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SUPPORT INTENT; TECHNICAL CONCERNS

This measure establishes a refundable Ghana residential housing income tax credit for
qualified taxpayers who purchase a qualified principal residence on or after April 1,2011, and before
April I, 2013. The credit is equal to 2% of the purchase price up to a maximum of $6,000 and is
payable in two equal installments in the two taxable years following the purchase.

The Department of Taxation (Department) supports the intent of this policy; however has
technical concerns the provision.

SUPPORT FOR CONSTRUCTION INDUSTRY-During the current economic times,
incentives to stimulate certain industries, including the construction industry, are important.

CONCERN OVER ADMINISTERING A TWO-YEAR PAYOUT-The Department
does not support that this credit is paid out over two years. With a cap at only $6,000, such an
amount should be paid out once. Delaying the payout requires taxpayers and the government to
maintain records and cross references to prior periods, which can lead to errors.

CONCERNS REGARDING "PURCHASE PRICE"- The stated credit is two percent of
the purchase price of the residence, excluding land acquisition costs and escrow closing costs, up to a
maximum credit of $6,000. Since land costs are not generally separately stated in a sales agreement,
the Department envisions that taxpayers will attempt to limit the portion of the purchase price
allocable to the land so as to maximize the amount of credit. The Department anticipates time
consuming audits and litigation over the fair value of the land in any sales contract subject to the
credit.
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CONCERN WITH ADJUSTED GROSS INCOME DETERMINATION- The measure
provides for income limitations based on adjusted gross income. Although it appears that the intent
was to use federal adjusted gross income for measuring income qualification, unless the bill
specifically states this, the default will be Hawaii adjusted gross income. It should be noted that
social security benefits and many pension payments are not subject to Hawaii income tax and are
therefore excluded from Hawaii adjusted gross income. The end result would be that some taxpayers
may be eligible for the credit if Hawaii adjusted gross income is used but would not be if federal
adjusted gross income were used. The inclusion of a grantor of a trust in the adjusted gross income
limitation is confusing.

CONCERN WITH SPLIT IN CREDIT-This bill provides that, where multiple persons
contribute to the purchase of a property, the credit is to be allocated evenly. The Department suggests
that the credit should follow economics and be allocated pursuant to each purchaser's proportionate
contribution to the purchase price. Why should someone whose name is placed on the deed, but pays
no money, receive the credit? In addition, married persons who file separate returns could also need
to allocate the credit. Therefore, a married couple should not be treated as one qualified taxpayer.

RECAPTURE - The recapture provision in subsection (g) is unclear. What does pro rata
basis mean in this context?

REVENUE IMPACT & METHODOLOGY-No effect in the budget window owing to
the defective date. If made effective at the beginning of the fiscal year, an annual revenue loss of
$15.5 million.

The AGI eligibility requirements would be met by more than 90% of Hawaii taxpayers. The
old residential construction and remodeling tax credit cost about $13 million per year. That credit
was not refundable, included costs of remodeling, and did not have occupancy requirements. Also,
the old credit was for 4% of eligible remodeling costs and had a lifetime cap of $250,000 on eligible
costs per residential unit. This translates into a cap for the credit of $1 0,000 per residential unit. The
lower cap, lower rate and restriction to new construction for the new credit are probably offset by the
fact that the new credit will be refundable. On average from 2004 through 2009, permits were issued
for new single family units at an average rate of 4,400 per year, new duplex units at an average rate
of 275 per year, and new apartment units at an average rate of2,300 per year. The numbers for 2009
are considerably lower, however. Also, not all permits are executed. Therefore, for purposes of the
revenue estimate, it is assumed that eligible single-family residences from new house and duplex
construction will average 2,500 per year and that new apartments will average 1,000 per year. Thus,
assuming the credit per housing and duplex unit averages $5,000 and for apartment units averages
$3,000, the revenue cost of the bill would be $15.5 million per year (= 2,500 X $5,000 + 1,000 X
$3,000).
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SUBJECT: INCOME, Ohana residential housing income tax credit

BILL NUMBER: SB 654, SD-l

INTRODUCED BY: Senate Committee on Ways and Means

BRIEF SUMMARY: Adds a new section to HRS chapter 235 to allow a qualified taxpayer to claim an
ohana residential housing income tax credit equal to the lesser of: (1) 2% of the purchase price of the
qualified principal residence; or (2) $6,000 provided that the tax credit shall be payable in two equal
installments over two consecutive taxable years beginning with the taxable year in which the binding
contract to purchase the qualified principal residence is signed. If more than one qualified taxpayer
claims the tax credit, then the applicable tax credit shall be divided equally between each qualified
taxpayer. Stipulates that for purposes of this measure a married couple is considered to be one qualified
taxpayer. The tax credit shall be limited to qualified principal residences with a purchase price of
$625,000 or less.

A "qualified taxpayer" is an individual that signs a binding contract to purchase a qualified principal
residence on or after April 1, 2011 and before January 1, 2013; provided that the individual closes on the
purchase of their newly constructed principal residence on or after April 1, 2011 and before March 1,
2013. Further provides that a qualified taxpayer shall be: (1) an individual with adjusted gross income
of $75,000 or less; (2) a married couple with adjusted gross income of$150,000 or less; or (3) a grantor
of any trust with adjusted gross income of $75,000 or less. A "qualified principal residence" is a
dwelling or residential unit that: (1) is located in the state; (2) did not previously exist and has been
newly constructed; (3) received a certificate of completion on or after April 1, 2011; (4) is occupied by
the owner as his primary residence for at least 270 days per calendar year in each of two consecutive
calendar years immediately following the close of escrow; and (6) is eligible for the homeowner's
exemption.

If a qualified taxpayer sells or no longer uses the qualified principal residence as the taxpayer's principal
residence within 730 days after closing on the qualified principal residence, then the taxpayer shall be
subject to recapture of the credit on a pro-rata, dollar-for-dollar basis.

Credits in excess of a taxpayer's income tax liability shall be refunded provided such amount is over $1.
Requires all claims for a tax credit, including amended claims, to be filed on or before the end of the
twelfth month following the close of the taxable year for which the tax credit may be claimed. Failure to
comply with the foregoing provision shall constitute a waiver of the right to claim the tax credit. Directs
the director of taxation to prepare the necessary fonus to claim a credit, may require the taxpayer to
furnish infonnation to validate a claim for credit, and adopt rules pursuant to HRS chapter 91.

Also defmes "purchase price" and "qualified taxpayer" for purposes of the measure.

EFFECTIVE DATE: July 1,2050; applicable to tax years beginning after December 31, 2010

125(d)



SB 654, SD-1 - Continued

STAFF COMMENTS: This measure proposes to establish a state income tax credit to encourage
taxpayers to purchase a newly constructed principal residence costing up to $625,000. Unlike the federal
tax credit that allows the purchase of any type of new or existing residence, this proposed credit is
applicable to only newly constructed residences and is not applicable to any land acquisition costs.

It should be noted that tax credits generally are designed to reduce the tax burdens of certain groups by
refunding a portion of taxes paid on purchases of essential items and services. As proposed by this
measure, this credit amounts to nothing more than a depletion of state funds as there is no obvious undue
burden of taxes. As such, the tax credit proposed by this measure violates the integrity of the tax system
setting a precedent with bad tax policy. It should be remembered that giving tax breaks to one select
group of taxpayers comes at the expense of all other taxpayers. As such, it is an insult to all other
taxpayers that they are not deserving of such tax preferences.

While the adoption of this measure would appear to be politically motivated, adoption is unrealistic as
there is no limit to the dollar amount of credits that may be paid out and it is questionable whether the
state can afford to divert revenues needed for essential programs and services to assist taxpayers in
acquiring a newly constructed residence.

Note well that this is a refundable credit, that is any credit amount in excess of the taxpayer's liability
will be refunded to the taxpayer, a payment directly out of the general fund. At a time when the state is
faced with the worst shortfall in its history, it makes little sense to adopt another "back door"
expenditure of state general funds. While the federal government may be able to afford such a credit, it
can do so only because it can print more money and run trillion dollar deficits. The state, unfortunately,
must maintain a balanced budget. This measure merely contributes to a much larger shortfall.

It is doubtful that a tax credit of this magnitude will spur the construction of new housing as long as the
credit markets remain frozen. Home buyers are reporting the slow pace of fmancing as fmancial
institutions exercise increased caution in making home loans in the wake of the subprime debacle which
brought the financial industry to its knees along with the national economy. While there is indeed
demand for more housing, getting the financing to secure that home is proving to be a challenge. Until
the credit markets thaw, financing a home purchase, let alone a new home purchase, will be challenging.

Digested 3/21/11
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The REALTOR® Building
1136 12th Avenue, Suite 220
Honolulu, Hawaii 96816

Phone: (808) 733-7060
Fax: (808) 737-4977
Neighbor Islands: (888) 737-9070
Email: har@hawaiirealtors.com

March 22, 2011

The Honorable Rida Cabanilla, Chair
House Committee on Housing
State Capitol, Room 325
Honolulu, Hawaii 96813

RE: S.B. 654, S.D.I, Relating to Taxation

HEARING: Wednesday, March 23,2011, at 9:00 a.m.

Aloha Chair Cabanilla, Vice Chair Chong, and Members of the Committee:

I am Myoung Oh, Government Affairs Director, here to testify on behalf of the Hawai'i
Association of REALTORS® ("HAR"), the voice of real estate in Hawai'i, and its 8,500
members. HAR supports S.B. 654, S.D.I, which establishes a refundable 'ohana
residential housing income tax credit for qualified taxpayers that purchase a qualified
residence.

In February 2009, President Obama signed into law the American Recovery and
Reinvestment Act. This measure provided an $8,000 tax credit for first-time home buyers
on the purchase of their principal residence on or after January 1, 2009 and before
December 1, 2009, In November 2009, Congress extended the home buyer tax credit
through April 2010, and expanded the tax credit of up to $6,500 to include long time
homeowners who purchase a new home.

Although the federal tax credit expired in April 2010, HAR believes that S.B. 654, S.D. 1,
will help stimulate the construction industry, to the extent that it will apply to all newly
constructed principal residences completed after April 1,2011, and before January 1,2013.

Mahalo for the opportunity to testify.

REALTOR® i" re~"~'dooll~ti"m,mb,rnbip m"k whi,b m,y 1>< "'''' ooly by re.1 " ..~ pmf,~ioo.', C7tJ
who are members of the NATIONAL ASSOCIATION OF REALTORS® and subscribe to its strict Code of Ethics.

EQUAl HOUSING
OPPORTVNny
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March 23, 2011

Representative Rida T.R. Cabanilla, Chair and Representative Pono Chong, Vice Chair
Committee on Housing

Support ofSB 654, SD 1, Relating to Economic Recovery. (Establishes a
refundable ohana residential housing income tax credit for qualified taxpayers
that purchase a qualified principal residence on or after April 1, 2011, and before
January 1, 2013, that is payable to the qualified taxpayer in two equal installments
over the immediately following two taxable years.)

Wednesday, March 23, 2011 at 9:00 p.m. in CR 325

My name is Dave Arakawa, and I am the Executive Director of the Land Use Research
Foundation of Hawaii (LURF), a private, non-profit research and trade association whose
members include major Hawaii landowners, developers and a utility company. One of LURF's
missions is to advocate for reasonable, rational and equitable land use planning, legislation and
regulations that encourage well-planned economic growth and development, while safeguarding
Hawaii's significant natural and cultural resources and public health and safety.
LURF appreciates the opportunity to provide testimony in strong support of SB 654, SD 1.

SB 654, SD 1. This bill establishes a refundable ohana residential housing income tax credit for
qualified taxpayers who purchase a "qualified principal residence" which is defined as "a
principal residence that is a newly constructed principal residence completed on or after April 1,
2011; is used by the taxpayer as the taxpayer's principal residence for the immediately following
two years; and is eligible for the homeowner's exemption. The tax credit is payable to the
qualified taxpayer in two equal installments over the immediately following two taxable years.
Upon adoption, the Act shall apply to taxable years beginning after December 1, 2010.

This bill is comparable to legislation enacted by the State of California, effective May 1, 2010,

which allocates $100 million for state tax credits to buyers of new, unoccupied homes.

Background.

SB 654, SD 1 is consistent with State actions proposed by the Construction
Industry Task Force. In 2009, the Construction Industry Task Force ("CITF") was
established pursuant to Senate Concurrent Resolution No. 132, SD 1 (2009) ("SCR 132") to
determine the direct economic contributions of the local construction industry to the local
economy, including the industry's impact on related industries such as housing. As directed in
SCR 132, the CITF was tasked with developing a series of proposals for State actions to preserve
and create new jobs in the local construction industry, thereby promoting overall economic
growth. In doing so, the CITF's Tax & Incentives Committee made several recommendations to
establish or increase tax credits to encourage continued development. Since that time, a
number of bills proposing tax credits relating to the construction, development, or purchase of
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property, including the subject bill, have been introduced with the intent to implement the
recommendations made and State actions proposed by the CITF.

The bill conforms to the recommendations made by the Governor's Task Force on
Affordable Housing Barriers. Over the past years, LURF also participated in the
Governor's Affordable Housing Regulatory Barriers Task Force ("Governor's Task Force"), a
statewide task force comprised of representatives from all four counties, business, labor,
developers, architects, nonprofit providers of services, the State, and the legislature, whose
purpose was to identify, address and propose regulatory reform and solutions to remove the
barriers to the production of affordable housing. After finding that Hawaii's regulatory system
has created a housing development environment that severely restricts the State's housing
supply and impacts the cost of homes, the Task Force recognized the need for incentives, such
as the subject bill, for affordable housing development.

The bill is similar to tax credit legislation enacted in California. SB 654, SD 1 is also
analogous to legislation enacted by the State of California effective May 1, 2010 (which allocated
$100 million for state tax credits to buyers of new, unoccupied homes), in that the intent of both
measures is to utilize tax credits as part of the State's effort to revitalize the economy by
stimulating the local construction industry. (See, attached article entitled, "Schwarzenegger
Expected to Sign New $10,000 California Homebuyer Tax Credit," which appeared in the March
24,2010 edition of the Sacramento Bee.)

In the Bee article, California Assemblywoman, Anna Caballero stated that "[t]his tax credit has a
proven track record. California's construction industry reported a 39 percent increase in
building permits after the first round of tax credits began in March 2009 and proved even more
popular than expected." The article also pointed to the fact that the housing stimulus was
proposed by Governor Schwarzenegger in his January 2010 State of the State Address, to help
revive the California economy.

SB 654, SD 1 is, in essence, the Hawaii counterpart of the California legislation, intended to
stimulate residential construction and move residential projects forward.

LURF's Position. LURF supports SB 654, SD 1, which proposes the establishment of a
residential housing tax credit to stimulate the local construction industry, thereby creating jobs,
providing much-needed affordable housing, and improving the State's overall economy.

~ The bill will provide incentive for property owners to construct new residences,
thereby revitalizing the local construction industry.

The lack of affordable housing remains a significant problem affecting Hawaii and Hawaii's
families. Finding ways to provide sufficient affordable housing and market housing for
Hawaii's residents has been a major objective for our elected officials, state and county
agencies, and members of the housing industry and business community. This bill will assist
in this effort by incentivizing the construction of residences, thereby addressing the need for
affordable housing, and in turn, boosting the local construction industry.

With respect to construction and the construction industry, the proposed tax credit will:

• Make it easier for home buyers to qualify for financing and to purchase
affordable homes costing $625,000 or less.

• Produce hundreds ofunits of affordable housing units. In addition to the
increased construction of homes at or under $625,000, even more affordable homes will
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be built based on the fact that developers must comply with County affordable housing
requirements (e.g., on Oahu, 30% of total units are required to be affordable; Neighbor
Islands have different affordable housing requirements).

• Encourage construction ofhousing units which would otherwise not be built
due to current economic and financing circumstances. As mentioned
previously in this testimony, California experienced a 39% increase in building
permit applications in 2009 as a result of that state's enactment of a similar tax credit
law. The attached Honolulu Advertiser article dated April 4, 2010, includes DBEDT
statistics proving that the number of private residential building permits is declining to
the lowest point in 30 years, and confirms that the major housing developers do not plan
to increase their production of units in the next few years.

Opponents of this bill will likely claim that construction of new homes will take place in
any case - with or without such tax credits. The following, however, confirms that the
construction of new homes is presently declining, and that such a tax credit would spur
an increase in the number of newly constructed homes:

o The 39% increase in California building permits (over the previous year)
following enactment oflegislation similar to SB 654, SD 1 is evidence that the
California tax credit was responsible for substantially increasing construction over
what would have otherwise been built.

o Statistics (DBEDT and Pacific Resource Partnership) show that the
private residential building permits on Oahu and statewide are steadily
declining to the lowest point in 30 years.

o Based on the economy and other factors, Hawaii's major developers do
not plan to build many new homes in the near future. LURF has previously
testified and explained that developers have been holding back construction, due to
the economy, financing and the lack of qualified buyers. Developers do not want to
construct units which must sit vacant for months, or sell the units at prices below
cost. (See attached April 4, 2010 Honolulu Advertiser article which includes
statements of the major Hawaii developers.)

>- By helping to revive the construction industry, the bill will in turn help to
stimulate the State's economy.

In addition to providing much-needed affordable and market housing, SB 654, SD 1 will
stimulate the economy and assist in getting people back to work. This measure will increase
construction jobs, and in doing so, reduce the State's unemployment rate.

• The loss of jobs may be avoided and more jobs created in the following
construction-related professions and trades:

o Consultants (planners, architects, engineers, financial analysts, market analysts and
environmental consultants);

o Government (elected officials, processors, permitting, inspections, documentation),
o Development (project managers, cost accountants, admin aides, real estate agents,

marketing, advertising, legal, computer systems),
o Construction (heavy equipment operators, carpenters, plumbers,
o Electricians, masons, roofers, painters etc.), and
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o Finance advisors (mortgage lenders, underwriters, appraisers, escrowjtitle
companies and insurance).

Hawaii is presently in need of economic stimulus and other initiatives to counteract the
negative impact that the world and national economies has had on the State's fiscal
condition. According to recent economic forecasts by First Hawaiian Bank and the
University of Hawaii Economic Research Organization, the local construction industry
will continue to be impacted for some time before a gradual recovery ensues. LURF
understands further that while the amount of public works has increased over the years
to help support the local construction industry, private construction makes up nearly
two-thirds of the industry's total volume and continues to be hindered by the current
economic conditions.

Back in 2001, in response to the effects of the September 11th terrorist attacks on the
United States which had a devastating effect on Hawaii's economy, the Legislature met in
special session to approve certain emergency measures. One such response was the
enactment of Act 10, Third Special Session Laws of Hawaii (2001), which enhanced the
then-existing hotel construction and remodeling tax credit. Act 10 raised the tax credit
from four to ten percent for costs incurred prior to July 1,2003 in order to assist the
tourism industry in its efforts to attract more visitors to Hawaii, and to spark the local
construction industry. Act 10 provided the stimulus needed to boost Hawaii's workforce
and economy during past difficult economic times.

• Tax credits will be offset by increased State tax revenues relating to the sales
ofmillions ofdollars' worth ofbuilding and construction materials; the
increase in employment in industries related to development and
construction; as well as by the "multiplier effect," when those employed in
the construction-related industries spend their salaries on other goods and
services, generating even more state tax revenue.

LURF understands that substantial general excise tax and income tax revenues will be
generated by the increase in development and construction generated by SB 654, SD 1.
Such tax revenues are expected to more than offset the state funding of the tax credits.

Conclusion. Based on all of the above, LURF believes that the proposed tax credit would be an
effective mechanism to assist in current efforts being made by the Legislature to revitalize
Hawaii's workforce and economy, and therefore strongly supports SB 654, SD 1. The bill
attempts to implement the legislative recommendations of the Governor's Task Force, as well as
the State actions proposed by the CITF, by addressing the immense need to provide housing,
including affordable housing, in Hawaii, and will thereby promote the local construction
industry, stimulate the economy, and further the public interest and general welfare of the State.

Thank you for the opportunity to present our testimony regarding this matter.
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More Information

• California homebuyer tax credit sought again
• Schwarzenegger proposes tax credit to spark new home building
• California Senate approves $10,000 tax credit for new-home buyer:
• California tax credit for new-home buyers bearing fruit

Schwarzenegger expected to sign new $10,000
California homebuyer tax credit
By Jim Wasserman
jwasserman@sacbee.com
Published: Wednesday; Mar. 24, 2010 -12:00 am I Page 18

Last Modified: Wednesday, Mar. 24, 2010 - 10:48 am

Homebuyer tax credits are almost certainly returning.

Sacramento-area buyers can begin claiming $10,000 tax credits starting May 1 under-a bill expected to be
signed soon by Gov. Arnold Schwarzenegger.

The legislation allocates $200 million for more state tax credits - twice what was offered last year to 10,659
buyers of new, unoccupied homes. The state's newest housing stimulus will grant $100 million in tax credits
to first-time buyers of existing homes and $100 million to anyone who bUyS a new, unoccupied home.

The state Franchise Tax Board on Tuesday estimated nearly 32,000 homeowners statewide might get the tax
breaks. Buyers must close escrow or reserve a credit on or after May 1 and before or on Dec. 31 to qualify.

The bill, AS 183, passed both houses of the Legislature by near unanimous votes. But one local lawmaker,
Assemblyman Roger Niello, R-Fair Oaks, voted against it.

"I think it's a lot of money in a deficit situation that doesn't have the desired benefit," Niello said Tuesday,
noting that housing prices are still depressed despite earlier credits designed to stimulate the market.

Niello's view was clearly a minority one, however.

"This tax credit has a proven track record," said Assemblywoman Anna Caballero, D-Salinas, who authored
the bill along with Sen. Roy Ashburn, R-Bakersfield. Caballero said California's construction industry
reported a 39 percent increase in building permits after the first round of tax credits began in March 2009
and proved more popular than expected. It ran out last July 2.

Schwarzenegger spokesman Mike Naple said Tuesday the governor supports the bill "and is expected to
sign it."

The governor signaled his intent Monday while signing two other budget bills. In a signing message, he
commended the Legislature for approving the tax credit bill, saying it will stimulate "the housing industry,
creating jobs for thousands of Californians."

Schwarzenegger proposed the housing stimulus in his January State of the State Address to help revive the

http://www.sacbee.com/2010/03/24/2629239/schwarzenegger-expected-to-sign.html 3124/2010
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California economy. The new state tax credit would take effect one day after expiration of a federal $8,000
tax credit for first-time homebuyers.

As was the case last year, buyers won't be eligible for the full $10,000 credit if they owe the state less than
that amount over a three-year period. Buyers can get up to $3,333 off their tax obligation in each of the thref
years after buying a house. '

Buyers must be at least 18 years old and be unrelated to the seller. They must live in the home they buy.
First-time buyers are defined as those who have not owned a home in the past three years.

The Franchise Tax Board estimates the tax credit will cost the state $6 million for the fiscal year ending JunE
30 and $69 million next year. For three years after that, it will cost the state treasury $67 million, $54 million
and $4 million.

This year's legislation is different in that it allows buyers of new homes to reserve a tax credit in advance. A
buyer signing a sales contract in June can claim the credit in November when the house is completed, a
capital-area building industry official said Tuesday.

"In our parlance, that allows dirt sales," said Dennis Rogers, a vice president at the Roseville-based North
State Building Industry Association. "We'll be able to build new houses now and get jobs going."

© Copyright The Sacramento Bee. All rights reserved,
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Spike in Hawaii home prices on the horizon

by Andrew Gomes

Advertiser Staff Writer

Hawai'i home sales volume has been rising for nearly a year, but mg;!~!RglIQ~ to p.rod.l!c~l')eVJ{BQi~js

A jump in prices isn't likely in the next year or two, based on projections by the University of Hawai'i

Economic Research Organization, which forecasts that median home prices on O'ahu will eke out roughly

1 percent gains this year and next.

But 2012 or 2013 could be the beginning of the next significant rise, which has the potential to be steep.

Several factors, such as interest rates, credit availability, the depth of the foreclosure problem and growth

in jobs and personal income will play into whether home prices get pushed up again and to what degree.

So a run-up in prices isn't certain.

Home production, however, can be a major influence on prices, and fi$lae:nti~J b.uila!119 pe:rOJIi~'it~{eWid~

la~fY~~~l~~ij~·to·t\1~irlowe$t I~'{el~$!~~'~t:lha$t 1980, according to state statistics. Older statistics weren't

available.

Paul Brewbaker of local consulting firm TZ Economics said home prices could "light up" in two or three

years based on the dearth of residential building permits from homebuilders last year.

Br~~~.~e:r:_sa!l:l)J1e'pres~nt'pace,Q~~C£ie:,:prodi.JCtlofl W0I1't.KeeR'~R,Witiinaturall:touseh91afOrffialtQP,

that is demand generated by the present population as young adults form new families who seek their

own housing.

~r90'n'~;';29cb:newjlo!Ues arelne:ec:l~?t;;r9::~ati$f9hoJ,ls~hold to'fiU~~Q@";' the" Iq~1 ec~noh:ilst s~id, adding

that if home construction doesn't pick up it could lead to a short supply that drives another spike in prices.

The last time the number of residential building permits was under 4,000 was 1998 at the tail end of the

last housing market slump that lasted roughly a decade. That year there were 3,356 permits.



RELATIVELY FLAT NOW

Many local real estate observers like to say that Hawai'i home prices have had a historical tendency to

move in a stairstep pattern - up, flat, up, flat - over multi-year cycles.

O'ahu's market is now in its third or fourth ear of more-or-Iess flattening, but

Now homes are more or less

The moves by most Hawai'i homebuilders to avoid getting caught with lots of empty homes have helped

them survive and also helped overall home prices from dropping more than a modest amount. But now

that a market recovery appears to be under way, builders are remaining cautious.

"The strings are pretty tight with not getting exposed to the market," said Mike Jones, president of the

local Schuler Division of residential developer D.R. Horton.

Schuler's pipeline for near-term production includes about 60 homes at Sea Country in Ma'ili, 60 at

Kahiwelo in Makakilo and about 20 at Nanala in Kapolei, as well as three projects on Maui and a couple

on the Big Island.

Developing additional subdivisions in Makakilo and Kapolei will require hefty investment in infrastructure,

and Jones said Schuler needs to see some signs that such investment will payoff before it proceeds.

2



'We were very careful with our spending and with our inventory levels so we didn't have the product

sitting there," said Bob Brant, Gentry president and chief executive officer.

Brant and Jones said they are keenly waiting to see what happens to the uptick in home sales after

federal tax credits for home purchases expire at the end of this month.

If pUT(:hases

PROJECTS UNCERTAIN

Still, some observers wonder how much builders can ramp up production if demand continues to build

over the next year or two.

Two massive housing projects planned for O'ahu are uncertain, while a third could be near gaining a key

approval but is still at least a couple of years away from delivering initial homes.

One uncertain project is Ho'opili, proposed by Schuler for up to 11,750 homes on the 'Ewa Plain. The

developer had anticipated delivering the first Ho'opili homes in 2012 if it could obtain regulatory approvals

for the highly contentious project. In August, however, the state Land Use Commission ruled that

Schuler's petition to urbanize 1,554 acres of farmland was deficient.

Jones said his firm is working on addressing issues with the Ho'opili petition, but is uncertain when it may

return to the LUC to seek approval.

Another uncertain master-planned community is Waiawa Ridge, which has regulatory approvals for

10,000 to 12,000 homes on 3,700 acres near Mililani. The last estimate was for initial home deliveries to

begin this year, but construction had been delayed and the developer, an affiliate of Gentry, lost its right

to develop the land owned by Kamehameha Schools last year.

A third major pending project is Koa Ridge by Castle & Cooke, adjacent to Mililani.

Castle & Cooke is expected to receive a decision this week from the Land Use Commission on

redistricting 768 acres of farmland for the project planned for 5,000 homes.
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Castle & Cooke had hoped to start delivering Koa Ridge homes upon finishing Mililani, which happened

last year. But the plan in the works since the mid-1990s has been delayed several times. If the developer

receives approval, the first homes could be finished in 2012.

A couple of other big projects involving the James Campbell Co. - Makaiwa Hills with 4,100 homes near

Makakilo and Kapolei West with 2,400 homes - have necessary zoning but are on development

timetables to deliver initial homes in 2014 or 2015.

Haseko Homes is still developing in 'Ewa Beach, but is building the Hoakalei Resort with 2,350 higher

end resort homes after recently completing the 2,500-home Ocean Pointe community.

New high-rise condominiums could be built to satisfy demand, but they generally take a few years to

develop.

Cassiday said the relc~Ji'l~IY'loW,lriviDI§~QtpreviouslyownedJloifj~$;!Jjat:afe.fQr sal'e isan9the.~If~~IQr

th'af~P;l~;p[e~~ priQ~~:skywarc(ff d~rn~'l"Id so~ges ar,q irveritQry~dQg~6.'t.9row.
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O'ABU MEDIAN SIN81E·FAMILY HOME PRICE
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STATEWIDE SFH PERMITS: 2007-2010

2007 Statewide Permit < $625,000 Permit >= $625,000
No. of Permits 2,367 332
Average Permit $ Value $245,058 $1,338,072
Median Permit $ Value $200,000 $900,000

2008 Statewide Permit < $625,000 Permit >= $625,000
No. of Permits 1,690 245
Average Permit $ Value $236,282 $1,581,931
Median Permit $ Value $200,000 $910,000

2009 Statewide Permit < $625,000 Permit >= $625,000
No. of Permits 1,139 151
Averaqe Permit $ Value $243,518 $1,247,408
Median Permit $ Value $200,000 $900,000

2010 Statewide Permit < $625,000 Permit >= $625,000
No. of Permits 1,007 154
Average Permit $ Value $244,974 $1,403,844
Median Permit $ Value $209,160 $900,000

OAHU ONLY SFH PERMITS: 2007-2010

2007 Oahu Permit < $625,000 Permit >= $625,000
No. of Permits 466 106
Averaqe Permit $ Value $359,003 $869,958
Median Permit $ Value $350,000 $750,000

2008 Oahu Permit < $625,000 Permit >= $625,000
No. of Permits 342 94
Averaqe Permit $ Value $338,832 $1,223,998
Median Permit $ Value $340,000 $800,000

2009 Oahu Permit < $625,000 Permit >= $625,000
No. of Permits 281 71
Average Permit $ Value $338,733 $1,004,100
Median Permit $ Value $340,000 $800,000

2010 Oahu Permit < $625,000 Permit >= $625,000
No. of Permits 273 68
Averaqe Permit $ Value $324,431 $996,610
Median Permit $ Value $318,000 $800,000



STATEWIDE MFH PERMITS: 2007-2010

2007 Statewide Permit < $625,000 Permit >= $625,000
No. of Permits 2 31
Average Permit $ Value $338,425 $20,721,926
Median Permit $ Value $338,425 $7,400,000

2008 Statewide Permit < $625,000 Permit >= $625,000
No of Permits 4 26
Average Permit $ Value $426,075 $10,215,250
Median Permit $ Value $430,400 $5,632,988

2009 Statewide Permit < $625,000 Permit >= $625,000
No. of Permits 2 16
Averaqe Permit $ Value $407,500 $5,223,219
Median Permit $ Value $407,500 $3,098,720

2010 Statewide Permit < $625,000 Permit >= $625,000
No. of Permits 0 17
Average Permit $ Value - $2,800,000
Median Permit $ Value - $5,451,605

OAHU ONLY MFH PERMITS: 2007-2010

2007 Oahu Permit < $625,000 Permit >= $625,000
No. of Permits 0 14
Average Permit $ Value - $8,625,000
Median Permit $ Value - $22,893,715

2008 Oahu Permit < $625,000 Permit >= $625,000
No. of Permits 0 8
Average Permit $ Value - 4,429,341
Median Permit $ Value - 1,933,616

2009 Oahu Permit < $625,000 Permit >= $625,000
No. of Permits 0 9
Average Permit $ Value - 3,462,456
Median Permit $ Value - 2,890,500

2010 Oahu Permit < $625,000 Permit >- $625,000
No. of Permits 0 10
Average Permit $ Value - 5,452,659
Median Permit $ Value - 3,546,029




