P&C INSURANCE COMPANY, INC.
1099 Alakea Street, 22nd Floor
Honolulu, Hawaii 96813

"

August 28, 1996

Mr. Peter Lowe

M&M Insurance Management Services, Inc.
F.0O. Box 38

Honolulu, Hawaii 96810-0038

Subject: Preliminary Budget for P&C Insurance Company
Dear Peter:
Thanks for sending the preliminary budget for the 1996/97 fy.

With reference to the projected Gross Premium Written, P&C will lose
nearly $800,000 in premiums due to the discontinued construction
operations of Keauhou Kona Resort Company (KKRC). Last year those
premiums were approximately $103,000 for General Liability, $40,000
for Automobile and $656,000 for Workers Compensation.

Also, as we have had very favorable loss experience, I expect that

our actuaries will determine that our renewal premiums can be reduced
from last year. Due to these factors, I would estimate that we may be
looking at closer to $2,000,000 in Gross Premium Written, rather than
the $3,000,000 indicated in the draft. This loss of premium, of
course, will have a significant effect on P&C’s bottom line.

As discussed, KSBE'’s new property insurance program is effective from
8/15/96-97. P&C’s $100,000 "Deductible Buyback" policy remains in
force, however, until the normal expiration date. A major reason for
the restructuring (besides saving $600,000 a year) was the -fact that
the program can be switched to reinsurance basis to enable P&C to
write the master property coverages on a direct basis. ©On this direct
basis, P&C could provide limits of $500 million and book a premium of
approximately $1,185,000. The Reinsurance Premium is estimated at
$1.05 million, with the current retention of $100,000.

The broker for our new property program has indicated that their
current policies may be cancelled at any time and the reinsurance
program put into place. As outlined in your memo of 06/25/96,
however, in order to have P&C become the direct writer for property, a
number of documents need to be prepared and filed, and a formal
proposal will need to be submitted for the review and approval of
P&C’s Board of Directors.



Due to the time needed to prepare these documents and make the
necessary filings, as you suggested it is probably better that we do
not include the property insurance premiums in our current budget
projections, but continue to prepare the documentation and obtain
the necessary approvals. When this is accomplished, we will be in a
better position to determine an implementation date.

On the expense side of the P&L, since my position and responsibilities
at KSBE are not being transferred to P&C, KSBE may wish to charge P&C
for the risk management services that I, and my staff, provide to

P&C. If this occurs, I assume that these charges would be reflected
under "Risk Management Fees" in the financials.

Referencing our previous request for a proposal from MMI for their
administrative services (shown on the P&L as "Risk Management Fees" of
$200,000), a description of the services which will be needed during
the current fiscal year is enclosed. As indicated, you will be
obtaining a propesal, which is tc be on a "time and expense" basis,
and contain a listing of the persons performing the tasks, their
positions, hourly rates, an estimate of the total hours expected to be
required to perform each.of these services, and other estimated
expense charges (such as for copying) that will be payable. Billings
for these services should be on a monthly basis.

Some of the services previously provided by MMI have been omitted from
the list as they would duplicate services performed in-house. When
we have received MMI's proposal, we can you with an estimate of KSBE’s
costs to be allocated to P&C, which, added together, would determine
our "Risk Management Fees" budget.

I am alsc requesting at this time that you obtain a similar proposal
for safety and loss control services from M&M Protection Consultants,
Inc., based on the separate list of proposed safety and loss control
services enclosed for this purpose.

Thanks, Peter, for your kind and considerable assistance. Please
contact me if you have any guestions or comments. =3
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William Richardson
Gil Tam

Glenn Hara
Nathan Aipa, Esqg.






