JOSH GREEN, M.D.
GOVERNOR

KE KIA'AINA
EXECUTIVE CHAMBERS
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July 2, 2025
The Honorable Ronald D. Kouchi The Honorable Nadine Nakamura
President of the Senate, Speaker, and Members of the
and Members of the Senate House of Representatives

Thirty-Third State Legislature Thirty-Third State Legislature
State Capitol, Room 409 State Capitol, Room 431
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Aloha President Kouchi, Speaker Nakamura, and Members of the Legislature:

This is to inform you that on July 2, 2025, the following bill was signed into law:

H.B. NO. 422, H.D. 1, RELATING TO SCHOOL IMPACT FEES.
S.D.2,CD. 1 ACT 268
Mahalo,
b Spare AD.

Josh Green, M.D.
Governor, State of Hawai'‘i
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HOUSE OF REPRESENTATIVES 422

THIRTY-THIRD LEGISLATURE, 2025 H . B . N O , HDA

STATE OF HAWAII S.D.2
CD. 1

A BILL FOR AN ACT

RELATING TO SCHOOL IMPACT FEES.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HAWAII:

SECTION 1. The legislature finds that school impact fees
add to the cost of residential housing development, potentially
adding thousands of dollars to each new unit of housing
constructed in affected districts. These costs are passed on to
renters and buyers, leading to higher rental and for-sale
prices. In some cases, high impact fees can result in a project
becoming financially untenable and the units are never built.
This contributes to a scarce housing market, driving up the
market price of housing.

The legislature further finds that auditor report no. 19-13
is the most comprehensive analysis of school impact fees to
date. The report's summary of findings are as follows:

(1) The department of education's designation of school
impact districts lacks well-defined policies and
procedures and the district boundaries designated to
date raise concerns as to whether constitutional

"nexus" requirements have been adequately addressed;
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(2) The department of education's calculation of fees has
been inconsistent and at times based on questionable
assumptions, and updates to formula factors as well as
other requirements of the school impact fee law have
not been met;

{3) Gaps, that is delays, between designation of school
impact districts and collection of fees have resulted
in loss of fee revenue; and

(4) The department of education cannot adequately account
for fair share and school impact fee cash and land
contributions.

In its report, the auditor also found that in twelve years
following the enactment of the school impact fee law, the
department of education collected only $5,342,886 in school
impact fees. The auditor further found that this collection

would not have been enough to build a single elementary school.

For example, the auditor found that Hockele elementary school

cost $55,000,000 to build and further found that the department
estimated it would cost approximately $80,000,000 to build a
single new elementary school. The auditor found that none of

the school impact fees collected had been used for the

2025-3280 HB422 CDl1l HMSO



10

11

12

13

14

15

16

17

18

19

Page 3

H.B. NO. o

.D.2
.D.1

construction of new schools and $17,600,340 of collected fees

remain unused in a special fund.

The legislature also finds that as of January 1, 2025,

$21,118,831.74 remains unused in a special fund.

The legislature further finds that school impact fees are a

burden on aspiring homeowners and renters and the collection of

these fees does not provide a clear benefit to the community.

The purpose of this Act is to reduce the cost of housing

by:

(1)

(3)

(4)

Eliminating the construction cost component of the
school impact fee;

Exempting additional projects from school impact fees,
including certain affordable, government, and Hawaiian
home lands developments and single-rocom dwellings;
Requiring the school facilities authority to adopt
rules governing the collection of impact fees;
Increasing the minimum number of units in a
development to trigger land dedication provisions of

the land component impact fee; and

2025-3280 HB422 CDl1 HMSO
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(5) Requiring the school facilities authority to report to
the legislature on the benefits and impacts of this
Act before its repeal.

SECTION 2. Section 302A-1601, Hawaii Revised Statutes, is
amended to read as follows:

"§302A-1601 Findings. New residential developments within
identified school impact districts create additional demand for
public school facilities. As such, once school impact districts
are identified, new residential developments shall be required
to contribute toward the construction of new or expansion of
existing public school facilities through[=+

43> The] the land requirement, either through an in lieu

fee or actual acreage (unless land is not required in
the school impact district), based on each new
residential development's proportionate share of the

need to provide additional public school sites[+—ard
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A study commissioned by the State has identified the land
dedication requirement that is consistent with proportionate
fair-share principles [ard—thenet—eapital—ecost—ofsechoot
caeilities, Y ] i e . . "
. £ \ ‘neiples] .
The State determines that new residential developments
within designated school impact districts shall provide land for
schools or pay a fee in lieu of land proportionate to the

impacts of the new residential development on existing school

facilities. [Fhre—State—alseo—determines—that—pew—residential

. heir .

In determining the amounts of land component impact fees

[and—eonstruetioncost—componentimpaet—£fees], the intent of the

school impact fee calculations is that new residential
developments should not be charged for a higher level of service
than is being charged to existing developments.

This subpart establishes the methodology for developers to
provide their proportionate share of the land [ard—%tke

eenstruetion—ecost—of]) needed for new or expanded school

2025-3280 HB422 CDl1 HMSO
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facilities [aneeded] to serve new residential developments, as
determined in {seetiens] section 3022-1606 [aerd—302A-~1607,
respeetively] "

SECTION 3. Section 302A-1602, Hawaii Revised Statutes, 1is
amended as follows:

1. By adding a new definition to be appropriately inserted

and to read:

""Board" means the school facilities authority board

established by section 302A-1704."

2. By deleting the definitions of "construction cost",
"construction cost component impact fee", and "cost per
student".

2025-3280 HB422 CD1l HMSO
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3. By deleting the definition of "revenue credit".
revenres—under—chapter 237 thatwiltt be-—generated by a—new

14 1ol . . £ .JE'ESIES."]

SECTION 4. Section 302A-1603, Hawaii Revised Statutes, 1is
amended to read as follows:

"§302A-1603 Applicability and exemptions. (a) Except as
provided in subsection (b), any person who seeks to develop a
new residential development within a designated school impact
district requiring:

(1) A county subdivision approval;

(2) A county building permit; or

(3) A condominium property regime approval for the

project,
shall be required to fulfill the land component impact fee or

fee in lieu requirement [and-eceonstruction—eostcomponent—impact

2025-3280 HB422 CD1 HMSO
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(1)

(2)

(3)

(3)

The following shall be exempt from this section:

Any form of housing permanently excluding school-aged
children, with the necessary covenants or declarations
of restrictions recorded on the property:;

Any form of housing that is or will be paying the
transient accommodations tax under chapter 237D;

All nonresidential development;

Any development with an executed education
contribution agreement or other like document with the
agency for the contribution of school sites or payment
of fees for school. land or school construction; [arnd]

Any housing project developed by the government;

(6)

Any housing project processed pursuant to

(7

sections 46-15.1 and 201H-38;

Any housing that meets the definition of affordable

(8)

housing in sections 46-15.25 or 201H-57;

Any housing that is a single-room dwelling;

2025-3280 HB422 CD1 HMSO
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(9) Any form of housing developed by the department of

Hawaiian home lands for use by beneficiaries of the

Hawaiian Homes Commission Act, 1920, as amended; and

[+533] (10) Any form of development by the Hawaii community
development authority pursuant to part XII of chapter
206E.

(c) The authority shall adopt rules in accordance with

chapter 91 governing the collection of school impact fees."

SECTION 5. Section 302A-1606, Hawaii Revised Statutes, is
amended as follows:

1. By amending subsection (c) to read:

"(c) The procedure for determining whether the dedication
of land is required or a payment of a fee in lieu is required
for a new school facility or to satisfy the land component
impact fee shall be as follows:

(1) A new residential development with [£ifty] one hundred
or more units shall include a written agreement
between the owner or developer of the property and the
authority, executed prior to issuance of a building

permit, under which the owner or developer has:

2025-3280 HB422 CD1 HMSO
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(A) Agreed to designate an area to be dedicated for
one or more schqols for the development, subject
to approval by the authority; or

(B) Agreed to pay to the authority, at a time
specified in the agreement, a fee in lieu of land

dedication;

2 ‘g a1 -d ] Cth ] cs g
. hall Lo . ] ]
owner—or—the developer of the propertyand—the

3 i .  fied £ e ] c

in—tieus

(2) Prior to approval of any change of zoning,

subdivision, or any other approval for a:

(A) Residential development with [£i+f£¥%] one hundred
or more units; or

(B) Condominium property regime development of

[£+£ty¥) one hundred or more units,

the authority shall notify the approving entity of its

determination on whether it will require the

10
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development to dedicate land, pay a fee in lieu

thereof, or a combination of both for the provision of

new school facilities;

(3) The authority's determination to require land

dedication or the payment of a fee in lieu, or a

combination of both, shall be guided by the following

criteria:

(A) The topography, geology, access, value, and
location of the land available for dedication;

(B) The size and shape of the land availiable for
dedication;

(C) The location of existing or proposed schooling
facilities; and

(D) The availability of infrastructure;

(4) The determination of the authority as to whether

lands shall be dedicated or whether a fee in lieu

shall be paid, or a combination of both, shall be

final;

(S When land dedication is required, the land shall

be conveyed to the State upon completion of the

2025-3280 HB422 CD1 HMSO 11
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subdivision improvements and any offsite
infrastructure necessary to serve the land; and
[+#] (6) When the payment of a fee in lieu is required,
the fee in lieu shall be paid based on the terms
contained in the written agreement."
2. By amending subsection (e) to read:

"(e) The developer or owner of new residential

developments of [£i+ft¥] one hundred or more units shall either

pay the fee in lieu based on the land value as determined in

subsection (d) or convey appropriate acreage as determined in

subsection (b). [Whenreonveyingthe fee simple interest—forthe

Stater]"
SECTION 6. Section 302A-1608, Hawaii Revised Statutes, is

amended to read as follows:

2025-3280 HB422 CDl HMSO
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"§302A-1608 Accounting and expenditure requirements. (a)
Each designated school impact district shall be a separate
benefit district. Fees collected within each school impact
district shall be spent only within the same school impact
district for the purposes collected.

(b) Land dedicated by the developer shall be used only as
a site for the construction of one or more new schools or for
tﬁe expansion of existing school facilities. If the land is

never used for the school facility, it shall be returned to the

developer, or the developer's successor in interest. Once used,

the land may be sold, with the proceeds used to acquire land for

school facilities in the same school impact district.

(c}) If the land is not used for a school facility within
twenty years of its dedication,'it shall be returned to the
developer, or the developer's successor in interest.

(d) Once used for school facilities, all or part of the
land may be later sold. Proceeds from the sale shall be used

[to—aeguire] for land acquisition for school facilities in the

same school impact district.
(e) Fee in lieu funds may be used for school site land

acquisition and related expenses, including surveying,

2025-3280 HB422 CDl1 HMSO
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appraisals, and legal fees. With the exception of urban
Honolulu, fee in lieu funds shall not be used for the
maintenance or operation of existing schools in the district;

[eenstruetion—ecostsy—ineluding] planning, design, engineering,

grading, construction, construction and project management,

architectural, permitting, or financing costs; or for
administrative expenses.

(f) Notwithstanding any other law to the contrary, fee in
lieu funds from projects within a county-designated transit
oriented development zone may also be used to purchase completed
construction, construct new school facilities in new or existing
school sites, improve or renovate existing structures for school
use, or lease land or facilities for school use within é
county-designated transit oriented development zone.

[+] (g) [}] Notwithstanding subsection (e), in urban
Honolulu, fee in lieu funds may be used to purchase completed
construction, construct new school facilities, improve or
renovate existing structures for school use, or lease land or
facilities for school use.

() : . . : SUCEEE ,
ofty+
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3] (h) Fees in lieu, proceeds from the sale of all or
part of an existing school site that has been dedicated by a
developer pursuant to the requirements of this subpart [—andg
eonsEruction—cost—componentimpact—fees] shall be expended or
encumbered within twenty years of the date of collection. Fees
shall be considered spent or encumbered on a first-in, first-out
basis.

[{+m+}] (i) As used in this section, "urban Honolulu"
means the Kalihi to Ala Moana school impact district."

SECTION 7. Section 302A-1609, Hawaii Revised Statutes, is
amended to read as follows:

"§302A-1609 Refunds of fees. If a fee in lieu [ex—a
eonstruction—costcomponent—impact—fee)] 1s not expended within
twenty years of the date of collection, the authority shall
either:

(1) Refund to the developer, or the developer's successor

in interest, the amount of the fee in lieu paid and
any interest accrued thereon; or

(2) Recommit part or all of the fees for another

twenty-year period for construction of new schools in

2025-3280 HB422 CD1 HMSO 16
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the school impact district, as authorized by the
developer or the developer's successor."

SECTION 8. Section 302A-1612, Hawaii Revised Statutes, is
amended to read as follows:

"§302A-1612 Use of data reflecting recent conditions in
impact fee calculations. (a) Every three years beginning in
2010, the authority shall [eereuwrrentdy] update the [feollewings

5 Sehée%] school site area averages, using the total

school land requirement for each individual in a
school impact district as calculated pursuant to

section 302A-1606(b) [+

seetion302A-1607{e}].

(b) Every three years following the initial determinations
made pursuant to section 302A-1604, the authority shall update
the following:

(1) Student generation rates for each established school

impact district; and

2025-3280 HB422 CD1l HMSO 17
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(2) The statewide level of service.

[4e) l besinning in 2010 the aubhowi

3] (c) If any data update required by this section is
not completed within the specified time, the most current data
shall be used until the update is completed."”

SECTION 9. Section 302A-1607, Hawail Revised Statutes, is

repealed.

["§302A-16071—Construction—cost-component—impaet fees

2025-3280 HB422 CDl HMSO 18
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SECTION 10. Section 302A-1611,

repealed.
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SECTION 11. No later than December 15, 2026, the school

facilities authority shall submit a report to the legislature on
its findings,Arecommendations, and evaluation of the benefits
and impacts of subpart B of part VI of chapter 302A, Hawaii
Revised Statutes, as amended by this Act. The report shall
include:
(1) The authority's efforts and progress in addressing the
recommendations set forth in auditor's report no.

19-13;

2025-3280 HB422 CDl1 HMSO 25
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(2) A thorough review of the currently established impact

fee districts; and

(3) An assessment of the need for new school construction

based on demographic projections over the next
twenty-five years, as provided by the state land use
commission.

SECTION 12. Notwithstanding any provision of this Act to
the contrary, any existing educaﬁional contribution agreement or
agreement that has been executed with the department of
education or the school facilities authority pursuant to subpart
B of part VI of chapter 302A, Hawaii Revised Statutes, prior to
the effective date of this Act shall remain effective unless the
parties to the agreement mutually agree to terminate or
renegotiate the agreement.

SECTION 13. Statutory material to be repealed is bracketed
and stricken. New statutory material is underscored.

SECTION 14. This Act shall take effect upon its approval,
and shall apply to new residential developments permitted or
approved on or before June 30, 2029; provided that this Act
shall be repealed on July 1, 202%, and sections 302A-1601, 302A-

1602, 302A-1603, 302A-1606, 302A-1607, 302A-1608, 302A-1609,

2025-3280 HB422 CD1 HMSO 26
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302a-1611, and 302A-1612, Hawaii Revised Statutes, shall be

reenacted in the form in which they read prior to the effective

date of this Act.
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APPROVED this 2nd day of July , 2025
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