1

1

2
3
4

5

6
7
8
9

10

BUDGET AND FINANCE COMMITTEE

11

Council of the County of Maui

12

MINUTES

13

September 4, 2001

14

Council Chamber

15

16
17
18
19
20

APPROVED:

~~

21

22

ommlttee

23
24
25

RALPH ROSENBERG COURT REPORTERS,
(808)

524-2090

INC.

,air

2

1

CONVENE:

9:01 a.m.

2

PRESENT:

Councilmember G. Riki Hokama, Chair
Councilmember Alan M. Arakawa, Member
Councilmember Robert Carroll, Member
Councilmember Jo Anne Johnson, Member
Councilmember Dain P. Kane, Member
Councilmember Patrick S. Kawano, Member
Councilmember Michael J. Molina, Member
Councilmember Wayne K. Nishiki, Member
(Leave 11:50 a.m.)
Councilmember Charmaine Tavares, Member
(Leave 11:29 a.m.)

STAFF:

Tamara R. Koller, Legislative Analyst
Tammy M. Diaz, Committee Secretary
Ken R. Fukuoka, Director of Council Services

ADMIN.:

Brian T. Moto, Deputy Corporation Counsel
Traci Fujita Villarosa, Deputy Corporation
Counsel
David Craddick, Director of Water Supply
George Tengan, Deputy Director of Water Supply
Mike Quinn, Fiscal Officer, Department of
Water Supply
Wesley Lo, Director of Finance
Agnes Hayashi, Deputy Director of Finance
Lance Taguchi, Executive Assistant to the Mayor

OTHERS:

BF-15:

3

4

5
6

7
8

9
10
11
12
13
14
15
16
17

Others:

Russell Yamane, Russell Yamane &
Associates CPAs, Inc.
Randal Taniguchi, Russell Yamane &
Associates CPAs, Inc.
Additional attendees (1)

18
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19
20

CHAIR HOKAMA:

(Gavel.)

The Council's Committee on Budget

21

and Finance will come to order.

22

this morning we have Mr. Kane, Mr. Arakawa, Mr.

23

Carroll, Mr. Kawano, Ms. Johnson, Mr. Molina, Mr.

24

Nishiki, and Ms. Tavares present.

Let the record show

25
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1

BF-15:

COUNTY'S INDEPENDENT AUDITOR FOR FISCAL YEAR
2002
(C.C. No. 01-229)

2
3

CHAIR HOKAMA:

Members, we have three items on the agenda

4

for discussion and decision if the Committee so

5

deems appropriate.

6

on the agenda.

7

Independent Auditor for Fiscal Year 2002.

8

9

May I direct you to Item No. 1

It is Budget Item 15, the County's

For the Committee's general background, this
is in response to County Communication 01-229 from

10

Council Chairman Kawano relating to the contracting

11

of a certified public accountant or firm of

12

certified public accountants to perform an

13

independent audit of accounts and other evidences of

14

financial transactions of the County of Maui and of

15

all operations for which the County is responsible.

16

Attached to my August 29 memorandum to you, members,

17

there is included a draft -- and I say again, it is

18

just a draft -- RFP or request for proposal.

19

This morning we have Mr. Yamane, Russell

20

Yamane, and Mr. Taniguchi from Russell Yamane &

21

Associates, the County's current external auditor

22

who is reviewing Fiscal Year 2001's transactions.

23

And, let's see, this morning we also are blessed

24

with Department representatives from Water and

25

Finance.
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Okay.

1

We can discuss the scope and whether

2

the Committee intends to take any actions this

3

morning as part of the discussion.
Okay.

4

Members, first I'll ask Mr. Yamane if

5

he has any comments he wants to share with the

6

members this morning.

7

MR. YAMANE:

Russell.

With regards -- with respect to the request

8

for proposal, unfortunately we didn't get a copy in

9

the mail untiljustnow.so

10

CHAIR HOKAMA:

11

MR. YAMANE:

12
13

Yes.
Yeah.

I apologize for that.
I have not had an opportunity to

review it.
CHAIR HOKAMA:

Okay.

Well, I don't have -- then, instead,

14

before I ask for other Department comments or open

15

the floor to the members, as part of my memorandum

16

and attached proposal, members, draft proposal,

17

basically what you are seeing is the revisions which

18

are basically in blue for the future audit requests

19

as well as some other items of either corrections or

20

suggestions made from the Office of Council

21

Services.

22

One thing you will note, members, is that

23

there is a consideration I am putting forward

24

regarding the length of the audit contract.

25

again, it is for consideration.

Kauai County, for
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1

various reasons, and they have a two-year term such

2

as we do, decided to go to a three-year program.

3

And that way each Council's term somehow gets

4

involved with a review of the audit.

5

County of Honolulu goes with a four-year contract.

6

So, again,

7

consider looking at whether it makes sense for this

8

County to pursue a longer contract to an independent

9

auditor.

The City and

I think it is appropriate for us to

Tamara, do you have any comments, since you

10
11

were fortunate enough to go to a conference

12

regarding impacts from GASB 34 and audits?

13

MS. KOLLER:

I was in Honolulu last week and I did make

14

some contacts with some of the other counties for

15

their rationale.

16

Honolulu does do an RFQ, so they go out and qualify

17

the bidders, and then they go back in and do a --

18

and negotiate for the contract.

The Big -- the City and County of

The Kauai County and the Big Island both do

19

20

an RFP,

request for proposal, like we do.

There,

21

again, as the Chair mentioned, they go for three

22

years on Kauai and the Big Island does four years.
I made contact with some other CPAs firms

23

24

while I was there and asked about the impact of GASB

25

34.

As you remember from our finance -- when we
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1

were reviewing the budget, it's a new implementation

2

of reporting requirements.

3

spoke with, even the financial people in the other

4

counties, believed that there will be

5

probably see higher bids this year primarily because

6

of increased audit hours that will be required to

7

meet the GASB -- the review.

we will

And they -- the -- I asked about the two-year

8

9

And all the ones that I

firm versus a four-year firm,

four-year contract,

10

because of a new audit firm coming in, there's

11

always start-up costs and so a four-year term does

12

provide them a little bit longer term to recover

13

those start-up costs.

14

CHAIR HOKAMA:

Any questions for Tamara at this time?

15

16
17
18

Thank you, Tamara.

not,

If

I'll still let Mr. Yamane have some time.
Yes, Mr. Kane.

COUNCILMEMBER KANE:

Just one comment.

Tamara, did you

19

get any feedback regarding the three-year contract?

20

I know because the island -- or the County of Kauai

21

goes three years and as the Chair mentioned, it gave

22

an opportunity for -- because we have two-year

23

terms, that each Council has an opportunity to work

24

with that particular firm that's contracted.

25

comments on that?
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1

MS. KOLLER:

2

COUNCILMEMBER KANE:

3

CHAIR HOKAMA:

6

Thank you.

Okay.

Thank you.

Mr. Lo, any comments as the Director of

4

5

No particular comments on that.

Finance?
MR. LO:

Mr. Chair, in reading through the RFP, the draft

7

RFP,

the one critical thing that I think is going to

8

happen this year is because we're changing auditors

9

and we have these GASB 34 reports that are coming

10

out for the end of the next fiscal year, we need to

11

make sure there's some continuity.

12

had -- if we had an auditor under contract, we would

13

have them as a resource to ask questions about GASB

14

34.

15

in some comments in the scope, the audit objectives,

16

that once we award this contract, that we have the

17

ability to ask the auditors their opinions as to the

18

new formats,

19

I think if we

And I would think that it may be prudent to add

et cetera.

Now, we don't want them to -- you know,

20

basically we need to make sure that we're doing it

21

according to what our auditors feel are GASB 34

22

standards.

23

line because we don't -- they need to maintain their

24

independence.

25

contract, we need to have them available as a

We're running a little bit of a fine

But I think that once they're under
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1

resource to ask them questions.
This is a new thing for everybody.

2

I would

3

rather work with them during the year and then not

4

be stuck at the end of the year saying, we chose to

5

do it this way, and they say, you know, that they

6

don't want us to do it that way.

7

critical that we have some provision to start

8

working with them during this fiscal year.
That's my only comment.

9
10

So I think it's

CHAIR HOKAMA:

Okay.

Thank you.

Mr. Tengan, any comments as Deputy Director

11

12

of Water Supply, any comments regarding this request

13

or proposal this morning?

14

MR. TENGAN:

We don't have any specific comments, but I

15

can mention one advantage of having an auditor on

16

board for long term such as four years, and the big

17

reason is that in the past or normally the auditor

18

will bring in junior -- junior accountants, and the

19

staff would end up training or showing the junior

20

accountants what's happening in the Department as

21

far as the accounting systems are concerned.

22

takes up a lot of staff time, too.

23

24
25

CHAIR HOKAMA:

Okay.

So it

That's a good point to make us aware

of.
Any other comments?

Mr. -- Lance, regarding
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1

GASB requirements 34 that the County needs to be --

2

required to do since we have over 100,000 resident

3

population?
And I just bring that up because my

4

5

understanding of the Federal requirements, members,

6

is the County of Kauai, which has less than 100,000

7

population has a different deadline regarding GASB

8

34 requirements.

9

effective date compared to the County of Maui, which

10

has over that number of 100,000.
Maybe, Lance, you can share some of the

11

12
13

They have a little bit longer

requirements with us.
MR. TAGUCHI:

Basically the GASB 34 requirements by

14

allowing the auditor to maybe recoup it in three

15

years will allow a little more firms to maybe

16

compete for the bid.

17

inherent costs or fixed costs that these companies

18

must incur to educate themselves on GASB 34.

19

Like you said, there are some

GASB 34 is something that is very new, it's

20

being interpreted and the laws are being adjusted as

21

we speak.

22

lot about it.

23

Honolulu, part of the big five,

24

also are struggling to get a handle of exactly what

25

is the interpretations of GASB 34.

There's not too many people that know a
I spoke to some large firms in
I believe, and they

So having three
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1

years, I would agree, would allow a little more

2

flexibility.
In regards to the situation in Maui County,

3

4

we are considered one of the higher level reporting

5

entities, therefore we will have to at least for the

6

structural reporting requirements in fiscal year end

7

6/30/02, we are required to have the statements of

8

the management discussion analysis and the accrual

9

method of accounting included into our financial

10

statements.

So that is one area.

11

terms of fixed assets for -- infrastructure assets,

12

that can be phased in over a period.
And, finally,

13

The other area in

I think what Finance Director

14

Lo stated is kind of important, too.

15

to find that the CPA firm doing the audit cannot

16

really do the physical work in helping us comply

17

because, for example, if they come on board as a

18

consultant to help us evaluate and structure the

19

fixed assets, then they no longer can be independent

20

enough to audit because they need to maintain some

21

independence.

22

general guidelines of what they feel their

23

interpretation of GASB 34 is.

24

25

CHAIR HOKAMA:

You're going

However, they can kind of give us

So where are we, for the Committee's

information, with the accrual process?
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1

you to take even Department of Water Supply's

2

requirements also in us setting up the general

3

ledger sheet and reporting the accurate numbers, are

4

we -- are we starting any implementation of accrual

5

and general ledger adjustments, or are we, you know,

6

halfway there?

7

MR. TAGUCHI:

Where are we?

We have started.

I think Deputy Director of

8

Finance Agnes Hayashi can give you a better idea

9

because she's right in there supervising our

10

employees in terms of the change-overs or the

11

adjustments we need to make in the general ledger,

12

you know.

13

CHAIR HOKAMA:

14

Supply?

15

MR. TAGUCHI:

And this includes the Department of Water

I believe Department of Water Supply is --

16

they have it a little easier, in a sense, because

17

they're already in a modified accrual method of

18

accounting, but I'm sure the controller for the

19

Department of Water can tell you more.

20

CHAIR HOKAMA:

Okay.

Do you have any comments on your

21

accrual process with your ledger sheets, you or your

22

controller?

23

MR. TENGAN:

Yes, Mr. Chair.

The Department already is on

24

the accrual basis of accounting and we do keep a

25

detailed record of our fixed assets.
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1

CHAIR HOKAMA:

Okay.

Thank you.

2

COUNCILMEMBER ARAKAWA:

3

CHAIR HOKAMA:

4

COUNCILMEMBER ARAKAWA:

Mr. Chairman.

Yes, Mr. Arakawa.
Just for clarification, when I was

5

attending the conference on the GASB project, this

6

is not a Federal requirement.

7

Federal Accounting Group's change in program.

8

while it is nationally recognized as a program that

9

needs to be done, this is not a law that requires us

This is part of the
So

10

to change to this system, but, rather, it is to be

11

in compliance with all the other reporting groups.

12

So if you could clarify that, because I think that's

13

a misstatement saying that it is a Federal

14

Government requirement.

15

from what I heard in the conference, for one.

16

MS. HAYASHI:

17

CHAIR HOKAMA:

18

MS. HAYASHI:

I don't believe it is, not

Good morning.
Go ahead.
That's an excellent question, Councilman

19

Arakawa.

GASB 34 was implemented in June 1999 by

20

the Government Accounting Standards Board.

21

Government Accounting Standards Board is a

22

nonprofit, nonpartisan, independent organization

23

that implements accounting standards for

24

government

for government entities.

25

to private

the private sector which has Financial
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1

Accounting Standards Board, FASB.
It is correct that it is not required by law,

2
3

however, it is looked upon by the Government

4

Financial Officers Association, GFOA, as something

5

that it is in our favor to implement because it is

6

something that the users of the financial statements

7

will rely upon.

8

standards for reporting for all government entities

9

so that it may be evaluated appropriately.

Because what it does is it provides

So although it's not required by law by

10

it is something that is highly recommended by

11

the

12

the GFOA and GASB.

13

Local and State Governments, not the Federal

14

Government.

15

COUNCILMEMBER ARAKAWA:

16

because

17

CHAIR HOKAMA:

18
19

And it's only required on the

I just wanted a clarification

Thank you, Mr. Arakawa.

a good point you brought up.
COUNCILMEMBER ARAKAWA:

I thought that was

Thank you.

The other thing is in the

20

discussion, in the workshop that I attended, this is

21

a very much evolving process.

22

absolutely correct, this is something that has no

23

real set standards, it's evolving and it's doing

24

that very rapidly.

25

And I think Lance is

At this point, you know, to try and get an
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1

auditing firm and say, well, they will be our

2

consultants, sort of,

3

because everybody is learning at different rates.

4

And the auditing firm should be a separate entity to

5

do an independent audit.

6

is to be able to come in, independent of the

7

government, and make sure that we're doing it right.

8

To be part of the system and to be the consultants

9

in this particular case I think would be

I think is a big mistake

They can -- And their job

10

jeopardizing the independent status, and I think

11

that needs to be made very clear.

12

So if you need a consultant in order to help

13

learn the process or to be able to understand the

14

process, that's totally different.

15

probably get people that really understand the

16

process or are in the middle of this national

17

regeneration that are really good accountants, if

18

the accounting -- you know, if we need that.

19

We should

But to say, well, the auditing firm that we

20

choose here, which will probably be a local firm,

21

will be able to now come in and consult on it with

22

us and tell us -- and guide us on this,

23

whole -- the whole system doesn't work because it's

24

a conflict in being an independent auditor,

25

conflict in the sense of how close you get tied in
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1

with the departments and I think for the -- for what

2

the purpose and the intent of the auditor is, it

3

just would be almost in violation of the rules.

4

my opinion.

5

CHAIR HOKAMA:

Okay.

In

Well, we can have more discussion on

6

that later, Mr. Arakawa, but your point is well

7

taken.
What I want Ms. Hayashi to do at this point

8

9

is explain to the Committee what you have done at

10

the departmental level to assure that you can hit

11

the certain standards that we seem to be moving to.

12

MS. HAYASHI:

Okay.

Yes, Chairman.

We have in place a --

13

a working committee or a working project team,

14

actually, in the Finance Department.

15

working very closely with Executive Assistant Lance

16

Taguchi from the Mayor's Office.

17

approach.

18

We're also

It's a two-pronged

In Finance we are tasked with and responsible

19

for implementing or preparing the new financial

20

statements or the new financial reporting model, as

21

it is called -- as it's called, effective June 30th,

22

2002.

23

been working with our accounting system vendor,

24

Sunguard Vitek, to accomplish this.

25

That is about 90-percent done and we have

Also, part of this is mapping our existing
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1

accounting codes, if you will, or object codes,

2

subobject codes.

3

map that so it will be categorized or classified

4

properly in the financial statements.

5

first priority, obviously, because our CAFR will

6

have to assume those -- the new formats.

You may be familiar with that.

To

That is our

Also part of this, as Mr. Taguchi had

7
8

mentioned, was the infrastructure, which although

9

it's not -- the implementation requirement is as of

10

June 30th, 2006, we do need to classify that, we

11

need to evaluate it, we need to get a handle on it

12

in terms of how we will depreciate it.

13

looking at the departments in cooperation with Mr.

14

Taguchi to identify it so that we may value these

15

assets, determine their useful life and depreciate

16

it appropriately.

17

CHAIR HOKAMA:

18

MS. HAYASHI:

19

CHAIR HOKAMA:

Okay.

And we are

Thank you very much.

You're welcome.
What I think would be helpful for us is to

20

know, since Mr. Arakawa brought up a very good point

21

regarding a Federal requirement and standards of

22

this national organization, what advantage and

23

disadvantage will the County have to do this GASB

24

34, not to do this GASB 34?

25

MS. HAYASHI:

If I may answer that, Chairman.
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1

that I should really clarify is that, you know, we

2

are subject to an independent audit.

3

put at risk is if we do not comply with GASB 34, we

4

put at risk an adverse opinion from our auditors.

5

CHAIR HOKAMA:

6

MS. HAYASHI:

And what we

What is an adverse opinion?
Adverse -- not a clean opinion.

And what

7

this would result in is -- or maybe not an adverse,

8

maybe a qualified opinion, but in effect what that

9

does is it may ultimately affect our bond rating and

10

our cost of borrowing, so that would be basically

11

the major impact on the County.

12

COUNCILMEMBER KANE:

13

CHAIR HOKAMA:

14

COUNCILMEMBER KANE:

Mr. Chair.

Yes, Mr. Kane.
If -- Ms. Hayashi, if you can expand

15

on that, because, again, the question is:

16

use the word adverse, you need to

17

you need to explain what you mean by that.

18

would be the difference with or without it?

19

went ahead with it, are you saying that we wouldn't

20

get an adverse opinion?

21

MS. HAYASHI:

22

COUNCILMEMBER KANE:

When you

for me, anyway,
What
If we

So you need to clarify.

Okay.
Speak common to us because we're

23

not -- I'm not going to speak for anybody else but

24

myself, but I don't understand when --

25

MS. HAYASHI:

The independent auditor is responsible for
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1

evaluating our financials, making sure that it is a

2

fair representation of our financial position.

3

34 sets forth the structure in which the financial

4

information is presented.

GASB

And there is a -- kind of a -- there's a

5

6

reasoning behind this new financial reporting model.

7

It's supposed to -- twofold, the two purposes are

8

primarily to make us or make the government present

9

the financials to show fiscal -- enhanced fiscal

10

accountability as well as operational

11

accountability.

12

reporting model sets forth how the independent

13

auditor can evaluate our financial standing.

14

do not comply, it would indicate that -- it would

15

indicate that

16

COUNCILMEMBER KANE:

17

These

the formats,

the financial

If we

Before you answer that, let me ask --

Mr. Chair.

18

CHAIR HOKAMA:

Proceed.

19

COUNCILMEMBER KANE:

Final point.

What you're saying is

20

if we don't comply with GASB, it would depend on

21

what we do adopt as a model.

22

less, then you're saying it wouldn't be an advantage

23

if it was -- if our model actually was better or had

24

higher standards than GASB 34, then it actually

25

would help to enhance us?

And if that model is

So you're using one model
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1

as a reference point and depending on what we as a

2

body adopt --

3

MS. HAYASHI:

4

COUNCILMEMBER KANE:

5

6

Right.
is going to determine what our

advantages and our disadvantages would be?
MS. HAYASHI:

Well, how can I -- The GASB 34 sets forth

7

certain requirements and how we should present our

8

financials.

9

more complicated for the auditors to consistently

Not following that would make it much

10

evaluate us, I believe.

And so it would be more

11

challenging them -- challenging for them to, you

12

know, render an opinion, so they would render a

13

qualified opinion.

14

COUNCILMEMBER KANE:

So standardizing, and I just --

15

MS. HAYASHI:

Right.

16

COUNCILMEMBER KANE:

17

MS. HAYASHI:

18

COUNCILMEMBER KANE:

19

MS. HAYASHI:

20

COUNCILMEMBER KANE:

21

Yeah.

We're standardizing, so all --

Exactly.
CPAs have some track to follow --

Exactly, yes.
-- instead of everybody kind of doing

it on their own in their own way?

22

MS. HAYASHI:

Absolutely.

23

COUNCILMEMBER KANE:

That's right.

And it's a matter of us deciding

24

whether or not we're going to stay on the track or

25

we're going to adopt something different.
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1

like that's what we're talking about.

2

COUNCILMEMBER ARAKAWA:

3

MS. HAYASHI:

4

COUNCILMEMBER ARAKAWA:

5

COUNCILMEMBER KANE:

6

CHAIR HOKAMA:

7

COUNCILMEMBER KANE:

8

9
10
11

No.

Right.
If I --

Thank you, Mr. Chair.

Thank you, Mr. Kane.

Hold on, members.

Sorry for taking you off -- just

trying -CHAIR HOKAMA:

No, no, no.

I think that all of you are

presenting good -- good information.
Hold on there, Mr. Taguchi.

You know, what I

12

just heard is kind of disturbing because I thought

13

we had a very good system.

14

rating upgrade and -- and under the standards and

15

systems we have been doing for years.

16

don't do this -- and, again, I'm sure there's a very

17

good reason and I can see it -- see some of the

18

advantages myself as we move toward performance

19

budgeting, setting up benchmarks of what is the

20

appropriate measurements and how are we going to

21

quantify them and how we're going to use that in

22

evaluations of future County appropriations.

23

I need you to maybe put in that perspective what

24

what this does to make us achieve the next level in

25

government efficiency and accountability?

We just got one bond
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1

I'm very not satisfied with the response I just

2

heard.
Mr. Taguchi.

3

4

MR. TAGUCHI:

Okay.

Just to try and go back a little bit.

5

The Government Accounting Standards Board is a

6

not-for-profit entity.

7

determine what they felt -- what the readers of the

8

financial statement would want in their financial

9

statements.

They did a study to

So, in other words, one of the things

10

that appeared to be a problem with governmental-type

11

financial statements is that they are not on accrual

12

basis.

13

or a budgetary basis, and most of it runs according

14

to the fiscal year.

15

that they wanted to do was make government more

16

accountable to the people.

17

thought that would accomplish this is to do an

18

accrual statement, accrual statement financial.

19

They're basically set up on an appropriation

Well, what -- some of the goals

So one of the ways they

What this does is that it gives you a better

20

measure to see if you are living within your

21

resources.

22

in revenues, are you spending that or more or less.

23

So it's a mechanism to give the readers of the

24

financial statement a better understanding of the

25

financial statements.

In other words, the amount that you have

And this is what their study
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1

came up with.
The other point that their study came up was

2
3

that in terms of infrastructure assets, they felt

4

that the current financial statements didn't really

5

represent a good understanding of the condition of

6

the governmental entity.

7

this, most infrastructure asset was not reported on

8

the books, so the question became, well, does this

9

County have decent infrastructure?

10

poor infrastructure?

11

infrastructure?

12

this.

For example, prior to

Does it have

Does it have very good

There was no real way to measure

And this is GASB's first attempt to try and

13

14

address these problems.

15

correct, it is correct that GASB isn't necessarily a

16

requirement of the Federal Government; however, some

17

of the reasons why you would want to comply with

18

GASB is because the readers of the financial

19

statements will

20

understanding --

21
22
23

CHAIR HOKAMA:

When you're -- you are

if they feel they have a better

And for all of us, we understand who reads

the financial statements.
MR. TAGUCHI:

When you say the readers?

When you talk about readers of the financial

24

statement, to me, you're looking at two basic

25

groups.

One are the people of the County.
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1

want to pick up a financial statement and read it,

2

if you look at your financial statements right now,

3

they're not the most easiest thing to read.

4

you -- if you work with it on a day-in, day-out

5

basis and it's very confusing.

6

attempt to try and make it easier to read.

I mean,

So this is a first

The second primary user of the financial

7
8

statements is their insurance companies.

So in

9

other words, it may affect your bond rating if you

10

don't comply to GASB 34.

11

debate about that right now because even the bond

12

raters, this is something totally new for them, so

13

they don't really know how they're going to react.

14

For example, if you go ahead and rush to comply and

15

you put all your assets on and they find that your

16

assets are not -- maybe not in the best condition,

17

sure, it's going to affect your bond rating.

18

need to be very careful on how we structure the

19

financial statements, how we take care of our

20

assets.

21

NOw, there's all kind of

So you

But these are the two primary users that I

22

foresee using the financial statements.

23

be other people, but I think that might be to a

24

lesser degree other than you folks here and

25

Administration, yeah.
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1

CHAIR HOKAMA:

Okay.

Very good.

Very good.

2

We'll start some initial questioning and I'll

3

start with Ms. Tavares, if you have anything at this

4

time.

Mr. Nishiki, anything at this time?

5
6

Thank you.

COUNCILMEMBER NISHIKI:

Yeah.

Being that

How much have

7

we actually put into GASB right now as far as County

8

resources?

9

MR. TAGUCHI:

Where are we right now money-wise?

Okay.

Money-wise, you know,

I think the

10

Department of Finance has been trying very hard and

11

the employees have been very helpful and

12

cooperative.

13

responsibilities.

14

they're currently trying to close the last fiscal

15

year end and now they have this additional

16

responsibility to make sure that we are set up to

17

comply with the coming year.

18

can't wait is because the longer we go into the

19

year, the accounts are -- you know, our accounting

20

system is going forward.

21

well, Ms. Hayashi has been trying very hard along

22

with our employees to set up the infrastructure so

23

we can get the reports.

24
25

They've been taking over additional
You have to understand that

The reason why it

So we have been trying --

The hardest part of the compliance effort in
terms of financial statement structure is making the

RALPH ROSENBERG COURT REPORTERS, INC.
(808) 524-2090

25

1

statements -- We have to make sure that we're able

2

to capture the accrual basis of accounting.

3

one of the keys in the new structure, because the

4

accrual basis of accounting is something that is

5

not -- that was never done in the infrastructure of

6

our accounting system.

7
8

9

COUNCILMEMBER NISHIKI:

That's

So we put -- we're putting right

now money and personnel into GASB 34 right now?
MR. TAGUCHI:

I believe we're putting a lot of personnel

10

time and I'm -- my understanding is there was some

11

seminars and things that we went to.

12

MS. HAYASHI:

Yes.

That's correct.

In terms of mapping

13

out or working on our accounting system to -- so

14

that -- to set it up so we can correctly capture the

15

data and enter the new format, we had some existing

16

funds under an old contract that we used.

17

haven't expended any new funds.

18

COUNCILMEMBER NISHIKI:

Yeah.

So we

And the second question to

19

tie into this is being that Lance has explained that

20

this is looking at infrastructure assets as a big

21

part of GASB 34 and government hasn't looked at this

22

area, what are -- despite that you have mentioned

23

that bond companies basically would be using this as

24

something they would look at despite that they have

25

not totally accepted it or they're not comfortable
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1

or whatever we're at, what are the bond companies

2

telling us?

3

direction, are they -- have they reacted saying that

4

if you don't do it in this manner, then you will

5

surely lose the ability for us to look at you

6

financially and go rate you because you're not going

7

with this policy?

8

CHAIR HOKAMA:

9

MR. LO:

If we don't, as Riki say, go with this

Mr. Lo.

Mr. Chair, I think I can speak to the bond

10

portion a little bit because of my involvement with

11

them in recent years.

12

companies, they always look at your fixed assets and

13

your ability to replenish it.

14

we get from the bond-rating companies relate

15

directly to a lot of the 6-year CIP, et cetera, and

16

they're intimately involved with that.

17

Number one, the bond

I mean, the questions

What the GASB 34 is going to do is provide

18

information for the potential investors, also.

So

19

the problem is if we don't comply with GASB 34,

I

20

suspect that the auditors would write in their

21

opinion something to the effect that it's -- it will

22

be called a qualified opinion, saying that the

23

County of Maui does not comply with GASB 34.

24

Basically a simple statement like that.

25

questions that are going to come from the market on
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1

why did we not comply with GASB 34?
The inherent financial structure of the

2
3

county of Maui will be the same.

I mean, it is

4

based on the guidance of Council and, you know, how

5

we deal with things.

6

So the danger of not going to GASB 34 is that people

7

are going to wonder why we're not doing that.

8

the auditors will be required,

9

statement that says, they do not comply with GASB

It's just a reporting thing.

And

I believe, to write a

10

34, which would turn us into a -- what accountants

11

call a qualified opinion as opposed to an

12

unqualified opinion.
The bond-rating companies do always try to

13
14

get as much information as possible when they do

15

their rating.

16

to be looking at GASB 34.

17

look at those statements and have some value

18

judgements on their own on, you know, how well have

19

we dealt with our fixed assets, what our cash flows

20

go to, and so on and so forth,

21

CHAIR HOKAMA:

And they are asking us if we're going
The investors do need to

so --

Thank you, Mr. Lo.

22

Thank you, Mr. Nishiki.

23

And before I recognize Mr. Molina, I want to

24

apologize to all of you.

25

misdirected us this morning.

I kind of maybe
I need for all of us

RALPH ROSENBERG COURT REPORTERS,
(808) 524-2090

INC.

28

1

to understand what GASB 34 requirements or standards

2

we want to follow do with the independent auditor's

3

RFP and that is why we're here on that topic,

4

the future RFP for the future independent audits.

5

And my thing was to

6

the role of GASB to that.

7

whether or not we're going to do GASB 34.

8

I apologize for -- if I have allowed all of us to

9

kind of stray from this direction I had intended to

so we couldn't say what is

10

move forward this morning.

11

Mr. Molina.

12

COUNCILMEMBER MOLINA:

for

Yeah.

The main topic is not
Okay?

Thank you, Mr. Chair.

So

I

13

thought you brought up an interesting perspective

14

with regards to our bond rating.

15

feeling like are we fixing something that may not be

16

broken at this point?

17

My question,

It gave me the

But I digress from that.

I guess, maybe to Wes or to

18

Lance with regards to the financial statements, you

19

mentioned that they were not clear enough to,

20

guess, the so-called experts and even to the

21

laypeople like myself.

22

financial statements be made more understandable?

23

CHAIR HOKAMA:

24

MS. HAYASHI:

25

Okay.

I

How will these so-called new

Who's going to answer?

Well, the new reporting model, number one,

reports it on an entity-wide basis.
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1

the current structure separates it by different

2

funds.

3

the financial representation of the County on a

4

County-wide basis.

5

reports it by major individual funds versus by types

6

of funds,

7

gives a clearer financial picture of the operations.

So it gives the -- it gives a represent

like special revenue funds.

8

COUNCILMEMBER MOLINA:

9

CHAIR HOKAMA:

10
11

Secondly, it also reports

Okay.

it

So that also

Thank you, Mr. Chair.

Thank you, Mr. Molina.
Ms. Johnson.

COUNCILMEMBER JOHNSON:

Yes, Mr. Chair.

In looking at the

12

draft RFP, one of the things in -- and, you know, it

13

may be included in here,

14

Because this is, as we're learning this morning,

15

kind of a moving target, it's difficult to fix

16

something in a request for proposal that would

17

really accommodate maybe some of the new things that

18

may evolve from this entire process and knowing what

19

is expected and knowing the interpretations.

20

there some mechanism that will be built into this if

21

it is, let's say, longer than a two-year contract,

22

if it's a three-year or a four-year, will be -- will

23

something be built or can there be something

24

included that would give us that leeway that may

25

require?

I didn't see it, though.

So is

Because what's obvious now or what appears
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1

to be what we're headed toward now may later on

2

evolve into something else which would require,

3

perhaps, a little bit more time on the part of the

4

auditor.

5

and say that, well, this is what you do and then,

6

you know, all of a sudden be faced with a shortfall

7

in these tasks.

8

CHAIR HOKAMA:

So I don't want to trap them into a box

Excellent question, Ms. Johnson.

And that

9

is why I have waited until we finish the round and

10

after Mr. Kane, Mr. Fukuoka will be giving us some

11

of his thoughts and comments regarding the draft

12

proposal.

13

a new way of doing things, and so I think one of the

14

things is for us to keep our options open to take

15

into account your concerns.

16

the RFP review and proposal as we move forward in

17

this discussion further down the road would be, do

18

we

19

do an annual with one-year -- just the one-year

20

options for Council to approve or disapprove the

21

current auditor?

22

But, again, we're moving into a new area,

And that is why part of

what length of contract would we give?

Do we

And if you look on page 3 at the bottom on
it -- in

23

Audit Standards, No.1, members, you know,

24

blue, it's the nice baby blue language,

25

would be -- or the one area that we would look at
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1

incorporating your concern -- your comment, not

2

concern -- your comments in making sure we can

3

anticipate certain situations, Ms. Johnson.

4

COUNCILMEMBER JOHNSON:

Yeah.

And one other comment, Mr.

5

Chair.

I think that when I look at this,

I look at

6

having been involved in reserve studies for

7

condominium associations before.

8

advantage in securing one, you know,

9

is that a lot of times firms don't want to bid on

There is an
firm,

and that

10

something where there's a certain amount of risk

11

involved, you know, where they're putting all their

12

resources, they're doing an excellent job, and then

13

from year to year they could risk losing that

14

contract because of just simply somebody coming in

15

and saying, well, we could do a better job.

16

think for continuity's sake,

17

with one firm that has a proven track record and

18

then incorporate into that some additional

19

specifications that may come along at a later point.

20

21

CHAIR HOKAMA:

So I

I'm more inclined to go

Thank you.
And, again, members, we all understand,

I

22

think one of our colleagues, maybe it was Mr. Kane

23

that did mention there is merit to having

24

institutional knowledge and experience in performing

25

certain type of services, so I can -- you know,
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1

appreciate and understand your comment.
Mr. Kawano, any questions at this time?

2
3

4

COUNCILMEMBER KAWANO:

Yeah.

Thank you, Mr. Chairman.

Again, good morning.

5

CHAIR HOKAMA:

Good morning.

6

COUNCILMEMBER KAWANO:

I just -- looking at your draft,

I

7

feel like it's a good start that you looking as far

8

as the term of the Council and as far as the

9

contract as far as the auditor goes.

Like Tamara

10

mentioned, the different counties, how they follow

11

the election year, I guess, with the Council term

12

going and with also with the audit and I think

13

that's a good drive and I like to see that thing

14

work.

15

But I wanted to ask Russell how he felt as

16

far as the comment that we was getting this morning,

17

but I guess I'll wait until the proper time, Mr.

18

Chairman.

19

CHAIR HOKAMA:

I had -- was hoping to -- you know, my

20

intent of not calling on Mr. Yamane was so he had

21

time to have at least have a cursory review of the

22

proposal and then ask for his first impressions, I

23

guess would be the appropriate phrase, regarding

24

your concerns, Mr. Kawano.

25

Russell, you have any initial comments you

RALPH ROSENBERG COURT REPORTERS, INC.
(808) 524-2090

33

1

have, or would you prefer to wait after hearing the

2

members' questions?

3
4

5
6

MR. YAMANE:

Yeah, I'll wait until all the questions are

resolved and then
CHAIR HOKAMA:

Okay.

we finish up with Mr. Kane.

7

COUNCILMEMBER KAWANO:

8

CHAIR HOKAMA:

9

Thank you.

And then we can ask Mr. Yamane for his

comments.
Mr. Carroll, anything at this time?

10
11

Mr. Kawano, we'll wait until after

COUNCILMEMBER CARROLL:

Just one thing was concerning

12

GASB, when we were on the Big Island there was a

13

discussion we were having over there when we had

14

that conference and several people were saying that

15

even though this is a guideline,

16

aren't -- don't have to do it now, they indicated

17

that they thought that in the future, the near

18

future,

19

I mean, we

that it would be required.
Did you get anything on that?

20

CHAIR HOKAMA:

Mr. Taguchi.

21

COUNCILMEMBER CARROLL:

22

MR. TAGUCHI:

Anybody hear anything on that?

Councilmember Carroll, I do agree.

The

23

compliance to GASB, even the compliance now under

24

our financial statements really isn't a Federal

25

mandate; however, it is an industry standard.
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1

like you said,

I don't know of any governmental unit

2

right now that I am aware of that will not try to

3

comply to it.

4

implications of this GASB 34 is.

5

it's sort of the standard that everyone will be held

6

up to.

7

going to say if we are in compliance with GASB or

8

not.

I mean, that's how strong the
In other words,

Even, you know, auditor's report, they're

9

So I agree with you that this is something

10

that won't go away, it's going to be here to say,

11

and almost everyone will be complying to it.

12

CHAIR HOKAMA:

Mr. Arakawa.

13
14

Thank you, Mr. Carroll.

COUNCILMEMBER ARAKAWA:

Yes, Mr. Chairman.

There are a

15

couple of things.

16

agree with Lance, first of all,

17

GASB is necessary.

18

It's

19

were saying, because that was not accurate.

20

And I am going to completely
just for comment.

It's not something we cannot do.

I wanted to give clarification on what we

In getting back to the actual document and

21

the purpose we are here, because I don't want to get

22

too far off

23

time.

24

is in purple.

25

is that not already currently part of the

We can discuss GASB at some other

There is on page 5, No. 2 of this report what
That is very interesting to me.
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1

2

requirements?
CHAIR HOKAMA:

Mr. Arakawa,

just so that I can

not take

3

up your question at this point, but this is

4

something that came from our Council Services

5

Office.

6

of questions, Mr. Fukuoka will be presenting his

7

comments.

8

him, so he can address that -- that concern of yours

9

at this point.

10

And so my intent was after the initial run

And that No. 2 point is a comment from

COUNCILMEMBER ARAKAWA:

Mr. Chairman, this is something

11

that I have brought up virtually every year I have

12

been going to Budget Committee meetings, is that we

13

need to have some kind of a record-keeping system

14

whereby government is accountable.

15

right now, for instance, Wastewater, the contract

16

that we just recently put out, is $3 million short.

17

And that hasn't been reported to us yet officially.

18

So these kind of things as they occur, we need to be

19

held aware of what's happening.

20

part is implemented, you know,

21

have the ability to -- or we should have the ability

22

to get much more accurate numbers.

23

I understand

And if just this
I can see where we'll

At this point I think the major discussion

24

should be whether or not we think a four-year

25

contract or a year contract with ability to renew is
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1

what the basis of this recommendation is.

And,

2

again, my personal opinion on this is that a lot of

3

it just depends.

4

Council.

5

Councils to be able to make decisions short term or

6

whether we're going to tie the hands of future

7

Councils because many times what happens is we're

8

looking at something a Council in the past has put

9

together and we're pretty much told, well, you can't

We're going from Council to

Whether we believe the authority of

10

disrupt that, because -- but you still need to

11

authorize it.

12

bad policy,

13

year to year and each Council should have -- should

14

be able to make some decision on who the auditors

15

are going to be.

16

And this implied consent I think is

just because, you know, we go from a

The other thing is in the explanation of this

17

four-year,

I think it needs to be very clear that

18

the independent auditors need to be independent and

19

they are not a consulting group.

20

me,

21

here.

22

not independent.

23

an independent auditor and a consultant.

24

think in this case the County really should get a

25

consultant.

I think that, to

is something that should be written in stone in
We don't want an independent auditor that is
So I can look at, you know, doing
And I

I thought that's pretty much what Lance
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1

was hired for, to look into this GASB and to be our

2

consultant to get this project going.
But on the five -- on the four-year,

3

I think

4

we need to get a legal opinion as to how we can bind

5

future Councils without really saying we're binding

6

future Councils.

7

implication I think is just as strong as the way

8

it's put up.

9

independently, but at the same time it's implying

10

11

Because the implied

the

Because it sort of says you can do it

very strongly you must do it this way.
CHAIR HOKAMA:

We will have Mr. Moto give us his comments

12

as we progress through this initial round, Mr.

13

Arakawa.

14

COUNCILMEMBER ARAKAWA:

And after we get done with this

15

particular item, if you would schedule GASB as a

16

topic, I think there's some very interesting things

17

that have come up as far as the expenditures or lack

18

of expenditures and the amount of work that has been

19

done so far,

20
21
22

CHAIR HOKAMA:

so we should look at that.

Thank you.
Mr. Kane.

COUNCILMEMBER KANE:

Mr. Chair, one of my issues,

I guess,

23

is the question of binding future Councils to a

24

decision made by this current Councilor a current

25

Council and binding of a future Council.
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1

guess that would tie into the length of the

2

contract, whether we go a three-year, but two years

3

and then the third year is the option kind of thing.

4

That way it gives a future Council the option of

5

changing or not.

6

won't ask that question.

7

comment to that.

10

I'm going to make a

The other question I have is for Mr. Yamane

8
9

Anyway, that's an issue and I

as far as just -- maybe just a common practice when
you folks make bids, if I can proceed on that.

11

CHAIR HOKAMA:

Sure.

12

COUNCILMEMBER KANE:

Proceed.
It doesn't have directly to this, but

13

I think it's just an understanding of what Ms.

14

Johnson brought up earlier.

15

is a year versus a multi-year type of contract, how

16

does it affect the pricing?

17

to year, it's higher risk?

18

you to confirm what I'm assuming, that you folks

19

would charge more if it's just a one-year thing

20

versus a multi-year thing?

21

some insight to that, Mr. Yamane?

22

trying to be clear on the question, but just if you

23

can attempt.

24

MR. YAMANE:

25

Kane.

Yeah.

When they go in and it

I mean, if it's a year
I guess I'm just asking

Can you kind of give
And I hope -- I'm

I'll try to do that, Councilmember
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In general, I guess, you know, if you're

1

2

asking whether I would prefer a one-year contract or

3

a multiple-year contract, certainly a multiple-year

4

contract or proposal is clearly advantageous and I

5

would think it would be advantageous to any auditor

6

coming into an organization such as yours.

7

reason being is there is -- and I'll give you an

8

example.

9

Fiscal Year 2000 audit, it takes a significant

And the

When we were engaged to do the 2000 audit,

10

amount of time up front in terms of understanding

11

the County's accounting system, testing controls,

12

and part of it, which was mentioned earlier by,

13

believe, George is that, you know, when a new

14

auditor is in, it expends more time on their part

15

because they're explaining things on how they

16

their procedures are.

17

from a proposal standpoint, I would have to factor

18

that in in terms of whether I'm going to be able to

19

recover that cost over, you know, a longer period of

20

time.

21

year, I would tend to think that the cost would have

22

to be much higher with the uncertainty that I may

23

not be able to recur on the second or third years.

24

So certainly that plays a factor.

25

So it does take time.

I

And

Certainly if I'm -- I'm only here for one

COUNCILMEMBER KANE:

Would you consider your comments a
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1

blanket to the industry and how they consider these

2

things?

3

I'm not going to hold you to it, but just for a

4

general understanding on our part as to helping us

5

determine a length of a contract or obviously the

6

longer, then you can spread things out is what I --

7

it sounds like I'm hearing.

8
9

10
11

MR. YAMANE:

I would tend to say that the majority of the

industry would probably view it exactly like I am
portraying it.
COUNCILMEMBER KANE:

Thank you.

Thank you, Mr. Chair.

12
13

And it's real, loose, yeah, Mr. Yamane.

CHAIR HOKAMA:

Okay.

Thank you.

I'm going to ask Mr. Fukuoka to give us his

14
15

comments after a very short, three-minute recess.

16

Okay.

(Gavel.)

9:54 a.m.

17

RECESS:

18

RECONVENE:

19

CHAIR HOKAMA:

20

10: 03 a.m.

(Gavel.)

The Budget and Finance Committee

will reconvene.
At this time, members, we have Mr. Fukuoka,

21

22

our Director of Council Services, to share his

23

comments this morning with us.
Mr. Fukuoka.

24
25

MR. FUKUOKA:

Thank you.

The -- there were a few comments
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1

that were made that maybe we have some input to give

2

on.

3

of whether or not or to what degree and when do

4

these new regulations or standards apply.

5

there's -- there's, of course -- it's already been

6

mentioned that, you know, it's not a serious --

7

well, there's no serious consideration to going off

8

standard.

9

One of them has to do with the

this question

And

I mean, the County has always tried to comply

10

with the standards that are in place and it's

11

important to do so for the sake of the bondholders

12

and users of the financial statements so that it's

13

easier to understand.

14

understand when one term means the same thing, you

15

know, from County to County.

16

Obviously it's easier to

But there is some question about the speed

17

with which the counties have to come into

18

compliance.

19

massive -- a good change, I think almost everybody

20

agrees that these changes which are -- actually,

21

Agnes pointed out to me that the changes are not

22

limited to just this one GASB standard.

23

couple of others that are very critical and I guess

24

we will include them in the final RFP.

25

good changes are difficult changes to implement.

And, you know, because this is a
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1

And so there are deadlines for implementation, but

2

some counties will come in ahead of the deadlines.

3

This is what Lance was talking about earlier.

4

that may make it a little bit difficult to bring

5

people into compliance because as different counties

6

come closer to compliance, they're going to notice

7

different kinds of problems.

And

8

And just like happened with the Single Audit

9

Act, when that was done, you know, there's going to

10

be slight changes that happen as we near the

11

compliance deadlines.

12

have to deal with a determination of when do we

13

comply, but we have to realize that it's not going

14

to be exactly the same as is seen today.

15

not like we have a choice, you know, this kind of

16

stuff is so big that you got to start early because

17

if you wait until the last minute, you're going to

18

have a real hard time.

So not only does the County

But it's

19

Now, the question on what kind of advice the

20

independent auditor can give is kind of a difficult

21

one to resolve.

22

general acceptance, apparently -- And if necessary

23

Tamara can give further input on this one.

24

think,

25

much the same way.

in fact,

You know,

first off, there's

And I

the Administration sees it pretty
You have to have this
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1

independence that Councilmember Arakawa spoke of.

2

On the other hand, because this is a new and

3

developing area, it is important to get input from

4

the auditor, the person who is actually going to end

5

up certifying that these books are good or bad.

6

It's important to get their input so that they can

7

indicate whether whatever it is that the County is

8

doing is not going to meet their particular

9

perspective on what the standards are going to be

10
11

like.
And even that is not going to be ironclad

12

because as time goes on, auditors are going to have

13

different perspectives on these standards.

14

yet, it is important that the auditor be able to

15

indicate preliminarily what it -- what the standard

16

looks like to them.

17

when we have this, I guess, tension between the need

18

for independence on one hand and yet the need for

19

the auditor to be able to have some working

20

knowledge of what these new standards mean and could

21

mean in the future.

22

And,

And that's what we talk about

Aside from just being knowledgeable about the

23

developments of the -- of -- that are happening and

24

the standards with respect to these new regulations,

25

it should not be the current auditor's job to do a
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1

lot of work on advising specifically how do you do

2

this.

3

able to say, well, this is the way you guys want to

4

approach it, fine, to me it looks okay based on what

5

I know.

6

I mean, it is not really great in terms of assurance

7

down the road, but it is something for the

8

Administration to be able to rely on.

9

To give more advice than that would obviously damage

10
11

On the other hand, the auditor ought to be

But that's a relatively minimal standard.

Excuse me.

the independence.
Now, you know, there was some talk about on

12

page 5 of this draft RFP, you know, the language

13

that I had written in.

14

pink, and I'll talk to the administer -- the

15

computer administrator about that.

16

if you look at the way this is drafted, the new

17

language is just an elaboration of the old language.

18

It's just that I looked at that language and as many

19

times happens in our office, I thought it could be

20

tweaked a little bit.

21

give it a little bit more urgency.

22

probably expanded.

23

harm to leave it alone.

24
25

And, yes, that is me, that

But, you know,

And so I put it in there to
It could be

I'm not sure it would do great

But one of the problems here is that when we
talk about irregularities and illegal acts, you
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1

know, it sometimes becomes a question of judgement.

2

You know, I mean, clearly if you're talking about

3

embezzlement, then that's an illegal act.

4

whether money is spent wisely, you know, may be

5

subject to some judgement.

6

reasonable explanations for what may at first look

7

unreasonable.

9

And sometimes there are

I think that's about all I have.

8

But

I think the

rest, you know, there are some questions that Deputy

10

Corp. Counsel is ready to address having to do with

11

this procurement and how a so-called contract over a

12

multiple-year time frame would work.

13

necessarily so -- it is not so that we would end up

14

binding future Councils.

15

way out.

16

you go through a procurement, the tendency is to

17

stay throughout the term of the contract.

18

practical matter, there is probably going to be a

19

disinclination to get off the selected contractor

20

here.

22
23

CHAIR HOKAMA:

The Councils always have a

However, on the other hand, you know, once

Okay.

21

It's not

Thank you.

Thank you.
Okay.

So as a

Thank you, Ken.

Mr. Moto is -- I have asked him to be

24

prepared, so he'll give his comments.

25

think some of the comments provided by the Committee
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1

I would like to hear Mr. Yamane's comments that was

2

asked toward Finance Department regarding

3

consultation or -- and, again, maybe that's not the

4

right word to be used in this discussion.

5

I don't know.

6

"concurrence," Mr. Yamane?

7

MR. YAMANE:

Maybe

What would an accountant use,

The proper terminology is consultation.

8

you know, what Mr. Fukuoka mentioned,

9

accounting,

And,

in the area of

independence is a very important issue.

10

You know, if I am a treasurer for an organization, I

11

cannot render an auditor's report saying that the

12

financial statements are fairly presented in

13

accordance with Generally Accepted Accounting

14

Principles.

15

part of that organization.

16

financial records.

17

I

mean, I

am not independent.

I

am

I am preparing the

I am making financial decisions.

So, therefore, the issue on independence has

18

been, you know,

19

years because you definitely want someone that is

20

not in that position making decisions for the

21

organization.

22

whether or not that hinders an auditor's

23

independence, that's -- that's an issue that always

24

gets raised.

25

in the profession for many, many

So with respect to consultation and

I think from our viewpoint, and I think
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1

you'll ask other auditors or even other people, you

2

know, in terms of providing that type of

3

consultation, if I am not making decisions for your

4

organization or that organization that is -- that I

5

am auditing, in my mind, I have a clear conscience

6

that I am independent with respect to that auditee

7

entity.

8

am clearly not independent and I in my professional

9

standards or my professional guidance would not be

10

Now, if I am making decisions, in my mind I

able to render any type of opinion.

11

So I think that's a very key point that, you

12

know, the auditor itself, him or herself, must make

13

that decision.

14

by other people, are you independent or not, and

15

then the auditor would have to justify it.

16

And clearly we could be challenged

Now, with respect to the specific issue at

17

hand in terms of whether the County should be

18

engaging a separate consultant or an independent CPA

19

or -- your independent CPA, I mean, that decision is

20

clearly going to be in your hands.

21

make this point, though:

22

GASB 34, it's so revolutionary in terms of

23

government reporting standards

24

standards have been around probably over 30, 40

25

years, so this is something that is clearly and has

From the standpoint of
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1

been made known here that there's going to be many

2

questions, different interpretations that arise even

3

as we go forward.

4

But with regards to implementation,

I think

5

it's vitally important that the Administration

6

consult with someone, whether it's a separate

7

consultant, again, or if it's the CPA that you so

8

choose, because they can use the CPA as a sounding

9

board as to whether or not a particular decision,

10

and there's many decision points that the Finance

11

and Administration will have to make in implementing

12

34 that there's -- They have to make decisions, and

13

they should seek -- at least from my viewpoint if I

14

was in their position,

15

that's a proper decision to make.

16

hate to corne up at the end of the year or even when

17

the audit is being conducted that the auditor

18

disagrees with some of those earlier decisions.

19

It's going to be extremely time-consuming, probably,

20

to unravel some of these things and you're still

21

faced with a deadline to file your CAFR.

22

I would seek guidance whether
Because you would

And one of the key elements which was brought

23

up earlier is the GFOA certificate which the County

24

has received for, God, probably over 20 years, close

25

to 20 years.

So it's vitally important,
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1

terms of those decision-making process that the

2

accountant is consulted.
Now, with regards to independence,

3

I would

4

like to make an analogy.

You know, we have other

5

private making entities that we audit.

6

of cases they would ask our company for specific

7

guidance.

8

a strategic tax move, they would seek our guidance

9

in terms of:

And in a lot

As an example, if they were contemplating

Can this be done?

Is this going to

10

pose a problem?

11

them.

12

or is this transaction that they're contemplating,

13

is this going to be appropriate?

14

a lot of cases, we ask our clients to seek our

15

guidance beforehand.

16

I am not making the decision for

I am basically being asked, is this procedure

And therefore,

in

I would rather have them ask me the question

17

beforehand rather than after the tax transaction has

18

occurred and it turns out, no, we're faced with

19

significant tax liabilities.

20

planning process which I encourage for our

21

profit-making entities.

22

in this particular case, again, because GASB 34 is

23

so new and so revolutionary that I think it's

24

important that that be conducted.

25

It's part of the

And also I think -- I think

Keeping in mind, now, that the Administration
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1

is tasked with doing this implementation, but I

2

think you as Council members are ultimately

3

responsible.

4

independent auditor to render a report on the

5

County's financial statement, so it's -- I think

6

it's equally important that, you know, at least the

7

Council have some input in terms of how the

8

financial statements are going to be prepared and

9

whether it's going to be in conformance with GASB

10
11

You're the ones that are hiring an

34.
CHAIR HOKAMA:

Thank you, Mr. Yamane.
Okay.

12

Members, we're going to have Mr. Moto

13

now share with us his comments regarding some of the

14

concerns brought up by a few Committee members.
Mr. Moto.

15
16

MR. MOTO:

Mr. Chairman, in response to some of the

17

comments that have been made and questions that have

18

been posed, my comments are going to pertain

19

particularly to the issue of binding future

20

Councils.

21

I believe that's how it was mentioned.

The Draft Request for Proposals for an

22

Independent Auditor have been drafted rather

23

carefully to provide that although the proposed

24

contract holds out the possibility of multiple years

25

of service, the fact remains that there's only a
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1

commitment for the first year of that contract,

2

Fiscal Year 2002.

3

your information, on page 3 of the RFP in paragraph

4

C-3,

5

paragraph that has been revised in blue.

This language you will find,

for

in particular those sections marked in -- the

If you read through that paragraph, you will

6

7

see exactly what I am -- what I am referring to,

8

which is that although the RFP pertains to multiple

9

fiscal years, the initial contract will pertain only

10

to the audit for Fiscal Year 2002.

11

the possibility of an option being exercised by the

12

Council to essentially extend the contract and audit

13

services to the future fiscal years, although no

14

guarantee is made that will actually happen.

15

Therefore, the Council in its draft RFP does not

16

bind itself or future Councils,

for that matter, to

17

the particular auditor chosen.

It does inform

18

people that it anticipates that there is a

19

possibility that options may be exercised.

It does hold out

The second point I want to make about this

20
21

issue is that in terms of budget appropriation for

22

audit services, those are budgeted on an annual

23

basis.

24

Council and, in fact,

25

year to simply appropriate the money that is needed

In other words, it's been the practice of
even for this current fiscal
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1

to pay for that year's audit services.

2

next fiscal year, there will be another budget

3

appropriation to pay for that year's audit services.

4

So it's done on an annual basis and each Council

5

each year gets to look at it anew.

6

CHAIR HOKAMA:

7

MR. MOTO:

8

CHAIR HOKAMA:

So that come

Done, Mr. Moto?

Yes, thank you.
Thank you.
Okay.

9

Mr. Kane first,

10

Arakawa.

11

COUNCILMEMBER KANE:

followed by Mr.

Thank you.

Mr. Moto, the second point that you brought

12
13

up regarding the budgetary aspect of this, if we

14

have a mUlti-year contract and if we don't

15

discuss -- or let me formulate this.

16

trying to get at is the possibility of a contract

17

breech.

18

because we're not happy for whatever reason, what

19

other mechanism has to kick in?

20

through that process of looking at the auditor, yes,

21

no, we're going to continue?

22

pointed out on page 3, that, no matter what, we

23

would have to make a determination at a given point

24

in time, but you used a second one as another

25

protection, but would we be facing any possibilities

What I'm

Say, for instance, we just don't fund it

The actual going

The option that you
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1

of breaching of contract if we utilize that one?

2

CHAIR HOKAMA:

3

MR. MOTO:

Mr. Moto.

Mr. Chairman, the short answer to the question

4

is that, no, we will -- we will not face the -- a

5

risk of contract breech if for some reason, for

6

whatever reason, the Council decided not to

7

designate the auditor for a future fiscal year just

8

because we will not have promised that they will be

9

so designated.

At the most we're just holding out

10

the possibility that that may happen, but it's all

11

subject to annual Council decisions to either

12

designate that person as -- that firm as the auditor

13

or not.

14

COUNCILMEMBER KANE:

15

CHAIR HOKAMA:

16

COUNCILMEMBER ARAKAWA:

Thank you.

Okay.

Thank you.

Mr. Arakawa.

Yes.

Mr. Moto, then why do the multiple years?

17
18

the intent is to say, well, every Council is going

19

to be making a decision, what would be the purpose

20

of doing multiple years if there is no implied

21

intent that we're going to be carrying on this

22

decision?

23

CHAIR HOKAMA:

If

I don't think that's a question for Mr.

24

Moto.

I think that's more for us and how we want to

25

proceed in the request for a proposal, Mr. Arakawa.
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1

Because this is a proposal under my name, not Mr.

2

Moto's name.

3

COUNCILMEMBER ARAKAWA:

Well, again,

from a legal
If this were to go

4

standpoint what I am asking is:

5

to court, as Mr. Kane said, it's very obvious the

6

reason that you do these things is because you want

7

to imply that there will be a job performance or job

8

offer for four years.

9

then the bidder of the contract will formulate his

In offering this proposal,

10

bid based on the assumption that it will be four

11

years, hence he may lower the amount in the

12

beginning in order to recover it toward the end.

13

So, in essence, you are committing the companies to

14

the intention that you are going to do this.

15

Legally they should have some kind of a basis to be

16

able to say,

17

beginning because I'm going to recover this over

18

time.

19

CHAIR HOKAMA:

I am giving you a lower fee on the

Would that not be so?
Yeah,

I understand what you're asking Mr.

20

Moto.

21

risk on the part of the firm that wishes to submit a

22

bid proposal that this is what they're working

23

under.

24
25

And, again, you know, Mr. Arakawa, it is a

COUNCILMEMBER ARAKAWA:

Right.

And, again, my impression,

the reason that this is key to discussion, is
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1

because I believe that what we are doing is we are

2

putting out a false impression if we are indeed

3

saying every Council will make that determination

4

independently and should not be obligated to the

5

length of this contract.

6

ethical standpoint if we are going to be presenting

7

the fact that, yes, you should be able to count on

8

us to be able to renew this contract unless there is

9

just cause, then we should be up front about it, no,

And from a moral and

10

this is not what we're trying to do.

11

or it isn't.

It either is

And I don't believe it's fair to the

12
13

contractor or to the Councils if they are being put

14

in the position where they have to assume -- the

15

Council assuming that they should be renewing it and

16

not doing an independent decision-making or on the

17

company assuming that the Council should be doing

18

it, and thereby lowering its rates because of that

19

assumption when the Council has no intention of

20

doing that.

21

CHAIR HOKAMA:

And that's a good point, you know, Mr.

22

Arakawa.

And, again, this is one way of doing it.

23

Again, we can just put out a straight request for

24

four years if that's what we want with no annual

25

review, you know, they have a four-year term and
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1

they perform over four years.

2

way of doing it so that there is an annual review

3

before a Council Committee.

4

COUNCILMEMBER ARAKAWA:

This is, again, one

And, again, Mr. Moto is right when

5

he says the way it's worded.

But the way it's

6

worded is hedging everything and in the explanation

7

the way it's worded says you will be able to do this

8

every year independently, there is no implied

9

requirement that you should be following this, and

10

that the company should not be able to depend on the

11

fact that they have this four-year provision.

12

actuality what we are saying to the companies is,

13

please, depend on the fact that we have this

14

four-year provision and, therefore, lower your rates

15

accordingly.

In

16

CHAIR HOKAMA:

And, again, you know, Mr. Arakawa, it's

17

more of

18

allowing a Council Committee or the future Council

19

to say if you screw up, we can make a decision and

20

terminate your contract.

21

the option.

22

any contract you look at, there is always that one

23

clause or one provision that allows one or both

24

parties to terminate agreements.

25

it more of one way of putting a provision that if we

The way I look at it, it's more of

You have no guarantees of

And, again, you know,

I would say in

And it -- I view
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1

are unhappy,

2

us.
And, Ken, you have any other thoughts on this

3

4
5

you will not continue to perform for

one?
MR. FUKUOKA:

Yes.

The way the RFP is drafted does

6

recognize the -- the notion that the first year is

7

going to be a more expensive year in terms of time

8

spent.

9

that if the Council were to terminate the

And that is why, you know, the thought is

10

arrangement

in other words, decline to reappoint

11

or reauthorize this particular auditor, then at that

12

point one of two things would happen.

13

payments that would have been higher in the first

14

year would already have been made and so the auditor

15

is made whole.

16

had originally proposed even payments, then the --

17

then changing might involve a penalty on the part of

18

the County, and that would make the auditor whole.

19

The reason why it might be useful to go for

20

more than two years, and there's -- The reason why

21

you would want a longer term is -- is really two

22

things.

23

retaining the business does have some impact,

24

would think, under the -- on the degree of

25

aggressiveness the auditor would use in pursuing the

On the other hand,

Either the

if the auditor

One, the certainty that the auditor has of
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1

arrangement, in other words, the price.

2

auditor knows that it's a long-term arrangement,

3

then that provides a stability to the auditor's cost

4

structure in the auditor's own business.

5

be wrong, but, you know, that's the reason that's

6

frequently advanced for the longer term types of

7

arrangements.

8

9

If the

Now,

I may

Also, there are studies that show that the
first year of an auditor's engagement brings with it

10

a greater audit risk, a risk of audit failure,

in

11

other words, something not noticed.

12

predictable.

13

that a new auditor brings different perspectives.

14

Now, that's a different set of problems when you

15

think about whether or not audit rotation is a good

16

or bad thing.

17

longer the term, the less this will come up

18

consistently as an issue, you know, this new auditor

19

having to come on line.

And that's

That is offset, somewhat, by the fact

But it stands to reason that the

20

And so, you know, there are reasons why it

21

might be a good idea and there are reasons why it

22

might be a bad idea.

23

there's enough merit to the thought that I think the

24

Chair thought it might be worth putting it out, but

25

I don't think that it's kind of like an easy

And I think essentially it
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1

decision to make.
You know, ultimately it's the Council Chair

2
3

that will configure this RFP as the procuring

4

officer.

5

amount of input, and the best way is to get a

6

recommendation from a Committee like Budget and

7

Finance.

8

CHAIR HOKAMA:

9

The whole idea is to get the maximum

So that's all I have to say.
Thank you, Mr.

You know,

Fukuoka.

it's something different that we

10

have on our -- on the floor this morning, members,

11

and that's why we have scheduled this for the

12

Committee's benefit that I am not going to ask for

13

you to make a decision today.

14

so uncomfortable or still feel to

to think about

15

it, we -- This will come up again

if we don't

16

make a decision today, this will come up on our very

17

next agenda because we do have deadlines and

18

Chairman Kawano is required to secure an independent

19

audit by certain deadlines for us to meet

20

requirements, but really those stated in the County

21

charter.

22

of an idea to bring discussion to the item this

23

morning.

If we are, you know,

So -- But I thought it was worthy enough

24

COUNCILMEMBER ARAKAWA:

25

CHAIR HOKAMA:

Mr. Chairman.

Hold on, Alan.
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Ms. Tavares.

1

2
3

COUNCILMEMBER TAVARES:

CHAIR HOKAMA:

5

COUNCILMEMBER TAVARES:

I'm sure he could recall.
I mean, what I'm trying to recall

is -I'm thinking on your (inaudible).

7

CHAIR HOKAMA:

8

COUNCILMEMBER TAVARES:

9

Does Ken have a record of

who our auditors were over the last ten years?

4

6

Yes.

Yeah.

I'm trying to recall, and

it seems to me that we have had continuous

10

representation at least two years in a row before we

11

changed audit firms.

12

don't see us going one company this year, another

13

company the next year, another company.

14

many companies are there or firms in

15

are eligible to bid on -- or present an RFP?

16

MR. FUKUOKA:

So, you know,

I don't -- I

And how
on Maui that

Well, it's hard to say how many people on

17

Maui are qualified to do it.

18

of high-end work so actually to restrict the scope

19

of the applicants, if you want to call them that, to

20

Maui-based applicants probably is unrealistic.

21

the other hand, the firms that have offices here are

22

going to have a tremendous advantage in terms of the

23

costs that they would incur, and so they would be

24

able to price it much more competitively.

25

Clearly this is kind

As far as the last few years, you know,

RALPH ROSENBERG COURT REPORTERS,
(808) 524-2090

INC.

On

61

1

basically I think the County has kind of gone

2

between Deloitte, who I believe closed their local

3

office, you know, a couple years back, and Coopers.

4

And, really, the Yamane firm is -- I guess I don't

5

know what you call it, you know, a spin-off of

6

Coopers.

7

have a close relationship, at least close enough to

8

be able to rely on them for their advice as a

9

national firm, which in my mind is a valuable thing.

And they continue to, as I understand it,

So I know that that's one of my usual vague

10
11

answers, but, you know, there are not that many that

12

are qualified.

13

two-year basis each time and there hasn't been a lot

14

of change.

And we have been doing it on a

I think the tendency has been that if there's

15
16

a firm that wants to quote aggressively, then they

17

tend to get it.

18

you know, once they make a strategic decision that

19

this is a good thing to do, then that's what they do

20

for years.

21

CHAIR HOKAMA:

22

COUNCILMEMBER TAVARES:

23
24
25

And that doesn't change.

I mean,

Ms. Tavares.

Yes.

So our contracts have been

for two years in the past?
MR. FUKUOKA:

It hasn't been a contract.

If I may, Mr.

Chair, it hasn't been a contract -- Well, what it is
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1

is the procurement goes and asks for a two-year

2

arrangement.

3

basically an option.

4

yearly contract.

5

COUNCILMEMBER TAVARES:

Again, you know, second year is
The contract itself is a

Yearly contract.

I think, Mr. Chairman,

6

Okay, thank you.

I recall that one

7

year, I forget which year it was, that there were

8

maybe four firms that had applied and two of them

9

were disqualified.

10
11

I remember one that was

disqualified.
MR. FUKUOKA:

Yes, there was one, I believe, that was

12

disqualified because it just didn't seem that they

13

were deep enough.

14

the depth that a larger local firm like Yamane with

15

connections to Coopers would have.

16

issue there of, you know, that -- Not to say that

17

that particular couldn't do it.

18

would be the level of assurance

19

COUNCILMEMBER TAVARES:

20

MR. FUKUOKA:

21

COUNCILMEMBER TAVARES:

So there was an

It's more like what

Right.

-- that the Council could have.
Okay.

Thank you.

Mr. Chair.

22

23

CHAIR HOKAMA:

24

COUNCILMEMBER TAVARES:

25

They didn't have, for example,

Yes, ma'am.
I don't know which members want

more information, but I am ready to vote on this
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1

2

proposal today.
CHAIR HOKAMA:

Okay.

Thank you very much.

3

And, again, I am going to work my way down,

4

since there seems to be some questions or comments

5

from different members.

6

from what I understand, there are no current

7

national firms that base out of Maui.

8

say "national firms," I'm talking about Arthur

9

Andersen, a Coopers, a Deloitte, an Ernst Young,

All I can tell you is that

And when I

10

that type of I guess what people call the national

11

firms.

12

more than likely it's going to come out of Honolulu.

13

And so I just share that information with you as far

14

as my understanding of a national firm that bases an

15

office with accountants on Maui.

16
17
18

And so if you're looking for that from Maui,

Mr. Nishiki.
COUNCILMEMBER NISHIKI:

Yeah.

Ken, when we send out RFPs, do we also

19

besides print it, do we also send information to

20

firms directly?

21

Number one.

Number two, in the past have there been any

22

changes made mid time

23

has been chosen has also changed the amount because

24

of other reasons so we have had to -- in other

25

words, like a change order, I guess.

midterm where a firm that
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what else you would call it.

1

And, finally

2
3

CHAIR HOKAMA:

I'm sorry, Mr. Nishiki.

4

COUNCILMEMBER NISHIKI:

Yeah.

And, finally,

5

Proceed, please.

what has been the amount of

6

monies, if you remember, in the past of the

7

different companies that carne in first compared to

8

second?

9

CHAIR HOKAMA:

10

MR.

FUKUOKA:

Ken.
Yes.

First of all -- I hope I got these

11

questions right.

There's three of them.

12

one had to do with do we solicit people directly.

13

And, yes, we do, but typically we'll use the -- you

14

know, we'll go through the Yellow Pages of Maui and

15

Honolulu and try to locate the ones who are

16

obviously qualified and we will send them -- you

17

know,

18

used to send them just everything, you know,

19

prior financial -- I mean, the prior CAFR, the --

20

that book of financial schedules.

21

recently we just send a letter,

22

cost there.

23

obviously qualified firms.

I don't know what

The first

I know at one time we
the

But maybe more

just to save on the

But, yes, we do try to solicit the

24

As far as change orders are concerned, yes,

25

from time to time that there are those things that
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1

corne up unexpectedly.

2

happen all the time.

3

to -- Nobody likes them.

4

situations where it just wasn't reasonably

5

anticipated that additional work would have to be

6

done by a particular division because maybe they

7

were a little late in getting to a particular

8

standard or something like that.

9

happen often.

10

It's -- you know, it amounts
It tends to corne up in

But it doesn't

I think maybe it happens every three

years, maybe, something like that, on average.
And I forget, what was the last one?

11

12

And they're not -- it doesn't

COUNCILMEMBER NISHIKI:

Finally, what have been the bid

13

amounts that, you know, the first place gets between

14

the second place?

15

MR. FUKUOKA:

Oh.

There's usually a big spread.

And

16

that's why, you know, I earlier said that a lot

17

seems to depend on having a qualified aUditing firm

18

decide that they're going to be aggressively

19

pricing.

20

COUNCILMEMBER NISHIKI:

Yeah.

Okay.

Can you tell us the

21

amount of the big spread and then the -- how much

22

the amounts of these change orders have been?

23

me the dollar amounts in both.

24
25

MR. FUKUOKA:

Give

I cannot do that today, however -- I mean, I

can look for it.

I don't have it off the top of my
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1

head.

2

COUNCILMEMBER NISHIKI:

3

MR. FUKUOKA:

When you said --

When I talk about the additional amounts, it

4

might be something in the neighborhood of like 5 or

5

10,000, you know, on the change orders.

6

COUNCILMEMBER NISHIKI:

And then the number one and number

7

two bids, how big are they?

8

of thousands of dollars?

9

MR. FUKUOKA:

Oh, yeah.

Do they run into tens

I mean, it's like 80,000 to 120.

10

In fact, you know, typically what ends up happening

11

is we budget for the second lowest bid because if

12

something happens to the original bidder, if they

13

just change their mind that they don't want the

14

County's job any more or if the Council becomes

15

dissatisfied with them, then we have to be prepared

16

for that -- for that second lowest bid.

17

the spread is substantial.

18

you know, maybe.

19

COUNCILMEMBER NISHIKI:

20

CHAIR HOKAMA:

It's like 30, 40,000,

Thank you.

Thank you.
Mr. Molina, any questions or comments?

21
22

And, yeah,

COUNCILMEMBER MOLINA:

Yeah.

I guess I wanted to ask

23

guess maybe Mr. Fukuoka would be the appropriate

24

person.

25

flexibility in this draft RFP is there for the

What other loopholes or areas of
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1

County to change previously agreed upon principles

2

with the audit firm to avoid the County getting

3

penalized?

4

the road like let's say we agree to this and after a

5

short period of time we're not satisfied and we

6

would like to get -- enter into some type of

7

negotiation with the auditing firm to either change

8

something in the agreement, or get out of it without

9

getting penalized.

I'm just kind of looking down

Is there something in there that

covers that?

10
11

I mean,

MR.

FUKUOKA:

Well, you know,

this would be the scope of

12

services, basically.

13

the whole idea is to layout as fairly as you can

14

what you expect so that when people propose, when

15

they come back with proposals, they are, you know,

16

relatively consistent in terms of the kind of work

17

that they would want to do.

18

You know, when you do an RFP,

In terms of -- in terms of, you know, actual

19

contract management, which I think is what you're

20

talking about, if there's a reason why -- you know,

21

the County is not doing its end of the contract, not

22

getting its papers together in time, or if the

23

auditor doesn't look like they're doing their work

24

or not doing it in the way that one would think

25

acceptable, then there's always termination language

RALPH ROSENBERG COURT REPORTERS,
(808) 524-2090

INC.

68

1

in the contract itself.
Now, the contract is different from this RFP.

2
3

But, you know, you can't just change because you

4

don't like the color of somebody's hair, you know.

5

I mean, there has to be a substantial reason.

6

COUNCILMEMBER MOLINA:

Okay.

I understand that.

7

And I had one more question.

8

back to that later.

9

CHAIR HOKAMA:

please proceed.

11

COUNCILMEMBER MOLINA:

I lost my train of thought for a

moment there, but --

13

CHAIR HOKAMA:

14

COUNCILMEMBER MOLINA:

15

CHAIR HOKAMA:

16

COUNCILMEMBER MOLINA:

17

I guess we can come

No, Mr. Molina, if you have it, you know,

10

12

Okay.

Okay.

Well, we can come -Okay.

If you prefer to, you know -I'll yield the mike to the floor.

Thank you.

18

CHAIR HOKAMA:

Ms. Johnson.

19

COUNCILMEMBER JOHNSON:

Yes, Mr. Chair.

I am inclined to

20

agree with Charmaine that basically between now and

21

the time that this actually comes forward I think

22

there will be some refinement of the language to

23

perhaps tighten up and address some of the concerns.

24
25

And I know that I was speaking with Tamara
and she had some suggestions on page 3 based on the
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1

conference that she attended.

So I really think

2

that this is a draft.

3

continue to move forward with it, it really is very

4

important, because this is really very

5

time-consuming.

6

send a message to the general public that we are

7

moving forward, we're moving along, these things

8

that we're doing and undertaking are going to make

9

our government more accountable, which I think helps

I believe that if we can

And I think that it also helps to

10

to restore a lot of the faith and confidence.

11

think that that's what we need to do.

And I

And because it's such a huge task, I think

12
13

the sooner we begin, the sooner we get to where, you

14

know, we can show something to the public that we

15

are moving in that direction.

16

CHAIR HOKAMA:

Mr. Kawano.

17
18

Thank you very much.

COUNCILMEMBER KAWANO:

Thank you, Chairman.

Ken, you mentioned that we had contract and

19
20

then the firm would say, I don't want the County

21

contract or the business anymore.

22

with us

23
24
25

MR. FUKUOKA:

No, it's never happened.

Can you share

I was just trying

to illustrate that -COUNCILMEMBER KAWANO:

Thank you, then.
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1

MR. FUKUOKA:

you know, it could go both ways, you

2

know.

3

want out.

4

COUNCILMEMBER KAWANO:

CHAIR HOKAMA:

9

10
11

Thank you, Mr. Kawano.

COUNCILMEMBER CARROLL:

Thank you, Chair.

After the

discussion, I feel I am clear on the matter and am
ready to vote.
CHAIR HOKAMA:

Thank you.

Thank you very much.
Mr. Arakawa.

12
13

Thank you.

Mr. Carroll.

7

8

Okay.

Thank you, Chairman.

5

6

The County might want out; the firm might

COUNCILMEMBER ARAKAWA:

Yes, Mr. Chair.

Just for

14

clarification, since Charmaine brought it up

15

earlier, you know, my understanding basically we

16

have had two competing entities for our contracts,

17

almost no -- everybody else has been excluded?

18

Deloitte & Touche and Yamane, who was Coopers

19

before, basically?

20

that we had another firm that wanted to come in and

21

basically we excluded them, even though they had

22

government experience.

23

MR. FUKUOKA:

Because I know there was a year

Well, the answer is except for that one

24

instance where that one particular firm, there was a

25

question as to whether or not they had the necessary
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1

depth for a full-on governmental audit of a County

2

organization like this, except for that one

3

instance, you are right that we have basically

4

seemed to be going between two audit groups, if you

5

want to call it that.

6

other people are excluded.

7

actually goes into trying to solicit the interest of

8

other people to keep the competitive process intact.

9

It's just that the guys who end up winning -- the

10

people, the firm that ends up winning tends to be

11

the firm that decides for whatever business reason

12

they have to --

13

COUNCILMEMBER ARAKAWA:

14

MR. FUKUOKA:

15

COUNCILMEMBER ARAKAWA:

Okay.

The -- But it's not because
In fact, a lot of effort

Let me get --

-- bid aggressively.
Let me get into the point that I'm

16

trying to make.

17

work with the County quite a bit?

18

MR. FUKUOKA:

19

COUNCILMEMBER ARAKAWA:

Basically these two groups that

Yes.
It's not a -- it's not like when

20

they're coming in there's a whole new training that

21

they have to go through or understanding whole new

22

systems.

23

The front-end costs should not be excessive because

24

of the fact that they have to go relearn the whole

25

systems.

They understand the systems very well.

Now -- At least that's been in the past.

RALPH ROSENBERG COURT REPORTERS, INC.
(808)

524-2090

72

1

This new GASB program that is being introduced,

2

everybody is going to have to go through a learning

3

curve on the GASB program and that -- whether

4

they're

5

to have to learn it.

6

you were to say right now,

7

that we're going to be using ten years from now, the

8

answer would probably be no.

9

could guarantee that because it's an evolving

10
11

got experience or not, everybody is going
That's bottom line because if
is there a set format

I don't think anybody

system.
The longevity of the contract on this

12

particular case has nothing to do with GASB or

13

anything else.

14

contract is what we're discussing.

15

we're willing to say we're going to commit to

16

four-year contracts, commit future Councils, or

17

whether we're willing to say, no, we should probably

18

stay on the year-to-year contract or someplace in

19

between.

20

is right now.

21

I think the longevity of the
Whether or not

I think that's where the real discussion

My personal preference right now is we stay

22

pretty much where we are, maximum of two-year

23

contracts, so whichever Council is in office can

24

guarantee the two years if they want, but they don't

25

bind the future Councils.

RALPH ROSENBERG COURT REPORTERS,
(808) 524-2090

INC.

73

1

CHAIR HOKAMA:

Mr. Kane.

2
3

4

Thank you, Mr. Arakawa.

COUNCILMEMBER KANE:

Mr. Chairman, I'm ready to vote

today.

5

CHAIR HOKAMA:

Okay.

6

COUNCILMEMBER KANE:

With the -- with the note that I

7

would be real interested in having more information

8

on a three-year option plan, as you stated in the

9

beginning of our discussion what Kauai has.

Because

10

the actual -- the real vote comes down at the

11

Council level and hopefully we can have information

12

whether your staff can make that request to the

13

Kauai Council and provide us with some information

14

that they feel are benefits to what they have as

15

their working docket right now.

16

But if we can get that here I think by the

17

time we take a formal vote, if that's your intention

18

today, Mr. Chair, for me that would help me have a

19

complete understanding of it as far as our options

20

and how I will vote.

21

was stated by several of the members in proceeding

22

forward.

23

sooner we start moving forward in that general

24

direction and then refine it as we go along, I think

25

that's the direction that I can agree in supporting.

But overall I agree with what

It is a big nut to deal with and the
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So I'm ready to go, Mr. Chair.

1

2

CHAIR HOKAMA:

5

Thank you very much.

Mr. Yamane, any comments you want to share

3

4

Okay.

with the Committee members?
MR. YAMANE:

Yes.

To answer I think it was Councilmember

6

Nishiki's comment, my recollection was from 1971 to

7

'78 Coopers had the contract during those years.

8

And it all went through a two-year process, is my

9

recollection.

From '79 through '85 it was Deloitte.

10

From '86 and '87 it was Coopers.

11

it was Deloitte.

12

'98 to '99 it was Deloitte.

13

been engaged for Fiscal 2000 and Fiscal 2001.

14

that's my recollection in terms of the bidding

15

process -- who was the independent auditors during

16

those years.

17

From '88 up to '95

From '96 to '97 it was Coopers.
And our company has
So

With respect to I think Councilmember Arakawa

18

mentioned about, you know, there's only been two

19

firms and the learning curve shouldn't be that

20

difficult, as you can see in some of the time

21

time horizons, ten years had spanned.

22

time period the County undergoes significant changes

23

in terms of its internal accounting, internal

24

control procedures, so it does take time to retool

25

ourselves to get reacquainted with the system
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1

because it has changed probably.

2

what was done even two years ago because things

3

constantly change.

4

required to evaluate the County's system of internal

5

control, so it's something to keep in mind.

6

We cannot accept

And the independent auditor's

Being more specific, I do want to comment on

7

page 5, Item No. 2 with respect to the

8

Irregularities and Illegal Acts.

9

profession is guided by certain guidances with

The accounting

10

respect to irregularities and illegal acts.

11

it's a very important area with respect to

12

governmental entities and it's something that we

13

must comply with.

14

is on the word "probability."

15

I know, although I don't have it here, specifically

16

tells us that when we as an auditor encounter

17

irregularities and illegal acts, whether it's

18

material or not, and it could be a very

19

insignificant amount, but we must bring that to the

20

attention of our client.

21

whether it's $10 million, we must bring that to the

22

attention.

23

And

One item I am not real clear on
Our current guidance

Whether it's a dollar,

I guess the question on "probability" is, you

24

know, it's sometimes a very gray area when we start

25

getting into irregularities and illegal acts.
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1

clearly as an auditor I don't want to alert anyone

2

immediately not knowing -- because sometimes it

3

takes time to follow the trail of whether or not we

4

are dealing with a high degree of probability that

5

an illegal act or an irregularity has occurred.

6

it does take time, I think, for that to evolve, so,

7

you know,

8

word "probability."

So

I guess I question, again, the use of the

9

And maybe, Mr. Fukuoka, I can go back to our

10

professional guidance to clearly try to see if, you

11

know, that word is necessary or, you know, whether

12

it can be revised in some way.

13

think that's the only area with respect to that

14

section that I am concerned with.

15

CHAIR HOKAMA:

I

Thank you.
Ken, Mr. Fukuoka, comments on Mr. Yamane's --

16
17

But, you know,

MR. FUKUOKA:

No, I think -- Thank you.

Yeah,

I do think

18

it's a good idea to talk with the current auditor,

19

to Russell about this, we do want to make this

20

workable.

21

this cross my desk,

22

wanted to really make sure that the Council got the

23

report.

24

CHAIR HOKAMA:

25

COUNCILMEMBER ARAKAWA:

It's just, frankly,

I -- when I just saw

I inserted that because I just

Yes, Mr. Arakawa.
Just as a curiosity, since we're
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1

discussing this today and it's -- this word comes up

2

and -- as an example, we'll be dealing with a senior

3

center today and there is a piece of that property

4

there that the County is looking at that has a flaw

5

in the title.

6

that you guys should have brought up to the Council

7

to look at as an irregularity?

8

CHAIR HOKAMA:

9

MR. YAMANE:

Would that not have been something

Mr. Yamane, would you care to respond?
Okay.

Keeping in mind that an audit of any

10

organization, including the County, we or any

11

auditor,

12

percent of the transactions.

13

guidance, even our professional guidance, tells us

14

that if we become aware.

15

may not be looking at items that are immaterial

16

purely from the standpoint of the cost of an audit

17

would be prohibitive to any entity itself.

I believe, cannot be expected to review 100
And, therefore, our

Because in some cases we

So while, you know, -- so in that particular

18
19

instance, Councilmember Arakawa, it's very difficult

20

to say.

21

or that particular area, it may have been -- it may

22

have come to our attention, but in this case my

23

recollection is, you know, it.did not come to our

24

attention at that point.

25

If we had reviewed that particular section

COUNCILMEMBER ARAKAWA:

Well,

I asked that because this is
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1

an example of something that I believe the Council

2

should be made aware of.

3

not new.

4

where the Council has had -- purchased property that

5

there were questionable areas in.

6

been brought to our attention, even though the

7

irregularities are part of the contract, where

8

they're supposed to be bringing these kinds of

9

things up.

This type of situation is

This type of situation has come up before

And it's never

Even at the end of the year after we

10

have had discussion in Committee, it's not being

11

brought up.
So what kind of thing would be important

12
13

enough in the mind of an auditor that you should be

14

bringing it up as a probability of irregularity?

15

CHAIR HOKAMA:

Before you answer that for us, you know,

16

take into account that officially, as I can

17

understand, and Mr. Kane would be better because

18

it's under his chairmanship, until a transaction is

19

formally completed, you would have no comment on it

20

if you were aware of it, Russell, as the independent

21

auditor, because it's not officially accepted or the

22

transaction is not fully completed, is what I would

23

say?

24
25

MR. YAMANE:

Yeah.

I guess if a transaction is not

complete, you know, there's -- unless I am asked for
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1

my viewpoints or -- it would be difficult for me to

2

comment on something like that.

3

4
5
6

7
8

9

CHAIR HOKAMA:

Okay.

And I just share because, again,

depends where it is in the process.
COUNCILMEMBER ARAKAWA:

I know you --

I'm just using it as an example

because it's happened before.
CHAIR HOKAMA:

-- what you're getting at -- yeah, for

example.
COUNCILMEMBER ARAKAWA:

So this specific example is just

10

one example of how it's happened before.

11

trying to get a perspective of what should be

12

brought up to the Council by the auditing firm

13

because there's quite a few things that I know of

14

that have occurred like this that never comes up to

15

the Council level.

16

in the system.

17

CHAIR HOKAMA:

That's probably because I worked

Thank you, Mr. Arakawa.

18

Any further comment, Mr. Yamane?

19

Hold on, please, Mike.

20

MR. YAMANE:

21

CHAIR HOKAMA:

22
23

And I'm

Not at this point.
Thank you.
Mr. Molina.

COUNCILMEMBER MOLINA:

Yeah, thank you, Mr. Chair, for

24

your indulgence.

I finally remembered that question

25

that had slipped my mind.

This, I guess, would be
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1

sort of dovetailing what -- Mr. Yamane's concerns

2

about reporting irregularities to the County.

3

looked on page 8, letter B, No. 1-0, I'm just

4

interested to know with regard to that provision

5

which says, "describe any record of substandard

6

audit work," maybe I should ask Mr. Lo to comment on

7

it, what is your procedure for background checks on

8

any firms that I guess are compelled to report what

9

might be considered substandard?

I

I know it's --

10

it's sort of a gray area on what is considered

11

substandard work or something that is irregular.

12

I would just like to know from Mr. Lo, how does the

13

County cross-check or verify what the accounting

14

firm has stated?

15

CHAIR HOKAMA:

16

MR. LO:

So

Mr. Lo.

Councilmember Molina, Mr. Chair, the -- as part

17

of the audit, they provided several things.

18

one is they look the financials.

19

something called a management letter.

20

management letter goes over certain things that they

21

find potentially have -- I guess, for lack of a

22

better word, potentially have some impact or some

23

procedural things that occur.

24
25

Number

Also they provide
The

I believe that the Council does get a copy of
the management letter every year.

So what happens
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1

is we also respond to the management letter.

2

think there was -- for example, there was something

3

on the way we track maybe some of our MIS help desk

4

items or the way we did some Workers' Comp claims,

5

et cetera.

6

And they come back every year and they look at those

7

old comments and they either say they clear them and

8

through -- our internal auditor is responsible for

9

clearing them.

So what happens is we respond to that.

Or they say this still has not been

And so that you'll actually see a

10

addressed.

11

written track of that.

12

I

That's for our portion.

I am not sure if this is

actually, as I'm

13

reading this,

14

about the auditor's substandard audit work.

15

don't -- I'm not sure -- I guess we could find a

16

list of like maybe lawsuits, et cetera, or claims

17

against them.

18

some of the large firms,

19

have had some substandard very large lawsuits in

20

regards to -- I think one of the large firms got a

21

major lawsuit due to the way they allowed things to

22

happen over the years.

23

we basically are relying on, you know, the large

24

the big five firms and the local CPA firms.

25

I'm not sure that they're talking

There has been, you know,

I

I think

the large national firms

But I think that's it.

And

I guess I was answering the wrong question in
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1

the beginning, so -- you know, this is Council's

2

RFP, so usually we're asked to give input prior to

3

the selection during the evaluation period.

4

COUNCILMEMBER MOLINA:

5

CHAIR HOKAMA:

Okay.

Thank you.
Thank you very much, Mr. Molina.

6

And, again, the auditor works for the Council.

7

they audit the County's records, but we're the

8

client, not the Administration.
Okay.

9
10

And

Mr. Arakawa.

COUNCILMEMBER ARAKAWA:

This is

I know I'm getting a

11

little bit long, but this is just for clear

12

understanding.

13

audit the Administration, I have noticed that every

14

time the auditor and the Administration come in sort

15

of together and they have consulted on all the

16

recommendations that the auditor has and the

17

Administration has had time to go over all of these

18

with a fine-tooth comb to make sure that they can

19

answer the questions even before the Council gets to

20

this.

21

When the auditors go in and they

I think that in the contract we should have a

22

very clear statement that the auditor reports back

23

to the Council.

24

your Committee, Mr. Chair, would then go to the

25

Administration and ask, why aren't these things

And then the Council, in this case
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1

being done, rather than a collaborative before the

2

fact,

so that it -- that's removed from the Council.
Because it seems like the auditors work for

3

4

the Administration more than they do the Council and

5

that's my opinion, my observation.

6

detail that we're asking from the auditors should

7

really come to the Council for discussion, not to

8

the Administration first.

9

that as part of the description of the contract that

And all of the

So I would like to see

10

the auditors work with the Chair of the Budget

11

Committee and the Council on this audit directly and

12

not so much with the Administration directly.

13

they're supposed to be there making sure that the

14

Administration is doing it right and we get -- we

15

get to look at it to see what the flaws are and

16

where we should be addressing the errors.

17

CHAIR HOKAMA:

Thank you.

Ken, any comments?

18
19

Okay.

And

MR. FUKUOKA:

Yes.

When the auditors develop their

20

management letter blurbs, many times, you know, it's

21

not really accurate.

22

draft of this stuff is not really accurate.

23

reason why they don't report that to the Council,

24

the reason why at least in the past we haven't

25

required that, is because they really should have

I mean, you know, the first
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1

the chance to check with the Administration and

2

determine whether these comments that they have

3

really have merit.

4

Now,

I think maybe what we have to give some

5

thought to is how to assure that -- that there's not

6

the -- you know,

7

approach.

8

I mean,

9

was too soft, you know,

10

some kind of softening of the

But that's something that we would hear.

I would hear it informally if the approach
if there was some sort of

whitewashing going on.
And the fact that you do have items coming

11

12

up,

coming back, you know,

13

Administration responding basically either agreeing

14

that this is the way it is, but we're going to

15

change it, or saying this is the way it is, we don't

16

have money to address it, you know,

17

indication that the independence of the auditor

18

still has some value.

19

You know,

in final form with the

is some

it's possible to have them submit

20

all of these things, but it would be time-consuming

21

and potentially misleading.

22

COUNCILMEMBER ARAKAWA:

23

CHAIR HOKAMA:

24

COUNCILMEMBER ARAKAWA:

25

Chairman.

Proceed, Alan.
You know, Ken, that really

disturbs me when you say the auditors come to you

RALPH ROSENBERG COURT REPORTERS,
(808) 524-2090

INC.

85

1

and a lot of time their facts are wrong.

2

be researched out.

3

MR. FUKUOKA:

No, I didn't say that.

4

If I did,

5

COUNCILMEMBER ARAKAWA:

It has to

I didn't say that.

I'm sorry, that's not what I said.
If the auditors are coming to us

6

and they have concerns, their job is to make sure

7

that those concerns are real concerns and that they

8

should be brought up.

9

what I'm hearing you say is, well, a lot of times

And what you're saying or

10

they're not verifying, so they have got to go back

11

to the Administration to verify because it's

12

inaccurate.
Okay.

I need --

13

MR. FUKUOKA:

14

COUNCILMEMBER ARAKAWA:

15

MR. FUKUOKA:

That shouldn't be --

I need to restate myself, then.

Let me try

16

and explain it again.

17

and in the process they're keeping notes.

And at

18

some point they take the notes and they

it

19

coalesces into some kind of question or issue or

20

recommendation.

21

whether -- before this is released to the Councilor

22

the press, the question is whether they should go

23

ahead and verify the truth, the accuracy, the

24

goodness of this recommendation.

25

The auditor does their work

And this is -- the question is

And if the thing -- if the standard that were
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1

placed on them is that you would say nothing to the

2

Administration about what you're about to recommend,

3

you just go ahead and go to the legislative body,

4

well,

5

a lot of misleading stuff because it's a first

6

draft.

7

anything.

8

completely rational explanation for -- for this

9

so-called problem that they have noticed.

10

I guess that's okay, but you're bound to have

They haven't had a chance to verify
It might be a totally good explanation, a

COUNCILMEMBER ARAKAWA:

At the same time, when they do go

11

back, then a lot of things that may become or should

12

be noticed may get covered up and that's my concern.

13

MR.

FUKUOKA:

Oh.

So the fear is that the auditor is

14

covering

15

cover up a problem.

16

is agreeing with the Administration to

COUNCILMEMBER ARAKAWA:

Yes, that would be a problem.

If you look at the audit this

17

year, what we got, only one or two items were

18

critical.

19

over to make it really Administration friendly.

20

That's my observation.

21

things when we're coming up,

22

the sharpness in the audit as to what the

23

Administration is doing with CIP programs, whether

24

there were cost overruns, why those cost overruns.

25

I'm not seeing that coming up in the audit.

Most of the others were sort of covered

And that's why in a lot of
I'm seeing a lack of
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1

those are things that I think should come to us so

2

we can accurately look at what the expenditures are

3

from an independent standpoint, not through a

4

diluted standpoint.

5
6

CHAIR HOKAMA:

9

Thank you for your opinion, Mr.

Arakawa.
Mr. Nishiki.

7

8

Okay.

COUNCILMEMBER NISHIKI:

Ken, in page 5, Item No.5, "The

contract auditor shall submit progress reports as

10

may be requested by the Council Chair.

The reports

11

shall explain any deviations from schedule and shall

12

identify and describe in detail all significant

13

findings and recommendations."

14

4, also, in regards to "material weaknesses and

15

financial statements."

16

My question is:

It goes back to No.

In the past, Ken, when does

17

these reports come to the Chair?

And is that as far

18

as these reports go, between you and the Chair and

19

not submitted to any other Council member?

20

one.

Number

21

Number two, if that is so, why not?

22

Number three, how often have we requested

23

that these reports be submitted to the Chair?

24

how many reports have been submitted to the Chair

25

during the course of the year?
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1

MR. FUKUOKA:

I don't recall any reports having been

2

submitted under 4 or 5.

And 5 is there really for

3

the -- for the protection of the Council and the

4

Chair so that if necessary, a report can be

5

requested.

6

progress report of the sort that's described in 5.

But we haven't found a need to do a

A progress report would be used if somehow we

7

8

got wind of a -- you know, a contention that the

9

auditor just wasn't working and we were paying

10

progress payments.

I mean, that's the kind of stuff

11

that would happen.

This question about the value of

12

the work that's being performed, but we have not

13

encountered that so far.

14

COUNCILMEMBER NISHIKI:

I guess that is not what I was

15

looking at.

I was looking at in the course of a

16

year if there are any concerns as Alan has been

17

raised about, you know, the Administration or

18

whomever having some deviation or concern about

19

how -- what it is doing, then we would get wind

20

earlier than at the end of the term when the auditor

21

finally submits to us the audit.

22

MR. FUKUOKA:

23

COUNCILMEMBER NISHIKI:

Well--

At no term -- time during this

24

entire term except when we finally get the audit are

25

we contacted if there are concerns during the time

RALPH ROSENBERG COURT REPORTERS, INC.
(808) 524-2090

89

1

while you're doing an audit of the Administration of

2

any concerns that have been raised.

3

MR. FUKUOKA:

Right.

The -- that -- that kind of thought

4

is what actually drove me, frankly,

to go ahead and

5

tweak No. 2 on that same page.

6

gee, by now you would think that somebody must have

7

stolen a pen someplace that would have been

8

reported.

9

that went into this.

The thought that,

You know, that's the kind of thinking
However, it's not -- you know,

10

it's not the auditor's job to pass on the goodness

11

of management per se.

12

person may think is wise from a management

13

standpoint may be unwise to another.

I mean, things that one

What the auditor -- If there's evidence of

14

15

fraud,

16

reported.

17

like that, then, you know, then that's a pretty

18

clear standard.

19

to tweak No. 2 to take care of that.

20

then that's something important, should be
If there's evidence of theft or anything

And so what I was trying to do is

But, you know, some of what you folks are

21

worried about, I'm not sure that it's defined enough

22

in some standard so that you could say that this is

23

the sort of thing that ought to be reported all the

24

time.

25

into that, but I'm not able to configure something

I mean, it's -- maybe some thought has to go
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1

like that in my mind right now.

2

COUNCILMEMBER NISHIKI:

3

CHAIR HOKAMA:

Okay.

I'm done.
Thank you.

Mr. Kane.

4

5

COUNCILMEMBER KANE:

6

CHAIR HOKAMA:

7

COUNCILMEMBER KANE:

Real brief, Mr. Chair.

Sure.
Maybe to help resolve the concerns

8

that have been raised by some of my colleagues,

9

perhaps language can be implemented into this draft

10

RFP to alleviate those concerns.

As an example, in

11

No.5, although the words "shall submit progress

12

reports" are -- is strong language and absolute

13

language, what we may consider as an option is

14

instead of "as may be requested by the Chair,"

15

perhaps we should have language in there where the

16

auditor does provide us with progress reports,

17

whether it's semiannual or quarterly.

18

I'm just throwing these out as suggestions to

19

consider.

20

the Chair's perusal, but also subject to the perusal

21

of all the Council members at the time that it is

22

distributed.

23

has the same document that is being -- being passed

24

on and there's no,

25

that things are being sugar-coated or anything like

And, again,

And that way -- and not only subject to

And at that point in time each member

I guess, tendency to be implying
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that.
So, again,

2

just -- just to try and resolve

3

this issue that is being brought forward, perhaps we

4

can put some language in there that would alleviate

5

that.

6

it's unfortunate because it

7

implication of distrust and it kind of creates an

8

adversarial type of atmosphere that I think the

9

bottom line is we're just trying to make things

10

So I just throw that out, Mr. Chair.

And

there is an

better.
And I think the reason for the audit reports

11
12

and the spirit of it is to make sure that we have

13

that cross-check, we make sure that we're doing what

14

is best for the County as a whole.

15

just hope that we can maintain that spirit in a good

16

way and not get distracted from what it's supposed

17

to be to what we want people to think it is or

18

should be.

19

CHAIR HOKAMA:

No.

So, anyway,

And, you know,

I

just my two cents.

Thank you very much, Mr. Kane.

And,

20

again, you know, one thing I just wish to comment on

21

is that -- because that was a good point, you know,

22

about adversarial or team.

23

not, we all are part of local government.

24

different branch of local government, but we are

25

part of local government, nonetheless.

Whether we like it or
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1

therefore, to some it may not be a difference, but,

2

for me, what we have asked Mr. Yamane's firm to do

3

is a financial audit.

4

I hear sincerely from the Committee members delved

5

more into the area of nonfinancial concerns.

6

not that they're not just as important.

7

just as important.

8

very clear how I feel about some of those

9

nonfinancial concerns regarding the County's

10
11

And some of the concerns that

And

They are

I think I have made my position

operations and past performance.
But as regards to the fiscal audit portion,

12

think there is standards already in place, for one,

13

like the County government.

14

and level of integrity for future business and

15

continuation of existing clients, I would assume

16

that those who hang the shield or shingle that says

17

certified public accountant, it means something.

18

And, therefore, it -- to jeopardize their integrity

19

or their creditability with future clients, to

20

jeopardize that over not willing to report certain

21

things or willing to turn away from a potential

22

problem is not on their interests, either.

23

therefore, you know,

24

standards as professionals, whether they're a

25

doctor, a lawyer or an accountant, that that,

A firm's credibility

I believe there are certain
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1

guess, pride in their profession would kind of keep

2

them motivated to hold a narrow parameter that

3

they're going to perform exactly what they're asked

4

to perform as an independent auditor.

5

they're not, then they won't see them doing work for

6

the County of Maui or for the Council's behalf.

And if

I think part of the language that Mr. Fukuoka

7
8

present under No. 2 again brings up a point of

9

where -- and we have appropriate those monies, to

10

delve into other types of audit, not a financial

11

audit.

12

audit, a performance audit, but that's where I think

13

some of the concerns that have been shared this

14

morning is the more appropriate venue for us to

15

pursue and that's where I would hope we would go.

16

But do we want to call it an operational

As far as a financial audit, to satisfy the

17

requirements of the Charter of this County and what

18

we're asking for,

19

enough and what I am going to -- from what I have

20

heard, that I can ask you to provide I guess a

21

decision that you folks are willing to make this

22

morning.

23

I think we have tightened it up

And, again, we will continue to follow up on

24

the requests and comments made by each individual

25

member.

We will contact the County of Kauai.
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1

Again, Tamara has over the last three working days,

2

Wednesday, Thursday,

3

conference in Honolulu.

4

of the key people that represents GASB 34, so she

5

has been able to get some insight on what -- how

6

they were looking at this.

7

to accounting firms on how they're looking at

8

approaching any potential concerns they have.

9

she's also had a chance to talk to each individual

Friday, participated in a big
She was able to talk to one

She had a chance to talk

And

10

county besides us in the State.

11

will be part of the revised draft that we will be

12

putting forward.

13
14

And so her comments

So any -- Yes, Ms. Johnson.
COUNCILMEMBER JOHNSON:

Yes, Mr. Chair.

I would be

15

inclined to go along the lines with Mr. Kane and go

16

for either three or four years on this.

17

it as committing future Councils because there is a

18

standard provision which usually is both for the

19

benefit of the contractor and to the County for

20

cancellation provisions and at any time that can be

21

revisited by this Council.

22

as a problem, but I would really be inclined to

23

provide a little bit more continuity because with

24

Mr. Yamane's description it sounded a bit like the

25

US Open, you know.

I don't see

And so I don't see that

So I think that that is not the
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1

way that we want to go if we're going to do the best

2

job for the public.

3

CHAIR HOKAMA:

Okay.

Any other comments, members?

4

5

COUNCILMEMBER KANE:

6

CHAIR HOKAMA:

7

COUNCILMEMBER KANE:

8

CHAIR HOKAMA:

9

Thank you very much.

Mr. Chair.

Yes, Mr. Kane.
Your recommendation?

Well, my recommendation after listening to

your comments, I still feel to try a longer than

10

two-year period contract and see if it works to the

11

benefit of the Council and the County.

12

doesn't work, my position has always been we can

13

always change it again.

14

opportunities for us to do things better, I would

15

hope we would consider that and move forward.

16

am going to recommend three years.

17

COUNCILMEMBER KANE:

18

COUNCILMEMBER MOLINA:

19

CHAIR HOKAMA:

Okay.

If it

But if there is

So I

So moved.
Second.
I have a motion from Mr. Kane,

20

seconded by Mr. Molina to put forth a recommendation

21

to the Council to have a three-year proposal for the

22

independent auditor.

23

COUNCILMEMBER KANE:

Discussion?

Mr. Kane.

Thank you, Mr. Chair.

So the revised

24

draft that you speak of will reflect -- because

25

it's -- what the original draft is reflecting is a
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1

four-year, and the revised would reflect the

2

three-year with the same language regarding the

3

options, just the dates would be changed?

4

CHAIR HOKAMA:

That is correct.

And, again, we -- I have

5

asked Mr. Fukuoka to please check with the changes

6

in the State procurement procedure and requirements

7

if this would hold up to existing procurement

8

requirements, and my understanding is it will hold

9

up to any procurement requirements.

10

COUNCILMEMBER KANE:

Thank you, Mr. Chair.

And I

11

appreciate you also inquiring with County of Kauai

12

with that information, that way we can --

13
14

CHAIR HOKAMA:

And we will put that forward as soon as

possible.

15

COUNCILMEMBER KANE:

16

CHAIR HOKAMA:

17
18
19

Thank you.

And, again, the Chair would disseminate

information upon receipt.
COUNCILMEMBER KANE:

Thank you, Mr.

Chair.

No further

discussion.

20

CHAIR HOKAMA:

Okay.

21

COUNCILMEMBER ARAKAWA:

Mr. Arakawa.
Yeah.

I'll support the

22

three-year, but I would

23

what it is, it's a year to year with the provision

24

for two renewals, correct?

25

CHAIR HOKAMA:

I need to be clear on

The options, that's right, Mr. Arakawa.
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COUNCILMEMBER ARAKAWA:

Okay.

So I just wanted to make

2

sure that's what it is.

3

It's a one-year contract with option to renew after

4

each year for three years.

5

CHAIR HOKAMA:

6

COUNCILMEMBER ARAKAWA:

7

CHAIR HOKAMA:

8

COUNCILMEMBER KANE:

9

COUNCILMEMBER ARAKAWA:

Not a three-year contract.

That's correct, Mr. Arakawa.
Okay.

You're accurate on that.
(Inaudible.)

10

CHAIR HOKAMA:

11

COUNCILMEMBER ARAKAWA:

I know that.

That's correct.
And that would be the

12

recommendations on -- from Mr. Fukuoka that we went

13

over, we'll leave those intact pretty much that

14

you're going to be looking at that to look at the

15

wording, correct?

16

CHAIR HOKAMA:

That's correct.

17

COUNCILMEMBER ARAKAWA:

18

CHAIR HOKAMA:

19

COUNCILMEMBER MOLINA:

Okay.

Okay.

Thank you.

Any further discussion?
Yes, thank you, Chair.

Mr. Molina.
I

20

appreciate the initiative that you have taken with

21

regards to this matter.

22

a small step ahead, it is a progressive way of

23

looking at auditing our County's financial

24

situation.

25

I think this is -- although

And I would also like to add that you -- we
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1

make sure that the appropriate language is put into

2

this draft that addresses the concerns that have

3

been mentioned here today.

4

CHAIR HOKAMA:

And, again, as soon as we get them, we will

5

transmit so that you can have as much time prior to

6

the Council meeting that this will be placed on the

7

agenda for Council's consideration.
Okay.

8

9

Any other discussion?

COUNCILMEMBER ARAKAWA:

10

CHAIR HOKAMA:

11

COUNCILMEMBER ARAKAWA:

Seeing none --

Just one more comment.

Yes, Mr. Arakawa.
The comments that Dain made on 4

12

and 5, we're going to be looking at those as well?

13

Page 5.

14

CHAIR HOKAMA:

15

COUNCILMEMBER ARAKAWA:

16

CHAIR HOKAMA:

17

COUNCILMEMBER ARAKAWA:

18

CHAIR HOKAMA:

19

COUNCILMEMBER ARAKAWA:

20

CHAIR HOKAMA:

21

Page 5.
The contract auditors

You mean point 5 on page 5?
Yeah.

Yes, we will work on that, also.
Okay.

Mr. Fukuoka.
Okay.

22

COUNCILMEMBER ARAKAWA:

I'm ready.

23

CHAIR HOKAMA:

24

MEMBERS VOICED AYE (AA, RC, JJ, DK, PK, MM, WN, CT, RH).

25

CHAIR HOKAMA:

All in favor say aye?

Opposed say no.

Motion is carried.
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1

VOTE:

Councilmembers Arakawa, Carroll, Johnson,
Kane, Kawano, Molina, Nishiki, Tavares,
and Chair Hokama.
None.
None.
None.
None.

AYES:

2

3
4

NOES:
EXC. :
ABSENT:
ABSTAIN:
MOTION CARRIED

5

ACTION:
6

7

8

Recommending REFERRAL of the Request for
Proposals (REP) for the County's Independent
Auditor to the Council Chair for consideration
in the next independent auditor procurement.

CHAIR HOKAMA:
items.

9

Okay.

Well, maybe not quick.

jinxed us.

10

Members, we have got two quick
I may have just

I'm sorry.

Thank you very much, Russell.

11

And we

appreciate it, Randal.

12

You want to file the item on that one or

13

shall we keep it?

14

15

MS. KOLLER:

16

CHAIR HOKAMA:

(Inaudible).
Okay, good.
Okay.

17

Members, just for information on

18

this -- the last item we had, we are still keeping

19

the communication in Committee and will still

20

continue to be an agenda item if we need to bring

21

back and have further discussion.

22

filing the County Communication that brought this

23

item forward.

24

BF-55:

25

CHAIR HOKAMA:

So we are not

REPORT OF SHORT TERM INVESTMENTS (C.C. No. 01-31)
Under Item 55, this is a Report of Short
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Term Investments to be provided by Mr. Lo, our

2

Director of Finance.
Let's see, what can I share with all of you?

3

4

Okay.

Now, this is regarding County Communication

5

01-31 dated January 3rd of 2001 which Mr. Lo

6

transmitted us a report for the quarter ending

7

December 31st, 2000 as was required by the Council.

8

Now,

9

Council meeting the third quarter report was

just to also let you know, at an earlier

10

formally filed,

11

available and what's not available.
Mr. Lo, can you give us your report, please,

12
13
14

just so that you are aware of what's

in summary.
MR. LO:

Mr. Chair, before you you have the Report of

15

Short Term Investments for the quarter end of

16

December 31st, 2000.

17

December 31st, 2000, our average yield on our

18

investments at that point in time was approximately

19

6.7 percent and the average maturity was 198 days.

20

Just in summary, at that date,

I figured that you would probably want to

21

know where we are today.

22

come down, as you probably have seen from the

23

Federal Reserve.

24

4.4 percent on our average yield.

25

coming up a tad today, so basically that's it.

We are -- the rates have

We're currently at approximately

RALPH ROSENBERG COURT REPORTERS,
(808) 524-2090

Rates seem to be

INC.

101

1

You'll be seeing that in the forthcoming quarterly

2

reports.

3

CHAIR HOKAMA:

6

Thank you.

Members, any questions for Mr. Lo?

4
5

Okay.

Mr.

Arakawa.
COUNCILMEMBER ARAKAWA:

Basically, right now, it seems

7

like you're spreading all the investments around.

8

Is there strategy on doing this rather than

9

concentrating with the best yield, or is it just

10

you're picking the best yield at the time for each

11

of these investments?

12

CHAIR HOKAMA:

13

MR. LO:

Mr. Lo.

Mr. Chair, Councilmember Arakawa, it's -- to some

14

extent it's a combination.

15

get revenues in, we actually go out to bid with a

16

variety of investment houses to see what the maximum

17

yield that we can get with various instruments that

18

are acceptable.

19

percent of our portfolio is done that way.

20

that's to match certain liquidity needs that we

21

have, et cetera.

22

What happens is as we

So by and large I would say 90
And

This last year we did choose two investment

23

houses to see how they would perform to sort of

24

diversify our strategies, et cetera.

25

actually are earning better than us right now, and
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1

the reason being is that they buy and sellout of

2

the account, where we are holding to maturity our

3

investments.

4

But those are the only two concentrations we have.

5

I think there's 9 million with Dean Witter and I

6

believe it's 5 million with Salomon Smith Barney.

7

We are evaluating those two firms now and that was

8

our real long-term layer and we may see some changes

9

in that as we move forward on that.

We don't, as a practice, buy and sell.

We actually are

10

scheduling an Investment Committee meeting to

11

discuss their performance over the last year.

12

COUNCILMEMBER ARAKAWA:

13

CHAIR HOKAMA:

14
15

Okay.

Okay.

Thank you.

Thank you.

Mr. Carroll, any questions for Director Lo?
Thank you.

16

Mr. Kawano, anything?

17

Ms. Johnson?

18

Mr. Molina.

19

COUNCILMEMBER MOLINA:

20

Wes,

Yeah, thank you, Mr. Chair.

just a quick question.

Does the County

21

take more of an aggressive or a conservative

22

approach with regards to short term investments?

23

MR. LO:

I would say we are pretty conservative.

24

The laws in the State of Hawaii are very

25

conservative.

We--

We cannot go out past five years and
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1

we are restricted to our types of investments as it

2

relates to -- it has to be US Government securities

3

or agencies of the United States Government.

4

we're very restricted in what we do.

So

We also make sure part of our investment

5
6

policies, if you will, is ensure liquidity first so

7

we make sure that we have all sorts of cash

8

available.

9

the stuff that we don't really get to, we have

Now, we are, you know, on the longer

10

approximately 120 million in the bank at anyone

11

point in time.

12

never gone below 85 million in the cash.

13

real long-term stuff, we kind of will go out maybe a

14

little bit longer, maybe three years, but we're

15

being very conservative.

16

before yield, frankly.

17

COUNCILMEMBER MOLINA:

18

CHAIR HOKAMA:

19

COUNCILMEMBER NISHIKI:

As long as I have been here we have

Okay.

Thank you.

So on the

Again, liquidity is first

Thank you.

Mr. Nishiki.

Yeah, Wes, you know on page 3 in

20

your summary you have got money market funds in

21

pools, you've got bank deposits and CDs, and you

22

have got treasury securities.

23

second-to-the-last column is your total earnings

24

which total amounted to 1.8 million.

25

that that's a quarterly earning in interest that the

And that
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1

County did make?

2

CHAIR HOKAMA:

Mr. Lo.

3

MR. LO:

4

COUNCILMEMBER NISHIKI:

5

MR. LO:

6

COUNCILMEMBER NISHIKI:

I believe that would be quarterly.
That is a quarterly?

I believe so.
Okay.

Under those three areas,

7

and I know that you came in and asked that we go

8

into another area as far as investments, have we

9

made any bad investments, so to say, compared to

10

having taken the normal direction, which were, I

11

think, bank deposits and CDs?

12
13

MR. LO:

Councilmember Nishiki, actually, the -- the

reason we went to the "investment money managers"

14

COUNCILMEMBER NISHIKI:

15

MR. LO:

Correct.

is not the types of investments that they

16

make, but just to have a different look at the

17

economy and guessing how long to go.

18

COUNCILMEMBER NISHIKI:

19

MR. LO:

Right.

And it went up and down.

So I wouldn't say we

20

have had any bad investments.

21

different -- definitely a difference in the styles

22

that the two firms use.

23

see -- may see some changes in that because some

24

maybe cater to us a little bit better and try to

25

really determine what our needs are, and another

We have seen a

And, frankly,
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1

firm will basically -- I think we're just part of

2

this huge pool.
But I wouldn't say -- you know, again, we're

3

4

earning better on those yields for a variety of

5

reasons.

6

the other reason is that they are going a little bit

7

longer term than we have some liquidity needs.

8

9

One is they buy and sellout of there and

COUNCILMEMBER NISHIKI:

Let me ask you this:

As you look

back now on that last quarter and see where the

10

economy is headed and now where interest rates are

11

dropping, is there a direction that we're taking to

12

whereby we're going into different areas now of more

13

concentration because of that?

14

MR. LO:

No, I wouldn't say

15

COUNCILMEMBER NISHIKI:

16

MR. LO:

No?

concentration of the types of securities.

I

17

would say it would change the concentrations of the

18

duration of the securities.

19

securities, we're just going with what the best

20

yield is, you know, because all these are very safe

21

investments.

22

COUNCILMEMBER NISHIKI:

23

MR. LO:

The types of

Right.

We're not doing any of the, you know, the Orange

24

county type of investments.

25

I mean, it's -- basically it's our guess on -- you

But the duration is --
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1

know, like right now, a lot of investment advisors

2

would go short for a little while and hope

3

they're hoping rates come up sooner, so we would

4

take a little bit of a loss in yield in a sense.

5

mean, you would have a reduced yield for a little

6

while, but on the hope that rates are up when you go

7

longer.

8

is based on yield, the only thing is, you know, we

9

just try to keep some money market funds in pools

10
11

I

So, no, it -- as far as the concentration

for our liquidity position.
COUNCILMEMBER NISHIKI:

Let me ask you this:

Based on

12

what was projected and what was given you

13

information, did you fall short of what was

14

projected compared to -- or did you fall long?

15

MR. LO:

I'm not sure if I'm --

16

COUNCILMEMBER NISHIKI:

Somebody tells you, Wes,

I think I

17

can -- if we put it in here, we're going to get 2

18

million and you got 1.5, or someone told you I think

19

you should put it in here because you can get half a

20

million, and you got 7.5.

21

things that I am just asking specifically in the

22

direction of where you put the money and whether it

23

was short or long on what you were -- and so those

24

indicators, you know, where we going now with this?

25

MR. LO:

Yeah.

Those are the kinds of

I think we're doing well.
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1

doing well in our investments, but not because of

2

the reasons I thought we would do well.

3

I would have guessed that rates would have stayed

4

fairly stable, et cetera.

5

different styles in investment is.

6

bought some securities and just are holding it just

7

to benchmark the other investment managers, even

8

though we only have a small amount there.

9

think we have done well is that these investment

A year ago

And it shows you how
We actually

Where I

10

managers, it's kind of a counter intuitive, but when

11

rates go down, you can sell securities and make some

12

gains on them.

13

I expected in that

14

side.

So we have done actually better than
in the investment manager

The other side is we have a very -- the

15

16

majority of our funds that we have are a very

17

conservative, calculated approach.

18

hold and ladder it to our liquidity needs.

19

get more comfortable with that, we may sort of start

20

adjusting our liquidity and to have different

21

layers.

22

portfolio performance.

23

against, you know, the jumbo time certificate of

24

deposit yield, and our spreads are much better than

25

they ever have been before.

We just buy and
As we

But I would say I am pleased with our
You know, we benchmark it

Primarily because we

RALPH ROSENBERG COURT REPORTERS,
(808) 524-2090

INC.

108

1

are going a little bit longer than we ever have

2

before and also the other thing is we are now going

3

into different types of securities and going

4

straight to what they call the desk, so there's

5

really very minimal fees -- it's not even fees,

6

don't take anything off the top.

7

investing.

We are directly

So I would say from a spread standpoint,

8
9

they

we're doing much better than we have.

I think we're

10

probably doing -- and I could get this information,

11

I think we're probably half a percent better than we

12

have -- in a spread basis than we have been

13

historically.

14

COUNCILMEMBER NISHIKI:

Yeah.

And the reason why I ask,

15

Mr. Chairman, is I don't know what they projected in

16

this year's budget as far as what they would earn in

17

interest, but that's what I was getting at.

18

know, have you hit that and are we going to hit it,

19

or is there going to be a shortfall or is it going

20

to be real small?

21
22

MR. LO:

Yeah.

I would have to check that.

I would

certainly be happy to get that back to you.

23

COUNCILMEMBER NISHIKI:

24

CHAIR HOKAMA:

25

You

Okay.

I think you

attention to, Wes,

Thank you.
from what I have been paying

I think you're going to hit your
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1

marks.

2

MR. LO:

3

CHAIR HOKAMA:

4

Yeah.
I think you folks are pretty much very,

very accurate.

5

Mr. Kane?

Nothing.

Thank you.

6

Mr. Lo, is there any concern -- are we --

7

that you may have with us placing too much money in

8

anyone particular institution or account?

9

MR. LO:

Mr. Chair, not at this point in time.

I think

10

where we need to watch is our concentration in the

11

managed funds, which we only have 14 million right

12

now.

13

that right now, because that's basically giving

14

somebody else the ability to manage those funds.

15

We're not expecting to go much higher than

The rest of the funds

Well, I mean, the

16

only reason is we have to watch their performance

17

because we're not controlling that.

18

other stuff, it doesn't matter which firm we go to

19

because they are collateralized by the security.

20

mean, even if we put it in a bank, they have to have

21

a security behind it so that really our -- we don't

22

have a great deal of risk on that.

23

As far as the

I

So I don't think we have to that much be

24

concerned about that unless we're starting to worry

25

about the investment house being, you know, a shady
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1

type of dealer.

2

dealing with, you know, some of the largest

3

companies in the nation right now.

4

CHAIR HOKAMA:

But we have been, you know, only

Thank you.

Very good.

Any other questions or comments for Mr. Lo

5

regarding short term investments?

6

Seeing none, then, members, the Chair's

7
8

recommendation is that we file County Communication

9

01-31.

10

COUNCILMEMBER KANE:

11

COUNCILMEMBER MOLINA:

12

CHAIR HOKAMA:

So moved.
Second.

I have a motion from Mr. Kane, seconded by

13

Mr. Molina to file County Communication 01-31.

14

Discussion, members?

15

Seeing none, all in favor say aye.

16

MEMBERS VOICED AYE (AA, RC, JJ, DK, PK, MM, WN, RH)

17

CHAIR HOKAMA:

18
19

Opposed say no.

22

Thank

you.

VOTE:

AYES:

20

21

Motion is carried.

NOES:
EXC. :
ABSENT:
ABSTAIN:
MOTION CARRIED

Councilmembers Arakawa, Carroll,
Johnson, Kane, Kawano, Molina, Nishiki,
and Chair Hokama.
None.
Councilmember Tavares.
None.
None.

23

ACTION:

Recommending FILING of communication.

24

BF-49:
25

ASSESSMENT AND COLLECTION OF SERVICE CHARGES FOR
DISHONORED ITEMS
(MISC.)
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1

CHAIR HOKAMA:

Last item for the day, members, is Item 49,

2

Assessment and Collection of Service Charges for

3

Dishonored Items.

4

of County Code Chapter 3.08, which is the financial

5

administration portion of the code.

And Tamara is passing out a copy

This is regarding a Miscellaneous

6

7

Communication, members, from the County clerk dated

8

June 7, 1999, referring the matter relating to the

9

recommendation that language be added in Section

10

3.08.020, the last part of what is being

11

disseminated right now, regarding Assessment and

12

Collection of Service Charges for Dishonored Items

13

and to allow the Director of Finance to annually

14

determine the fee for dishonored checks and to

15

submit such fee to the Council for approval as part

16

of our Budget Ordinance.

17

This was referred to last term's budget

18

excuse me, not the Budget Committee, to the

19

Government Relations and Finance Committee in 1999.

20

And this was -- also carne from a formal Council's

21

Committee of the Whole, Committee Report 99-85,

22

which were recommendations from the Subcommittee to

23

Update the County Code, page 12, Recommendation No.

24

12.

25

Mr. Lo, can you give us the current status
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1
2

and your thoughts regarding this proposal, please.
MR. LO:

Mr. Chair, yeah, we took a look at this $15 for

3

the dishonored items and, yeah, we are definitely

4

supportive of putting this in the budget ordinances,

5

moving forward.

6

approximate cost it takes us to process a dishonored

7

check.

8

check will be processed and the average cost from

9

a -- just a resource standpoint for,

We did a real quick study on the

We have a couple different methods that a

you know, the

10

hourly and benefits, et cetera, is about $15 per

11

transaction for any bounced check on an average

12

basis.
Now, when you factor in that if we had a bank

13
14

account of zero,

15

wrote a check and then the check actually bounced

16

because of that, the bank would charge us another

17

$15.

18

theory, because there's float involved there, but in

19

theory it costs us about $30, again, depending on

20

the transaction.

21

somebody would deposit $15 and we

So in theory, the cost to us -- I mean,

in

We did an informal poll of a variety of

22

supermarkets and most places charge $25.

23

one place,

24

listing here,

25

Foodland or something charges only $15, but I think

I think -- I'm sorry,

There is

I don't have the

I think this is either Long's or
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1

that we should do this pole every year and check

2

through our costs every year to make sure that we're

3

charging the right price.
It's a pain in the butt for us as far as

4
5

processing these things and we would want it to be a

6

deterrent so people don't -- and technically it's

7

illegal to write a bad check.

8

to -- I mean, yeah, we would certainly like to

9

change that part of the County Code and add it to so

So I think if we had

10

that we can present that in the budget ordinance

11

yearly.

12

would go up to the $25 mark as our recommendation.

13
14
15
16

CHAIR HOKAMA:

I think in this corning budget we probably

Okay.

Thank you very much.

And we'll start with Ms. Johnson, since you
caught my attention first.
COUNCILMEMBER JOHNSON:

You know, again, we get into the

17

area of putting in numbers, that every year we have

18

to revisit this.

19

insert language to say whatever the -- you know,

20

like take a survey of three banks, whatever it might

21

be, corne up with a formula,

22

incorporate the formula into this.

23

the prevailing bank service charge is and then

24

either a fixed dollar amount that can be revised

25

based on -- I don't even know, you know, if there

And I am just curious if we could

in other words, to
Like whatever
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1

would be an average of, let's say, charges that

2

would be prevailing in, say, retail shops, that type

3

of thing.
But I just want to try to make it easier so

4

5

that every year we don't have to revisit this and so

6

that there's some flexibility provided with being

7

able to adjust the rate to reflect what's going on

8

in the marketplace.

9

inserting a dollar amount.

10

CHAIR HOKAMA:

Okay.

So that's my only concern about

Mr. Lo, what amount does your

11

Department have to deal with dishonored items?

12

again, you can quantify any way.

13

3 out of every 100 transactions we deal with a

14

dishonored -- I mean,

15

with, so -- It's more prevalent during real property

16

tax payment or it mostly happens when guys come in

17

for license renewals, fee, community center

18

payments.

19

MR. LO:

I

And,

You can say maybe

I have no idea what you deal

What kind of information you can give us?

would be hard-pressed to tell you the -- the

20

percentage, but I do think that most of them occur

21

in our motor vehicle registration and some of our

22

refuse accounts, so -- I think your estimate is

23

probably a reasonably accurate one.

24

know, it does take staff time, obviously, to deal

25

with it.

It does

you

And we do use some outside VeriCheck to
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1

help us in that.

2

a count for you.

3

CHAIR HOKAMA:

I'm sorry, I don't -- I don't have

Well, what you're telling us is more than

4

likely people don't screw around with their property

5

tax payments, right?

6

MR. LO:

The majority of our funds are actually made out

7

of the mortgage payments, so the first thing you pay

8

is your mortgage, or typically.

9
10

CHAIR HOKAMA:

Uh-huh.

Or we could lump it all into one

big bill.
Okay.

11

Hold on, Mr. Arakawa.

12

down because I saw Mr. Arakawa's

13

I'm sorry, Mr. Arakawa's --

14

COUNCILMEMBER ARAKAWA:

15

CHAIR HOKAMA:

Mr. Nishiki's

I'm ready to approve already.
Thank you.

Mr. Nishiki.

16
17

Okay.

I'm going to go

COUNCILMEMBER NISHIKI:

Yeah.

I just want to say in my

18

years as a check writer and check bouncer, I think

19

that the biggest deterrent would be to charge as

20

high as possible the penalty.

21

know, it just makes you more responsible, that's

22

all.

23

hey, if it's got to be $100, do it, because we'd all

24

become more responsible if you knew that -- I don't

25

think you would write a check if you knew it was

I would not -- you

And I think that's what we want to do.
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1

going to bounce and the County was going to charge

2

you $100.
So this is my take on it and whatever the

3
4
5

higher amount,
CHAIR HOKAMA:

Okay.

Thank you.

Thank you.

Mr. Kane.

6
7

I'll go for it.

COUNCILMEMBER KANE:

Mr. Chair, I guess I would ask you

8

for your recommendation, but based on what you have

9

on our agenda as far as allowing the Director of

10

Finance to annually determine the fee for dishonored

11

checks and to submit a fee for us for approval as a

12

part of the budget ordinance.

13

cycle, if that's in line with what your

14

recommendation will be, I'll move to approve that.

15

16

CHAIR HOKAMA:

Okay.

So during the budget

And again -- Members, you know,

you

guys are -- I am so glad you guys all ready to --

17

COUNCILMEMBER ARAKAWA:

18

CHAIR HOKAMA:

I'll second as soon as you accept.

-- make a motion.

If you will notice,

19

though, members, there is at this time no prepared

20

ordinance and, therefore, what we do decide to do,

21

Mr. Moto is here and the Chair, again, as part of my

22

recommendation will be to request Corporation

23

Counsel to prepare an ordinance to revise the Code

24

and particularly Section 3.08.020.

25

know,

And, again, you

refer the comments of Ms. Johnson as well as
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1

others.

2

think is best.

3

penalty to encourage responsibility even stronger,

4

or we could, as we have done many other items

5

already in this term, which we can take it up as

6

part of our annual budget review.

7

those are what's going to -- is on the floor at this

8

time.

9
10

We can put in a formula,

if that's what you

We can go for a maximum, very high

So, you know,

Mr. Kane.
COUNCILMEMBER KANE:

My comment, Mr. Chair, is although

11

it's tempting to make it as high as possible and I

12

agree that it does serve as a deterrent, I think we

13

need to stay focused on what we are allowed to do

14

and what a fee is and what it's intended to do.

15

we need to stick to the cost of something and not

16

attach any additional monies on there for the sake

17

of a deterrent.

18

other suggestion, I'm just saying that if we're

19

going to be talking about a fee,

20

to be reflective of what exactly it costs to do

21

whatever we're looking at doing, in this case a

22

dishonored check and what is the cost of dealing

23

with that or making it right.

24
25

So

And, again, it's not to knock any

then that fee needs

So from that standpoint, Mr. Chair, although
I was willing to move forward,

I would agree that --
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1

I don't know if it's necessary for a motion at this

2

time, other than you requesting Corp. Counsel

3

provide something for us to look at and this item be

4

deferred until the next time the Corporation Counsel

5

has that before us and we can go through that

6

particular motion of looking at what's before us and

7

then making a motion to approve it and then move

8

forward that way.

9

mine as an individual, Mr. Chair.

10

CHAIR HOKAMA:

But that would be a preference of

Thank you.
Hold on one sec, please, Mr. Arakawa.

11

One

12

quick question, Mr. Moto.

13

us the difference between a fee and a fine.

14

is this fee -- some people consider this fee a fine,

15

you know, for,

16

likely knowingly they have insufficient funds in the

17

account to cover the check.

18

MR. MOTO:

I guess,

Legally what is -- tell
I mean,

knowingly -- more than

Mr. Chairman, based upon the legal authorities

19

that are summarized in treatises like Miquelon's on

20

Municipal Corporations, a fee is, generally

21

speaking, a charge that is made in order to recover

22

the cost of a good or service.

23

the cost of a good or service performed by the

24

government on -- for some party.

25

So it's to reflect

A fine, on the other hand, is a punitive
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1

measure.

2

necessarily to recover a cost for a good or service,

3

and it doesn't necessarily have any relationship to

4

the cost of government operations.

5

fine is imposed after a violation of some kind has

6

been found.

7

right of a party to challenge or appeal that fine.

8
9

CHAIR HOKAMA:

And it's -- a

And usually fines give rise to the

You cannot do this on the fee,

then, Mr.

as under our fee, Mr. Moto, you cannot challenge

10

that?

11

fee.

12

It doesn't necessarily -- it's not levied

MR. MOTO:

It just is insufficient funds and you pay a

Mr. Chairman, no, the -- the dishonored item

13

fee is -- as it is currently established under

14

County Code is simply for the fact -- simply for the

15

recovery of the costs involveq in or associated with

16

a bounced check and in trying to collect on a

17

bounced check.

18

appeal.

19

I'm sure that from time to time people do complain

20

to clerks and others about why they have to pay

21

something like that, but, otherwise, they're just

22

told, well, you -- this is a fee.

23
24
25

CHAIR HOKAMA:

So there is no formal right to

And I say "formal right to appeal" because

Okay.

Thank you.

That will help me very

much.
Mr. Arakawa.
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1

COUNCILMEMBER ARAKAWA:

Basically, as I understand what

2

you're doing, is we have an ordinance, Chapter 3.08,

3

and what you're trying to do now is you're trying

4

to -- instead of assessing a set amount, you're

5

trying to say during the budget process the Council

6

will set that fee?

7

you're trying to do.

8

CHAIR HOKAMA:

9

COUNCILMEMBER ARAKAWA:

That's basically what I think

That's correct, sir.

That's correct.

So I'm very supportive of just

10

of doing that.

11

set the fee, what we want to set it at during the

12

budget cycle when we're doing everything else.

13

CHAIR HOKAMA:

Okay.

Then we can determine how we want to

Thank you.

Members, after hearing Mr. Moto's comments to

14
15

us, the Chair's recommendation is to have Corp.

16

Counsel prepare an ordinance for Council

17

consideration to reflect the fee to be set in the

18

annual budget

19

COUNCILMEMBER ARAKAWA:

20

CHAIR HOKAMA:

So moved.

and the filing of Communication -- what
County Communication -- Miscellaneous

21

is this?

22

Communication.

23

COUNCILMEMBER ARAKAWA:

24

CHAIR HOKAMA:

25

COUNCILMEMBER KAWANO:

And that would be my recommendation.
So moved.

Okay.
Second.
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1

CHAIR HOKAMA:

I have a motion from Mr. Arakawa, seconded

2

from Mr. Kawano to have an ordinance prepared by the

3

Corporation Counsel to revise Maui County Code

4

Chapter 3.08, Section 020 to reflect that the fee

5

shall be as set forth in the annual budget, and a

6

filing -- and the filing of this Miscellaneous

7

Communication.
Discussion?

8
9

COUNCILMEMBER MOLINA:

Mr. Molina.

Yeah.

Thank you, Mr. Chair.

I

10

will be supporting the motion on the floor that

11

changes the language and gives the Finance Director

12

discretion with regards to setting the fee.

13

Whatever amount is set,

14

change.

15

it's important that the County try to alleviate some

16

of its financial losses, and this is one way that I

17

think will help the County recoup some of these lost

18

funds and it will help make people think twice about

19

writing delinquent checks to the County.

20
21

CHAIR HOKAMA:

I think it's time for a

$15, in my opinion, is a little cheap and

Okay.

Thank you.

And, again, Mr. Lo would -- or the Finance

22

Director will be recommending a fee proposal, but it

23

will be up to the nine of us to make that

24

determination, whatever it is.

25

Okay.

Mr. Kane.
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1

COUNCILMEMBER KANE:

So, Mr. Chair, just for

2

understanding, we're going to be reviewing your

3

directive at the Council level and not here at the

4

Committee level?

5

CHAIR HOKAMA:

That is my recommendation unless, again,

6

you -- the Committee wishes to have the proposed

7

draft ordinance referred back to Committee for

8

further Committee review.

9

Committee members, as your Chairman.

10

COUNCILMEMBER KANE:

11

CHAIR HOKAMA:

Thank you.

Okay.

Thank you.

Ms. Johnson.

12
13

Again, I serve you, the

COUNCILMEMBER JOHNSON:

I just wanted to -- perhaps when

14

this draft is coming up, if there could be an

15

administrative amount which would actually reflect

16

the recovery of the actual cost, as Mr. Lo

17

mentioned, and then in addition any bank charges,

18

because each bank has different charges.

19

needs to be in here, fine,

20

so we understand that that flexibility would be in

21

there because I think you always need to recover the

22

bank charges.

23

CHAIR HOKAMA:

Correct.

So if that

if it's all right.

Correct.

Just

Thank you for that.

24

And, again, I'll have Tamara Koller work with Mr. Lo

25

and Mr. Moto on the language.

And we will put that
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1

out to you, the Council members, as soon as we can

2

get it in the final form.
Any further discussion?

3

4

If not, all in favor

say aye.

5

MEMBERS VOICED AYE (AA, RC, JJ, DK, PK, MM, RH)

6

CHAIR HOKAMA:

7

VOTE:

Opposed say no.

AYES:

8
9

10

NOES:
EXC. :
ABSENT:
ABSTAIN:
MOTION CARRIED

Councilmembers Arakawa, Carroll,
Johnson, Kane, Kawano, Mol:i.na, and Cha:i.r
Hokama.
None.
Councilmembers Nishiki and Tavares.
None.
None.

11
ACTION:
12
13
14
15

CHAIR HOKAMA:

18

Members, any further announcements?
If not, thank you very much, this meeting is

16
17

Recommending FIRST READING of proposed bill
relating to amending Maui County Code, Section
3.08.020, Assessment and Collection of Service
Charges for Dishonored Items (fee for dishonored
checks to be set forth in the annual budget); and
FILING of communication.

adjourned.
ADJOURN:

(Gavel. )

11: 55 a.m.

19
20
21

22
23

24
25

RALPH ROSENBERG COURT REPORTERS, INC.
(808) 524-2090

124

1

2

C E R T I F I e ATE
STATE OF HAWAII
SS.

3
4

CITY AND COUNTY OF MAUl

5
6

I, Sandra J. Gran, Certified Shorthand

7

Reporter for the State of Hawaii, hereby certify

8

that the proceedings were taken down by me in

9

machine shorthand and was thereafter reduced to

10

typewritten form under my supervision; that the

11

foregoing represents to the best of my ability, a

12

true and correct transcript of the proceedings had

13

in the foregoing matter.

14

I further certify that I am not attorney for

15

any of the parties hereto, nor in any way concerned

16

with the cause.

17
18

DATED this 23rd day of September, 2001,

in

Maui, Hawaii.

19
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20

Notary Public
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21
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