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(Gavel)

CHAIR HOKAMA:

The Council's Committee on Budget

19

and Finance will come to order for the 30th of July

20

2002.

21

Members Mateo, Arakawa, Carroll, Kane, Molina,

22

Nishiki, and Tavares and Ms. Johnson.

23

present.

24
25

Let the record show this morning we have

All members

Members, we have five items for your review
and consideration this morning.

We have three audit
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1

reports relating to the Fiscal Year 2001, which is

2

the Department of Water Supply, BF-28, then we have

3

the Federal Single Audit Report, BF-49, and then we

4

have the Comprehensive Annual Financial Report, or

5

as we call it, the CAFR, on the Budget Item 51.

6

Then we'll move on to a proposed bill authorizing

7

the Director of Finance ability to refund $60

8

million in General Obligation bonds under Item 16,

9

and we will end the agenda with a proposed

10

resolution relating to the Harbor Village property

11

under Item 53.

12
BF-28:

DEPARTMENT OF WATER SUPPLY'S FINANCIAL AUDIT
REPORT (C.C. No. 02-5)

13
14

CHAIR HOKAMA:

Let me direct you to Item 50 -- 28,

15

members, I'm sorry, regarding the Department of

16

Water Supply.

17

the Council Chair transmitting the report, and this

18

morning, representing our Department of Water

19

Supply, we have Holly Perdido, the Fiscal Officer,

20

and accompanying her is Charlene Suzuki.

21

morning, ladies, if you could -- if you have any

22

opening comments for the Committee.

23

MS. PERDIDO:

24

CHAIR HOKAMA:

25

It is County Communication 02-5 from

So this

No.
Okay.

the Committee.

They have no opening comments for
As you notice, Mr. Craddick and
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1

Mr. Tengan are not with us this morning.

2

the auditors, Mr. Yamane, from the firm of Russell

3

Yamane & Associates, and his associate this morning

4

joining us.
Mr. Yamane, any opening comments regarding

5
6

this specific item?

7

MR. YAMANE:

8

CHAIR HOKAMA:

9

We have

Nothing at this point in time.
Okay.

Thank you.

Members, let me just

share with you that the management letter -- one

10

year prior there was some comments in their

11

management letter regarding the calculation of

12

accrued vacation, and it's my understanding that at

13

this point in time that comment is no longer

14

applicable.
Am I correct, Mr. Yamane?

15

16

MR. YAMANE:

17

CHAIR HOKAMA:

That is correct.
Okay.

If you will look in the audit as

18

part of the financial statement, there is an $11

19

million increase in the utility plant and equipment

20

category and $3 million in the construction work in

21

progress, which is I believe part of page 4 in the

22

audit.

23

I will open it up to members of the

24

Committee, and so since water comes under I believe

25

Mr. Molina's standing Committee, Mr. Molina, do you
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2
3

4

5

have any questions for our people this morning?
COUNCILMEMBER MOLINA:

1'm

still going through the audit at this point.
CHAIR HOKAMA:

Okay.

5

questions?

6

COUNCILMEMBER JOHNSON:

7

CHAIR HOKAMA:

8

COUNCILMEMBER CARROLL:

9

CHAIR HOKAMA:

10

Not at this time, Mr. Chair.

Okay.

Thank you.

Ms. Johnson, any

No questions.
Thank you.

Mr. Kane?

Mr. Carroll?

No questions.

Mr. Arakawa.

COUNCILMEMBER ARAKAWA:

In

I haven't -- Mr. Chairman, I

11

haven't really had a chance to go through this in

12

detail, but I would like to ask a question on --

13

looking at the books, we have been having

14

discussions about releasing the Upcountry water

15

meters and of allowing those people on the waiting

16

list to be able to get water meters for that.

17

the budgeting process for that, how does the

18

Department account for the funds that they mayor

19

may not receive for that release of those water

20

meters to the people on the waiting list?

21

they going to account for that revenue?

22
23

24
25

CHAIR HOKAMA:

In

How are

Holly, can you answer that question?

Are

you able to?
MS. PERDIDO:

I'm not quite sure what you're asking.

you asking with the payment of the water system
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development fees or --

1

(Inaudible) .

2

? :

3

MS. PERDIDO:

4

COUNCILMEMBER ARAKAWA:

Allocation of -With the -- if there are over 800

5

people that are on waiting lists for water meters in

6

the Upcountry area/ and those water meters

7

able to finance those water meters/ there has to be

8

some mechanism that -- some cost that's going to be

9

associated with releasing of those water meters.

10

How is the Department going to be able to absorb

11

whatever cost is there?

12

negotiate whatever cost is associated with the

13

release of those meters and development of those

14

lines?

15

MS. PERDIDO:

to be

How are you going to

Well/ we budget for installation.

We budget

16

for meter -- the -- well/ we purchase the meters and

17

we budget for that also/ you know/ purchasing the

18

meters for this year/ this fiscal year.

19

COUNCILMEMBER ARAKAWA:

So anyone that -- of all the 800

20

and some odd people that are on the waiting list --

21

and that number fluctuates depending on which report

22

we look at -- at this time if the meters are issued

23

to people on the waiting list and if there is no

24

increase in fees for those people/ they go in under

25

the old fee structure/ there is no negative impact
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2

7

to the Water Department at this point?
MS. PERDIDO:

We have budgeted for meters for this fiscal

3

year.

4

we have a fairly good-size budget for meter

5

installation, which I think should be able to pretty

6

much cover the meters that are going to go in for

7

this fiscal year.

8
9

I don't know if we budgeted exactly 800, but

COUNCILMEMBER ARAKAWA:

Okay.

And, again, the question

that I'm asking is if they are issued out at the old

10

rates rather than the new rates, there is not going

11

to be a negative impact on the Water Department's

12

budget this year?

13

MS. PERDIDO:

14

COUNCILMEMBER ARAKAWA:

15

CHAIR HOKAMA:

16

COUNCILMEMBER MATEO:

17

CHAIR HOKAMA:

18

COUNCILMEMBER TAVARES:

19

CHAIR HOKAMA:

20

COUNCILMEMBER NISHIKI:

21

CHAIR HOKAMA:

22

23
24
25

No.

Okay.

Okay.

Thank you, Mr. Arakawa.

Mr. Mateo?

No questions, Mr. Chair.

Thank you.

Ms. Tavares?

No.

Thank you.

No.

Thank you.

Mr. Nishiki?

Are we just sticking to page 4?

You can ask questions on anything

within the audit.
COUNCILMEMBER NISHIKI:

I'll start on page 4.

It has to

do with receivables.
CHAIR HOKAMA:

Mr. Nishiki, please use the -- your mike,
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2

8

please.

Thank you.

COUNCILMEMBER NISHIKI:

Thank you.

Page 4, it has to do

3

with receivables.

4

uncollectible accounts of 101,500 in 2001 and 99,800

5

in the year 2000.

6

are you having problems with people that have been

7

delinquent and you've not been able to collect a

8

certain amount of water bills?

9

represent the area?

10
11
12

CHAIR HOKAMA:

Okay.

Under it, less allowance for

These -- can you please represent

And does this

Ms. Perdido, will you be the one

answering the question?
MS. PERDIDO:

I have think Russell and I can both answer

13

that.

14

maybe, Russell, you can come in with me also -- is

15

set up for -- they review all the receivables and

16

set up an allowance that allows for accounts that

17

cannot be collected, and there's a certain percent

18

that they use for that.

19

The allowance for uncollectible accounts

COUNCILMEMBER NISHIKI:

And can you give me what the true

20

figure is, then, in past years and what has the

21

Water Board or Water Department done about it?

22

MS. PERDIDO:

I can't give you the exact amount we wrote

23

off last year.

24

up with me.

25

In the past we've had very low write-offs, and

It's -- I mean, I didn't bring that

I do have it and I can get it to you.
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1

anything that we do write off, it all goes to the

2

collection agency also.

3

totally until the collectors come back and say they

4

can't do anything about it.

5

COUNCILMEMBER NISHIKI:

So nothing's written off

Does that make sense?

Let me ask you this.

Most of

6

the -- and I'm curious to see what that amount is,

7

just because you represented 99 and then it goes up

8

to 101.

9

collect, number one, because it would seem like it

10

would be property owners that are not paying their

11

water bill.

12

MS. PERDIDO:

I'm curious as to why you're unable to

Is this true?

Not necessarily property owners.

There's

13

some -- like bankruptcies come into the picture

14

quite a bit.

15

There's tenants that move away and do not pay their

16

final bill that come into effect.

17

Russell could verify that our write-offs are very

18

low percentage of our total receivables.

We've had a lot of bankruptcies.

19

COUNCILMEMBER NISHIKI:

20

MR. YAMANE:

Yes.

Actually, I think

Russell?

The allowance for doubtful accounts, as

21

Holly had mentioned, is just an estimate of a

22

potential write-off of your existing receivables as

23

of both year ends, and throughout the year

24

management goes through and actually does write-offs

25

for those that are deemed uncollectible after they
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1

go through the process, but looking at it, you know,

2

over the past several years, the amount of

3

write-offs is, as Holly mentioned, a very small

4

percentage of total revenues.

5

you'd like to collect all of your

6

but there's a certain amount, due to items such as

7

bankruptcy and primarily tenants, I would think

8

homeowners that are residing here, you have the

9

ability to disconnect service, should that

And unfortunately
your revenues,

10

receivable not be collected -- collectible, but for

11

tenants that move in and out, I guess there's always

12

that potential of not collecting a portion of it.

13

COUNCILMEMBER NISHIKI:

So in a lot of circumstances where

14

water is being delivered to a household, landlords

15

don't normally pay that water bill --

16

?:

17

COUNCILMEMBER NISHIKI:

18

MS. PERDIDO:

Sometimes.
-- I guess is my question.

Sometime they do and sometimes they don't.

19

We do have a

the tenants now have like a $100

20

deposit that

I can't remember when that went into

21

effect -- that they put down, and then after a year,

22

if they're not delinquent, they get that refunded.

23

So that has been implemented, and I think that has

24

helped on some of the people who leave without

25

paying their bills, but in a lot of cases sometimes
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1

the owners do, you know, have the bill under them

2

and not the tenants, but we do have the owners and

3

the tenants now sign up for

4

in to sign up.

5

COUNCILMEMBER NISHIKI:

when the tenants come

I guess my question, then, is

6

policy-wise, after a person is delinquent one month,

7

what do you do?

8

Department in regards to addressing a one-month

9

delinquent?

10

MS. PERDIDO:

Okay.

What's the policy for the Water

I don't have the exact dates of

11

everything right in front of me, but after one

12

month, then a certain amount of days go by and a

13

final notice is sent out.

14

they have, if I'm not mistaken, ten days or 15 days

15

to pay that.

16

our system to lock the meter.

The final notice, I think

If they don't, then SRs are created by

17

COUNCILMEMBER NISHIKI:

SR, what is

18

MS. PERDIDO:

19

COUNCILMEMBER NISHIKI:

20

MS. PERDIDO:

21

by the

22

accounting system that we use, and after that then

23

we do actually send people out.

24

that we send people out to lock and everything,

25

meters, if water's not paid.

Service request.
Huh?

A service request is automatically generated
our accounting system for -- the Honolulu

We have a lock list
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1

COUNCILMEMBER NISHIKI:

I guess, Russell, this is my --

2

this is my concern.

Water's like -- almost like

3

oxygen.

4

household, and so it seems like they can tighten up

5

to whereby losses are less if they have more strict

6

policies.

You know, you need it probably to live in a

I mean, to see an increase is not acceptable

7

8

for me.

Despite of what you say, Russell, well,

9

it's due to bankruptcies or whatever, you know, I

10

mean, those probably -- I don't know how long it

11

takes someone to go bankrupt before they pay their

12

water bill, and my question is were they big users

13

that had a monthly bill that created that amount?

14

As you looked at the reasons, you say -- or defend

15

why the -- why the amount is what I see, I mean, do

16

you look specifically at the accounts?

17

provide you with the individuals and why they didn't

18

pay their water and then, you know, you notice that

19

one company was delinquent for $40,000 worth of

20

water bills and therefore that was a major

21

contributor of the amount that we see?

22

Did they

And, Mr. Chairman, what I'm pursuing is maybe

23

they've got to change their policy as far as if

24

somebody's late one month, you cut off the water, or

25

whatever that policy is, have it changed as a Water
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2

Board.
CHAIR HOKAMA:

And again, Mr. Nishiki, I can understand

3

your question as regards to having a need to

4

understand the audit report.

5

aware that I think you're getting close to an area

6

that the Charter has entrusted to the board to

7

review these policies and for them to make a

8

decision to direct the Department in how to address

9

some of the concerns you're sharing this morning.

I just ask that you be

I

10

don't have a problem, and I think Mr. Yamane can

11

still respond to the question you presented to him

12

as it regards to this audit, and so, Russell, if you

13

would please respond to Mr. Nishiki.

14

MR. YAMANE:

As I mentioned earlier, the allowance for

15

uncollectible accounts is an estimate based on your

16

current receivables that are outstanding as of each

17

year end, and the receivables, as you note on page

18

4, has increased from previous year from 1.8 to 2.1

19

million.

20

providing for something that may happen or something

21

that may not happen.

22

you must look at your receivables and there's a

23

certain percentage that may not be collected.

24

Therefore, you're required by generally accepted

25

accounting principles to set up an allowance account

So it's an estimate of

you know,

So it's a -- in all businesses
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1

because you don't want to state your -- overstate

2

your receivables.
Now, with respect to policy,

3

I guess that's

4

something that can be directed to the board to

5

address -- keeping in mind that the Water Department

6

is on a two-month billing cycle, you know, so -- and

7

I think there's a 30-day payment period after that.

8

So if the policy has to be -- or wants to be

9

changed, I guess that's an area to look at in terms

10

of whether or not you want to change your billing.

11

Because two months -- when you're in a two-month

12

billing period, you know, you're actually looking at

13

90 days sometimes before collection.

14

COUNCILMEMBER NISHIKI:

15

CHAIR HOKAMA:

16

COUNCILMEMBER NISHIKI:

Yeah, Mr. Chairman.

Mr. Nishiki.
I guess it's only because, you

17

know, you brought up page 2 about, you know, the

18

status of a comment that you made, Russell, and then

19

you said, well, this comment is no longer

20

applicable.

21

this policy to see how, perhaps, these uncollectible

22

accounts could be addressed?

23

recommendation could have been you need to look at

24

this policy because of the uncollectible accounts

25

allowance for the year 2001 being increased.

I guess my question is did you look at

And your
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I mean, it may be a guesstimate, and my

1

2

question is I'd like to see perhaps the real

3

figures, and why you don't want to see the real

4

figures for 2000 and then look at what you're

5

guesstimating for 2001 -- or do you have those

6

figures now for 2001 in which you can look and say

7

it's increasing; therefore, perhaps you may need to

8

look at changing your policy for billing or

9

whatever

10

MR. YAMANE:

I do not.

11

COUNCILMEMBER NISHIKI:

12

MR. YAMANE:

-- for shut off of water?

Yeah, I do not have those figures readily

13

available.

14

COUNCILMEMBER NISHIKI:

Yeah, anyway, I would hope that

15

you would lo6k at it.

16

increasing, I'm always concerned on why the

17

increase, despite that you've been -- you gave us

18

some reasons, but I don't have that in front of me

19

to justify what you say is occurring.

20

MR. YAMANE:

If there's something that's

Well, as I mentioned, you know/ part of our

21

audit procedures is we look at the receivables.

22

It's a major area that we look at in virtually every

23

audit in evaluating the aging of the receivables and

24

to assess management's calculations of the reserve

25

allowance or the allowance for uncollectibles.
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1

COUNCILMEMBER NISHIKI:

And I guess why I say it -- and

2

maybe it may not be possible in this instance, but I

3

know that, Mr. Chairman, when we're discussing when

4

the Fire Department had to go and clear property

5

owners of grass that was growing that could have

6

been a detriment to the adjoining owner, we were

7

looking at, you know, if they couldn't collect it,

8

because the Fire Department's account was getting

9

less and less, that we could attach that amount to

10

their property tax or lien, and so I'm just curious

11

as, you know, Russell, to -- how perhaps we can look

12

at some of these, and if some of them are property

13

owners, then perhaps we can.

14

story.

15

Only you know.

CHAIR HOKAMA:

I don't know the real

Thank you.

Thank you, Mr. Nishiki.

And again, the

16

allowance the Department puts, the actual write-off

17

may be substantially less than the allowance that

18

they budgeted for.

19

we've been talking is not necessarily what the

20

Department may eventually -- by accounting practice

21

actually write off of their collectibles.

22

share that with you.

23
24
25

So the number you did -- that

I just

Mr. Molina, you have your questions?
COUNCILMEMBER MOLINA:
Members,

Yeah, thank you, Mr. Chair.

I refer to page 8 of the report.
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1

for either the Water Department representatives or

2

Mr. Yamane regarding bad debt expense.

3

curious.

4

2001.

5

could just have a brief explanation, I guess, on why

6

the disparity.

7

CHAIR HOKAMA:

8

MS. PERDIDO:

9

I'm just

I see a disparity in numbers from 2000 to

In 2000 it says 1,598 and 2001, 35,522.

If I

Ms. Perdido, you or Mr. Yamane.
Basically this also parallels with your

allowance for bad debt, because a lot of times we'll

10

have to increase or decrease the allowance every

11

different -- for each year, and the actual write-off

12

could be smaller and then the allowance needs to be

13

higher so you would have to increase your expense.

14

Do you kind of understand what -- because I can get

15

you guys a write-off -- we have it and the auditors

16

have it too, our write-off for every single year.

17

You know, we keep track of that.

That's one

18

of the -- every year the auditors review that, and

19

if -- I wish I had the percentage, because it's a

20

very low percentage compared to the total accounts

21

receivable, but these amounts, they all pertain to

22

the prior year, when at the year end we have to

23

adjust for the allowance and your bad debt expense

24

would fluctuate.

25

COUNCILMEMBER MOLINA:

So I guess this is just an
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1

accounting principle's way of balancing the ledger,

2

I guess?

3

MS. PERDIDO:

4

COUNCILMEMBER MOLINA:

5

CHAIR HOKAMA:

6

7

Correct.
Okay.

Thank you.

Did you -- do you require additional

information from the Department, Mr. Molina?
COUNCILMEMBER MOLINA:

Yeah, if -- just for everyone's

8

peace of mind, if possible that could be provided

9

for our information.

10
11

CHAIR HOKAMA:

We will forward that request to the

Department for you.

12

COUNCILMEMBER MOLINA:

13

CHAIR HOKAMA:

14

COUNCILMEMBER JOHNSON:

Okay.

Okay.

Thank you, Mr. Chair.

Ms. Johnson.
Yes.

On page 8 also, the very end

15

of the cash flow statement, net cash provided by

16

operating activities, it was 11,049,211 in 2000 and

17

then in 2001 it decreased to 9,451,424, and down

18

below you just basically are explaining that part of

19

construction was in progress.

20

that the reason that the net cash provided by the

21

operating activities is lower in the 2001 cycle than

22

it is in 2000?

23

CHAIR HOKAMA:

24

MR. YAMANE:

25

So is that the -- is

Mr. Yamane, you or Ms. Perdido.
The primary reason for 2000 being about 2.4

million higher than Fiscal 2001 was that in Fiscal
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2000 the County -- although Water Supply received

2

the DBCP settlement of approximately $2.8 million,

3

and therefore that provided additional cash to the

4

organization in that year, so that would be a major

5

contributing factor.

6

COUNCILMEMBER JOHNSON:

That answers my question.

7

exactly what I thought he was going to say.

8

you.

9

CHAIR HOKAMA:

Okay.

Thank you.

That's
Thank

Members, you will find

10

that statement of -- regarding the financial notes

11

at the end of the audit report regarding the DBCP

12

settlement.

13

members, point 11, settlement agreement.

14
15

Okay.
COUNCILMEMBER KANE:

I believe that would be under page 20,

Mr. Kane, any questions?
Just following up on Mr. Nishiki's

16

question regarding the uncollectible accounts and

17

the comments that were made regarding these numbers

18

are actually very low.

19

levels that you can consider low, medium?

20

is there some standard list that you reference that

21

determines what is a low percentage, a medium

22

percentage, a high percentage of uncollected to help

23

you make determinations and recommendations?

24
25

MR. YAMANE:

Is there a standard list or
I mean,

It varies based on the type of business that

you're dealing with.

You know, in certain
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businesses it may be extremely high, the percentage

2

of uncollectibles, but in this case, if you look at

3

the percentage of 101,000 relative to 2 million, it

4

really is for all of the receivables, and the

5

receivable balance at June 2000 is about 4,

6

$4 1/2 million, so it's a very small percentage.
Now, keeping in mind the question that was

7

8

raised earlier by Councilman Molina, I believe the

9

bad debt expense of 35,000 on page 8, that would be

10

the net bad debts that were written off during this

11

year probably, and that percentage relative to

12

revenue of approximately 27 million is a very, very

13

small percentage, and that is common in the utility

14

type of industry because you have the ability to

15

discontinue service, as opposed to other types of

16

businesses where their percentages may range much

17

higher, maybe as high as 5 percent of total

18

receivables.

19

consider it a very low percentage.

20
21

22
23
24
25

So, you know, this is a very -- I

COUNCILMEMBER KANE:

Thank you for expounding on that.

Thank you.
CHAIR HOKAMA:

Okay.

Thank you.

Mr. Carroll, anything?

Mr. Arakawa, anything else?
COUNCILMEMBER ARAKAWA:

Just real basic understanding.

as far as what the rates are right now, the water
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1

rates with the income that's coming in, the

2

Department is pretty well balanced at this point.

3

No real major areas of concern that we have to look

4

at?

5

MR. YAMANE:

If you look at this financial statement, I

6

would say yes, although, you know, we're one year

7

into the new -- you know, after this point in time.

8

I think an area of concern

9

statement now, and I think it has a major impact to

10

the County as a whole -- is in the area of earnings

11

from investments, in addition, earnings in the

12

retirement plan system.

13

and I'll make the

As we all have seen, there's been significant

14

declines in the stock market, and a lot of your

15

funding for the Employee Retirement System is highly

16

dependent upon earnings that are generated within

17

the ERS.

18

forward is going to be funding,

19

to increase.

20

And as they decline, the impact going
I'm sure will start

In addition, you know, the Water Supply, more

21

specifically, you've had a lot of investments --

22

temporary investment funds over the years.

23

Water Supply has been on a program to expend a lot

24

of those funds so that your investments have started

25

to decline and earnings on that have also started to
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1

decline.

So that's something that really needs to

2

be assessed in the overall picture for the Water

3

Supply and I think for the County as a whole.

4

CHAIR HOKAMA:

5

COUNCILMEMBER ARAKAWA:

6

Mr. Arakawa.

was just said.

7

CHAIR HOKAMA:

8

COUNCILMEMBER ARAKAWA:

9

Yeah, I'm trying to digest what

He gave a little yellow flag.
Yeah, again, that's what I'm

trying to digest.

So from a perspective of what

10

we're looking at, understanding the way the markets

11

are fluctuating right now, where the return on

12

investments are very, very dubious, some reports

13

that I've seen, you know, entire investments have

14

been wiped out.

15

that we're looking at and the Department's health

16

and well being, are you now saying that we have to

17

be very, very aware that the investments that are

18

being made by the Department -- we may have to

19

refinance some of the areas, like the Employee

20

Retirement System, so we may be looking at trying to

21

get additional revenues somehow into these accounts?

22

I'm trying to understand how we would do that.

23

MR. YAMANE:

From the standpoint of the audit

I'm not an expert ln retirement plans.

A lot

24

of it is based on actuarial calculations to

25

determine your funding -- your current funding, but
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I think it's an area that needs to be addressed as

2

to what the impacts may be going forward.

3

we've enjoyed, you know, a lot of high earnings in

4

these past several years, but it -- I'll tell you,

5

it will impact the investments that are held in

6

there, and all of your employees are part of the

7

ERS,

8

something that's -- it's a fixed obligation.

9

including the Water Supply.

COUNCILMEMBER ARAKAWA:

You know

So -- and that's

Let me get into this a little bit
Is the Department aware that

10

then, Mr. Chairman.

11

this is a concern that is being flagged, or is this

12

something you're just telling us and they're not

13

aware of at this point?

14

MR. YAMANE:

Well,

it's something that's somewhat recent

15

in terms of the decline -- significant declines that

16

we've seen recently in the overall investment arena,

17

and I think it's at a point where management needs

18

to take a hard look at.

19

ERS is not something that you have direct control

20

over, but I'm certain that key questions or analysis

21

should be done to see what the future impact is

22

going to be.

23

COUNCILMEMBER ARAKAWA:

Now, keeping in mind the

Then, Mr. Chairman, what I'd like

24

to recommend that we do from this Committee is we

25

flag this for the Department to make sure that
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they're aware that this is a concern that has been

2

brought up and that they should be doing whatever

3

analysis they need to do to consider this concern.

4

CHAIR HOKAMA:

We will be having Mr. Lo on the succeeding

5

items this morning, Mr. Arakawa, and I'm sure you --

6

we can maybe also ask the Finance Director, but in

7

preparation for next year's budget, it's an item

8

that I believe we would communicate to the

9

appropriate Administration officials.

10

COUNCILMEMBER ARAKAWA:

And again, I'm just

because

11

this is being flagged for us now, I just want to

12

make sure that in relation to this specific audit

13

with the Water Department that they're aware that

14

this is a concern that has come up.

15

have to obviously do this for the rest of the

16

County, because we're going to have the same

17

concern.

18

understand how we can react to this, you know, what

19

our responsibilities are to react to this, because

20

the Employee Retirement System actually is

21

investment by the employees.

We are going to

When we get to Mr. Lo, we'll try and

22

CHAIR HOKAMA:

Correct.

23

COUNCILMEMBER ARAKAWA:

It's money taken out of our

24

paychecks and invested.

25

by the Department or by the County.

It's not a direct payment
So therefore, I
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want to understand the ramifications of this as far

2

as financing relating to the departments, and in

3

specific at this time the Water Department, they

4

have their own board, they can -- as long as they're

5

aware of it, they have to deal with it, but when

6

Mr. Lo comes up, we're going to have to deal with

7

it.

8

what we can be expected to have to contribute or not

9

contribute or how we can react to this concern.

10

So I need to understand the ramifications of

Thank you, Mr. Chairman.

11

CHAIR HOKAMA:

Okay.

12

COUNCILMEMBER MATEO:

13

CHAIR HOKAMA:

14

COUNCILMEMBER NISHIKI:

15

CHAIR HOKAMA:

16

COUNCILMEMBER JOHNSON:

Thank you.

Mr. Mateo.

No questions, Mr. Chair.

Thank you.

Ms. Tavares?

Mr. Nishiki?

No.

Any other questions?

Ms. Johnson.

On page 23, under the long-term

17

debt, the very last column, we're at 41,122,525.

18

the figure that is -- the very last one, the

19

2,804,730, that's just the amount that actually

20

comes up each year?

21

would be that -- the debt service, then?

22

actually repayment of the debt itself?

23

trying to find out what the debt service is on that

24

amount.

25

CHAIR HOKAMA:

Is

Payment on that debt is

Mr. Yamane.
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MR. YAMANE:

That represents the amount of principal on

2

the note obligations that are due one year from June

3

30,

4

2001.

COUNCILMEMBER JOHNSON:

Okay.

And what would be the

5

actual debt service, then?

Where would I find that

6

figure within your report?

It just didn't leap out

7

at me, so.

8
9

MR. YAMANE:

If you were to turn to page 16 in your

report, it does display the amount of principal and

10

interest that are due all the way up to the year

11

2018.

12

just slightly under $5 million, and it's going to be

13

that way until 2007.

So currently your debt service is running

14

COUNCILMEMBER JOHNSON:

15

CHAIR HOKAMA:

16

COUNCILMEMBER KANE:

Okay.

Thank you.

Thank you very much.

Any other questions?

Not a question, Mr. Chair.

Mr. Kane.
Just

17

following up on Mr. Arakawa's point, perhaps,

18

Mr. Chair, you would consider notating that in the

19

Committee report regarding the concern that was

20

brought up and having that at least mentioned in the

21

Committee report so it's of record.

22

CHAIR HOKAMA:

Okay.

We'll so note that.

Staff.

And

23

again -- one second, please, Mr. Nishiki.

24

Chair's comment to the Committee members is that

25

while I can -- I really appreciate what you folks
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are asking this morning and that shows that we are

2

already looking -- having an eye on the future

3

with -- regarding to obligations and requirements

4

for County operations.

5

we're looking at an audit of what happened one year

6

ago.

7

of how you're looking at this audit review and that

8

you're asking us like to project one, two years in

9

advance, but you're looking at that data that is

The key thing is, though,

So just keep that in mind in your perspective

10

part of an auditor's review of what happened

11

basically one year ago.

12

perspective, and I think we can move forward very

13

well on the next items.

14

15

So just keep that in

Mr. Nishiki.
COUNCILMEMBER NISHIKI:

Yeah, page 7.

And, Russell, I'm

16

looking for education from you.

Under cash flows

17

from financing activities -- and I don't know if

18

this is even related to what was brought up by Alan.

19

Looking at 2000 and then 2001, under that area,

20

proceeds from note payable, 7,300,000 in 2000 and

21

1/2 million in 2001, and then the net cash provided

22

by financing activities, one shows a positive, the

23

other shows a negative.

24

on -- is there a reason or are we headed in the

25

right direction here?

Can you give me an idea

And what does this represent,
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1

I guess is my concern?

2

disparity.

3

MR. YAMANE:

Okay.

Just because the big

This -- keeping in mind the statement

4

of cash flows is for the entire year ended June 30,

5

2000 and June 30, 2001.

6

Supply Department borrowed $7.3 million, and it's

7

noted on page 17 under notes payable where the Water

8

Supply borrowed from the State revolving loan fund

9

to assist in several of its capital improvement

In Fiscal 2000 the Water

10

projects.

11

borrowing rate at that time was very favorable.

12

you can see in the footnote on page 17, the interest

13

rate is anywhere from 1.55 percent and a loan fee

14

rate of 3.25 percent.

15

the large borrowing in that fiscal year.

16

therefore, that provided cash to the organization

17

when it borrowed that amount.

18

was a slight increase in 2001 on page 17 where the

19

organization did borrow additional amounts, although

20

it was a very small amount compared to Fiscal 2000.

21
22
23
24

25

The reason that this was done was the

COUNCILMEMBER NISHIKI:

As

So that was the reason for
So

As you can see, there

So that, in essence, would show

you why the amount of cash on hand?
MR. YAMANE:

Correct.

The organization borrowed funds to

assist in its CIP projects.
COUNCILMEMBER NISHIKI:

Okay.

Thank you.
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CHAIR HOKAMA:

Thank you.

Any other questions for either

2

Ms. Perdido or Ms. Suzuki or the auditors?

3

Mr. Arakawa.

4

COUNCILMEMBER ARAKAWA:

Sort of a general question, Russ.

5

In repayment of debt, when we repay the debt, we

6

also have interest that we receive from accounts

7

along the way.

8

been going, is there anything that we have to look

9

at that is -- that should be flagged as the ability

In light of the way the market had

10

to repay debts, the existing debts using interest

11

from investments?

12

flagged at this point?

13
14

15

CHAIR HOKAMA:

Is there anything that should be

Tough question, Mr. Yamane.

Would you care

to respond?
MR. YAMANE:

You know, the organization, if you were to

16

turn to page 6, about three-fourths of the page

17

down, receives approximately $2 million of interest

18

on its investments, and by statue, you know, all

19

municipalities and other governmental agencies are

20

required to invest in only certain types of

21

investments.

22

therefore, you're earning a very lower rate.

23

guess what you're asking, Councilman Arakawa, is

24

should the Department of Water Supply use that

25

earnings to pay down its debt?

You can't be in the stock market, and

Is that --
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COUNCILMEMBER ARAKAWA:

No.

What I'm asking is how secure

2

is the invested debt, the assets receivable from

3

investments?

4

they're in secured investments, that there's not

5

much risk involved in that investment so the debt

6

service is -- they're going to be able to pay it

7

because there's not too much risk in it, they're

8

guaranteed the income from it.

9

MR. YAMANE:

And what you're telling me is because

Correct.

By statute, you know, you are

10

limited as to your investments.

11

absolutely safe, but I guess the risk is very, very

12

minimal in terms of where the County's funds are

13

placed, and it's backed by

14

obligations.

15

very safe investment.

16

u.s.

I wouldn't say it's

Treasury

So from that standpoint, it's a very,

COUNCILMEMBER ARAKAWA:

Yeah, and I asked that question

17

primarily because I want to make sure that as we're

18

planning long term and we're borrowing money and we

19

have to pay it back, that there's no great loss some

20

place in the repayment policy where we have to make

21

up that debt by increasing fees.

22

stated earlier, the fees seem to be keeping up with

23

what the debt structure is and what the needs of the

24

Department are.

25

fairly balanced system where the Department is not

And, you know, as

So this shows -- to me, it shows a
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in any kind of real trouble.
I had imagined that -- from past discussions,

2
3

with the replacement of all the water lines and

4

everything else, there was a very big need for more

5

funding and a need to increase the rates to replace

6

all those -- all those lines and to look at the

7

future development, but from what I'm seeing of this

8

audit, that's not necessarily true.

9

is that not -- you know, from what I'm seeing, I

So is that or

10

don't have to worry about that.

11

going to be able to handle its future obligations

12

and is going to be able to keep its operations

13

running.

14

flagged here that would show us that that's not

15

accurate, Mr. Yamane.

16

MR. YAMANE:

The Department is

Or is there something that should be

Looking at the current financial statements,

17

it only tells you as of this point in time.

18

what really needs to be assessed is the Department's

19

projection of future projects and the funding for

20

those projects, and that's something that is, you

21

know, part of the Department's internal budgeting

22

process, but certainly I think that needs to be

23

addressed from that standpoint, because you cannot

24

just look at this and say that we're in very good

25

shape because it only tells you as of this point in
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2

time.
COUNCILMEMBER ARAKAWA:

Well, that

again, you know,

3

when I'm looking at an audit that tells me

4

everything seems to be in pretty good shape and I'm

5

not seeing flags come up that say but be aware of

6

the fact that the Department may have these huge

7

expenses in the future and that this report is, you

8

know, not -- it doesn't show that.

9

concern is.

That's what my

Now, in the past we've been told that

10

there are these huge investments that the Department

11

has to look at, but this report, the way it is, it

12

seems like a bed of roses at this point.

13

what concerns me.

14

That's

If there is going to be a lot of -- well,

15

let's just take the construction work in progress in

16

this report.

17

worth of construction work that's being done, 51

18

last year.

19

construction work.

20

says, well, they actually should be doing $100

21

million worth of construction work to keep their

22

fiscal plant in order.

23

be put up at this point, Mr. Yamane, that shows that

24

their fiscal plant, all the pipes and all the stuff

25

that they need to keep the operation of the Water

We're looking at about $54 million

54 -- or 2,054 in 2001.

That's a lot of

So I'm not seeing a flag that

Is there a flag that should

RALPH ROSENBERG COURT REPORTERS, INC.
(808)

524-2090

33

BF 7/30/02

1

Department going, that it's falling behind to the

2

point that there's going to have to be a huge

3

increase in funding in the future because that

4

fiscal plant is not sound?

5

CHAIR HOKAMA:

6

MR. YAMANE:

Mr. Yamane, you care to respond?
I understand your concern, Councilman

7

Arakawa, but keeping in mind that what we're dealing

8

with is, you know, out of future projections as to

9

projects that mayor may not come up and that may

10

have to be reprioritized, for whatever reason, and,

11

you know, an audit is to look at what has transpired

12

in the past year and to present -- and to audit the

13

assets that the organization owns and to audit the

14

liability that the organization owes to others.

15

mean, we cannot say ten years out as to what's going

16

to happen.

17

audit process.

18

It's

COUNCILMEMBER ARAKAWA:

I

that's not part of a normal

Again, what I'm seeing is that the

19

Department has enough money to pay its bills.

20

operating fairly comfortably in its ability to do

21

projects.

22

construction projects at this point.

23

be a fairly sizeable amount, and unless there are

24

any areas that are deficit within the physical plant

25

that we're not aware of, I'm assuming that this is a

It's

It's doing $54 million worth of
That seems to
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normal -- it's being taken care of and there's not

2

going to be anything really abnormal that's coming

3

out.

4

audit, all I'm assuming -- and this mayor may not

5

be a good assumption.

6

was some area that we would look at that needs to be

7

flagged because there would be a huge cash necessity

8

in the future because of something that's not being

9

done last year and this year and years past, because

10

it's something that's not being done that's going to

11

be -- that's being neglected, that's going to create

12

a huge flag that we have to take care of or a huge

13

problem we have to take care of, that as far as your

14

overview of everything that is being done, there is

15

nothing of that nature.

16

MR. YAMANE:

And in the projection, when you're doing the

I'm assuming that if there

If you look at the balance sheet on pages 4

17

and 5, you know, it does show that the Department

18

is, at this point in time, very strong, and the

19

reason why I say that is if you were to look on page

20

4, current assets, the organization has $25 million

21

in current assets.

22

are liquid in nature.

23

form of cash and investments, as opposed to if you

24

were to turn to page 5, current liabilities of 8.7.

25

What this tells the reader is you have obligations

I mean, these are assets that
Almost all of it is in the
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that are due within a year's time of 8.7 million as

2

of June 30, 2001.

3

three times that amount, and it's a very, very

4

strong position to be in.

5

time, if you look at it from those perspectives, the

6

organization, you know, has a healthy balance sheet.

7

Then again, things can change in the future because

8

nobody knows what's going to happen.

9

COUNCILMEMBER ARAKAWA:

The current assets are basically

Okay.

So as of this point in

Thank you, Mr. Chairman.

10

That pretty much answers, you know, my concerns.

11

Looking at this, the balance sheet shows the

12

Department has very good financial position, so we

13

should not be looking at any kind of rate increases

14

in the near future.

15

CHAIR HOKAMA:

Unless there's

And again, he prefaced his remarks, and I

16

will say, depending upon what kind of capital

17

improvement requirements the Department and board

18

push forward.

19

COUNCILMEMBER ARAKAWA:

Right, but at this point what

20

we're looking at, unless something strange and

21

unusual comes out, you know, that has to have a self

22

explanation, it seems that the entire operation is

23

running very smoothly with a very good backup as far

24

as capital.

25

CHAIR HOKAMA:

So that's what I'm getting out of this.

Yeah, they're very liquid.

They're very
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2

liquid.
COUNCILMEMBER ARAKAWA:

Yeah.

3

us, itls very good.

4

then.

5

CHAIR HOKAMA:

So lid say this is a -- for

11m not looking at an increase,

Okay, members, any further questions?

6

not, the Chair is recommending filing of the

7

Communication as well as all attached documents.

8

COUNCILMEMBER KANE:

9

COUNCILMEMBER MOLINA:

10

CHAIR HOKAMA:

If

So moved.
Second.

I have a motion from Mr. Kane, seconded by

11

Mr. Molina to file County Communication 02-5 and all

12

attached documents.

13

none, all in favor say "aye."

Discussion, members?

14

COUNCIL MEMBERS VOICED AYE.

15

CHAIR HOKAMA:

16

VOTE: AYES:

17
18
19

20
21

NOES:
EXC. :
ABSENT:
ABSTAIN:

Seeing

Opposed say no.
Councilmembers Arakawa, Carroll,
Johnson, Kane, Mateo, Molina, Nishiki,
Tavares, and Chair Hokama.
None.
None.
None.
None.

MOTION CARRIED.
ACTION:

FILING of communication.

22
23

CHAIR HOKAMA:

Motion is carried.

We thank Ms. Perdido

24

and Ms. Suzuki for being with us this morning.

25

Thank you very much, ladies.
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FEDERAL SINGLE AUDIT REPORT (C.C. No. 02-6)

BF-49:
2

3

CHAIR HOKAMA:

Next we have Item 49.

I think we can take

4

this before we take a mid-morning break, members.

5

So if you would please turn to Item 49, the Federal

6

Single Audit Report.

7

Communication 02-6 from Council Chair transmitting

8

this report.

9

with us this morning, members, as well as Mr. Yamane

10

13

We have Mr. Lo, Director of Finance,

and his firm.
Mr. Lo, anything you care to start off with

11

12

This is part of County

this morning with the Committee?
MR. LO:

Mr. Chair, actually, these are the kind of

14

reports that I don't mind coming up here to present.

15

For the fiscal year ended June 30th, 2001, the

16

single audit, which audits our Federal grant

17

programs, there were no significant findings, which

18

is about the best thing we could do.

19

had one item last year, if I'm not mistaken, but

20

that was corrected.

21

further to add on this report.

22

CHAIR HOKAMA:

Okay.

So I think we

So I really don't have anything

Thank you.

Mr. Yamane, do you have

23

anything you wish to share with the members at this

24

time?

25

MR. YAMANE:

Nothing to add at this point, Mr. Chair.
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COUNCILMEMBER TAVARES:

2

CHAIR HOKAMA:

3

COUNCILMEMBER TAVARES:

Mr. Chairman.

Yes/ ma'am.
Could we have somebody tell what

4

the purpose of this audit is in the first place and

5

what it covers?

6

CHAIR HOKAMA:

7

COUNCILMEMBER TAVARES:

8

CHAIR HOKAMA:

9

Okay.

Thank you.
That might help.

I think Mr. -- Mr. Yamane

and/ again,

members/ this is basically/ as Mr. Lo started off

10

with, deals with the Federal, how we do the Federal

11

funds/ but/ Mr. Yamane/ if you please.

12

MR. YAMANE:

I'll try to give a general overview as to the

13

purpose of a single audit.

Every organization that

14

receives Federal grants above a certain level is

15

required to undergo what is called a single audit.

16

This is mandated by Federal regulations, OMB

17

Circular A-133, that the organization must undergo a

18

single audit.

19

perform additional testing in accordance with

20

Federal laws and regulations to determine whether

21

there are weaknesses in internal control that an

22

organization may have over administering its Federal

23

grants, and, you know, the results would be if the

24

organization was not in compliance or if there were

25

findings, they would need to be disclosed to the

What this entails is the auditor must
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Federal government.

This report is sent to all of

2

the Federal agencies which the County receives

3

funding from.
In terms of the County for this past fiscal

4
5

year, the County received about $22 million in

6

Federal grants.

7

over 10 percent of your total revenue source for the

8

year.

9

receive.

That's about maybe 10 -- a little

So it's a large sum of funding that you
Keeping in mind that it is not only direct

10

Federal funding.

11

passed through from State -- from the State of

12

Hawaii, Federal money that goes to the State and

13

then passed down, those must also be considered as

14

Federal grants that are subject to the audit.

15

There are numerous grants that are

Now, the audit process in general is we go

16

through a sampling technique as to which grants we

17

will examine.

18

percent of the grants for every fiscal year, but we

19

go through a systematic approach in terms of which

20

grants we will examine, and it will change from year

21

to year.

22

grant year after year, and the culmination of that

23

audit process is the audit reports that you see

24

here, and attached at the very end is the schedule

25

of Federal awards that the County received during

You know, we cannot examine 100

We will not necessarily examine the same
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this past fiscal year.

2

CHAIR HOKAMA:

Ms. Tavares.

3

COUNCILMEMBER TAVARES:

Yes, thank you, because I think

4

it's important to know what it is that's being

5

audited and why.

6

CHAIR HOKAMA:

Correct.

7

COUNCILMEMBER TAVARES:

And I believe that in the past the

8

Section 8 housing allotment or whatever was under

9

scrutiny.

I believe they've cleaned that up quite a

10

bit, and also to realize that if we don't get a good

11

report and we don't manage our Federal funds in one

12

area, it jeopardizes Federal funds in other areas.

13

So it is important that we administer those Federal

14

funds wisely and completely.

15

CHAIR HOKAMA:

Okay.

Thank you.

Thank you.
Members, if you would

16

look at page 1 of the auditors' report, he does

17

mention the major programs, which Ms. Tavares

18

brought up Section 8, of course we have the

19

Community Development Block Grant, or CDBG, which is

20

another large Federal program.

21

listed the construction grants for Wastewater as

22

well as the Highway Research Planning and

23

Construction Program.

24

part -- that same page some of -- the summary of the

25

auditors' results.

You will see also

You will also find under

Under part 4 you'll find the
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1

breakdown by departments, Federal departments and

2

the type of grants and expenditures that the County

3

was able to receive.
Mr. Kane, questions on the Federal audit?

4
5
6

Mr. Carroll, any questions?

Mr. Arakawa?

I've got a couple questions.

COUNCILMEMBER ARAKAWA:

7

First of all, in the grants awarded at this point

8

and expenditures, what proportion of the fiscal year

9

does this expenditures cover?

10

CHAIR HOKAMA:

11

MR. LO:

Mr. Lo.

Councilmember Arakawa, yeah, this is always a

12

question that comes up every year.

13

bit misleading.

14

awarded during the year and the expenditures during

15

the year.

16

won't show you the overall view of a grant is that

17

these are just actual expenditures during a year.

18

grant can be awarded -- I believe the Federal

19

government runs off an October fiscal year, is one

20

issue, and also some of the funding is over a

21

mUltiple-year period.

22

It's a little

The grant award shows the grants

Some of the timing problems we have that

A

So I guess if it is the Council members'

23

desire or the Council's desire to see -- I actually

24

just checked with our accounts department to have a

25

listing of the current active grants and
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1

expenditures over the life of the grant, we

2

certainly can run that off of our thing, but for

3

reporting purposes, they're just showing what -- the

4

expenditures that occurred during the year.

5

they -- you know, it will appear somewhat misleading

6

over the life of the grant.

7
8

9

COUNCILMEMBER ARAKAWA:

So

Because the numbers actually make

very little sense to me the way they're presented.
MR. LO:

Yeah, correct, and we -- and that's why I asked

10

our accounts division, and I think we went

11

asked them last year also.

12

accurate way for management purposes, not -- perhaps

13

not Federal government purposes, for management

14

purposes would be to see a schedule of the grants

15

over the life of the grant, and perhaps we could do

16

that and start having that report in our quarterly

17

report, inserted in there.

18

COUNCILMEMBER ARAKAWA:

Okay.

Really probably a more

Because, yeah, looking at

19

the numbers that we're looking at now, there's

20

really just no correlation between --

21

MR. LO:

22

COUNCILMEMBER ARAKAWA:

I had

Right, correct.
awarded and expenditures.

I

23

have one question on page 7.

24

under Housing Voucher Program, this is the Section

25

8, the bottom of the page, the fourth line from the

You have 100,000
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bottom, housing voucher administrative costs.

2

have $100,000 grant but you have a $489,000

3

expenditure.

4

MR. LO:

You

How does that occur?

Well, I'd have to look into that with more

5

detail, but you're going to see these discrepancies

6

because of some of the timing issues, but I

7

certainly -- I wouldn't be able to answer that,

8

yeah, over there, and perhaps it's combined or there

9

may be some timing problems, but I certainly could

10

get that answer to you as an exact explanation on

11

that item.

12

COUNCILMEMBER ARAKAWA:

Okay.

Because it seems peculiar

13

that you have $100,000 that's awarded but you have

14

four times that amount expended.

15

you know, if the timing is that the fiscal year

16

is -- you're in part of the fiscal year, that's why

17

the rest of it shows a big discrepancy as to not

18

being expended.

19

pattern, this overage is a real flag for me.

20

CHAIR HOKAMA:

So I don't know,

If you were following that same

Mr. Arakawa, we do have Director Lee on

21

call, and since this is part of her Department, if

22

you wish, the Chair will be happy to ask -- request

23

Ms. Lee if she would be able to come up and provide

24

an answer.

25

COUNCILMEMBER ARAKAWA:

That really won't be necessary.
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1

I'm looking at -- as I'm going through, I'm looking

2

at this, because most of the numbers otherwise don't

3

make any -- you know, they're not significant in

4

analysis.

5

that it is backwards from everything else.

6

MR. LO:

This one only is significant in the fact

I believe that potentially -- and, again, I'll

7

need to get the specifics to you, and I'll be happy

8

to do that, is occasionally there's been

9

encumbrances or expenditures in the current year

10

from prior year grants, et cetera, but, again,

11

I'm -- I don't have the full information in front of

12

me.

13

probably need to have our accounts department give a

14

breakdown of that.

15

I'd be happy to -- I think even Ms. Lee would

COUNCILMEMBER ARAKAWA:

The only concern to me is that the

16

Department is aware of the fact that there is a

17

difference and that you handle it.

18

MR. LO:

Right, and actually the -- I'm comfortable with

19

this at this point in time because of the internal

20

controls that we have in our expenditures and our

21

monitoring of grants.

22

actually allows us to block things so that there's

23

no overexpenditures on any grant, you know, so that

24

we -- obviously by law we have to stay within our

25

appropriation, so ...

So our financial system
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COUNCILMEMBER ARAKAWA:

Because on page 9, if you look at

2

page 9 and you go down seven from the top, there is

3

a negative balance there for the Molokai Senior

4

Center, the land purchase.

5

that as a negative, I guess, that would be -- you've

6

overspent, and the other one does not.

7

MR. LO:

So you actually show

Sometimes they're reimbursements, you know,

8

they're actually reimbursable grants.

So there's a

9

variety of reasons, and again, I think what I'd be

10

happy to do is go through some of the extraordinary

11

items and provide you an explanation for -- to

12

provide you a little more comfort.

13

COUNCILMEMBER ARAKAWA:

Well, again, looking at this, the

14

only reason that I'm bringing it out is the fact

15

that in accounting, when I'm looking at this,

16

there's a visible discrepancy in how it's being

17

reported.

18

Federal government on this.

19

key is.

20

really going to affect us that much one way or the

21

other.

22

that these things are in there.

So therefore, you're reporting to the

The Council is not really -- it's not

I just want to make sure that you're aware

23

MR. LO:

24

COUNCILMEMBER ARAKAWA:

25

That's really where the

Correct.
And that I have a concern because

of that -- the fact that they're there and just to

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

BF 7/30/02

1

2
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address it.
CHAIR HOKAMA:

Okay.

And thank you, Mr. Arakawa.

And,

3

members, last year we also brought up the same

4

concern, and let me just share with you that as part

5

of our Committee report of last year, 01-117,

6

Ms. Lee was able to share with us as regards to the

7

Federal programs that she's responsible for.

8

stated five things that impact this Single Federal

9

Audit.

10

She

One, again, is the year that the Federal

11

government uses, which is October 1st, compared to

12

the County's fiscal year, which starts July 1st.

13

She also shared with us that some grants overlap

14

more than one fiscal year.

15

have been expended in the previous fiscal years and

16

that how they do the entries may have an impact on

17

that.

18

awarded.

19

grants are reimbursable.

20

affect how the numbers are shown to you in this

21

Federal audit.

22

it up, Mr. Arakawa.

23

Three, the monies may

Four, the grant money may have just been
And five, as Mr. Lo just shared, certain
So those are factors that

And, again, thank you for bringing

Mr. Mateo, question?

24

COUNCILMEMBER MATEO:

25

CHAIR HOKAMA:

No questions.

Ms. Tavares?
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COUNCILMEMBER TAVARES:

2

CHAIR HOKAMA:

3

COUNCILMEMBER NISHIKI:

4

CHAIR HOKAMA:

No.

Mr. Nishiki?
No.

Mr. Molina?

Ms. Johnson?

Members, any

5

other questions as it regards to the Federal Single

6

Audit, either to Mr. Lo or Mr. Yamane?

7

COUNCILMEMBER ARAKAWA:

8

CHAIR HOKAMA:

9

COUNCILMEMBER KANE:

Just--

One second, please.
No.

Mr. Kane.

Just - - so just for

10

clarification, then, Mr. Chair, the reasons that you

11

read off would correlate with what's on page 9

12

under -- I believe this is the CDBG program, that

13

there's about five of them that have expenditures of

14

less than 20 percent of the total grant, and the

15

reasonings would be consistent with the reasons that

16

you read specific to this particular situation?

17

CHAIR HOKAMA:

I would say that those five points that

18

Ms. Lee shared as regarded to her program also apply

19

to these other areas.

20
21

COUNCILMEMBER KANE:

Generally because it's Federal and

because you have the overlap and you --

22

CHAIR HOKAMA:

23

COUNCILMEMBER KANE:

24

CHAIR HOKAMA:

25

COUNCILMEMBER KANE:

It's the timing.

It's the overlap.

have the different fiscal years.

That's correct.
How -- so how would we better able to
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track?

Because if we're having audits that show an

2

inconsistent -- inconsistencies with time frames,

3

county having one fiscal year, Federal having

4

another, I mean, what mechanism is there out there

5

that we could use to help us better understand

6

what's before us?

7

Member Arakawa stated earlier, you know, there's all

8

these flags that are sticking up, and yet, you know,

9

the answers are, okay -- you know, so the answers

Because when you see this, as

10

kind of answer it, and yet that kind of makes this

11

information useless to us almost, because that's not

12

really giving us a true picture of tracking what's

13

going on.

14

always go through the cracks, the answer, oh,

15

because different year, or, oh, because we just got

16

the money.

Because we can always like -- it can

17

CHAIR HOKAMA:

Right.

18

COUNCILMEMBER KANE:

But that doesn't give us a true

19

indication of the status of these expenditures and

20

these programs.

21

that you know of, and maybe -- I don't expect you to

22

answer that now, but is there a mechanism that

23

anybody's aware of that can help us better track

24

these things?

25

CHAIR HOKAMA:

Is there a mechanism, Mr. Chair,

I think Mr. Lo shared his -- the suggestion
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1

that we may find a way to implement it within the

2

quarterly reports that Council does have review of

3

and we can keep maybe better track of the Federal

4

programs.

5

requirement is more to satisfy the Federal

6

government's need to be assured that their monies

7

are properly spent, instead of the County's --

8

instead of us requiring this.

9

correct in that, that with the OMB circulars, this

10
11

I would say, though, that this

I would say -- am I

is to satisfy their concern of how
MR. LO:

Correct.

There's actually two things,

12

Councilmember Kane.

13

was a major discrepancy ln the numbers, they are

14

because of overspending or underspending --

15

actually, I guess it would be more overspending, it

16

would come up as an audit exception, number one.

17

Number two is I believe both Councilmember Arakawa

18

and yourself are correct that this is, again, for

19

the Federal government, not for management purposes.

20

For management purposes we can provide a report

21

which will tell you

22

report will be, but it can tell you per the grant

23

expenditures over the life of the grant.

24
25

I think number one is if there

I've got to see how big the

You know, let's say it's a two- or three-year
grant, et cetera, it will give you a better idea.
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Because, for example, you have a lot of the Federal

2

Highways grants here which are spent over, you know,

3

a several-year period, as opposed to a one-shot

4

deal, so it will give you a better idea.

5

know, again, I talked to our accounts division and

6

we certainly can have

7

information or the internal controls to limit the

8

overexpenditure, but I think you're correct, it

9

probably would be a good idea to have a report to

And, you

we certainly have that

10

show you

11

at over the life of a certain grant what the

12

expenditures have been and

13

know, we'll work on trying to get that in the

14

quarterly report.

15

periodically you can just sort of glance

COUNCILMEMBER KANE:

et cetera.

And thank you.

And, you

Mr. Chair, I guess

16

my -- it's not a concern.

The issue for me is that

17

this is a -- this is a mandated report that's

18

mandated by Federal government, but it's also a tool

19

that we can use in conjunction with another report

20

that would have a correlated benefit for us, a cross

21

reference, if you will, to help us, again, be more

22

efficient in tracking these -- at these items.

23

mean, I'll leave it -- I mean, again, because the

24

flags show up really -- you know, they're stark,

25

man.

I

I mean, Mr. -- you know, Councilmember Arakawa
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1

pointed out that one, the 540 grant awarded and the

2

19,696 expenditure.

I mean, that's glaring.

So, I mean, if we can have some report,

3

4

perhaps -- I mean, I guess in a perfect world if we

5

could have on the same agenda the two reports

6

correlating with each other so we can have that

7

comparison so we have a better understanding going

8

out, rather than just having one report that

9

obviously is mandated and we've got to go through

10

the motion of going through it, but it really

11

doesn't provide us with that tracking and the

12

accuracy of what's going on.

13

look at MYFS substance abuse treatment and I'm

14

leaving here with that empty feeling,

Because in this case I

so to speak.

So I'm just kind of looking at how we can

15

16

implement something that will provide us with more

17

comprehensive information to fill in all the gap so

18

we don't have that -- and I'm not saying everybody

19

else is going to leave empty on this one, but I

20

certainly do with these kind of numbers looking at

21

us in the face.

22

CHAIR HOKAMA:

Okay.

Thank you, Mr. Chairman.
Thank you for those comments, and we

23

will do our best to see what we can come up with to

24

provide you with better information.

25

questions?

Any other

Yes, Mr. Arakawa.
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COUNCILMEMBER ARAKAWA:

Yeah, more a generic question.

2

Again, it's because numbers don't mean anything to

3

me at this point.

4

the audit, Mr. Yamane, you guys went through this,

5

are there any projects that were listed that you

6

went through that had started and ended that we had

7

any major discrepancies in the funding or how the

8

funding was utilized, underutilized or overutilized

9

by, say, 20 percent or more?

10

MR. YAMANE:

When you audited -- when you did

I don't have our work papers readily

11

available, but to my recollection I don't believe

12

there were any in that arena that you're asking

13

about.

14

COUNCILMEMBER ARAKAWA:

Okay.

So there were no project

15

that perhaps the grant was $100,000 and there were

16

overexpenditures of more than 20 percent or

17

underages of more than 20 percent?

18

MR. YAMANE:

Clearly if there were overexpenditures, that

19

would be identified as part of our audit process and

20

one of our tests.

21

COUNCILMEMBER ARAKAWA:

If there were shortfalls and a new

22

grant were applied for to cover the shortfalls,

23

would that show up?

24
25

MR. YAMANE:

Usually -- that may happen.

I'm not sure in

this particular situation, but I've seen it happen
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1

where an organization has not utilized all of its

2

grant funds and have reapplied for the next grant

3

period and in some cases that carry-over balance has

4

been incorporated in the new grant award going

5

forward.

6

So that happens in some instances.

COUNCILMEMBER ARAKAWA:

But you wouldn't show that?

You

7

haven't seen anything that there's a major concern

8

about?

9

MR. YAMANE:

Yes, that's not something that would be a

10

major concern.

If the situation arises where you

11

haven't expended funds and the grant is not going to

12

be continued, then that's certainly something that

13

we look at also.

14

COUNCILMEMBER ARAKAWA:

Let me ask you in a different

15

arena, because I'm understanding what you're saying

16

is okay.

17

have been questioned by the Federal government as to

18

whether or not they are being extended in the proper

19

manner or not?

20
21
22

MR. YAMANE:

Are there any of these expenditures that

Not to our knowledge by the Federal

government, no.
COUNCILMEMBER ARAKAWA:

Or are there any that we should be

23

aware of that may not be following the proper

24

procedures?

25

back a former Mayor had used funds for the Lahaina

And I'll use an example.
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1

Treatment Plant, the Lahaina Wastewater Treatment,

2

Federal funds, moved the money from where it was

3

supposed to be to a different project and the County

4

got into trouble because of that, and what I'm

5

asking are there any kinds of projects like that

6

that we should be aware of where the funds are

7

either -- are being questioned in any manner?

8
9

10
11
12
13

MR. YAMANE:

Based on our audit testing for this fiscal

year, we did not note any of those instances that
you've mentioned.
COUNCILMEMBER ARAKAWA:

Thank you.

That's all I wanted to

know.
CHAIR HOKAMA:

Okay.

Thank you very much.

Any other

14

questions, members?

15

recommends filing of the Communication 02-6 and all

16

attached documents.

17

COUNCILMEMBER KANE:

18

COUNCILMEMBER TAVARES:

19

CHAIR HOKAMA:

Seeing none, the Chair

So moved.
Second.

I have a motion from Mr. Kane, seconded by

20

Ms. Tavares to file County Communication 02-6 and

21

all the related and attached documents.

22

members?

Discussion

Seeing none, all in favor say "aye."

23

COUNCIL MEMBERS VOICED AYE.

24

CHAIR HOKAMA:

Opposed say no.

25
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VOTE: AYES:

2

NOES:
EXC. :
ABSENT:
ABSTAIN:

3
4
5

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

MOTION CARRIED.
FILING of communication.

ACTION:

6
7

8

CHAIR HOKAMA:

Motion is carried.

members.

9

Thank you very much,

We will take our mid-morning break now,

10

members, and then start with the CAFR when we return

11

at 10:25.

12

RECESS:

13

RECONVENE:

14

CHAIR HOKAMA:

(Gavel).

10: 18 a.m.
10: 31 a.m.

(Gavel).

We shall reconvene the Council's

Committee on Budget and Finance.

15
16

BF-51:

COMPREHENSIVE ANNUAL FINANCIAL REPORT (CAFR)
(C.C. No. 02-7)

17
18

CHAIR HOKAMA:

Members, we are now on Item 51, the

19

Comprehensive Annual Financial Report, or more

20

commonly known as the CAFR.

21

County Communication 02-7 from the Council Chair.

22

This morning we have Mr. Lo, Director of Finance, as

23

well as our auditors from Yamane & Associates.

24

Mr. Lo, any opening comments regarding the CAFR to

25

the Committee, please?

It is County -- part of
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Mr. Chair, Council members, in regards to the

2

CAFR, I'll just give some summary financial results.

3

Fiscal Year 2001, it was an awfully good year for

4

us, for a variety of reasons.

5

excess of revenues over expenditures of

6

approximately 5.9 million for the General Fund

7

during Fiscal Year 2001.

8
9

We actually had an

The main reasons for this during this period
was several items.

One is obviously we've been

10

seeing over the last several years an increase in

11

our real property assessment roll.

12

real property tax revenues were up 3.4 million from

13

the prior year.

14

accommodation tax revenues are up 1.2 million, but

15

more importantly we had a couple extraordinary items

16

during the year that helped offset some of the

17

general expenditure increases.

18

It was -- the

We also -- our transient

One is in Fiscal Year 2001, as many of you

19

may recall, we sold Luana Gardens, which resulted in

20

a $1 million profit to the General Fund.

21

in -- I know there was a discussion briefly about

22

the Employees' Retirement System.

23

Year 2001 we actually reduced our expenditures I

24

believe by approximately 4 million or so.

25

I think it was about 1.7 million, I'm sorry, because

Secondly,

In the Fiscal
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1

of certain -- there was a lawsuit by the City and

2

County of Honolulu against the Employee Retirement

3

System which resulted -- that last year's

4

contributions to the Employees' Retirement System

5

for the County of Maui was 146,000.
Again, as you know, that we're going to be

6
7

seeing some tremendous increases over the next

8

couple years.

9

are approximately 4.1 million, I believe, and next

I believe this year's expenditures

10

year we'll be looking at an $8 million Employee

11

Retirement System bill.

12

highlights of the Comprehensive Annual Financial

13

Report for Fiscal Year 2001.

14

CHAIR HOKAMA:

Okay.

But those are the general

Thank you, Mr. Lo.

Mr. Yamane, any

15

comments at this time to the members of the

16

Committee?

17

MR. YAMANE:

18

CHAIR HOKAMA:

Not at this time, Mr. Chair.
Okay.

Thank you.

Members, if -- in your

19

binders under a December 21st memorandum from the

20

Chair's office you will see an attachment from

21

Mr. Yamane and his firm.

22

still two items that are part of the prior year's

23

findings and recommendations that are still

24

currently applicable, so we will -- we can deal with

25

those.

please note that there are

Mr. Lo, would you like to talk about those
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two items?
MR. LO:

Mr. Chair, there are two items in what we refer

3

to as the management report noted by the auditor.

4

Again, there were some prior year findings that the

5

auditors will repeat on mentioning that the items

6

were closed, but the two remaining items that are

7

outstanding, one -- the initial one relates to the

8

Waiale Rental Housing Project receivable.

9

just provide some real high level background to

10

this, and I believe this will be discussed at a

11

later Committee meeting, but this item had been on

12

the management report for several years, and in this

13

case there was a receivable from Maui Economic

14

Concerns of the Community in relation to the Makana

15

o Waiale Transitional Housing Project.

16

I will

In general, the project was funded through a

17

variety of sources, including General Fund advances,

18

housing interim -- general housing interim and buy

19

back funds and home funds.

20

they issued -- the cost totaled somewhere in excess

21

of $8 million.

22

I'm sorry, one second here.

23

April of 1998 there -- I'm sorry, April of -- June

24

of 1997 and April of 1998 they floated a bond to

25

refinance the balance of that and it was short by

At the end of the day,

In I believe it was April of 19 -I believe it was in
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1

462,000 to cover the cost, and at the end of 1998

2

actually, I

3

there was an agreement signed by the Administration

4

with MECC which effectively waived repayment of that

5

$462,000.

think it was December 28th of 1998,

We went through some struggles in trying to

6
7

determine how to handle this receivable or if it was

8

even a receivable anymore because of the -- because

9

of the agreement that was signed on December 28th,

10

1998.

11

opinion from Corporation Counsel which stated

12

although that we had no ability to collect the money

13

from MECC, that it was still considered a

14

receivable.

15

receivable, I sent down a letter to Council, which

16

will be taken up I believe in a couple weeks, that I

17

will be writing off this $462,000 that is due from

18

MECC which has no legal obligation to pay us at this

19

point in time.

20

are some other peculiarities about the agreement

21

that I suspect we'll be talking about in the next

22

several weeks.

23

At the end of the day we were -- got an

And because of the size of this

So that's the first item, and there

The other item, Item No. B on the management

24

letter, is the Workers' Compensation Program, and

25

basically the auditor's response was that our record
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1

keeping was fairly lax, if at all, during the

2

several years prior.

3

end of this year's audit that they will be satisfied

4

with our record keeping.

5

you know, we are using a third-party administrator

6

and every single one of our workers' comp things are

7

on a comprehensive workers' comp database right now,

8

and we are able to track not only amount paid but

9

also type of injury, et cetera.

We're confident that at the

At this point in time, as

And again, it's

10

being tracked on the Web through our third-party

11

administrator.

12

will be cleared this year.

13

still in the process of converting all that

14

information over so the item will remain applicable,

15

but those are the two items that were listed by

16

Russell Yamane & Associates on our management

17

letter.

18

CHAIR HOKAMA:

As of last year we were

I have no further questions.
Thank you, Mr. Lo.
Mr. Yamane, any comments on the management

19
20

So we're confident that that item

letter?

21

MR. YAMANE:

22

CHAIR HOKAMA:

None at this time, Mr. Chair.
Thank you.

Members, just to -- for your

23

information, the Waiale project is in this Committee

24

under Item 25, and the Chair will be bringing up

25

that specific item forward in the very near future
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1

as it regards to the $462,000.

2

regarding the Waiale project, Mr. Lo, that you can

3

share with the Committee at this time?

4

MR. LO:

Any other issues

Mr. Chair, I guess some of the struggles I'm

5

having with the agreement that was signed on

6

December 1998 is two-fold, and I think the write-off

7

of 462,000 is just one portion of it.

8

relates to the 462,000,

9

earlier, the agreement actually says that to the

Again, as it

just to restate what I said

10

extent the loan bond funds are less than the balance

11

of the grant/loan balance, which basically means the

12

amount that was provided by the bond -- reimbursable

13

bond for the Waiale Road project is less than the

14

balance, which was the amount that was advanced to

15

them, County hereby agrees not to require the

16

borrower to pay County the remaining balance.

17

was what resulted in the 462,000.

18

That

I am choosing to write it off at this point

19

in time for a variety of reasons.

One is that --

20

although I would like to state for the record that

21

MECC has been very cooperative in this matter, they

22

in some instances may be considered a victim of

23

circumstances on the way the bond was issued and the

24

timing of the issuance of the bond.

25

agreed to pay the 462,000.

They have

However, in my analysis
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1

of the cash flow, they do not have the ability to

2

repay based on the information I have.

3

not write off this balance, in theory I should

4

accrue the 462,000.

5

it right in front of me, but at the end of the

6

agreement with MECC, that 462,000 would be worth

7

somewhere around 3.7 million, I believe.

8

continue to try and collect and work with MECC to

9

repay it, but by writing off the balance, the amount

10

11

And if I do

I think I ran a -- I don't have

So I will

does not continue to accrue on that.
That's one thing that -- that's the item that

12

is mentioned in the management audit, but I would

13

like to state that there are some further

14

complications, that we may be faced with additional

15

write-offs in the future.

16

that MECC will make payment of either the bond debt

17

service, which is approximately $435,000 a year, or

18

90 percent of their available cash flow.

19

last year, I believe it was September, the 1st

20

well, they started into their regular cash flow

21

cycle and they were able to pay 235,000 of the

22

435,000.

23

The agreement provides

Over this

The agreement provides that this amount will

24

be repaid at a later point in time at rates and

25

terms to be negotiated.

If this amount continues to
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1

accrue interest and there are no significant changes

2

in the cash flow, in the year 2035 when we are

3

completed with this agreement, the end date of this

4

agreement, this amount will be in the neighborhood

5

of $7 million.

6

to deal with this amount.

7

it's -- any action is required at this point in

8

time, but I think it's -- it's an item that needs to

9

be dealt with.

10

So I'm a little bit concerned on how
I do not believe that

I think it's probably better dealt

with sooner rather than later.
Again, I do want to state for the record that

11

12

I think there are some circumstances in regards to

13

MECC that they had asked -- actually asked for the

14

bond to be issued over a longer period of time, and

15

there were some timing issues on the issuance of the

16

bond.

17

maliciousness in this, but, you know, there are some

18

things that concern me that I do want on the record,

19

since writing off any amount is not an authority

20

that I enjoy having.

21

of cover myself on the information provided to

22

Council.

23

about this later, I guess in the next couple weeks.

24
25

CHAIR HOKAMA:

So, I mean, I don't think there's any

So I don't -- I want to sort

So in any event, I know we'll be talking

Okay.

Thank you, Mr. Lo.

And, members,

the Chair will be, as I stated earlier, bringing
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this up on the Committee's agenda in the very near

2

future.

3

need to ask this morning regarding this particular

4

project, we will have a specific Committee meeting

5

to deal with this, since I am also not happy with

6

the request from Mr. Lo.

7

a lot of circumstances, a lot of information that I

8

would like you to be able to focus on when we bring

9

it up specifically, because this has a history.

So unless you have some questions that you

Okay.

And, again, there's

10

Council was a part of some things and wasn't a part

11

of other things.

12

are given the responsibility of fiduciary powers by

13

the Charter, so we will take it up accordingly.
Okay.

14

15

16

portion?

So, again -- but nonetheless, we

Questions on the management letter

Mr. Nishiki.

COUNCILMEMBER NISHIKI:

No, that's okay.

I guess I'm

17

really concerned because twice we met and had to do

18

with another project that they were going to do and

19

I guess I heard that we were going to check on their

20

financial ability to pay, and today I hear

21

Administration saying that two -- Wes's

22

representation that now they don't, but you're going

23

to have

24

CHAIR HOKAMA:

25

We will bring up Item 25, which is

specifically the Waiale Rental Housing Project,
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Mr. Nishiki, and as it regards to the $462,000.
COUNCILMEMBER NISHIKI:

Well, let me ask you this.

We did

3

already float that bond for the project in Lahaina

4

already?

5

CHAIR HOKAMA:

6

MR. LO:

Mr. Lo.

Well, I guess there's two portions of that

7

question.

No, we have not floated the bond for that

8

project, and secondly we are

9

together their final budgets at this point in time,

they're just putting

10

so we have not even begun like negotiating repayment

11

terms at this point.

12

COUNCILMEMBER NISHIKI:

I would hope that we would look at

13

this first before we -- before Administration goes

14

ahead with the green light.

15

any Council approval on this bond.

16

MR. LO:

I don't know if there's
Is there?

I believe it's approved at this point in time,

17

and just a quick statement, and I know we'll talk

18

about it later, is these are separate projects.

19

COUNCILMEMBER NISHIKI:

20

MR. LO:

Still.

Yeah, and I understand.

Just for factual

21

information, they are not in default of the

22

agreement that they entered into with the County.

23

mean, that is clear at this point in time, because

24

the way the agreement was written.

25

COUNCILMEMBER NISHIKI:

Okay.

I'll wait.
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CHAIR HOKAMA:

Okay.

the management letter?

3

COUNCILMEMBER JOHNSON:

4

one or anything?

5
6
7

Thank you.

CHAIR HOKAMA:

Any other questions on

Mr. Molina?

Ms. Johnson?

Just as it regards on the Waiale

On the management letter, yeah, at this

time.
COUNCILMEMBER JOHNSON:

Okay.

I just had the question,

8

and that was on page 4 under claims and judgments,

9

about the exposure to litigation, and I was just

10

curious when I was going through this to see the

11

comment that it says communication between the

12

Department of Corp. Counsel and the Finance

13

Department regarding the County's financial exposure

14

to various pending or threatened litigation against

15

the County could be improved.

16

any way that you could make suggestions as to how

17

that would be improved?

18

MR. LO:

I just -- is there

Mr. Chair, Councilmember Johnson, actually we

19

have established a Risk Management Steering

20

Committee which provides a forum for us to go over

21

data with

22

as it's sort of the leadership committee to

23

determine what kind of safety and loss prevention

24

type of programs will be instituted in the future.

25

So that's the initial thing.

on pending claims, et cetera, as well

The database has
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1

helped us tremendously, and we'll continue to

2

monitor and look for improvements as we move along.

3

COUNCILMEMBER JOHNSON:

4

CHAIR HOKAMA:

5

6

Okay.

Thank you.
Thank you.

Mr. Kane?

Mr. Carroll?

Mr. Arakawa?
COUNCILMEMBER ARAKAWA:

Yeah, I've got -- I'm kind of

7

curious.

8

have, who'S on the Risk Management Committee?

9

MR. LO:

This Risk Management Committee that you

The Managing Director, myself, human resources,

10

and Corporation Counsel, I believe, are the Risk

11

Management Steering Committee members.

12

be a subcommittee called the Safety and Loss

13

Committee which will be -- consist of -- we have not

14

yet convened the first meeting, but they

15

currently, at the instruction of the Risk Management

16

Steering Committee, convening that.

17

numerous departments, particularly in the Public

18

Works and Parks area will be involved in the Safety

19

Management Committee.

20

COUNCILMEMBER ARAKAWA:

There will

we're

It will be the

So what are you doing that's any

21

different from what you're supposed to be doing in

22

looking at the judgements and lawsuits, claims

23

against the County?

24

Administration's responsibility, so what are you

25

doing that's different?

You know, it's always been the

It seems like the same

RALPH ROSENBERG COURT REPORTERS, INC.
(808)

524-2090

BF 7/30/02

1

2

68

people are involved.
MR. LO:

I don't think we're doing

Well, I think

3

anything different than we're supposed to have been

4

doing.

5

effectuated properly previously.

6

prior -- previously --

7

I don't know that it was actually

COUNCILMEMBER ARAKAWA:

I think under

Let me ask it a different way,

8

since what you're saying -- Mr. Yamane, in trying to

9

address this, are you now saying that just because

10

they formed a committee -- a steering committee,

11

that they're addressing the problems?

12

that's being done that's different that makes you

13

discount this as a concern?

14

CHAIR HOKAMA:

15

MR. YAMANE:

What is it

Mr. Yamane.
I believe the primary reason why we're saying

16

that this comment is no longer applicable is, you

17

know, we're recommending that they have periodic

18

meetings to address these issues.

19

guess

20

guess prior to that there wasn't any coordinated

21

effort on a consistent basis to evaluate the

22

contingent liabilities, and that's all that we're

23

saying, is that they needed to have a system in

24

place where there was more structure to evaluate

25

things.

Prior to that I

and correct me if I'm wrong, Wes, but I
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1

And, you know, prior to that, like I said, it

2

was difficult from an audit perspective when we came

3

in at the end of the year to audit this contingent

4

liability, that it was an area that was always

5

delaying the audit because it was difficult for

6

management to get a hold of the contingent liability

7

because of the lack of coordination among Finance

8

and Corp. Counsel and Risk Management.

9

this past year, when we went through the audit,

So I think

10

things had started to improve from a more

11

coordinated effort.

12

COUNCILMEMBER ARAKAWA:

So what you're telling us is that

13

what you've done is you've looked at what this

14

Committee has been doing and their reports to you

15

show a coordinated

16

many of these reports have you looked at?

17

MR. YAMANE:

more coordinated effort.

Offhand I don't recall.

How

That's in our work

18

papers.

I'd have to go back and check on that.

But

19

I guess the thrust of it was I recall the year 2000

20

where this part of the audit went down to the wire

21

in terms of trying to get a hold of what the

22

contingent liability was.

23

had improved to the extent where, you know, it

24

wasn't a major stumbling block in terms of getting a

25

handle over the contingent liability for the County.

For Fiscal 2001 things
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COUNCILMEMBER ARAKAWA:

And the question is what is it

2

that you looked at that changed this position?

3

physical things are you looking at that make you be

4

able to say that they have a handle on it now versus

5

they didn't have a handle on it before?

6

MR. YAMANE:

What

We looked at the meetings that they had and

7

the assessment of the contingent liabilities and

8

more importantly I guess the timeliness of it,

9

because that was important to look at the timeliness

10

of the -- how the Committee worked in terms of the

11

assessment.

12

COUNCILMEMBER ARAKAWA:

So you actually had -- looked at

13

reports that quantify what we're looking at and

14

address the concerns specifically?

15

MR. YAMANE:

Yes, that is correct.

16

COUNCILMEMBER ARAKAWA:

And there are enough of these

17

reports that you've looked at over time over this

18

last audit period, this last year, to be able to say

19

that there is a very clear directional change in

20

results?

21

MR. YAMANE:

Well, I think the change in result is, at

22

least from our perspective, from the standpoint that

23

management was able to get its arms around the

24

contingent liabilities a lot quicker than it had in

25

the past.

You know, there may be areas that they

RALPH ROSENBERG COURT REPORTERS, INC.
(808)

524-2090

71

BF 7/30/02

1

could still improve on, but I think from our

2

perspective, in terms of where this comment had

3

originated, that they had made significant

4

improvements in the timeliness of --

5

COUNCILMEMBER ARAKAWA:

Explain to me what you mean by

6

being able to get their arms around the contingent

7

liability quicker.

8
9

MR. YAMANE:

Give me an example.

Well, you know, the County is self-insured

for the most part on a lot of things, you know,

10

workers' comp, and I think the area of contingency

11

is you have claims that are out there that may take

12

two, three, longer years to settle, and therefore

13

this represents a contingent liability for the

14

County, and management needs to evaluate that

15

contingency to see if in fact these liabilities may

16

need to be increased or, you know, you need to

17

evaluate it constantly to see if your contingency is

18

still in the ballpark or if you need to increase

19

your reserves for that.

20

for every governmental organization in Hawaii,

21

because most of it is self-insured, that's a big

22

area to always assess.

23

COUNCILMEMBER ARAKAWA:

So that's something that

And you said that you have reports

24

that specifically address these that you've looked

25

at and analyzed?
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1

MR. YAMANE:

Correct.

2

COUNCILMEMBER ARAKAWA:

Mr. Chairman, I'd like to see some

3

of those reports, if possible, to be able to look at

4

what they're actually looking at in order to judge

5

and evaluate contingent liability like this in this

6

area.

7

how it was truly addressed.

8
9

CHAIR HOKAMA:

If it was a concern before, I'd like to see

Okay.

We will put your request forward,

Mr. Arakawa.

10

COUNCILMEMBER ARAKAWA:

11

CHAIR HOKAMA:

Okay.

12

next round.

13

COUNCILMEMBER ARAKAWA:

14

I'll wait.

15

CHAIR HOKAMA:

16

COUNCILMEMBER MATEO:

Okay.
Can I move along?

Okay.

And I'll return

I have other questions, but

Mr. Mateo?
Mr. Chair, I have concerns regarding

17

any write-offs, especially when a write-off comes

18

out to 460-some-odd dollars, however I will wait

19

until the item comes up for discussion later.

20

CHAIR HOKAMA:

Okay.

21

COUNCILMEMBER TAVARES:

22

CHAIR HOKAMA:

23

COUNCILMEMBER NISHIKI:

Thank you.

Ms. Tavares, questions?

No questions.

Mr. Nishiki?
Yeah, page number 4, follow up on

24

Jo Anne's concern.

Russell, landfill division's

25

commercial accounts receivable, you say here in
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1

status as of June 30th, second paragraph, 2001,

2

"Three companies comprised approximately 97 percent

3

of the over 90 days outstanding balance.

4

arrangements have been made or are in the process of

5

being made for the collection of these past due

6

accounts."

7

represented in terms of money owed?

8
9

10
11

MR. YAMANE:

Special

Did you look at what 90 percent

Offhand, Councilman Nishiki, I don't have

that number in front of me.

Maybe -- I don't know

if Wes has it.
COUNCILMEMBER NISHIKI:

Was it substantial?

I mean, you

12

know, usually the last one with the Water Department

13

you said, well, it was only 10 percent of whatever.

14

This one you don't have any, but how do you make any

15

kind of analysis whether it is substantial or we

16

should have a red flag out so that we need to look

17

at it?

18

MR. YAMANE:

Yeah, offhand I must apologize, I don't have

19

that number right in front of me.

20

concentrated with Lanai, I believe, and that's been

21

an issue for several years, but I do not have that

22

specific number with me.

23

COUNCILMEMBER NISHIKI:

I know it was

Then it goes on to say, "Special

24

arrangements have been made or are in the process of

25

being made for the collection of these past due
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1

accounts."

Then you go on to say,

"To be consistent

2

with previous years," and I don't know how many

3

years that goes back,

4

record landfill revenue on cash basis, which means

5

that that revenue on these delinquent accounts will

6

be recognized when collected."

"management will continue to

So, Wes, specifically what are we doing?

7
8

What is owed?

And how many years does this go back

9

and are we continuing to allow these three companies

10

which consist of 90 percent of the over 90 days to

11

continue putting in without paying?

12

CHAIR HOKAMA:

13

MR. LO:

Mr. Lo.

Mr. Chair, Councilman Nishiki, to the best of my

14

recollection, the -- two of the three companies are

15

on Lanai.

16

discussions with Lanai Company over a dispute over

17

the license agreement.

18

several years.

19

Councilmember Hokama, as well as myself, met with

20

management of Lanai Company to resolve this issue,

21

which basically would be we were angling for a

22

trade.

23

In one instance we have been in

This has been going on for

I think Councilmember

It's a disputed amount.

I believe

They're saying they

24

don't owe it.

We're saying they owe it.

25

discussion with Corporation Counsel it's unclear.
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1

So we had been trying to obtain a trade on some land

2

to resolve this amount, which would be the new

3

Kaumalapau Quarry site for a future landfill, which

4

would have been presented to Council.

5

of our angles to resolve this which would be

6

amenable to both parties.

7

since the time we had discussion, which was a couple

8

months ago, so we need to continue on on that

9

process.

10

That was one

Management has changed

The other account on Lanai is the only -- and

11

Councilmember Hokama can correct me if I misspeak

12

here -- is the only commercial -- commercial hauler,

13

I guess, of landfill on the island.

14

difficulty paying.

15

services and have documented an agreement with him

16

and the amount has been dramatically reduced.

17

are using some of his service to offset some of the

18

receivable amount, and I think, actually, he's --

19

the amount is substantially lower than obviously

20

June 30th, 2001 is, and there's been substantial

21

progress in that one.

22

COUNCILMEMBER NISHIKI:

He had

We actually are using his

We

Is it because his accounts are not

23

paying him that he couldn't pay us?

I can see if

24

that's a problem, but if he's collecting and he

25

ain't paying, then I can see --
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MR. LO:

I think --

2

COUNCILMEMBER NISHIKI:

3

MR. LO:

-- a bigger problem.

Perhaps -- I mean, and I don't know the specifics

4

of it, but I believe -- there may have been some

5

issues in prior years, but again, as of this point

6

in time he is paying us, and I believe we've just

7

processed a bunch of

8

know the history off the top of my head.

9

COUNCILMEMBER NISHIKI:

I'm sorry, I don't

How far back does this go?

10

many years?

11

saying -- how many days in a year?

I mean, this says 90 days, but you're

12

MR . LO:

13

COUNCILMEMBER NISHIKI:

14

15

How

365 .
365.

I mean, you're saying

hundreds of days, then, possibly a thousand.
MR. LO:

Well, I think he's current on -- his current

16

tipping charges are being paid and he's working off

17

the balance substantially.

18

COUNCILMEMBER NISHIKI:

19

MR. LO:

20

COUNCILMEMBER NISHIKI:

21

MR. LO:

22

COUNCILMEMBER NISHIKI:

23

MR. LO:

24

COUNCILMEMBER NISHIKI:

25

Okay.

And I think - - yeah.
So you made arrangements?

Right.
And the other one is a land swap?

Well, the three major ones, yeah, it is -So that was basically Lanai

Company owing us money?
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MR. LO:

Well, arguably owing us money.

2

COUNCILMEMBER NISHIKI:

3

MR. LO:

Okay.

And then finally the third.

The third one was another commercial hauler on

4

the island of Maui, which I would elect not to

5

disclose at this point in time in this meeting, but

6

they have -- I think we are -- at the time we were

7

contemplating entering a payment agreement for some

8

of the back charges.

9

period where they -- I think we're on a 10-month

10

repayment agreement to catch up on some of their

11

their back amounts due, and I believe we are running

12

normal billing cycles with them at this point in

13

time.

14

taken care of as of

15

at this point in time.

16
17

They have made it through that

I don't have the specifics, so that one was

COUNCILMEMBER NISHIKI:

Okay.

it's just a normal receivable

Thank you.

Thank you,

Mr. Chairman.

18

CHAIR HOKAMA:

Okay.

Thank you.

19

COUNCILMEMBER MOLINA:

Mr. Molina.

I had questions related to what

20

Mr. Nishiki had asked, so they've been answered.

21

Thank you.

22
23
24
25

CHAIR HOKAMA:

Okay.

Mr. Carroll?

Thank you.

Ms. Johnson?

Mr. Kane?

Mr. Arakawa?

COUNCILMEMBER ARAKAWA:

Yeah, that specific area that

Wayne brought up, I want to know what the amounts
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that we're talking about.

2

CHAIR HOKAMA:

3

MR. LO:

4

Mr. Lo?

I'm sorry, I don't have the amounts.

The one

that I can recall

5

COUNCILMEMBER ARAKAWA:

6

MR. LO:

Give me ballparks.

I think the Lanai Company one prior to -- I think

7

it's somewhere in the 200,000 range, and in the --

8

the other Lanai commercial hauler I

9

slightly lower than that, probably in the

think it was
I'm

10

going to guess in the $150,000 range, and that was

11

upon inception of this, so I think it's

12

substantially lower now, and the last one, which is

13

now current, I think they run normal tipping fees of

14

probably -- monthly probably in the $50,000 range,

15

but it's a rolling, you know, 50,000 --

16
17
18

COUNCILMEMBER ARAKAWA:
us?
MR. LO:

So what is the debt that they owe

About 50,000 is what you're saying?
Well, I mean, depending on when -- you know, the

19

billing cycle, yeah, I'm going to guess it's around

20

50 or 60,000, but they're in their normal billing

21

cycle.

22

this point in time.

23

There's no payment agreement existing at

COUNCILMEMBER ARAKAWA:

So basically of the three that

24

you're saying 97 percent of all that is owed over

25

90 days,

you really don't have -- two of them don't
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really exist.

2

really exist at this point, the Lanai Company one,

3

and the other one is something that is being worked

4

out?

5

MR. LO:

6

COUNCILMEMBER ARAKAWA:

7
8

9

Correct.

One is questionable, so it doesn't

Yeah, this is as of June 30th, 2001.
Are there any that have come on

line since then that we have a concern about?
MR. LO:

As with the Water Department, you know, we

have -- we watch our receivables on the landfill,

10

particularly there are a lot of commercial accounts,

11

and we have pretty strict policies.

12

get to a 60-day -- you know, if they don't pay their

13

30 days, as soon as 60 days hits, we send them a

14

notice of termination, but we do see various

15

companies file bankruptcy or disappear, and, you

16

know, we do actively go after collection accounts,

17

but we don't have any major write-offs in this area.

18

They're usually much smaller accounts.

19

sometimes it's a contractor -- small contractor, you

20

know, that goes and does one

21

COUNCILMEMBER ARAKAWA:

I think once we

You know,

That's all I wanted to know, a

22

simple explanation, and basically I'm just asking is

23

there anything that we should be concerned about,

24

and you're saying no.

25

MR. LO:

Other than those three accounts -- or actually,
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4
5
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those two accounts, I would say not at this time.
COUNCILMEMBER ARAKAWA:

The -- you want me to come -- do

you want to go and come back?
CHAIR HOKAMA:

If you have a question relating to what you

previously asked, Mr. Arakawa, you may continue.

6

COUNCILMEMBER ARAKAWA:

7

different.

8

CHAIR HOKAMA:

9

COUNCILMEMBER MATEO:

No.

10

CHAIR HOKAMA:

Ms. Tavares, anything?

11

COUNCILMEMBER NISHIKI:

12

CHAIR HOKAMA:

13
14

Okay.

No, I have something totally

Mr. Mateo?

Okay.

No.

Mr. Molina?

Mr. Carroll?

No.

COUNCILMEMBER ARAKAWA:

Mr. Nishiki?

Ms. Johnson?

Mr. Kane?

Okay, Mr. Arakawa.
I just had a simple question on

15

the Waiale Rental Affordable Housing Project, just

16

to clarify.

17

agreement for pay back.

18

requirement for them to pay it back.

19

accurate or not?

What I understand is that we had no

20

MR. LO:

21

COUNCILMEMBER ARAKAWA:

22

Is that

No, that1s not accurate.
There is an actual amount that

they are required to pay us back?

23

MR . LO:

24

COUNCILMEMBER ARAKAWA:

25

There was no real

Ye s .
And in trying to just -- what was

the term you used -- forgive or just ignore the loan
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1

amount, write it off, how are you going to account

2

for that in your -- where is that -- if there was an

3

expenditure, there's obviously a bill that has to be

4

paid.

5

How are you going to account for that money?

Just to clarifYI the amount that is owed is less

MR. LO:

6

than the amount that was advanced per the repayment

7

agreement.

8

agreement on $4.2 million worth of debt

9

advanced approximately 4.6 million, for rough

So in essence there is a repayment
but we had

10

figures l to them.

11

the accounting for that.

12

with the accountants and the attorneys on this one.

13

We are choosing to write it offl which basically is

14

a write down of our receivables and the offsetting

15

entry is -- I mean -- yeahl the expenditure.

16

COUNCILMEMBER ARAKAWA:

That amount

I

I

we struggled with

In facti we spent hours

Again, my question is kind of

17

simple.

When you say write it off, who's paying for

18

it?

19

you're forgetting it?

Are the taxpayers paying for that because

20

MR. LO:

Yes.

21

COUNCILMEMBER ARAKAWA:

That's all I wanted is a simple

22

answer, the taxpayers are going to be paying for it.

23

Thank you.

24
25

CHAIR HOKAMA:

Okay.

Thank you.

Members, I believe we've

exhausted or there's -- unless there's no other
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questions on the management letter, are there any

2

questions on the financial statement portion of the

3

audit?

4

Mr. Arakawa?

Let me start with Mr. Kane.

5

COUNCILMEMBER ARAKAWA:

6

CHAIR HOKAMA:

7

Okay.

COUNCILMEMBER NISHIKI:

9

CHAIR HOKAMA:

10
11

I'll pass at this time.
Mr. Mateo?

Ms. Tavares, any

questions on the financial side?

8

Mr. Carroll?

Mr. Nishiki?

No.

Mr. Molina?

COUNCILMEMBER MOLINA:

Chair, we're talking about the

CAFR?

12

CHAIR HOKAMA:

13

COUNCILMEMBER MOLINA:

That's correct, this nice thick document.
I just wanted clarification on page

14

20, the last paragraph with regards to the increase

15

in the County funds.

16

break off.

17

not double is because the" blank and then you go to

18

page 21 and I'm trying to figure out what that last

19

sentence on page 20 is supposed to read as.

20
21
22

CHAIR HOKAMA:
that?
MR. LO:

The last sentence seems to

It says, "The reason that revenues did

Okay.

Mr. Yamane, can you help us out with

Or Mr. Lo?

That's all actually the management letter -- or I

23

should say the Administration's letter in regards to

24

the financial results.

25

It looks like we just had a printing error on that.

I'd have to check into that.
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That relates to the plan review fees section, so

2

I'll have to

3

apologize.

4

COUNCILMEMBER MOLINA:

5

CHAIR HOKAMA:

I will get that for you.

Okay.

Thank you.

I

Thank you.

We'll make sure that -- we'll

6

follow up on that request on page 20 of the CAFR.

7

Ms. Johnson?

8
9

COUNCILMEMBER JOHNSON:

I was just going through some of

the tables in the back portion.

I think the one I'm

10

looking at right now is table 15 on page 195, and

11

what I'm looking at is the trend for the bonded

12

debt.

13

to 200 -- almost 230 million, and I'm looking at the

14

bonded debt also per capita, and that was back in

15

'92, 877.

16

guess what I'm looking at is is this a trend

17

nationwide to just increase on a per capita basis

18

the amount of bonded debt that we're incurring?

19

CHAIR HOKAMA:

20

MR. LO:

I believe in '92 it was 94 million.

It's up

It's now up to 1,791 per capita, and I

Mr. Lo?

I'm not aware of -- I'm sorry, I don't know

21

what -- I haven't looked at historical results of

22

other municipalities.

23

COUNCILMEMBER JOHNSON:

Okay.

And the only reason I ask

24

this, Mr. Chair, is because it concerns me when, you

25

know, you're looking at future generations and then
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if it increases at an exponential rate, I'm very

2

concerned with the future generations inheriting a

3

huge debt load, you know, at least service per

4

capita, you know, and that really is a little bit

5

troubling.

6

too, and what I prefer to do, Mr. Chair, is rather

7

than take up the Committee's time, I'd just like

8

some specific answers to the questions that I'm

9

going to pose, which, you know, I think are

I've gone through some of the statistics

10

important, but I see certain trends occurring, and

11

they are disturbing to me.

12
13

14
15

CHAIR HOKAMA:

Okay.

Thank you.

Thank you very much.

Yes,

Ms. Tavares.
COUNCILMEMBER TAVARES:

Yes, not about that, but on page

20.

16

CHAIR HOKAMA:

Yes.

17

COUNCILMEMBER TAVARES:

I could venture a guess at what

18

the sentence is supposed to say, since I'm familiar

19

with this area, that the reason that the revenues

20

did not double, and it's referring to the

21

beautification fee, is because the effective date of

22

those ordinances is the January following the start

23

of the fiscal year that it's approved.

24

that's probably the rest of that sentence.

25

CHAIR HOKAMA:

Okay.

So I think

Thank you for that, Ms. Tavares.
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1

Okay.

2

Mr. Kane?

3
4

5

I believe we ended with Ms. Johnson.

COUNCILMEMBER TAVARES:

That's a million dollar question

one year and I can win a prize.
COUNCILMEMBER KANE:

Just an observation, and I'm glad

6

Member Johnson brought up page 195's table, because

7

it seems like the ratio of net bonded debt to

8

assessed value is actually starting to go back down,

9

although it's very slightly, it's starting to go

10

back down, and then the net bonded debt per capita

11

has -- seems like it's -- although it's increased

12

slightly, it's almost as if it seems like it's

13

leveling off.

14

continue to look at this, if in fact we head in the

15

same direction that the trend is showing.

16

to '98 it showed dramatic increase, and then from

17

there it starts to either taper or even decrease.

18

So anyway, just an observation on Member Johnson's

19

point.

20

CHAIR HOKAMA:

Okay.

So I don't know if that -- if we

From '92

Thank you, and again, members, part

21

of it is the timing that the Finance Director and

22

the Department goes out and actually floats the bond

23

has an impact on our total debt.

24

this point in time I am happy to see that the ratio

25

of net bonded debt to assessed value is moving

I would say at
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slightly downward, and at this point in time,

2

knowing what we were obligated to pay in the past

3

for certain types of projects and improvements, that

4

this net ratio, to your Chairman here, is very

5

promising and very positive, and because of all of

6

your efforts lowe -- you know, I can say that you

7

should take also great pride that you were part of a

8

fiscal policy that is definitely, I would say, in

9

the right direction for the County.
Mr. Lo, any comments regarding the -- either

10
11

the ratio or per capita debt?

12

MR. LO:

13

CHAIR HOKAMA:

14

None at this time.

Mr. Kane?

Okay.

Thank you for that.

Mr. Carroll?

15

COUNCILMEMBER MATEO:

16

CHAIR HOKAMA:

17

COUNCILMEMBER TAVARES:

18

CHAIR HOKAMA:

19

COUNCILMEMBER NISHIKI:

20

CHAIR HOKAMA:

Anything else,

Mr. Arakawa?

Mr. Mateo?

No.

Ms. Tavares?
No.

Mr. Nishiki?
No.

Mr. Molina?

Ms. Johnson?

Members, if

21

there are no other questions, the Chair would

22

recommend to you to file County Communication 02-7

23

and all related documents

24

COUNCILMEMBER KANE:

25

CHAIR HOKAMA:

So moved.

-- and attachments.
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COUNCILMEMBER MOLINA:

2

CHAIR HOKAMA:

Second.

I have a motion from Mr. Kane, seconded by

3

Mr. Molina that we file County Communication 02-7,

4

which is the Comprehensive Annual Financial Report

5

and all attached and associated documents.

6

Mr. Arakawa.

7

COUNCILMEMBER ARAKAWA:

Just for the record, Russell guys,

8

you guys are going to send me the information that I

9

asked for earlier?

10

MR. YAMANE:

11

CHAIR HOKAMA:

12

Yes.
We will be forwarding your request,

Mr. Arakawa

13

COUNCILMEMBER ARAKAWA:

14

CHAIR HOKAMA:

Thank you.

to the Committee.

15

discussion, members?

16

"aye."

17

COUNCIL MEMBERS VOICED AYE.

18

CHAIR HOKAMA:

19

VOTE: AYES:

20
21

22
23
24

NOES:
EXC. :
ABSENT:
ABSTAIN:

Any further

Seeing none, all in favor say

Opposed say no.
Councilmembers Arakawa, Carroll,
Johnson, Kane, Mateo, Molina, Nishiki,
Tavares, and Chair Hokama.
None.
None.
None.
None.

MOTION CARRIED.
ACTION:

FILING of communication.

25
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CHAIR HOKAMA:

Motion is carried.

Thank you very much,

2

and thank you very much, Mr. Yamane, for you and

3

your firm on being here this morning to assist the

4

Committee.

5

MR. YAMANE:

Thank you, Mr. Chair.

BF-16:

PROPOSED BILL AUTHORIZING THE REFUNDING OF
$60,000,000 IN GENERAL OBLIGATION BONDS
(C.C. No. 02-131)

6
7

8
9

CHAIR HOKAMA:

Members, we will continue.

I believe we

10

have sufficient time to take up the final two items

11

of the agenda.

12

a proposed bill authorizing the refunding of $60

13

million in General Obligation bonds.

14

referred to this Committee under County

15

Communication 02-131 from Mr. Wesley Lo, Director of

16

Finance, regarding the refunding in order to take

17

advantage of reduced interest rates, and I'm sure

18

you're all aware of how the market has been

19

dynamically changing over the past few months.

20

May I direct you to Item 16.

It is

This has been

Okay, members, let me just also share that I

21

have

22

you may make today, we have on the Council agenda

23

for August 2, Friday, a letter from me requesting

24

discharge of this item if that is what this

25

Committee so desires to do after discussion and

in anticipation of a proposed decision that
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1

comments from the Finance Director.
Okay, Mr. Lo, your comments, please.

2

3

MR. LO:

Mr. Chair, we are requesting the authorization to

4

refund several series of bonds.

Right now the

5

market has been fairly incredible right now with the

6

flight to quality from the stock markets.

7

believe it was April or May we issued a bond with a

B

true interest cost of approximately 4.B percent.

9

had our underwriters run a scale for if we were to

In I

I

10

issue a bond as of last night and we would have

11

borrowed at about 3.7 percent.

12

have dropped so dramatically right now, on two of

13

the issues, if we were to price as of last night, we

14

would save absolute dollars of about 530,000 on two

15

issues for a present value savings of about

16

$430,000.

17

quite in the money, but if there's an additional 35

IB

basis points improvements in the market for us, it

19

will add approximately another $340,000 in savings.

20

So we were bringing this to the attention of

Because the rates

There's also one other issue that's not

21

the Council.

22

least have discussion on the discharge is because

23

this is an ordinance change and requires two

24

readings and the market is so dynamic right now, if

25

it's the Council's pleasure, it basically means a

The reason we -- I had requested to at
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1

difference of being able to move forward on the

2

issuance of this refunding series of bonds on or

3

on August 20th, or if not it would push us

4

went through the normal route, it would take us to

5

September 6th.

6

request and not, you know -- who knows what the

7

market's going to do, but right now we're in the

8

money on three of the issues.

9

right now.

10

if we

And, you know, again, this is a

Some incredible rates

I think it's about the lowest rates

we've ever seen, so ...

11

CHAIR HOKAMA:

Okay.

12

COUNCILMEMBER TAVARES:

Thank you.

Ms. Tavares.

Mr. Chairman, I sort of recall

13

back when that some -- there was some discussion

14

about us doing whatever it was ordinance-wise or

15

with a condition in the budget that would allow the

16

Finance Department to go ahead and refinance bonds

17

at a lower rate without coming back to us as long as

18

there was no changes in the amount or adding things

19

on, but just for the purpose refunding to get an

20

advantage of a lower rate, which eventually saves us

21

money, saves the taxpayers money, because I think

22

the rate is higher now than it was two weeks ago.

23

Has it started coming back up?

24
25

MR. LO:

Or three weeks ago.

It's -- the short end is higher.

The long end is

pretty much constant.
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COUNCILMEMBER TAVARES:

Yeah, you know, because if we miss

2

opportunities because of our time constraints, you

3

know, we could in effect not benefit from something

4

like this.

5

go through this one and put it through the process,

6

but perhaps we can come up with something where we

7

can give the authority to -- to the Finance Director

8

and then just notify us by letter or something, you

9

know, what he's doing.

So I'm wondering if maybe, you know, we

That might make it easier

10

for us to take advantage of some of these

11

advantageous little situations that pop up.

12

you.

13

CHAIR HOKAMA:

14

MR. LO:

Thank

Mr. Lo, any comments?

Yes, I remember that discussion, Councilmember

15

Tavares, and actually these are some of the older

16

bonds.

17

ordinance we provide -- I believe Mr. Moto has added

18

language that provides for, you know, upon approval

19

that it conditions, et cetera.

20

'93s, and '97, so these were sort of the last of the

21

old ordinance.

22

here.

23

refund at the time of the passing of the original

24

ordinance.

25

COUNCILMEMBER TAVARES:

I think in recent history in the bond

So these are '92s,

So I believe -- and Mr. Moto's not

I believe we inserted language to allow us to

Could you check with him and --
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MR. LO:

Certainly.

2

COUNCILMEMBER TAVARES:

-- and see if there are any other

3

bonds that perhaps are not covered by such a

4

condition and maybe Mr. Moto can go ahead and send

5

something down to us to allow -- you know, for -- at

6

least for discussion on our part.

7

MR. LO:

8

CHAIR HOKAMA:

9

10

Certainly.
Okay.

I would ask that if need be we also

prepare a draft bill for an ordinance to make it
part of the appropriate legislation.

11

COUNCILMEMBER TAVARES:

12

CHAIR HOKAMA:

13

COUNCILMEMBER NISHIKI:

14

CHAIR HOKAMA:

15

COUNCILMEMBER MOLINA:

Thank you.

No, thank you.

Mr. Nishiki?

No.

Mr. Molina?
Yeah, thank you, Mr. Chair.

16

Question for Mr. Lo.

17

stock market a fascinating science, and 11m just

18

curious, what are you basing your analysis on to

19

when you look at interest rates?

20

particular indexes or studies or stock market gurus

21

you place your, I guess, gut feeling on?

22

MR. LO:

Wes, I find the study of the

Are there any

We actually hire underwriters to assist us in

23

that analysis, because they're far better in touch

24

with the market, but there's a -- I think it's

25

called MMD, which is Municipal Market -- some kind
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1

of index which tracks municipal rates, et cetera,

2

based on a AAA insured rating, which is what we

3

usually go out with.

4

the underwriters, when we start getting close and in

5

the

6

to the New York people on the floor to see the

7

interest in, for example, the County of Maui issue,

8

et cetera, and they start looking at supply and

9

demand, but basically we rely on the underwriter and

So we usually track that, and

close to the money, they will actually talk

10

we just watch the market, and once we get into a

11

certain area in the market, the treasurer securities

12

and what they call MMD, then we start focusing in

13

and having them draw us what they call scales for

14

if it were to be -- you know, their best guesstimate

15

if it were to be priced at a certain time.

16

COUNCILMEMBER MOLINA:

17

CHAIR HOKAMA:

18

COUNCILMEMBER TAVARES:

19

CHAIR HOKAMA:

20

COUNCILMEMBER TAVARES:

21

CHAIR HOKAMA:

22

Okay.

Thank you.
Thank you.

Ms. Johnson?

Trying to get inside help, huh?

Mr. Kane?

Mr. Carroll?

Mr. Arakawa?

Or outside help.

Mr. Mateo?
Okay, members, you basically know that as

23

your Chairman I've always wanted to follow the

24

normal process.

25

think of different ways of doing things.

However, dynamic times asks us to
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1

just layout for your consideration, members, the

2

two options that I will ask you to make a decision

3

on.

4

One is, of course, to vote we'll be

5

supporting Mr. Lo's request and allows us to save

6

our community and taxpayers money to refinance.

7

first way, of course, is the normal process which

8

would go through a reporting on from this Committee

9

with the attached Committee report.

The

It will take

10

two readings, as I've been made to understand it,

11

and so Mr. Lo is correct in that final reading would

12

take place approximately September 6th.

13

Or, as Mr. Lo has mentioned earlier, we can

14

have a deferral action here this morning and since

15

we have placed on the Council's agenda for Friday a

16

request to discharge, upon taking that action to

17

discharge as well as the Council's rule for a

18

Committee recommendation, move forward the

19

legislation then and save Mr. Lo some time and

20

hopefully he will still be able to save the people

21

as best he can between 500 and a million dollars.

22

So hold on.

23
24
25

Mr. Arakawa, you're first.

COUNCILMEMBER ARAKAWA:

Yeah, you proposing a motion

we're going to need a motion for this?
CHAIR HOKAMA:

The -- it depends which way you want to go,

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

95

BF 7/30/02

1

members.

If you will support to expedite it and not

2

go through the normal process, the decision that you

3

will be -- I will be asking you is to defer this

4

item today.

5

COUNCILMEMBER ARAKAWA:

6

COUNCILMEMBER KANE:

7

COUNCILMEMBER TAVARES:

8

CHAIR HOKAMA:

9
10

11
12

Then I move for deferral.

Second.
Second.

I have a motion to defer Item 16 from

Mr. Arakawa, seconded by Mr. Kane.
under discussions.
COUNCILMEMBER ARAKAWA:

Okay, we're

Mr. Arakawa, any comments?
It's just common sense.

Let's

just do it as quickly as we can.

13

CHAIR HOKAMA:

Okay.

14

COUNCILMEMBER ARAKAWA:

15

CHAIR HOKAMA:

16

COUNCILMEMBER ARAKAWA:

Thank you.
At the same time --

I'm sorry.
Councilmember Tavares brought up a

17

good point.

18

same predicament, perhaps we should at this time,

19

you know, since we're addressing it, look for those

20

and see if we can do the same to allow the -- that

21

same condition to be put in.

22

CHAIR HOKAMA:

If there are any others that are in the

Okay.

Thank you.

Mr. Mateo?

I'm going to

23

go right down so everyone has their opportunity,

24

members.

25

Thank you.

COUNCILMEMBER TAVARES:

Ms. Tavares?

Yeah, thank you.

I want to thank
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1

you, Mr. Chair, for looking ahead and already having

2

the discharge, you know, posted for the Council

3

meeting in case this body agreed, and I want to

4

thank you for planning ahead that way, because I

5

think we all have an interest to expedite this, and

6

thank you for your efforts.

7

CHAIR HOKAMA:

8

COUNCILMEMBER NISHIKI:

9

CHAIR HOKAMA:

10

Thank you for the comments.

Mr. Nishiki?

No comment.

Mr. Molina?

COUNCILMEMBER MOLINA:

Yeah, Mr. Chair, I have no problem

11

with the deferral.

12

hope he can find us the best possible rate to save

13

our taxpayers as much money as possible.

14

CHAIR HOKAMA:

15

COUNCILMEMBER KANE:

16

Thank you.

CHAIR HOKAMA:

18

COUNCILMEMBER KANE:

20

Ms. Johnson?

Mr. Kane?

Was this request referred to

Committee in the first place, Mr. Chair?

17

19

I just wish Mr. Lo good look and

Yes.
Or was this under a blanket or an

umbrella item?
CHAIR HOKAMA:

No, this was a specific referral that was

21

done I believe the last meeting under County

22

Communication 02-148, members.

23

referral to this Committee.

24

COUNCILMEMBER KANE:

25

CHAIR HOKAMA:

It was a specific

So, Mr. Chairman.

Yes.

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

97

BF 7/30/02

1

COUNCILMEMBER KANE:

So in order to expedite even faster,

2

we could actually waive Council rules of referral

3

when it was put on the agenda for referral and we

4

could have acted at first -- and I'm just saying in

5

future,

6

legislation, because in essence we could actually

7

adopt right there on the floor at first -- at the

8

referral and adopt it right there on the floor, in

9

this particular type of situation, and that way it

it doesn't seem like we need any new

10

would save the two weeks to come here, the discharge

11

request from deferral, and we could actually go

12

faster that way, if that kind of unique situation

13

and the dynamics of it arise.

14

CHAIR HOKAMA:

You're correct, Mr. Kane.

That is a -- was

15

an option.

16

because, again, I think we are being dynamic and

17

doing things differently, but I didn't want to take

18

it upon myself as your Chairman and not to have what

19

I consider a good discussion, because we are going

20

to be setting new policy, and I felt that this was

21

the appropriate way and still yet be able to

22

expedite the request from the Finance Director.

23

Mr. Kane.

24
25

I chose to allow it to be referred

COUNCILMEMBER KANE:

Yeah, and I thank you for that, and,

Mr. Chair, please, you know, no intentions on my
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1

part to -- you know, to compromise your decision to

2

bring it here for discussion, but just following the

3

thrust of the discussion on trying to expedite it

4

for our future situation, I'm just merely suggesting

5

that that could be the approach that we take, that

6

we have the meaningful discussion on the floor then

7

and if it's to benefit the taxpayer in this case, as

8

Ms. Tavares, you know, stated and that other members

9

have stated, then I don't think there's much room

10

for criticism about us taking that action on the

11

floor at first reading on a referral based on the

12

circumstances that we -- you know, we're dealing

13

with in this particular situation and in the future

14

the same type of situation.

15

CHAIR HOKAMA:

Yeah, thank you.

Thank you.
And we will also be

16

looking at other options, members, of how to do it

17

the right way but as well as expedite it, and maybe

18

in the future we put an ordinance mechanism in place

19

whereby Mr. Lo has to hit his own internal marks,

20

members.

21

got to be -- he has to reach his own minimum

22

standards, so it's worthwhile to go through this,

23

you know, complex exercise.

24

he has to deal with arbitrage or anything else, he

25

has to make his own marks before they will even

You know, the difference in savings has

And, you know, whether
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1

consider refinancing at all.

2

share that with you, that they have their standards,

3

and if it doesn't meet them, whereby the savings is

4

worthy, they will not be pursuing that refinancing,

5

but thank you very much, members.

6

discussion?

7

none, members, the motion is to defer.

8

say "aye."

9

Any other

Mr. Carroll, anything else?

Seeing
All in favor

COUNCIL MEMBERS VOICED AYE.

10

CHAIR HOKAMA:

11

VOTE: AYES:

Opposed say no.

12

NOES:
EXC. :
ABSENT:
ABSTAIN:

13
14
15

So I just wanted to

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

MOTION CARRIED.
ACTION:

16

DEFER pending further discussion.

17
18

CHAIR HOKAMA:

Motion is carried.

And, again, the Chair

19

will be asking on Friday the full discharge of this

20

item.

Thank you very much.

21

BF-53:

PLANS TO IMPROVE AND ENHANCE PROPERTY NEAR
MALU ULU OLELE PARK (C.C. No. 02-42)

22
23

CHAIR HOKAMA:

Members, we have one final item that I

24

believe all of you have been very interested in and

25

have taken part, so the Chair would like to start
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1

with first thanking all of you in your support of

2

this item, Number 53, the plans to improve and

3

enhance property near Malu Ulu Olele Park in West

4

Maui.

5

This is part of Communication 02-42 from

6

Ms. Tavares and a proposed resolution for the

7

Department of Corporation Counsel relating to the

8

acquisition and possible donation of property known

9

as Harbor Village.

Again, members, some general background.

10

You're well aware, members, that we already

11

have in place for this Friday the 2nd, August 2nd,

12

three ordinances ready for -- itemed as bills for

13

second and final reading, but also you as members of

14

this Committee and members of the -- as well as

15

members of the Council were aware that we needed to

16

amend the resolution to take into account the

17

leasehold interest portion of the property, and I

18

believe we have had in the past some general

19

concurrence on this, but we still need to move

20

forward, but at this time I'd like to ask Mr. Lo if

21

he has any comments for you this morning.

22

MR. LO:

Mr. Chair, just a fast summary.

Mr. Lo.

The reason we're

23

here in Committee is on the original resolution we

24

did not include the Richardson lot.

25

the appraisal on that lot, which we have, and it was

We need to get
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1

appraised at $34,000 in the leasehold estate.

2

have -- just as a summary to the transaction, we

3

have been negotiating and are actually, I think, in

4

the final draft of the purchase agreement with what

5

was formerly known as JDI.

6

Counsel and myself had a conference call last week

7

Friday and all the major terms and conditions are

8

completed.

9

correspondence with the Richardson Estate as well as

Both the Corporation

We also have been in contact and

10

the Roman Catholic Church to acquire the other

11

neighboring sites, and they have all indicated

12

favorably to that.

13

at this point in time.

14

CHAIR HOKAMA:

We

Okay.

In any event, that's all I have

Thank you.

So, members, what I am

15

recommending to you today is deferral of this item,

16

and what we have in place for you for Friday

17

Council's meeting on August 2nd, again, as

18

referenced we have a letter dated from myself of

19

7/24 to you as members of the Council in regards to

20

County Communication 02-144 regarding this item for

21

action, and a letter that we have sent from this

22

Committee is to support, one, discharging this

23

Committee from further consideration of 02-42, which

24

is from Councilmember Tavares.

25

recommending waiver of the Committee's rules

Two, we will be
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1

Council's rules on referral and recommendation, and

2

third, that we will be recommending adoption of the

3

proposed resolution, as well as the filing of this

4

Communication 02-42.
If that positive action is taken on Friday by

5
6

you as members of the Council, we will be adopting

7

the revised version of the resolution on the same

8

day as we pass on second and final reading bills for

9

an Ordinance Number 42, 43 and 44, and that should

10

allow Mr. Lo to proceed and acquire said property

11

and get that project rolling to the next phase.

12

Questions, members?

13

COUNCILMEMBER KANE:

No objections to the deferral.

14

CHAIR HOKAMA:

15

COUNCILMEMBER JOHNSON:

Yes, Ms. Johnson.
My only question, Mr. Chair, was

16

in regard to the Richardson and also the Catholic

17

lot property.

18

CHAIR HOKAMA:

19

COUNCILMEMBER JOHNSON:

20

Yes.

before the Committee, then?

21

CHAIR HOKAMA:

22

COUNCILMEMBER JOHNSON:

23
24
25

Would that need to come back

Yes.

an existing item.
CHAIR HOKAMA:

But then it could come back not as
It would come back as a new item.

Yes, that's correct.

When Mr. Lo is ready

to present something more specific, then he will
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1

sign a communication and we will -- again, as your

2

Chair I will continue to, you know, in a timely

3

manner put it up on the Committee's agenda.

4

COUNCILMEMBER JOHNSON:

Okay.

5

COUNC I LMEMBER ARAKAWA:

Jus t

6

CHAIR HOKAMA:

7

COUNCILMEMBER ARAKAWA:

Thank you.

Mr. Arakawa.
Just curious.

Wes, how long is it

8

going to take to get the Richardson and the Catholic

9

Church properties?

10

CHAIR HOKAMA:

11

MR. LO:

What's your time expectation?

Mr. Lo.

Councilmember Arakawa, although we've had just

12

preliminary correspondence with them, I'm going to

13

guess -- I want to make sure I finish this purchase

14

agreement, which we're substantially done.

15

venture to say that we have a purchase agreement or

16

we'll be moving to do some other form of perhaps

17

condemnation within the next -- I would venture to

18

60 days.

19

20
21

COUNCILMEMBER ARAKAWA:

Okay.

I just want to make sure

this stays on a very fast time track.
CHAIR HOKAMA:

Okay.

I would

Thank you.

Any other comments or questions?

22

not, thank you very much, members, for your hard

23

work this morning.

24

with.

25

All five items have been dealt

Any--

COUNCILMEMBER KANE:

Mr. Chair.
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1

CHAIR HOKAMA:

2

COUNCILMEMBER KANE:

3

4
5

6

Yes, Mr. Kane.
We didn't take any action.

You

didn't ask for any objections to the deferral.
CHAIR HOKAMA:
correct.

I'm sorry.

I'm sorry.

That -- you are

Any objections to the deferral of Item 53?

COUNCIL MEMBERS VOICED NO OBJECTIONS {RH, AA, RC, JJ, OK,
OM, MM, WN, CT}

7

ACTION:

DEFER pending further discussion.

CHAIR HOKAMA:

Seeing no objections, so ordered.

8

9

Any

10

announcements or questions by anyone?

11

1:30 Committee of the Whole.

12

very much, everyone.

13

no requests for testimony at today's meeting.

14

This meeting is adjourned.

Seeing none, thank you

And for the record, there were

(Gavel) .

15
16

ADJOURNED:

11:35 a.m.

17
18
19
20
21

22
23
24
25
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C E R T I F I CAT E

1

2

STATE OF HAWAI I
SS.

3

4

CITY AND COUNTY OF MAUl

5

6

I, Jessica R. Perry, Certified Shorthand Reporter

7

for the State of Hawaii, hereby certify that the

8

proceedings were taken down by me in machine shorthand and

9

was thereafter reduced to typewritten form under my

10

supervisioni that the foregoing represents to the best of

11

my ability, a true and correct transcript of the

12

proceedings had in the foregoing matter.

13

I further certify that I am not attorney for any of

14

the parties hereto, nor in any way concerned with the

15

cause.
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DATED this 12th day of August, 2002, in Honolulu,
Hawaii.

18
19
20
21
~

Jessica R. Perry, CSR NO. 404
Notary Public, Sta~e of Haw~ii
My Commission Expires: -S/11/03
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