KIUC BOARD POLICY NO. 11
PATRONAGE CAPITAL ALLOCATION AND RETIREMENT POLICY

I PURPOSE OF POLICY:

It is the goal of the Board of Directors of Kaua'i Island Utility Cooperative ("KIUC") to allocate
and retire capital credits annually. This Patronage Capital Allocation and Retirement Policy is
intended to allow all allocations and retirements of KIUC Capital Credits to be made in accordance
with Article VII of the Seventh Revised and Restated By-laws of KIUC or the successor to said
Article VII, and consistent with KIUC's current Equity Management Plan (EMP) as approved by
the Board.

IL. POLICY CONTENT:

KIUC is an electric cooperative organized under the provisions of the Chapter 421C of the Hawaii
Revised Statutes. It is exempt from federal income taxes under the provisions of Section 501 of
the Internal Revenue Code of 1954 as amended. Article VII of KIUC’s Bylaws establishes certain
requirements concerning the accounting for patronage capital furnished by member-owners.
KIUC’s policy concerning the allocation and retirement of patronage capital provided by member-
owners is as follows:

A. Allocation of Margins as Patronage Capital Credits: No later than August 15 of

each year, KIUC shall mail to the last known address of each member-owner from
whom patronage was received in the preceding year, a statement showing the
amount of patronage received and the amount of patronage capital credited to each
member’s account as a result of such patronage, provided that such statements shall

not be required for years in which:



1. KIUC fails to earn assignable margins as defined in Article VII of the
Bylaws; or

2. The amount of assignable margins earned is determined to be insufficient
to warrant the assignment of patronage capital credits and issuance of
statements.

Carry Forward of Unassigned Patronage Capital: If, pursuant to Section A.2 above,

no assignable margins for a given year are assigned to the patronage capital credit
accounts of KIUC's active member-owners during that year, said margins will be
combined with those of the following year for assignment to member-owners
providing patronage to the KIUC in the following year in proportion to that
patronage.

Retirement of Patronage Capital Credits: On an annual basis, the Board of Directors

will authorize the retirement amount and method to be used for any capital credit
allocations for the prior year. Such retirement amount and method will be
consistent with KIUC’s EMP.

Compliance with Mortgage Requirements: KIUC shall at all times seek to fully

comply with the various provisions of its long-term debt instruments with regard to
the retirement of patronage capital.

Payments to Estates: To the extent such action does not conflict with the provisions

of KIUC’s Bylaws or long-term debt instruments, KIUC will pay capital credits to
the estates of deceased member-owners under the following conditions:

1. The deceased member-owner must have been a natural person;



The deceased member-owner must have been the sole owner of the capital
credits to be retired. Patronage capital credits will not be paid to estates of
deceased member-owners when the account was owned jointly with a
surviving member-owner.

Requests for payment of a deceased member-owner's patronage capital

credits must be submitted in writing by the personal representative of the

deceased member-owner's estate, and must be accompanied by appropriate
documentation as required by KIUC;

Any discounted patronage capital credits issued to estates as aforesaid shall

be discounted using the following assumptions:

a. For purposes of discounting only, KIUC will assume that payments
of patronage capital credits would have been made in equal
installments over a period of years to be determined annually by the
Board after issuance of its annual audit report.

b. KIUC will use a discount rate to be determined annually by the
Board after issuance of its annual audit report at the same time as
determining item II. E. 4. a. above using the Goodwin Formula
previously approved by the Board by motion on May 30, 2006.

To the extent it can be determined, discounted patronage capital credits paid

to estates will be for the decedent’s residence only. No patronage capital

credits earned on commercial meters and discounted as set out above will

be paid to a deceased member-owner's estate.



6. The portion of any deceased member-owner's patronage capital account
retained by KIUC after any discounted patronage capital refund is made to
a deceased member-owner's estate as aforesaid shall become permanent
capital of KIUC.

7. The Board will not approve the retirement of more than four hundred
thousand dollars ($400,000.00) in discounted patronage capital credits to
the estates of deceased patrons in a given year. In the event a request for
payment is denied or only partially paid due to the four hundred thousand
dollars ($400,000.00) limitation, the portion of such amount not paid in full
that year will be paid during the following year prior to acting upon any
later received requests for payment to the extent the Board deems
commercially reasonable.

Patronage Capital Credits from Associated Organizations: Except insofar as KIUC's

Bylaws may require the application of such items to offset losses incurred in the
current or prior fiscal years, patronage capital credits received by KIUC from
associated organizations will not be segregated or otherwise treated differently from
the remaining assignable margins of KIUC.

Method of Payment: Patronage capital credits may be retired by the issuance of

checks, credit to member accounts, or by application to current outstanding balances
due KIUC as determined by the Board.

Collection of Delinquent Accounts: No payment in retirement of a member-owner's

or deceased member-owner's capital credits shall be made unless KIUC's records

shall have first been reviewed to determine whether such member-owner or



deceased member-owner owes any outstanding sums to KIUC. To the extent such
member-owner owes any outstanding sums to KIUC, any patronage capital credits
to be retired shall be applied by way of set-off to such sums, and no check shall be

1ssued to the member-owner or deceased member-owner's estate until the amount

owing KIUC shall have been paid in full.

III. RESPONSIBILITY

A. KIUC's President/CEO shall be responsible for the implementation of this policy.

B. KIUC's Board is responsible for the annual determinations required of the Board by
this Policy.
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