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may determine to be due.   The Board amended the staff recommendation by 
increasing the amount of the escrow deposit from $100,000 to $400,000.   See 
Exhibit 1. 

As explained below, staff now has the information in needs to make a 
recommendation to the Board on a lease assignment premium. 

REMARKS 

Staff procured an appraiser to determine the amount a willing buyer would pay a 
willing seller for the assignment of the leases.   The notice to proceed was issued 
to the appraiser on June 21, 2024 and BIT paid the appraisal cost as required.   
Staff also worked with BIT on escrow instructions and the establishment of an 
escrow account.   BIT deposited the required $400,000 into escrow on August 23, 
2024. 

In the meantime, staff submitted a request to the Department of the Attorney 
General for preparation of the consent to assignment of leases including the 
rescission language noted above if the lease assignment premium were not paid.   
The Consent to Assignment of General Lease Nos. S-4303 and S-4379; General 
Lease No. S-5656; and General Lease No. S-5848 (Consent) from BIT to Servco 
was fully executed as of September 25, 2024 and two originals were provided to 
BIT’s counsel on October 1, 2024 so that the parties could close their 
transaction.   A copy of the Consent is attached as Exhibit 2. 

The appraisal report on the lease values was received on September 16, 2024 
and approved on September 20, 2024, and a copy was promptly provided to 
BIT’s counsel along with staff’s calculation of the lease assignment premium 
payable to the State.   BIT’s counsel responded on September 26, 2024 with 
some concerns about the appraisal and the assignment of lease premium 
calculations, which led to the appraiser making revisions to the appraisal report.   
The revised appraisal report was received at Land Division on October 18, 2024 
and provided to BIT’s counsel on October 22, 2024.   Under the revised appraisal 
report, the appraiser found the market values of the leases to be as follows: 

GLS-4303 - $1,070,000 
GLS-4379 - $1,610,000 
GLS-5848 - $      80,000 
GLS-5656 - $      40,000 

For purposes of calculating the assignment of lease premium, staff assumed that 
the above amounts were paid for the respective leases as part of the BIT-Servco 
transaction.   The lease assignment premium policy, a copy of which is attached 
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as Exhibit 3,1 is based on Section 171-36(a)(5), HRS, which provides in relevant 
part as follows: 

No lease shall be transferable or assignable, except by devise, 
bequest, or intestate succession; provided that with the approval of 
the board, the assignment and transfer of a lease or unit thereof 
may be made in accordance with current industry standards, as 
determined by the board; provided further that prior to the approval 
of any assignment of lease, the board shall have the right to review 
and approve the consideration to be paid by the assignee and may 
condition its consent to the assignment of the lease on payment by 
the lessee of a premium based on the amount by which the 
consideration for the assignment, whether by cash, credit, or 
otherwise, exceeds the depreciated cost of improvements and 
trade fixtures being transferred to the assignee; . . . . 

(Emphasis added). 

Accordingly, the policy and calculations contained therein are intended to 
determine the amount the consideration paid for the assignment of the leases 
exceeds the depreciated cost of improvements and trade fixtures transferred to 
the assignee. Below staff evaluates each of the four leases under the policy 
starting with GLS-5656, which is unimproved and therefore requires no 
calculations to determined depreciated cost of improvements. 

GLS-5656 

As indicated in Exhibit A of Exhibit 1 attached, GLS-5656 has no vertical 
improvements on it, though it is paved.   The County of Hawaii Real Property Tax 
Office records show $0 for building value.   As a result, there are no construction 
costs to determine and no depreciation calculations to run.   About 22 years of the 
lease term have elapsed to date.   Under the assignment of lease evaluation 
policy, the State is therefore entitled to 30% of the appraised purchase price of 
the lease, which, as noted above, was determined to be $40,000.   Thirty percent 
of $40,000 is $12,000.   See lease assignment premium calculations attached as 
Exhibit 4-A. 

GLS-5848 

As shown in Exhibit A of Exhibit 1 attached, GLS-5848 does have vertical 
improvements on it consisting of a warehouse valued by the Real Property Tax 
Office at $273,600.   However, the lease was sold at public auction with a January 
1, 2006 commencement date with the improvements, meaning the improvements 

1 The policy attached as Exhibit 2 is taken from GLS-4303 and GLS-4379, which were 
consolidated into a single parcel governed by one lease extension document in 1998.   The 
same policy is attached to GLS-5848 and GLS-5656. 
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are owned by the State and not subject to depreciation under the policy.   Taking 
the same approach use for GLS-5656, between 18-19 years of the lease term 
have elapsed to date.   Under the assignment of lease evaluation policy, the State 
is entitled to 35% of the appraised purchase price of the lease, which was 
determined to be $80,000.   Thirty-five percent of $80,000 is $28,000.   See lease 
assignment premium calculations attached as Exhibit 4-B. 

GLS-4303 & GLS-4379 

As noted above and explained in greater detail in the June 14, 2024 staff 
submittal (Exhibit 1), in 1995 the Board approved the consolidation of the parcels 
under these leases into a single parcel and approved the extension of the leases 
for the parcel resulting from the consolidation.   Accordingly, for purposes of 
applying the assignment of lease evaluation policy, the leases are treated as a 
single lease.   

For GLS-4303 and GLS-4379, the lease premises are improved with buildings 
constructed by BIT and its predecessors-in-interest.   The County of Hawaii’s 
records show building permits pulled for this premises beginning in 1973 
($50,000), with substantial investments in 1977 ($200,000), 1997 ($689,350 for 
office building/conversion), and 2001 ($1,235,900 for warehouse building).2 

As explained in the June 14, 2024 staff submittal, David S. De Luz, Sr. acquired 
these two leases in 1978 for a recited nominal consideration of $1.   Staff 
therefore disregarded the improvements made before 1978 in calculating the 
depreciated cost of improvements but did factor in the substantial improvements 
made in 1997 and 2001 for office building/conversion and warehouse building in 
the total amount of $1,996,547.3   Applying the Honolulu construction cost index 
and straight-line depreciation from 2001 to present results in an adjusted 
depreciated cost of improvements of $1,543,990. Subtracting that amount from 
the imputed purchase price of $2,680,000 for these leases results in an excess of 
$1,145,010, of which the State is entitled to a 5% share under the assignment of 
lease premium policy, or $57,250.   See Exhibit 4-C. 

RECOMMENDATION: 

That the Board: 

A. Authorize the assessment of lease assignment premiums on the Consent 
to Assignment of General Lease Nos. S-4303 and S-4379; General Lease 
No. S-5656; and General Lease No. S-5848 from Big Island Toyota, Inc., 

2 County records show additional permits pulled over the years for the property.   Staff only lists 
the permits that appear to be for major structural improvements here. 

3 Adding $689,350 and 1,235,900 results in a total of $1,925,250.   However, staff adjusted the 
1997 cost of $689,350 for inflation to 2001 values to reach a total of $1,996,547 in 2001 dollars. 
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as Assignor, to Servco Pacific Inc., in the following amounts: 

GLS-4303 & GLS 4379 - $57,250 
GLS-5848    - $28,000 
GLS-5656    - $12,000 
Total Premium Assessed   - $97,250 

and direct that the premium be paid out of escrow to the State of Hawaii, 
Department of Land and Natural Resources, within 30 days of the Board’s 
action on this matter, or the consent to assignment of leases dated 
September 25, 2024 shall be rescinded. 

B. Acknowledge that, upon the Department’s receipt of the $97,250 lease 
assignment premium within the time allowed under recommendation A 
above, the payment condition set forth at page 4, paragraph 1 of the 
Consent to Assignment of General Lease Nos. S-4303 and S-4379; 
General Lease No. S-5656; and General Lease No. S-5848 from Big 
Island Toyota, Inc., as Assignor, to Servco Pacific Inc. shall be deemed 
fully satisfied and the rescission clause therein of no further force or effect. 

Respectfully Submitted, 

_____________________________________ 
Dan K. Gushiken 
Land Agent 

APPROVED FOR SUBMITTAL: 

_________________________________________ 
Dawn N. S. Chang, Chairperson 
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