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MEMORANDUM
TO: Louanne Kam, Senior Counsel & Risk Management Administrator

FROM: Bobby N. Harmon, %Ekﬂnmrance & Safety Manager
Kamehameha Schools Bishop Estate

DATE: November 20, 1996

RE: LG/Admin: PERS 9 Report: Failure to Adhere to Directives

This is in response to your PERS 9 Report dated October 31, 1996.

My letter of October 29, 1996 (copy attached), to which you refer, was written by me as
President of P&C Insurance Company (P&C) and was an official business letter regarding
the fees being charged P&C by Marsh & McLennan, Inc. It is my opinion that in this
capacity I acted responsibly and within my authority.

On the other hand, since you are not an officer of P&C, 1 respectfully question whether
or not you had the authority to rescind this letter, as you did with your letter of October
30, 1996 (copy attached).

I acknowledge that I have been verbally advised by Nathan Aipa that "arms-length" is not
an issue with P&C and that I am to report to him regarding all P&C matters. However,
I have requested that this be documented in writing, which I have not yet received. I also
acknowledge that I was verbally advised by Henry H. Peters (Trustee of Bishop Estate and
Chairman of the Board of P&C Insurance Company, Inc.) that I am to report to Nathan
Aipa and that he would hold Mr. Aipa responsible for my actions as President of P&C.

Notwithstanding these verbal directives, I believe I still may have certain legal and
fiduciary responsibilitites when it comes to signing legal documents and financial
instruments for P&C. I have extreme concern as respects my actions as P&C's president
when it involves expenditures, and I have always tried to maintain this arms-length position
so that P&C's expenditures are not being managed or "controlled" by KSBE. I have even
greater concern and reservations when these expenditures are being directed by others,
over my objections and better judgment. This is especially true when these directions are
accompanied with the threat that any further incident in which I fail to follow directives



will be grounds for further disciplinary action including immediate termination.
Particularly disturbing to me is the fact that I depend upon KSBE for my income, and that
I receive no remuneration from P&C.

One reason that I have requested that Mr. Aipa provide written documentation that "arms
length" is no longer an issue is that this statement is contrary to previous written opinions
provided by KSBE's tax consultants, as well as my own understanding of this issue from
other sources.

Some of these written recommendations provided by our tax consultant, which I received
on September 19, 1994, included:

=

Formalize and Employ Proper Channels and Methods of Communication between
KSBE and its Corporate Affiliates and with Qutside Parties to Avoid Treating
KSBE's Affiliates as Merely Alter Egos of KSBE. Written Communications
Should be on Appropriate Letterhead and Addressed to the Proper Parties,
Including Pertinent Position Titles.

In situations where KSBE's subsidiary is involved in litigation, bankruptcy
proceedings, or negotiations with third parties, it must be made abundantly clear
to the third party that our subsidiary itself is in control of the negotiations and
litigation and not KSBE, and that all correspondence and communications from the
third party should be directed to our subsidiary rather than to KSBE.

Identify and Delineate the Roles of KSBE and its Corporate Affiliate When
Participating Jointly in a Multi-Level Transaction or Project.

Generally, the directors and officers of a subsidiary should not be dominated by or
subject to the control of individuals who are Trustees, officers or directors of
KSBE.

Establish Meaningful Consulting Agreements for Management Services Rendered
by KSBE Staff for Subsidiary Matters. As an alternative, if such management
consulting services is expected to consume an inordinate amount of KSBE's staff's
time, then transfer of such staff employee from KSBE to the subsidiary might be
considered.

KSBE should be careful not to allow consulting agreements between KSBE and
a subsidiary to proliferate to the point that KSBE is essentially managing the day-
to-day operations of its subsidiary.

Establish a Subsidiary Compensation Policy for Directors and Officers of
Subsidiaries. To the extent that subsidiaries are operating entities, its directors and
officers acting on behalf of such subsidiary should be compensated appropriately
by the subsidiary in order to demonstrate the separateness between a subsidiary






