¢+ Option A advantages:

Lowest priced units of all options, making it most likely to find qualified beneficiaries, and
permitting affordability to a more challenged segment of beneficiaries;

Provides more units than Option D; and

Combining first two considerations, could most impact the beneficiary waitlist.

¢ Option A disadvantages:

The smallest units of the four options considered, with 21% 1-bedrooms at approximately
600 square feet net interior space, and the largest units approximately 1,000 square feet,
compared to 1,200 for Option D;

Related to the above, the small unit sizes would restrict the project’s appeal to relatively
larger households;

Relatively higher cost per square foot than other options (but still below marketplace); and
The private market offers a great deal of similarly sized product.

¢ Option D advantages:

Townhouse product offers relatively larger units with enclosed, dedicated parking adjacent
to each unit;

In light of the above, the townhouse product is more similar to the single-family ideal that
is clearly preferred by beneficiaries;

Townhouse product allows more of beneficiary monthly payments to be applied to housing
acquisition, since it would have fewer common elements to upkeep than low-rise Option A;
Townhouse design and fewer number of units overall might meet with more community
acceptance than Option A; and

Detached units, fewer number of units and lower development costs overall would permit
DHHL to test the multifamily market model at lower risk than under Option A.
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¢+ Option D disadvantages:

Offers only 35 units; and
A product (townhouse) relatively untested in the regional marketplace.

Although not evaluated in this study, in the event of an outside developer, it is likely that it would
be preferable to use a nonprofit rather than a for-profit entity. This could require DHHL to
structure the development agreement to permit this, and could allow the developer access to
special grant and/or HUD funds.

PHASE 2 STUDY BACKGROUND

DHHL holds title to some 82,493 square feet of land on Isenberg Street, underlying the former
“Bowl-O-Drome” facility in Mo’ili’ili, Oahu. In accordance with its mission, DHHL is evaluating
the feasibility of redeveloping the site to offer housing awards to its beneficiaries.

Several redevelopment scenarios are being considered for the site. These include multifamily for-
sale housing, multifamily rental housing targeted at kupuna (elderly Native Hawaiians), and a
mixed use scenario combining multifamily housing and commercial development.

As per our study agreement and discussions during and subsequent to our progress meeting with
DHHL on February 17, 2000, this Phase 2 report provides a means of comparing four for-sale
development scenarios in terms of their housing affordability for beneficiaries.

Development Scenarios Analyzed

Based on information provided by your consultant Design Partners, Incorporated (DPI), the four
scenarios considered can be characterized as follows:

¢ Option A — Three-story building with elevator and surrounding on-grade parking. This
scenario yields 69 one-, two- and three-bedroom units.

¢ Option B — Four-story structure with ground level parking and residential units on levels two
through four. This scenario also includes an elevator and yields 87 two- and three-bedroom
units. The units would be somewhat larger than similarly configured units under Option A.
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Option C — A parking structure and twin “towers,” one with commercial uses and the other
residential. Each tower would have its own elevator and entryway. This scenario yields 126
one-, two- and three-bedroom units.

Option D — Two-story townhomes with adjacent as well as enclosed on-grade parking for
each. This scenario yields 35 two-, three- and four-bedroom units.

Special Terms and Other Considerations

As in our Phase 1 report, this letter uses certain unique terminology:

1.

Homestead family - The term “homestead family,” was put forth by SMS, Inc. in its 1999
report on a survey of DHHL beneficiaries. A homestead family is defined as the household
unit that would consider moving to a new unit offered by DHHL. Thus, the affordability
analyses presented herein are based on the estimated resources of these homestead families.
As defined by SMS:

A homestead family refers to the group of all people, including the applicant himself or
herself, who will move to the homestead when the award is given. A homestead family is
often the applicant’s current household, but it may also include those currently living
outside of the applicant’s household. It is also possible that the homestead family consists
of a smaller number of people than the applicant’s current household 4.

Qualified applicant — Since the intent of the SMS survey was to identify potential interest in
purchasing a leasehold interest in multifamily housing, respondents were also evaluated with
respect to their ability to pay for such housing. Considering the various special programs and
options available to Native Hawaiians, the standards for determining financial qualification are
more lenient than those that might apply in the open marketplace. According to SMS, DHHL
defined a “qualified applicant” to be one who?:

¢ Expects to pay $800 or more per month on a mortgage, assuming he or she were to
build or buy within 4 or 5 years;

¢ Has some savings (amount undetermined, but more than $0); and

4 8MS, Inc., “A Report on Multi-Family Demand Study Among DHHL Applicants,” December 1999, page 3.

s Ibid, page S.
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¢ Had an annual before-tax income (self and spouse, if married) of at least $20,000 at the
time of the SMS survey.

Based on these criteria, 168 of the 503 applicants surveyed were considered financially
qualified.

Summary of For-Sale Multifamily Housing Findings (Exhibit 1)

As presented in our February 9, 2000 report and at the progress meeting on February 17, 2000, the
Phase 1 findings regarding for-sale multifamily housing units can be summarized as follows:

+ Affordable multifamily purchase prices for qualified applicants are estimated to range from
about $81,000 or $86,000 and up.

Key assumptions include use of the current OHA program for the down payment and
mortgage interest rates (assumed 8% FHA-insured).

The variation in affordable prices derives from the amount of the assumed homeowners’
association (HOA) fees, which would be lower for a townhouse as compared to a standard
condominium type of development.

¢ The overall recommended price range was about $80,000 to $135,000 for predominantly
two- to three-bedroom units (1999 dollars).

This price range would be targeted at the nearly 70% of qualified and interested
beneficiaries with $30,000 to $49,000 in annual income, as estimated by SMS.

The area marketplace offers a selection of fee simple units in this price range, but they tend
to be smaller and to be one- and two-bedroom units in older buildings.

DHHL buyers who can afford to purchase a unit priced at significantly more than $135,000
already have ample multifamily choices in this and nearby areas.



Mr. Bruce Tsuchida
March 28, 2000
Page 7

PRODUCT AND PRICING RECOMMENDATIONS
Development Mix and Unit Sizes (Exhibit 2)

Because of the generally large size of beneficiary households and their tendency to prefer larger
and even single-family units, it is recommended that the multifamily product considered offer
larger units than prevalent in the area marketplace. Based on consultation with DPI, the four
scenarios could yield a range of product sized from about 600 square feet for one-bedroom flats, to
1,300 square feet for four-bedroom townhomes. The majority of units offered under all scenarios
would be two- and three-bedroom units.

Within each development scenario, the average unit offered would range from abut 800 to 1,000
square feet for the first three scenarios (which are “flats”), and would average 1,170 square feet for
the townhomes of Option D. These would represent significantly larger units than offered
elsewhere in the area, where the average mid- to low-rise building listed for sale as of January 20,
2000 was only 631 square feet.

Supportable Unit Pricing (Exhibit 3)

Based on the Phase 1 market findings, Mo’ili’ili/McCully area market benchmarks, and possible
unit sizes, the four development scenarios might yield a range of product priced from about
$75,000 for the 600 square foot one-bedroom flats, to $165,000 for the 1,300 square foot four-
bedroom townhomes.

Options A and C, representing slightly smaller units than the other options, would be the most
affordable, with prices from about $75,000 to $135,000. Because Option C is a high rise plan,
some of its units might have superior views and thus warrant a slight price premium over similarly
sized units in Option A.

The proposed solutions would result in greater value than suggested by the market benchmarks
shown. In addition to offering new units, the recommended products would be priced significantly
below the market benchmarks and/or offer more space. These advantages are considered necessary
in light of the fact that the DHHL units would be leasehold and would have restrictions on their
resale and use, whereas the market benchmarks reflect fee simple products where no such
restrictions apply.

Per square foot, the recommended pricing would compare to the market benchmarks as follows:
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¢ One-bedroom units — Recommended at $125 psf, about 65% of the market benchmark of
$192 psf (based on a sample of 7 listings).

¢ Two-bedroom units - Recommended at $116 to $125 psf, about 56% to 60% of the market
benchmark of $210 psf (based on a sample of 10 listings).

¢ Three-bedroom units — Recommended at $121 to $135 psf, compared to $209 psf for the
single area listing in a low- to mid-rise building as of January 20, 2000.

¢ Four-bedroom townhomes — Recommended at $127 per square foot; no comparable property
listing found in the market area.

BENEFICIARY QUALIFICATION (Exhibit 4)

Applying the loan qualification criteria and terms explained in the Phase 1 report, the
recommended unit pricing would require down-payments and monthly mortgage payments
(excluding payments made for the OHA down-payment loan, if any) as shown on Exhibit 4.

Referring back to the affordability analyses shown in Exhibits 4 and 5 of the Phase 1 report, these
purchase requirements would imply that the units, as planned, should be affordable to and could be
most appropriately targeted at the following beneficiary groups®:

¢+ Option A — Homestead families with approximately $30,000 to $45,000 in annual income,
representing the approximately 55% of qualified homestead families least able to qualify for
market housing opportunities.

¢ Option B — Homestead families with about $35,000 to $45,000 annual income, probably
serving a significantly smaller share of homestead families than Option A, due to the slightly
higher income threshold required by the more expensive minimum mortgage payment. Thus,
this option is estimated to most effectively serve about 35% of those believed to be qualified
and interested.

¢ Option C - Similar beneficiary profile to Option A.

® The Phase 1 analyses include a budget for payment on the assumed OHA down-payment loan program. Additionally, the share of qualified and
interested homestead families that could be served by each development scenario is based on the survey results reported by SMS, Inc. (ibid.)
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¢ Option D — Would need to serve a higher income group than the other options, with its larger
unit sizes and townhome configuration. However, due to the probably lower HOA fees
associated with a townhome as compared to a standard condominium development, the smaller
units might still be affordable to homestead families with incomes as low as $35,000.

ESTIMATED DEVELOPMENT COSTS (Exhibit 5)

DPI estimated total development costs for the four scenarios to range from about $5.7 million for
Option D, to $40.0 million for Option C, including the latter’s commercial aspects. However,
since DHHL customarily absorbs site work and infrastructure in its residential developments, such
costs, and their associated indirect costs, are not anticipated to be recovered by homestead sales.
Additionally, the costs associated with commercial development would also be absorbed in a
separate accounting.

Therefore, the development costs that DHHL would seek to recover in its homestead sales
represent those associated with the residential building(s) and elevator, as relevant. As shown in
Exhibit 5, this reduces the costs to be borne by residential sales to the range of $4.9 million for
Option D, to $20.2 million for Option C.

On a per unit basis, the allocated homestead development costs are least under Option A, at about
$104,000, and the most under Option C, at $160,000.

COMPARATIVE FINANCIAL ANALYSES

DHHL as Developer (Exhibit 6)

It is assumed that DHHL would cover its development costs with cash or an equivalent instrument,
thus it would not incur any financing costs. Also, it is assumed that the entire gross proceeds of
homestead sales would be budgeted to cover their allocated costs. That is, no allowance is
provided for a “fee” or “commission” on homestead transactions. Likewise, it is assumed that the
Department would not budget for any profit margin on the homestead sales. Therefore, a
simplistic means of evaluating the feasibility of the housing elements of the four development
options is to compare their gross sales proceeds with their allocated homestead development costs.
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As shown in Exhibit 6, under Options A, B and C, the allocated development costs exceed the
gross sales proceeds at the recommended pricing levels. Under Option D, the two figures are
approximately equivalent.

The four options were also re-evaluated in terms of the homestead sales prices required to recover
the allocated development costs. This shows that the average unit could be priced within the
recommended range for Option D, but would have to be up to 157% more costly, on average,
under Option C. Compared to the recommended levels, the prices required to cover the allocated
development costs would range as follows:

¢+ Option A — Required prices $78,000 to $135,000 vs. $75,000 to $130,000 as recommended.

¢ Option B — Required prices $126,000 to $168,000 vs. $105,000 to $140,000 as recommended.
¢ Option C — Required prices $118,000 to $211,000 vs. $75,000 to $135,000 as recommended.
¢ Option D — Required prices are at the recommended levels of $110,000 to $165,000.

The higher required prices for Options A, B, and C would push their affordability into higher
income groups than recommended. This in turn would result in their serving smaller shares of the
estimated pool of qualified and interested beneficiaries.

Outside For-Profit Developer (Exhibit 7)

The analysis for an outside for-profit developer differs in that the developer would finance as much
of the development costs as possible, and would require a return on the funds “loaned” to the
project, as well as a developer’s fee (or general and administrative expenses) and a profit margin.
Use of an outside developer might also require DHHL to prepare and administer a Request for
Proposals (RFP). The Department is assumed to absorb such costs rather than to pass them on into
the allocable homestead costs.

According to lenders active in this area, construction financing would be limited to 80% of
appraised value as completed (in this case considered to be the gross sales proceeds at the
recommended pricing levels.) Since DHHL is assumed to absorb some of the actual project costs,
the loan proceeds should also not exceed 80% of the developer’s project expenses. Additionally,
loan terms are typically 1 or 2 points over the prime lending rate, with the lower margin offered to
established developers with good track records and good relationships with the lending institution.
The rate could go as low as prime for a very good client of the lending institution, but for this
analysis, it is assumed to be 1 point over prime, or 10% at current rates. The loan terms presented
here assume DHHL take several steps to prevent the developer from having to resort to a more
costly non-recourse loan (since the lands are to be retained by DHHL and not collateralized.)
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Key assumptions to estimating the costs relevant to a for-profit developer include:
¢ Recommended DHHL steps to enhance developer’s loan options and reduce marketing risk:

Provide pre-qualified buyers under binding contract for all units prior to commencement of
building construction;

Offer a buy-back provision where, after some “drop dead” date, DHHL is prepared to buy
any units that may have fallen out of sale;

Subordinate their improvements to the lender; and

Structure the development agreement in a way that allows the lending institution to claim
Community Reinvestment credits for the loan.

¢ The required term for all funds is assumed to be one year for all options, basically a
conservative construction period plus some sales contract-processing period only’.

¢ DHHL’s provision of buyers, subsidy of a significant portion of development costs, and other
enhancements noted above are considered to reduce the construction and marketing risk for the
developer, compared to typical market deals. This enables a provision for relatively modest
(5%) profit margin, as shown in the exhibits.

Despite the above advantages, use of an outside for-profit developer results in all four options
being unfeasible at the recommended range of prices.

Considering the sales prices required to recover the development costs shows that units would have
to be priced between 121% (Option D) and 191% (Option C) over the recommended prices, on
average. Compared to the recommended levels, the prices required to cover the allocated
development costs would range as follows:

Option A — Required prices $95,000 to $164,000 vs. $75,000 to $130,000 as recommended.
Option B — Required prices $153,000 to $204,000 vs. $105,000 to $140,000 as recommended.
Option C — Required prices $143,000 to $257,000 vs. $75,000 to $135,000 as recommended.
Option D — Required prices $133,000 to $200,000 vs. $110,000 to $165,000 as recommended.

* o 0 0

7 Note: alender might require the builder to develop Option D in phases if a contingent report with pre-qualified buyers under binding contract
were not provided up-front, and/or DHHL were unable to provide a buy-back guarantee. This could significantly increase interest rate charges
and developer risk, hence profit expectation.
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STUDY CONDITIONS

This report and the findings and conclusions stated herein are subject to the following standard
study conditions: ‘

MC has no responsibility to update this report for events and circumstances occurring after the
date of this letter report.

This report is for the internal planning purposes of DHHL and its consultants. It is not to be
used for solicitation of investment or any other third party purposes.

The statements of fact and data reported used in this report are true and correct to the best of
my knowledge. However, much of the information presented has been gathered from
interviews with knowledgeable persons or from secondary sources that I deem reliable. While
I have no reason to believe any such information presented here is incorrect, no responsibility
is assumed for inaccuracies in reporting by government agencies, published or electronic data
sources, interviewees, or any other data source used in preparing this study.

I have no present or prospective interest in the property that is the subject of this report, and
have no personal interest or bias with respect to the parties involved.

My compensation is not contingent on an action or event resulting from the analyses, opinions,
or conclusions in, or the use of, this report.

WO K OE E M
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Thank you for the opportunity to assist Townscape and the Department of Hawaiian Home Lands
on this important planning project.

estre

M. Bouslog
President

Enclosures: Referenced exhibits
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CORPORATION

February 9, 2000

Mr. Bruce Tsuchida

President

Townscape, Inc.

900 Fort Street Mall, Suite 800
Honolulu, HI 96813

Re: Phase 1 Report: Market Overview and Assessment for
the Isenberg Site, in Mo’ili’ili, Island of Oahu

Dear Mr. Tsuchida:

This letter report concludes Phase 1 of our contract regarding planning for the Department of
Hawaiian Home Lands (DHHL)’s site on Isenberg Street in Honolulu. This letter is organized
under major section headers as follows:

¢ Study Background and Approach - beginning below

¢ For-Sale Multifamily Housing Demand and Assessment — beginning on page 4;
conclusions on page 7

¢ Commercial Demand and Assessment — beginning on page 8; conclusions on page 11

¢ Rental Housing Demand and Assessment — beginning on page 12; conclusions on page 12

Following this letter are exhibits that detail the market research and findings upon which the
assessments and conclusions are based.

STUDY BACKGROUND AND APPROACH

DHHL holds title to some 82,493 square feet of land on Isenberg Street, underlying the former
“Bowl-O-Drome” facility in Mo’ili’ili, Oahu. The property was recently recovered from the
former lessee, Stadium Bowl-O-Drome, Inc. In accordance with its mission, DHHL is evaluating
the feasibility of redeveloping the site to offer housing awards to its beneficiaries.

2300 Pauahi Tower 1001 Bishop Sireet Honolulu, Hawaii 96813
Telephone 808 942 5493 Telefax 808 942 7638  Email mikiko@pixi.com

Development planning and tourism advisory services in Hawai'i, Asia, and the Pacific
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Several redevelopment scenarios are being considered for the site. These include multifamily for-
sale housing, a mixed-use scenario combining multifamily housing and commercial development,
and multifamily rental housing targeted at kupuna (elderly Native Hawaiians).

Study Team

Townscape Inc. (TSI) is assisting DHHL by coordinating the development of rules for the
development of multifamily housing, and preparing comparative planning studies for the site.
SMS, Inc., Design Partners Incorporated and Mikiko Corporation are assisting TSI in this effort.

The market survey and analysis firm SMS, Inc. conducted a telephone survey of multifamily
housing demand among DHHL’s Oahu beneficiaries. The results of this survey are summarized in
their December 1999 report entitled, “A Report on Multi-Family Demand Study Among DHHL
Applicants” (hereinafter, “the SMS survey.”) Mikiko Corporation (MC) was asked to utilize the
findings of the SMS survey in preparing this assessment.

Design Partners Incorporated (DPI) is providing conceptual planning, design studies and
preliminary development cost assessments for the various development scenarios under
consideration.

The services of Mikiko Corporation (MC), are detailed below.
Mikiko Corporation Study Objectives and Approach

The objectives of MC'’s first phase of assistance on this engagement were to support TSI’s
planning studies for this site, as follows:

1. Residential for-sale market — To estimate affordable mortgage payment amounts and
multifamily home purchase prices for DHHL beneficiaries, considering financial qualification
data obtained from the SMS survey, information on applicable loan terms provided by DHHL,
and other factors. The scope was also expanded to include evaluation of current pricing
characteristics of condominium units in the vicinity of the Subject.

2. Commercial market —To survey and evaluate current commercial office, retail and restaurant
lease terms within the vicinity of the Subject, and based on such information, to assess the
potential target markets for commercial uses at the site, including their associated rents and
operating expenses. MC conducted site visits to several of the comparison developments in the
area and conducted other investigations related to market conditions. CMF Consulting, a
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division of Colliers Monroe Friedlander, Inc, collected much of the primary market data in this
area.

3. Residential rental market — To survey the current availability and pricing of apartment or
townhouse rental units in the vicinity of the Subject, and to compare these offerings to Fair
Market Rents established by the U.S. Department of Housing & Urban Development.

In a second phase of work, MC will provide a comparative evaluation of the three to five
development scenarios proposed by the study team.

Special Terms and Other Considerations
Unique terminology used in this report are defined as follows:

1. Homestead family - This report utilizes the term “homestead family,” as put forth by SMS in
its survey. This is the household unit that would consider moving to a new unit offered by
DHHL. Thus, the affordability analyses presented herein are based on the estimated resources
of these “homestead families.” As defined by SMS:

A homestead family refers to the group of all people, including the applicant himself or

~~~~~~ : herself, who will move to the homestead when the award is given. A homestead family is
often the applicant’s current household, but it may also include those currently living
outside of the applicant’s household. It is also possible that the homestead family consists
of a smaller number of people than the applicant’s current household !.

2. Qualified Applicant — Since the intent of the SMS survey is to identify potential interest in
purchasing a leasehold interest in multifamily housing, respondents were also evaluated with
respect to their ability to pay for such housing. Considering the various special programs and
options available to Native Hawaiians, the standards for determining financial qualification are
more lenient than those that might apply in the open marketplace. According to SMS, DHHL
defined a “qualified applicant” to be one who*:

¢+ Expects to pay $800 or more per month on a mortgage, assuming he or she were to
build or buy within 4 or 5 years;

'SMS, Inc., “A Report on Multi-Family Demand Study Among DHHL Applicants,” December 1999, page 3.

2 Ibid, page S.
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¢ Has some savings (amount undetermined, but more than $0); and

¢ Had an annual before-tax income (self and spouse, if married) of at least $20,000 at the
time of the SMS survey.

Based on these criteria, 168 of the 503 applicants surveyed were considered financially
qualified.

Finally, whereas the SMS survey queried respondents about their interest in a homestead award in
a high-rise condominium unit on Isenberg Street in Mo’ili’ili, current plans are for a mid- to low-
rise development at the Subject. On the other hand, the SMS survey also inquired about interest in
a mid-rise or townhouse development in the Makiki area (off of Prospect Street, near to
Punchbowl.) In order to avoid confusing locational from building type preferences in the survey
results, this study considers both the interests expressed in the Mo’ili’ili and the Makiki sites as
relevant to the developments currently proposed at Isenberg.

FOR-SALE MULTIFAMILY HOUSING DEMAND AND ASSESSMENT

Financial Qualifications of Beneficiaries (Exhibits 1 and 2)

Based on extrapolation from the survey sample to the entire population of Oahu beneficiaries,

SMS estimates some 209 applicants could be qualified and interested in receiving a Mo’ili’ili or
Makiki multifamily award. Within this group, all homestead families are estimated to have before-
tax incomes of at least $30,000, but the numbers drop of dramatically at higher income levels, as
shown in Exhibit 1.

Likewise, half of these relevant homestead families are estimated to have savings of $5,000 or less,
suggesting very limited family resources that might be applied to a housing down-payment.
Another 28% to 35% are thought to have savings of $5,000 to $25,000, but nearly 15% could have
savings of $50,000 or more, as shown in Exhibit 2.

Housing Preferences (Exhibit 3)

Qualified interested applicants showed a strong preference for two- or three-bedroom multifamily
units, even after being asked to “compromise” their preferences based on financial or other
considerations. Relatively large units would appear to be necessary given their often-larger
household sizes.
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Affordability Analysis of For-Sale Housing (Exhibits 4 through 6)

Exhibit 4 presents the conclusions regarding for-sale housing affordability in a low- to mid-rise
development, for qualified interested applicants. The analysis considers income distribution,
mortgage loan criteria, and other factors.

*

Standard mortgage loan criteria - Based on interviews with property managers and mortgage
loan officers, approximately 33% of monthly gross income should be considered toward
housing expenses. Also, maintenance fees for a multi-story building with an elevator but few
other amenities could be expected to range from about $200 to $250 per month.

Mortgage lending rate — According to DHHL, the applicable mortgage loan term for a DHHL
beneficiary are based on the Federal Housing Administration (FHA) programs, which are
approximately one-half point below market rates. According to brokers, 30-year mortgages are -
currently slightly over 8%, and rates are expected to rise modestly through the year. Thus the
8% rate used would allow for some increases in prevailing interest rates.

Mortgage insurance — Is not deducted from the homestead family housing budget because
FHA loans are themselves insured.

Homeowners’ insurance — Is not deducted form the homestead family budget because
mortgage brokers indicate that for multifamily purchases, the building maintenance fees are
considered a reasonable proxy instead.

Real property taxes — Are not deducted from the housing budget because, according to
DHHL, the City and County of Honolulu offers beneficiaries an approximately 7-year period
of real property tax forgiveness. Therefore, underwriters typically do not consider real
property taxes when qualifying DHHL applicants.

Down payment assumptions - According to DHHL, Native Hawaiians are eligible for down-
payment loans from the Office of Hawaiian Affairs (OHA), consisting of up to $20,000 offered
at 3% annual interest amortized over a 15-year term. Since these funds are offered at

extremely favorable terms and can be used in lieu of the entire down-payment on a homestead
acquisition, this “best case” financial analysis assumes that all beneficiaries avail themselves of
the maximum $20,000.
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After deducting points and closing costs, some $18,000 of this budget could remain to be
applied to a down payment’. Any remaining down payment amounts necessary to achieve 20%
down are assumed to be funded by the homestead family.

For the approximately 40% of qualified interested homestead families who would fall into
the lowest income category of $30,000 to $39,999, no additional down-payment would be
necessary.

Maximum affordable home purchases for higher income homestead families could require
household contributions to the down payment over and above the OHA funds. These
contributions could range from about $7,000 at a $40,000 annual income, to $40,000 for
the 6% or so of homestead families estimated to earn at $75,000 or more annually. These
contributions appear significant but not unreasonable given the distribution of homestead
family savings shown previously in Exhibit 2.

In conclusion, supportable multifamily homestead purchase prices range from about $81,000 for
the approximately 40% of qualified interested homestead families who earn $30,000 to $39,999
per year, to up to $289,000 for the top 6% earning $75,000 to $99,999.

Exhibit S reviews the analysis presented above for a townhouse development. Within this
scenario, there would be less common area for an owners’ association to maintain, particularly
since stairwells are within each unit and thus private, and there would be no common balconies,
walkways or elevators, and garden areas would likely be enclosed within each unit and private.
Therefore, the budget for maintenance fees on such a property can be reduced. Consultation with
lenders, developers and property managers suggests that a monthly allowance of $190 is sufficient.
Compared to the analyses shown in Exhibit 4, this raises the amount of income that can be applied
to housing payments, thus the maximum homestead purchase amounts are accordingly higher than
shown previously.

Exhibit 6 contrasts the affordability conclusions for low- to mid-rise and townhouse
developments. The lower association dues assumed for the townhouse development support
affordable homestead purchase amounts of approximately $4,000 more across all five income
points evaluated.

3 At the lower home purchase price levels. At higher levels, points and closing costs could consume more of this budget, but the homestead buyer
is assumed to be capable of funding such costs from private resources.
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Comparative Market Offerings (Exhibits 7 through 10)

Because it does not appear logical for DHHL to expend funds to provide homesteads priced at
above what is available in the open marketplace, the above affordability analysis is re-evaluated in
light of market indicators for multifamily housing in the areas surrounding the Subject. Market
research shows that:

*

The median list price of fee-simple units in buildings of 7 stories or less in the
Mo’ili’ili/McCully area was approximately $89,000 for 1-bedroom units, or $155,000 for 2-
bedroom units (there was only one 3-bedroom unit listed, at $245,000) as of late January 2000.
These represent median asking prices of $192 to $210 per square foot (Exhibit 7).

These fee-simple prices refer to units ranging from 445 to 653 net interior square feet, for 1-
and 2-bedroom units respectively (Exhibit 8).

A comparative analysis of leasehold units is difficult to make, since the particular remaining
terms and other conditions of the ground leases are not available. However, listings for 5
leasehold units in the same area show prices ranging from $35,000 to $81,900 for units sized
from 444 to 925 net interior square feet (Exhibits 9 and 10).

Conclusions Regarding Pricing of For-Sale Multifamily Housing at Isenberg

In order to provide multifamily housing awards that are affordable to beneficiaries, that offer
superior value to what is available on the open marketplace, and that support those beneficiaries
most in need of housing assistance, it is concluded that development at the Isenberg site should be
focused on 2- to 3-bedroom units priced from about $80,000 to $135,000 for the leasehold interest.
In addition to utilizing the findings of the SMS survey, this assessment considers that:

*

FHA interest rates are assumed to remain at or below about 8% for 3-year amortization
periods, and the availability and terms of the OHA down-payment loan program are assumed
to remain as stated.

Compared to the market comparables, the Isenberg offerings would be new and thus in
superior condition. Also, its location alongside Stadium Park would offer an attractive “green
belt” and recreational resource generally superior to the competitive units.
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¢+ While the marketplace offers a reasonable supply of units in the recommended price range
already, they are 1- to 2-bedroom units only (see Exhibit 5). Three-bedroom multifamily unit
listings were very rare. Thus, the recommended mix of 2- and 3-bedroom units would offer
superior value and begin to address the stated homestead family preferences.

+ Despite SMS’ finding that some 209 DHHL applicants are both qualified and interested in a

Mor1’ili’ili or Makiki multifamily award, an estimated 197 of these applicants were still found
to prefer a single-family award®.

¢ A DHHL homestead is less readily re-marketed than units purchased on the open marketplace.

+ Finally, the DHHL awardee would be acquiring a leasehold, not a fee-simple interest.

COMMERCIAL DEMAND AND ASSESSMENT

Proposed Commercial Development Concept

“Option C” for development of the Subject site, as conceptually laid out by DPI, includes four
floors of commercial area on top of a four-story parking structure. Within the site, the commercial
complex would face Isenberg Street. Additionally, there appears to be a small ground floor retail
area fronting Isenberg Street. Floor plates and gross leaseable areas of these commercial areas are
not yet available.

This section presents comparison market data and the assessment for lease-up of these potential
commercial areas.

Area Market Conditions by Building (Exhibits 11 and 12)

Nine commercial centers in the Mo’ili’ili and McCully neighborhoods were surveyed with respect
to their development characteristics and market performance. Their physical characteristics are
summarized in Exhibit 11, while current asking rents and vacancy characteristics are presented in
Exhibit 12. None of the centers poses a direct comparison to the commercial concept proposed for
the Isenberg site, but all offer useful benchmarks.

4 SMS, Inc., “A Report on Multi-family Demand Study Among DHHL applicants,” December 1999, page 19.
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¢ Similar locations - Old Stadium Mall and the McCully Commercial Center are considered
locationally most similar to the Subject in that they are not near to any major center of
consumers, and each has unique issues hampering their visibility from the major thoroughfare.
However, both are unlike the proposed scenario in that they are single-story buildings and offer
ground level parking adjacent to the tenant spaces.

Old Stadium Mall is also fully leased, mostly to restaurant or food service related tenants, so
current asking rates are not available. The relatively small McCully Commercial Center
recently lost a major tenant, and thus is showing a 38% vacancy. Asking rents for this space
are $2.00 per square foot, plus common area maintenance of $0.78 per square foot. This is
considered a relevant indicator for the possible ground floor area of the Subject.

The Executive Plaza also has similar locational attributes to the Subject. Additionally, it is
multistory, of relatively new construction and primarily an office complex. All of these
characteristics make it physically similar to the upper floor commercial areas proposed at the
Subject. However, Executive Plaza’s leasing appears to be hampered by its confusing and
possibly above-market asking terms, and its foreign ownership and leasing agents. It is
currently showing more than half of its space as vacant. Despite these unique handicaps, the
relatively poor performance of this building suggests the difficulty of attracting upper floor
office tenants in the McCully or Mo’ili’ili neighborhoods.

+ University area — The next four centers listed all benefit from their prime locations near to the
UH Manoa campus and the high volume of bus, foot and automobile traffic that it generates.
Varsity Center and Puck’s Alley demonstrate some of the highest base rents (up to $4.00 or
$4.50 for ground floor retail) of the area, and lowest vacancies, at 0% and 1.9%, respectively.
These are considered high market indicators for the Subject. The vacancy at Puck’s Alley is
reportedly long-standing, and is for upper-floor office space.

University Square shows lower rents due to its obsolete infrastructure, confusing circulation
patterns and the run-down nature of the buildings themselves. The current asking rent of $1.00
per square foot at University Square refers to upper floor office spaces.

The large vacancy at the Varsity Building is primarily due to the full-floor ground level
vacancy created when First Hawaiian Bank moved its area branch to its new building at
Isenberg and Beretania Streets. The site also offers odd configurations, since the building floor
plates are round. The $1.75 per square foot asking rent noted is gross, including all CAM and
other operating charges, and is for upper floor office spaces.
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¢ Waikiki transitional markets - McCully Shopping Center and Kapiolani Shopping Plaza,
both located at the intersection of Kapi’olani Boulevard and McCully Street, benefit from their
location at the edge of Waikiki. Thus, they can attract a greater variety of personal service and
recreational tenants compared to the other centers, and enjoy higher rents. Net asking rents in
these centers ranged from $1.75 to $2.95 for first and second floor spaces as of December
1999. These centers also appear to have higher turnover rates, and are currently yielding
vacancies ranging from about 10% to 14%.

Area Market Conditions by Corridor (Exhibits 13 and 14)

Each of the possible comparison properties noted above has unique conditions that make it less
than comparable to the Subject’s offerings. Thus, CMF Consulting was also asked to prepare a
survey of asking rents and recently negotiated commercial space leases for the Beretania and South
King Street corridors, from McCully Street to the Humane Society. This survey catches only those
properties showing Beretania or South King Street addresses. Thus, for instance, it does not
include University Square or Varsity Center, even though they front on South King.

¢ Retail — The corridor survey shows retail ground floor spaces asking $1.28 to $2.28 per square
foot net, plus nearly $1.00 common area maintenance (CAM) charges, as shown in Exhibit 13.
Recently transacted deals, however, show net rents in a more narrow range, from $1.40 to
$2.60 per square foot, with lower CAMs (Exhibit 14).

No offerings or recent transactions of upper floor retail areas were found.

¢ Restaurant — Two current restaurant space offerings were at $2.58 and $4.23 gross, for a 4,211
square foot pad location with ample dedicated parking, and a 740 square foot infill location,
respectively. Both are ground floor locations with adjacent parking.

+ Second floor office — Currently marketing second floor office spaces range from 252 to 860
square feet, and $1.00 to $1.30 per square foot net. Thirteen recently negotiated deals show a
broader range of net rents, from $0.77 to $1.80 per square foot at spaces that ranged from 166
to 1,280 square feet.

¢ Third floor office — Three third floor sites being marketed show rents up to $2.00 net, but
gross rents are the same as for the other second floor spaces, at $1.45 to $2.78 per square foot.
However, eight recently transacted third floor office deals in the area reflect gross rents of only
$1.20 to $1.80.
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Commercial Market Conclusions for the Isenberg Site

The two commercial areas shown within the “Option C” plan offer significantly different
commercial opportunities.

¢+ Ground floor space — The ground floor space is very suitable to a retail and possibly
restaurant use, the latter depending on the actual site area and layout, particularly with
respect to parking areas. Given the Subject’s adjacency to the popular Stadium Park, the
density of surrounding residential areas, and its walking distance to Iolani High School, it
appears to be appropriate for a convenience store.

Achieved rents for this space could be anticipated in the range of $1.90 to $2.00 per square
foot per month, with asking prices up to $2.20. Percentage rents would also be applied,
and could range from about 7% to 8% for a retail facility, or 8% to 10% for a restaurant
(the latter range referring to food and liquor sales, respectively.) Common area operating
expenses and real property taxes are estimated at about $0.75 to $0.80 per square foot, with
charges applicable to ground rent, if any, being in addition.

+ Upper floor spaces — The four potential upper floors of commercial area are considered
nearly exclusively as office spaces, with possible markets including educational support
and training facilities targeted at the secondary school, college and continuing professional
educational levels. Small research and development or technology-related enterprises
might also find the area attractive, assuming fiber optic hook-ups and other modern
infrastructure is provided. Such uses could benefit from the parking structure and do not
require the street visibility of other office tenants. Professional and personal services also
appear to evidence some demand in the region, and would likewise not be significantly
hampered by the need to enter a parking structure, assuming validations were provided. All
such tenants are likely to require a secure building.

Achieved rents are anticipated in the range of about $0.90 to $1.10 per square foot net, with
slightly higher asking rents. Common area maintenance charges and real property taxes are
likely to be charged at the same rate as for the ground floor retail space, at about $0.75 to
$0.80 per square foot. Ground rent, if also passed on, would be in addition.

Given the long-standing upper-floor vacancies already within the region, lease-up of such
spaces could be time-consuming, however. Approximately 2,000 to 3,000 square feet of
such space might be leased per year.
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RENTAL HOUSING DEMAND AND ASSESSMENT

HUD Standards for Rents

DHHL indicates that its potential kupuna rental units would be priced in accordance with the U.S.
Department of Housing & Urban Development (HUD)’s assessment of Fair Market Rents (FMR)
for the Honolulu metropolitan area. For Fiscal Year 2000 (rates effective as of October 1, 1999),

these rents range as follows®:

3 Studio units: $604
* One-bedroom units: $723
* Two-bedroom units; $851

Comparative Market Offerings (Exhibits 15 through 17)

As for the for-sale housing, rental units provided by DHHL should offer better value than what
could be obtained in the open marketplace. A June 1999 survey of rental listings in the Honolulu
Advertiser was obtained and analyzed, and a new survey of listings on the Honolulu Board of
Realtors’ Website was conducted in January 2000. Both these surveys indicate that, within the
general area of the Isenberg site, at least half of marketplace offerings were at or below HUD’s
FMR rents for studio and 1-bedroom units. However, the area market tends to be priced higher
than the Honolulu metropolitan FMR standard for 2-bedroom units, and 3-bedroom multifamily
listings were rare.

Personal inspections of a number of the market listings indicate that many are in older buildings
with run-down or obsolete facilities.

Conclusions Regarding Pricing of Rental Housing at Isenberg

Despite the ability of the marketplace to provide studio and 1-bedroom units within HUD’s FMR
guidelines, the offerings tend to be in run-down facilities without security or other amenities that
might be of interest to kupuna beneficiaries.

Sus. Department of Housing & Urban Development, “Fair Market Rents for the Section 8 Housing Assistance Payments Program — Fiscal Year
2000; Final Rule,” October 1, 1999 (as presented on HUD Website).
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On the other hand, the marketplace falls short of the FMR guidelines for 2-bedroom units, and 3-
bedroom multifamily units are difficult to find in the Subject area. However, these larger unit
configurations may not be necessary or affordable for kupuna beneficiaries.

In conclusion, a kupuna rental housing program is considered a possibly worthwhile venture at the
Isenberg site, assuming units can be developed and operated in a secure, attractive environment at
costs that are supportable by the FMR guidelines noted above.

STUDY CONDITIONS

This report and the findings and conclusions stated herein are subject to the following standard
study conditions:

MC has no responsibility to update this report for events and circumstances occurring after the
date of this letter report.

This report is for the internal planning purposes of DHHL and its consultants. It is not to be
used for solicitation of investment or any other third party purposes.

The statements of fact and data reported used in this report are true and correct to the best of
my knowledge. However, much of the information presented has been gathered from
interviews with knowledgeable persons or from secondary sources that I deem reliable. While
I have no reason to believe any such information presented here is incorrect, no responsibility
is assumed for inaccuracies in reporting by government agencies, published or electronic data
sources, interviewees, or any other data source used in preparing this study.

I have no present or prospective interest in the property that is the subject of this report, and
have no personal interest or bias with respect to the parties involved.

My compensation is not contingent on an action or event resulting from the analyses, opinions,
or conclusions in, or the use of, this report.
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Thank you for the opportunity to assist Townscape and the Department of Hawaiian Home Lands
on this important planning project.

Ann M. Bouslog
President

Enclosures: Referenced exhibits




Exhibit 1

Income Distribution for Qualified Applicants
Stating Interest in a Condominium Award

BEFORE-TAX ANNUAL INCOME BY UNIT TYPE OF INTEREST, 1999 DOLLARS

$30,000 $40,000 $50,000 $60,000 $75,000

10 $39,999 10 $49.999 10 $59.999 10 $74.999 to $99.999 Total
Estimated qualified
interested applicants
Mo'ili'ili high rise 86 61 25 25 12 209
Makiki mid-rise 74 61 37 25 12 209
Distribution
Mo'ili'ili high rise 41% 29% 12% 12% 6% 100%
Makiki mid-rise 35% 29% 18% 12% 6% 100%
Applicants by minimum income and housing interest
45%
40% LN

35% @ \
\\
25% \ ~—4—High-rise ;
20% \g —@—Mid-rise |
15% \ J

10% \-—\

s T~

O% T T T T
$30,000 $40,000 $50,000 $60,000 $75,000

Source: SMS, Inc., "A Report on Multi-Family Demand Study Among DHHL Applicants,” December 1999, page 14.
Figures represent the reported range of before-tax incomes for those applicants (including their spouses,
if married) who were determined to be financially qualified and who indicated interest in a Mo'ilf'ili high-rise
or Makiki mid-rise condominium award.
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Exhibit 2

Total Homestead Family Savings
by Unit Type of Interest

1999 DOLLARS

Homestead Family savings

$1to $5,000 $25,000 $50,000
$5.000 10$25.000 t0$50,000 ormore  Total

Estimated qualified,
interested applicants

Mo'ili'ili high rise 86 61 - 25 172

Makiki mid-rise 86 49 12 25 172
Distribution

Mo'ili'ili high rise 50% 35% 0% 15% 100%

Makiki mid-rise 50% 28% 7% 15% 100%

Maximum homestead family savings by housing interest

60%
50% \
40%
\\
\>\ e Hi gy
o N High-rise
30% ‘\\ —@—Mid-rise
AN

20% \\

\

. ,

10% , /

V
O% T T T

$0-$5,000 $5,000- $25,000- $50,000+
$25,000 $50,000

Source: SMS, Inc., "A Report on Multi-Family Demand Study Among DHHL Applicants,"
December 1999, page 14. Represents the reported range of total homestead family
savings for those applicants (including their spouses, if married) who were considered
condominium award.

™ Figures do not consider those indicating the amount of their savings was unknown.
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Exhibit 3

Household Size and Preferred Unit Size

QUALIFIED INTERESTED APPLICANTS BY UNIT TYPE OF INTEREST

Mo'ili'ili high-rise Makiki mid-rise
Number Percent Number  Percent

Number of persons in the homestead
family, including children "

One 25 12% 25 12%
Two 37 18% 49 23%
Three 49 23% 37 18%
Four 37 18% 37 18%
Five or more 62 30% 62 30%

Total estimated sample 210 100% 210 100%

Preferred number of bedrooms in
future home @

Cne 12 6% 12 6%
Two 98 47% 98 47%
Three 99 47% 99 47%

Total estimated sampie 209 100% 209 100%

Distribution of household size and bedroom preference

35% 50%
20 + 45%
-l
1 40%
2 25% + + 35%
2 g
3 20% teo% g
£ 259 § |E==2Av. hhd size
o - (4]
S 15% L T |m=#=No. bedrooms
g ° + 20% g
8 10% | T 15% &
1 10%
5% -+
° 1 5%
0% - : 0%

One Two Three Four Five +

Source: SMS, Inc., "A Report on Muiti-Family Demand Study Among DHHL Applicants,” December 1999.
™ page 17.
@ Represents applicants' "compromised” preference, incorporating financial or other considerations.
Question on which data are based was not posed in reference to multifamily housing. Page 19.
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Number and Prices of Fee-Simple
Condominium Units Listed for Sale in
Low- to Mid-Rise Buildings, Mo'ili'ili/McCully

UNITS IN BUILDINGS OF 7 STORIES OR LESS,

AS OF JANUARY 20, 2000

Exhibit 7

Overall/
Number listed 7 10 1 18
List price
Low $69,000 $107,000 $245,000 $69,000
Median $89,000 $155,450 $245,000 $125,000
High $125,000 $235,000 $245,000 $245,000
List price per interior area
Low $139 $182 $209 $139
Median $192 $210 $209 $208
High $316 $277 $209 $316
Unit prices by bedroom mix
$250,000-
$200,000+
$150,000- B’V\‘,““""}
ian |
$100,000- B Median |
CIHigh

$50,000+

$0 14

1-BR 2.BR 3-BR

Sources: Honolulu Board of REALTORS® Website: htlp://www.hicentral.com; personal inspection of
listed properties.

HBOR for sale condos.xls FS # and price 05/25/2000 4:55 PM



Exhibit 8

Unit Sizes of Fee-Simple Condominium
Units Listed for Sale in Low- to
Mid-Rise Buildings, Moili'ili/McCully

UNITS IN BUILDINGS OF 7 STORIES OR LESS,
AS OF JANUARY 20, 2000

Overall/
1-BR 2-BR 3-BR total
Number listed 7 10 1 18
Median unit area
Interior living area 445 653 1,714 586
Open lanai area 48 - - 24
Gross area 460 716 1,714 593

Median interior living area (square feet)

1,800 -
1,600 -
1,400 -
1,200
1,000 -+

800 -
>>>>> 600 -
] 400 |
200

1-BR 2-BR 3-BR

Source: Honolulu Board of REALTORS® Website: http.//www.hicentral.com.

HBOR for sale condos.xls FS unit size 05/25/2000 4:55 PM



Exhibit 9

Number and Prices of Leasehold
Condominium Units Listed for Sale in

Low- to Mid-Rise Buildings, Moili'ili/McCully
UNITS IN BUILDINGS OF 7 STORIES OR LESS,

AS OF JANUARY 20, 2000

Overall/
1-BR 2-BR 3-BR total
Number listed 1 3 1 5
List price
Low $35,000 $31,300 $81,900 $31,300
Median $35,000 $60,000 $81,900 $60,000
High $35,000 $129,000 $81,900 $129,000
List price per interior area
Low $79 $54 $89 $54
Median $79 $88 $89 $88
High " $79 $132 $89 $132

Unit prices by bedroom mix

$140,000+

$120,000-

$100,000+

$80,000+

Low

$60,000+

B Median

$40,000 -
$20,000+
$0-

OHigh

3-BR

Source: Honolulu Board of REALTORS® Website: http://www.hicentral.com.

HBOR for sale condos.xls LH # and price 05/25/2000 4:55 PM



Exhibit 10

Unit Sizes of Leasehold Condominium
Units Listed for Sale in Low- to
Mid-Rise Buildings, Moili'ili/McCully

UNITS IN BUILDINGS OF 7 STORIES OR LESS,
AS OF JANUARY 20, 2000

Overall/
1-BR 2-BR 3-BR total
Number listed 1 3 1 5
Median unit area
Interior living area 444 680 925 680
Open lanai area - - - 0
Gross area 444 710 925 710

Median interior living area (square feet)

1,000 -
900 -
800 -
700 -
600 -
500 -
400 -
300 -
200 -
100

1-BR 2-BR 3-BR

Source: Honolulu Board of REALTORS® Website: http.//www.hicentral.com.

HBOR for sale condos.xls LH unit size 05/25/2000 4:55 PM
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Exhibit 15

Area Apartment Units Advertised
for Rent in the Sunday Honoluly Advertiser

APARTMENTS ONLY, MONTH OF JUNE 1999

Average Median
Number rent rent
Metro Honolulu 283 $863 $700
Makiki/Punchbowi 228 $740 $687
Manoa/University - 199 $790 $700
Total/av. of medians 710 ‘ $803 $696

300 $705

250
$700

200

$695

150

Median rent

$690

Number of listings

100

$685
50 |

0 \J% ——— ———+ $680
Metro Honoluly Makiki/Punchbowl Manoa/University

CINumber ==d==\ledian rent

Source: Honoluly Board of REALTORS® Research Department, 10/13/99,




Exhibit 16

"Fair Market Rents" and Area Units
Advertised in the Sunday Honolulu Advertiser

STUDIO TO 2-BR UNITS, JUNE AND OCTOBER 1999

Advertised Advertised

‘ Number average median
Advertised units/rents
Metro Honolulu
Studio 64 $603 $625
1-Bedroom 108 $730 $667
2-Bedroom 135 $1,060 $925
Makiki/Punchbowl ,
Studio 32 $577 $597
1-Bedroom 112 $664 $650
2-Bedroom 80 $890 $850
Manoa/University
Studio 43 $638 $650
1-Bedroom 92 $718 $690
2-Bedroom 78 $994 $950
Total/av. of medians 744 $801 $756

Honolulu Metropolitan Area "Fair Market Rents" @

Studio n/a $604 n/a
1-Bedroom n/a $723 n/a
2-Bedroom n/a $851 nfa
Median Rents by Area and Honoluluy FMR, 1999
$1,000-
$800
$600 O Metro

B Makiki/Punchbowl
a Manoa/University
W Fair Market Rent

$400
$200 :

Research Department, 10/13/1 999. Encompasses all unit types, including multifamnily, single-family and townhoyse.
) u.s. Department of Housing & Urban Development, "Fair Market Rents for the Section 8 Housing Assistance

Payments Program -- Fiscal Year 2000; Final Rule,” 10/1/1999. Figures represent the estimated 40th

percentile rent of "standard quality rental housing units,” as of 10/1/1 999,

HNA rentals.xis All, by # BR 05/2872000 4-58 PM



Exhibit 17

"Fair Market Rents" and Advertised Rents
for Units in Low- to Mid-Rise Buildings in
Date, Kapi'olani, Mo'ili'ili and Makiki

ADVERTISED UNITS IN BUILDINGS OF 7 STORIES OR LESS,
AS OF 1/20/2000; FAIR MARKET RENTS AS OF 10/1/1999
Overall/
Studio 1-BR 2-BR total
Advertised units/rents
Number listed 1 5 ‘ 4 10
,,,,,, List price
Low $575 $550 $695 $550
Median $575 $595 $800 $600
High $575 $600 $895 $895
Honolulﬁ Metropolitan Area
"Fair Market Rents" ? $604 $723 $851
Area Market for Low- Mid-Rise Buildings,
and Honolulu FMR
$900-
$800-
$7001
$600- OMarket low
2288 -/ B Market median
1 O Market high
$300- M Fair Market Rents
$200-
$10011 B
$0 14 ; E— o s %
Studio 1-BR 2-BR

™ Represents apartment units advertised on Honolulu Board of REALTORS® Website: http://www.hicentral.com,

as of 1/20/2000.

@ Represents the estimated 40th percentile rent for "standard quality rental housing units," as of 10/1/1999, as
reported by the U.S. Department of Housing & Urban Development, "Fair Market Rents for the Section 8
Housing Assistance Payments Program -- Fiscal Year 2000; Final Rule," 10/1/1999.

HBOR rentals.xis # and rent 05/25/2000 4:59 PM





