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CHAIR PONTANILLA: . . .(gavel). . . Your Budget and Finance Committee meeting for April 27,
2011 is now in session. The time is 9:02. Good morning, Members.
COUNCIL MEMBERS: Good morning.
CHAIR PONTANILLA: At this time, the Chair would like to introduce the Members that are present
this morning. We do have Member Carroll.
COUNCILMEMBER CARROLL: Good morning.
CHAIR PONTANILLA: Good morning. Member Baisa.
COUNCILMEMBER BAISA: Good morning, Chair.
CHAIR PONTANILLA: Good morning. Member Cochran.
COUNCILMEMBER COCHRAN: Aloha, good morning.
CHAIR PONTANILLA: Good morning. Member Couch.
COUNCILMEMBER COUCH: Good morning and aloha.
CHAIR PONTANILLA: Good morning. Member Hokama.
VICE-CHAIR HOKAMA: Boss.
CHAIR PONTANILLA: Good morning. Member Victorino.
COUNCILMEMBER VICTORINO: Aloha and good morning, Chair.
CHAIR PONTANILLA: Good morning. And Member White.
COUNCILMEMBER WHITE: Good morning, Chair.
CHAIR PONTANILLA: Good morning. And excused at this time is Chairman Mateo. From the
Administration, I'd like to introduce Deputy Corporation Council, Adrianne Heely.
MS. HEELY: Good morning.
CHAIR PONTANILLA: Good morning. And our Budget Director, Mr. Sandy Baz.
MR. BAZ: Aloha.
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CHAIR PONTANILLA: Aloha. And from the Committee, we do have Scott Kaneshina,
Michele Yoshimura as well as Camille Sakamoto.
ITEM NO. 1:

PROPOSED FISCAL YEAR 2012 BUDGET FOR THE COUNTY OF
MAUI (C.C. No. 11-80, 11-100, and 11-101)

CHAIR PONTANILLA: Members, we don't have anybody signed up for public testimony at this time.
So with that, if there's no objection, the Chair would like to close public testimony.
COUNCIL MEMBERS: No objections.
CHAIR PONTANILLA: Thank you.
EMPLOYEES RETIREMENT SYSTEM

CHAIR PONTANILLA: Okay, Members, this morning, you know, it's a privilege to have with us from
the State of Hawaii, Wesley K. Machida. As you all know, last week we had a conversation with
— oh, good morning, Finance Director, Mr. Danny Agsalog.
MR. AGSALOG: Good morning, sir.
CHAIR PONTANILLA: Mr. Agsalog offered to bring Mr. Machida here to discuss, you know, issues
that we had in regards to the Retirement System. And if I could, Mr. Machida, you know, if you
could introduce the people that came with you? Speak directly into the mic please.
MR. MACHIDA: My name is Wesley Machida. I'm the Administrator, ten months into being
Administrator at the Retirement System, and with me I have, I have Alan Nakamoto and
Paul George. They're the backbone of our Maui office. They deal with all of our members and,
and I must say that they've been doing an excellent job at that, and so I'm really thankful that
they're here to help us, and I'd be happy to answer any questions that you might have. I do have
some handouts by the way.
CHAIR PONTANILLA: Okay, before we start into that, Mr. Agsalog, do you have any comments to
make at this time?
MR. AGSALOG: Yes, Mr. Chair, just to kind of give you a little introduction to how we, how we got
here today, and that's you have requested in, I think, two weeks ago to have the Administrator of
the ERS to be here, and in also working with you guys, Mayor Arakawa's vision of working
together in openness because I have in a lot of times talked to Mr. Machida. I don't know if you
had that opportunity. I have asked him lots of questions with regards to our responsibilities as a
County. So I want to give you that opportunity also, that's why as an Administrator,
Administration of Mayor Alan Arakawa, I have offered that opportunity to you and I'm so happy
that you have given us the opportunity to bring Mr. Machida here, and you can ask him questions
that you would like to know the answers with regards to where we're at, where we're going with
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the ERS. Today, I also have our staff, our Account Administrator, that been talking to
Mr. Wesley Machida with regards to our responsibilities and to the fund. We'll be more than
happy, Mr. Chair, to answer questions and, of course, today you will have Mr. Machida almost
all day today. So with that, Mr. Chair, I will go back in there, and Mr. Budget Director will
come and sit here. Thank you.
CHAIR PONTANILLA: Okay, thank you. Members, on April 21 st , there's a letter dated from the
Mayor, April 21, 2011. In that letter, we had asked the Finance Director questions in regards to
issues that we had regarding the Post Obligation Bond...Post Obligation Fund, as well as the
Employee Retirement System. And he provided us with comments in regards to the questions
that you posed. So with that, Mr. Machida, if you could provide us an overview about your -the handout that you got, that you gave this Committee?
MR. MACHIDA: Thank you, Mr. Chair. Would it be okay if I -- I know there's two new Members that
came in after I was able to pass my cards out, would it be okay for me to give them my card?
CHAIR PONTANILLA: We'll have the Secretary pass it out once she's free.
MR. MACHIDA: Okay. Councilmember White and Cochran.
CHAIR PONTANILLA: Okay, everybody got the handout? Okay. Okay, Mr. Machida.
MR. MACHIDA: Okay, thank you.
CHAIR PONTANILLA: Yeah. Thank you.
MR. MACHIDA: This is a three-page handout and it covers some general information regarding the
Employees Retirement System. Does, does the Council have this handout?
CHAIR PONTANILLA: Yes, we do.
MR. MACHIDA: Okay. First of all, we are a defined benefit plan which means that the employers bear
the risk of funding, you know, that plan for the benefit of the eligible employees throughout State
and County government. Unlike the health benefits years ago, we are a prefunded plan. So we
try to build up the fund sufficiently so that when people retire that we're able to pay out those
benefits, those promised benefits over the rest of their lifetime.
As far as the membership is concerned, we have over 111,000 members which make up
approximately almost 40,000 pensioners and beneficiaries. So as far as active members go who
are eligible members throughout the State and County governments, we have 66,000 -- over
66,000 eligible members throughout the State and County governments. And the interesting
thing to note about that is about 15,000 of the 66,000 are eligible to retire today. And so if they
were to retire and no other hires were to be gotten, there would be almost a one to one ratio of
retiree to active member. That means that we're a extremely mature system.
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We get funded based on the payroll. So as the active members decrease and as the payroll
decreases, then -- and if the contribution rates remain the same, we'll get less monies coming
into the system unless we raise those rates. Now the third category of employees that make up
our membership are what's known as the inactive vested members. Those are individuals who
had the requisite years of service, left State or County government, and are now working in the
private or Federal government, but at some point down the road when they become age eligible,
they will get a lifetime pension benefit from us.
You've probably heard a lot about our funded status and quite frankly, we are at this point, as of
the last valuation report which is June 2010, we are in the last quartile, meaning we're in the last
quarter of public pension funds in terms of our funded status. We are at 61.4 percent. What that
means is that, as an example, imagine if you had a mortgage, a $300,000 mortgage, and if you
counted how much you make as well as your savings and you combine all of that, and let's say
you had 200,000, enough funds worth 200,000 worth to pay off your mortgage. You're short
another 100,000. Essentially that's where we are. We have obligations that's at some point
down the road will become due based on certain assumptions. In other words, if you look at the,
if you look at the report or this handout, we have an obligation that's anticipated to be about
$18.4 billion. In other words, if everyone, all active members based on certain assumptions were
to retire at a certain age and live their lifetime to about 83, and by the way, our members on
average live to about 83 years of age, this is what's needed in the pot today to ensure that there's
sufficient monies to pay out the benefits over everyone's lifetime.
Currently, we have or we had actually as of June 30, 2010, we had 9.8 billion, but I'm happy to
report that as of December we had over $11 billion. So we have had a good year to date. For the
first six months in the fiscal year from July 1st to December 31, we made over 15 percent. That
increased our investment and asset base from 9.8 billion to over $11 billion. So hopefully, that
will keep us going and that we'll continue to have positive double digit returns for the rest for the
fiscal year, and to date by the way, even though it's not audited, we have continued with
increasing our assets and investments. So it's well over 11.5 billion right now.
The unfunded actual accrued liability though is 7.1 billion as of June 30, 2010. And so that's
what we're short when we talked about that example regarding the mortgage, that's that 100,000
that's needed. Now before I continue on, I wanted to tell you the reasons why we got to this
unfunded status, this large unfunded status. Now you may be hearing different, different things
about why we're, we're at this point today, but really when you look at it, there was a State law
that permitted anything that we earned over a certain percentage to be credited back to the
employers. Over a 36-year period from 1967 to 2003, $1.687 billion were credited back to the
employers.
Now let me try to explain what it means by crediting back. Currently, employers for this year or
last year, excuse me, gave us approximately $550 million. If, let's say we had excess earnings of
a 150 million, given the same amount instead of giving us 550 million they would give us 550
less the 150, so they would give us only 400 million instead of the 550. And when you really
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look at it, essentially we should have gotten the 550 and plus we should have kept the 150 in
addition to that. And so over that 36-year period or so, $1.687 billion was given back. Now if
everything, all assumptions held true and everything remained the same our actuary had
predicted that if we were able to keep that we would be over 95 percent funded today, in fact,
close to 100 percent. Some people might say that in the last ten years the market has gone down,
four of the last ten years, and in 2009, significantly at that. And that's really what has caused the
unfunded liability to, you know, to go down as far as it, it has. I say this though, had we been
able to keep the monies, we should have been over 100 percent funded at some point in time
because those reserves were needed in the event of down markets like we experienced in 2009.
And so that's why I would say that when you look at it, it's that excess earnings that were
credited back to the employers that has created hardship and difficulties and that's why we're
with our unfunded status the way it is today.
Now continuing on with what's here, and please if you have any questions please feel to ask
them as I'm going along. We also though have deferred losses and that's from the 2009 year that
needs to be recognized. We have a technique in the valuation which is called a four-year
smoothing technique. And so we don't take losses, or gains for that matter, all at one time. It's
divided by four and spread out over those years so there's -- so you don't have significant swings
from year to year. From the 2009 and 2008 years in which we did have negative returns those
deferred losses of 1.5 billion will be spread out over the next two years. So that's why it could
be that our unfunded status or unfunded liability will actually go up even with as good a year as
we're having currently.
Now the thing about if you look at the next bullet, in 2011 Fiscal Year we will pay out to the
40,000 pensioners and beneficiaries, we'll pay out close to a billion dollars for that year. We
have done 30-year projections going out that if we leave the benefit structure the way it is, in
other words, if everybody continues to get the kinds of benefits that we're giving our current
employees that that one billion will change to four -- almost $4 billion that will be needed to pay
out. Currently, and this is just from the State, we get $390 million or so; from the City and the
counties we get about 152 million; and if you look from the County of Maui, it's estimated that
we'll be getting for this year 23 million.
Now everything is based on payroll. It's, it's based on a percentage of pay. So for example, for
the general employees or anybody outside of the Police and Fire category, it's -- the employers
are required to pay 15 percent of their pay. Now this includes all pay, not only base pay,
includes overtime, it includes pay differentials, any other supplementary pays and that includes
for the Police and Fire, their percentage is 19.7 percent of pay. And so we, based on those
contribution rates get on a monthly basis from the employers based on the payroll for the month,
we get the contributions that are needed to fund the system. Now the employees if you look
further down this first page, they give us approximately 172 million or will be giving us for the
2011 year.
Finally, on that first page there's some key assumptions that we should take note of, one is the
investment return rate; two, is the payroll. Now we have a payroll rate here of 3 to 4 percent and
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as you probably all know recently there's been negotiations for HGEA contracts that, that
requires a 5 percent pay cut which is different than the furloughs that had been occurring in the
previous year or two. Now that will actually help us to be in a better place because what happens
is that with that the benefits, the pay will be lower, for the newer employees especially a lot of
that pay will not be included in their benefit calculation because it's lower. And so to a certain
extent, the pay being less than the anticipated 3 to 4 percent increase, will actually help the
unfunded liability.
On the second page, we have a funding period. You know, the $7.1 billion of unfunded liability,
by State law it's required that that 7.1 billion should be paid off within a 30-year period, and if
it's anticipated that it's a longer period than 30 years, then the employer contribution rates will
be subject to change. In other words, the 15 percent for all other employees and the 19.7 percent
for Police and Fire that would have to change if the funding period went beyond 30 years. And
the last valuation report shows that, and the valuation report is as of 2010, that our funding
period on average was 41.3 years. So it's beyond the 30 years and that's why something needed
to be done. Otherwise, the employer rates would have to change dramatically. And as an
example, and I'm probably skipping to the third, excuse me, the third bullet on the second page
that the 15 percent for general employees would have to change to 18 percent, and the 19.7
percent would have to change to 27 percent if nothing was done. That's the kind of changes that
are needed. And by the way, for every percentage change, in the rate, approximately $40 million
would be needed from all employers to cover that 1 percent change. And later on, I'll talk to
some legislative proposals and that's why the rate didn't need to be increased as high as it's
showing here.
On the first bullet, on the second page, there again I talk about or we talk about the 61.4 percent
funded status. I'm not sure if all of you had an opportunity to take a look at, there was a Pew
Report that was issued recently, I think within the last two days and it's covering actually 2009
rates which reported Hawaii at 69, 69 percent funded status. We're actually at 61.4. On the
second bullet I talk about the reasons for the unfunded liability and as you can see in the first
sub-bullet for the reasons for the unfunded liability is what I had mentioned earlier about the
excess earnings crediting the employer contributions over a 36-year period. Also, our members
have been living longer. And by the way, just for the Council's information, out of all the
employee groups, female teachers live the longest and the median age is 90. For our male
teachers, they're 87, 88. So when you look at the average of 83, really it's being raised because
of groups like the teachers. And just for, for everyone's information, the teacher category also
includes professors.
So what do we do? You know, we're in a situation today where we have a large unfunded
liability, what do we do about that? And so when you look at it, we have three different sources
of monies that come to us, we have employer contributions, we have employee contributions,
and then we have our investment earnings, those are the three sources that come to us to help
fund the system and that's what's used to pay out the pension benefits. So really you're looking
at a combination of possibly four things that can be done, either benefits need to be changed and
lowered, or employer -- and employee contributions need to be increased or we would have to
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try to have a more aggressive investment strategy to try to get in more investment earnings.
Those are four either in combination or in isolation possibilities to help deal with the unfunded
situation.
Now I'm going to the third page, what the Board of Trustees has decided in terms of, of doing to
address the unfunded situation, is to look at benefit changes for new hires. There's a legislative
proposal currently making its way through the process to change benefits for all new hires, for all
employee groups who are hired on July 1, 2012 and after. And just for the Council's benefit
these bills are, there's two of them, House Bill 1038 and Senate Bill 1341. I'll provide the
Council also with, if I don't have it with me now, at a later date, I have a one-page summary of
all of the changes for all employee groups comparing the current, current benefits against what's
going to change for the future hires or for the new hires and I'd be happy to pass that out. I'm
hoping that I have it with me, but if I don't, I'll pass it -- I mean, I'll send it over, once I return to
Honolulu.
The other thing that the Board of Trustees has done was submitted legislation to extend a
moratorium on benefit enhancements. In other words, there can be no new benefit add-ons until
we become 100 percent funded. Now what's interesting about this -- and this is House Bill
1035. What's interesting about this is that originally through recommendations of our actuary
when we first submitted this proposal it was at a funded status of 80 percent. So in other words,
when we first submitted this legislative proposal, we had asked the Legislature to consider not
making any more new add-ons for benefits until we became 80 percent funded. In the House
Labor Committee, they increased it to a 100 percent, and in fact, it passed through the
Legislature at a 100 percent and it's now with the Governor for signature. Now the question
becomes, what is a benefit enhancement? Anything that would increase the unfunded liability
would be considered a benefit enhancement. So it's not taking anything away from any, anyone
currently. Retirees can still have their 21/2 percent post retirement increase. If they were to try to
change it though from 2 1/2 percent to 4 percent let's say, now with this, if it actually gets signed
into law, then that cannot be done. Or if someone were to try to change their benefits from -currently the general employees get a multiplier when they do they calculation of 2 percent. If
they were to try to increase it from 2 to 3 percent, that cannot be done. But it's not taking that 2
percent away. It's not lowering it to 11/2 percent. It's keeping it at two but not making it any
higher than that.
CHAIR PONTANILLA: So, Wesley, just one fast question. So it, it, it would involve no enhancement
for active employees as well as retirees?
MR. MACHIDA: Yes.
CHAIR PONTANILLA: Okay. Thank you.
MR. MACHIDA: So that Bill is on the Governor's, in the Governor's Office and hopefully he will
either sign it or let it go into law to help us to be, to be in a better funded status in the future. Let
me give you another if I, if I can, another example as to why we need to do the things that we
-8-
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need to do. Remember that $4 billion that's estimated to be payouts for all of our retirees 30
years down the road? Employers instead of having to give us 550 million a year, if the rates to -were to remain the same, would have to give us about $2 billion a year. Employees would have
to give us about 6 to 800 million a year. Which means that we would still be short about $1.2
billion or so, and that would have to come from investment earnings or our investment base and
at some point would start to erode our investment base to the point that we cannot let it happen.
CHAIR PONTANILLA: So, Wesley, who does the investment for this program?
MR. MACHIDA: Right now we have a Chief Investment Officer. We also have our eight board
members who are all a part of our Investment Committee. We have two investment consultants,
one general consultant and one real estate consultant that advises the Board and the CIO. We
also have over 35 investment managers, who are hired for various strategies. We also have a
couple of staff and we also have an accounting staff that monitor and record and report on the
investment activities. So with all of those consultants, staff, Board of Trustees, together actions
are taken and monitoring of the investments are, are done.
CHAIR PONTANILLA: Okay. Thank you.
MR. MACHIDA: In addition to a couple of those items that I mentioned in terms of legislative
proposals, we also have other legislative proposals that we initiated. So besides the pension
changes for new hires, besides the moratorium on benefit enhancements, we have to comply with
the Internal Revenue Codes because we are a tax exempt entity, and so we put in legislation to
comply with two items that we need to. One is what's known as the HEART Act which allows
for those military or those active State and County employees who are on active duty to receive
certain credits and it's actually -- we're already doing that, it's just that we needed specific
language in the law to comply with the Internal Revenue Code. And the second item, is to meet
or to comply with the minimum distribution rules. Anybody who's 70 1/2, whether they -- let's
say, you know, for the inactive vested individuals there's 6,000 of them, anybody who turns
701/2, whether they have applied for a retirement application with us or not, we would have to
find them and pay them out a minimum amount of pension. In our State law currently you can
only get a, your pension if you follow a retirement application. But the Internal Revenue Code
says that whether you file or not essentially, if they turn 70 1/2, and they're eligible by years of
service to receive a benefit we're gonna have to pay, pay 'em out. There're about 28 people that
we've identified that we're not able to locate that we need to pay out benefits to, and collectively
they comprise of about $400,000 in payouts.
COUNCILMEMBER BAISA: Chair?
CHAIR PONTANILLA: Yes, Ms. Baisa?
COUNCILMEMBER BAISA: Since I've reached that illustrious age, and I'm having to deal with my
other, you know, retirement from my other job, what happens to us who are here but are still
working, and in my case I'm only starting my fifth year here?
-9-
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MR. MACHIDA: For those -- these are only -- these pertain to those who have left State or County
government service.
COUNCILMEMBER BAISA: So only if they've left?
MR. MACHIDA: Right. For current employees, the distribution rules will not apply to them.
COUNCILMEMBER BAISA: Okay, thank you.
MR. MACHIDA: So anyway, that's, that's the proposal that's currently in Conference Committee and
we're hoping that that gets through because we want to insure that we maintain our tax exempt
status. Let me tell you if we don't, what happens if we don't keep up with our tax exempt status,
what that effect would have on especially for members, for all of us probably in this room. Let's
say that, okay, normally for current employees we will vest after five years of service. Once we
vest, we will have what would be estimated a present value of our accrued benefits. In other
words, what is estimated to be in our account through contributions by the employers as well as
by the employee themselves.
Let's say that the value of that on average is about 50,000 once you work, you've worked for
five years. If we lost our tax exempt status, then those employees as soon as the five years are
over and they become vested, they would have to pay Federal income taxes on that $50,000,
whether we give them a penny or not. If their tax rate is 20 percent, that 50,000 they would have
to pay $10,000 of Federal income taxes. They would have to get it from some other source,
outside of the Retirement System, savings, other available sources of monies. They would have
to pay 10,000 of that 50,000 value. And every year thereafter, any increases in the value, they
would have to pay taxes on that difference as well, too, for the rest of their tenure as a
government -- State and County government employee. We would also, for the members, lose
the benefit of that pre-tax treatment on the Federal -- Federal taxes on the employee
contributions.
Right now, all of, all of us who are contributory or hybrid plan members, when we pay that
7.8 percent of your pay or 6 percent, if somebody were making a $1,000 salary per month for
example, 6 percent of that would be $60. Instead of paying taxes, Federal taxes on the 1,000
minus the 60, so $940, they would have to pay taxes on the 1,000 before the contribution comes
to us. They would not have the benefit of what's known as the pre-tax treatment. They would
lose that. So in essence, there would be a lot of things that would be given up if we were to lose
our tax exempt status and that's why we need to ensure that we maintain it.
The other interesting bill and it's on the last bullet. And it's not an ERS initiative, however, it's
working its way through the legislative process, Senate Bill 1269, and that is to change the
definition of compensative to calculate the retirement benefit. Currently, and it could change,
but currently, the proposal is it affects new hires. Anybody hired after June 30 th of this year,
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overtime, certain pay differentials, supplementary pay would not be included to calculate their
benefits. Currently, all of that's being included to calculate the benefit.
Let me give you an example of what it could do to somebody's benefit, and this is a real case, it
just happened in fact, two or three weeks ago as it came across my desk. An employee whose
base pay is approximately $60,000 a year, their pension is calculated over $100,000 a year.
Their average final compensation which is used to calculate the benefit, over $200,000 a year.
$60,000 base pay, 200,000 compensation to calculate the benefit resulting in over $100,000
pension.
VICE-CHAIR HOKAMA: Negotiated funds.
UNIDENTIFIED SPEAKER: Yeah.
COUNCILMEMBER BAISA: Right.
MR. MACHIDA: No. The reason why too, I bring, I bring this up is that if any individual works this
overtime, for example, in the last three years or so of their employment, we would not have
properly funded for them because all the way along it's based on their $60,000 salary. And here,
if somebody were to do that within the last three years, then it would shoot up, and all of a
sudden we have to, have to try to catch up that funding, that proper funding for the change in
benefits. And usually you try to do that within that 30-year period. You try to do it over the
employee's work history to adequately fund for their benefit.
COUNCILMEMBER BAISA: Chair?
CHAIR PONTANILLA: This, this is all negotiated type of retirement, retirement for an employee? In,
in other words, if I'm a union member, I'm sure it's negotiated such that I can include overtime,
bonuses, the whole bit?
MR. MACHIDA: Well, currently it's in the law. The definition of compensation is in our law that
includes overtime, pay differentials, supplementary pay. Now it's -- it was deemed to be
management, I guess, monitoring of their employees to ensure that these amounts were being
used for the benefit of that organization or agency.
CHAIR PONTANILLA: So it is a State law that we.. .
MR. MACHIDA: It is in the State law. And this particular, this particular bill is trying to change it for
new hires going forward.
CHAIR PONTANILLA: Member Baisa, you had a question?
COUNCILMEMBER BAISA: Yeah. So this will only apply to new hires?
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MR. MACHIDA: That is correct, and...
COUNCILMEMBER BAISA: Okay. What I'm trying to reconcile is we know there's another thing in
retirement, State retirement about high three.
MR. MACHIDA: Yes.
COUNCILMEMBER BAISA: Doesn't that do the same thing as long as you can score three high
years? That's what you're retirement is based on, not on your lifetime earnings.
MR. MACHIDA: That is correct; it's based on your high three. And so for the new hires in the
proposal it's to change it from three years to five years. It's trying to spread it out even further,
and that's what other states have been doing as well too, to smooth out those high years for
example.
COUNCILMEMBER BAISA: Well, this is what we see, you know, a lot is that somebody will have a
regular job and then after they'll get a promoted in a elected or appointed situation and then their
retirement is based on those three years but they haven't contributed their whole lifetime. So this
is a very systemic problem, it isn't just the overtime and, you know, other things. And what
about the sick leave transition, you know, where you pile up your sick leave and then you get
extra points, will that still be allowed?
MR. MACHIDA: Currently, that's still allowed. So what you're referring to Councilperson Baisa is
that anyone who has 60 or more days of unused sick leave can include that in their years of
service for the calculation of their benefit. There are individuals that can have upwards of two to
three years worth of unused sick leave. You may or may not be aware of this but sick leave that
can be accumulated is open ended. There's not a ceiling on it, and that unused sick leave for
every 20 days of unused sick leave, if you have 60 or more equals one month worth of service,
years of service in the calculation of your benefit. Now you cannot use it for eligibility purposes
but it will add into the calculation of your pension benefit. So let's say that somebody has three
years worth of unused sick leave, if they're a hybrid member or a old contributory member
general employee the multiplier is 2 percent. It will increase their pension three years at 6
percent.
COUNCILMEMBER BAISA: Six percent. Thank you.
COUNCILMEMBER VICTORINO: Chair?
CHAIR PONTANILLA: Mr. White followed by Mr. Victorino.
COUNCILMEMBER WHITE: Thank you, Mr. Chair. This is, this is an issue that has been around a
long, long time and that it was brought to us by one of your predecessors when I was in the, in
the State House because back then we could see the incredible cost, and to me, the incredible
unfairness because you've got a lot of, of members of the ERS that are on salaries that don't
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have exposure to overtime pay. And so, the example that was brought to us was a person who
was in a salary range of I believe it was 45,000. Same kind of thing, when they retired in the last
three years they were in an overtime position and they got, you know, the unwritten rule is you
get first crack at the overtime and they took that overtime and built up their last three years pay
to $90,000. So during the, the 29 years after retirement that we're supporting them it increased
that one individual's payout by over a million dollars. In this situation that, that Wesley just
shared with us, that $100,000 a year over a 29 year period, that one individual because of this
rule is getting almost $3 million more than if that person was just a regular salaried person not
getting any, any opportunities for overtime.
You know, my, my biggest concern with this challenge is the unfairness of it on one hand and
secondly, the cost of it because the employees at my hotel and all the other hotels around don't
have this kind of a package, and yet, maybe 10 years from now or 20 years from now while
they're in their retirement years, we're going to be asking those very same people to pick up the
tab for individuals in the Retirement System because we haven't made the changes. And I, you
know, we tried to get this overtime adjustment bill through was it, 15 years ago. I sure hope it
passes this year because, you know, we have, we have an individual who's probably the highest
paid person in the County who is there because of overtime and that $100,000 differential we
had on your example pales by comparison to, to this one. And it just, it just really impacts my
sense of fairness, and I just, I don't know how we can't pass this bill.
CHAIR PONTANILLA: Okay. Mr. Victorino?
COUNCILMEMBER VICTORINO: Thank you. I, I concur with you, Mr. White. The other question I
had, you know, you mentioned about all of the sick leave.
MR. MACHIDA: Yes.
COUNCILMEMBER VICTORINO: And what about the vacation end of this because isn't that
accumulated also? Can that be used as a, as part of your retirement?
MR. MACHIDA: It can be used only for those who had started before 1971.
COUNCILMEMBER VICTORINO: Okay.
MR. MACHIDA: So as time goes by, there'll be less and less of those individuals. What happens is the
vacation payout is added into their five highest years, and that's compared against their three
highest years and we'll take the better of the two. And the vacation though is limited by
normally 90 days, but in their last year they can accumulate beyond, my belief is they can
accumulate beyond the 90 days, but there is a ceiling for the vacation versus the unused sick
leave. The sick leave there is no ceiling is my understanding.
COUNCILMEMBER VICTORINO: Which is kind of strange because in most of the private sector
there is ceilings on sick leave and vacation, you know, and my wife has been recently out for two
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months of work and she had lost almost two and a half months over the last ten years because
she never took a sick day off. But I mean that's the real world in the private world.
MR. MACHIDA: Right.
COUNCILMEMBER VICTORINO: Not so much in the, the public sector, yeah.
MR. MACHIDA: Right.
COUNCILMEMBER VICTORINO: So I hope that law changes like you mentioned, Mr. White,
because that's something definitely costing us an awful lot. And again, I begrudge nobody.
MR. MACHIDA: Right.
COUNCILMEMBER VICTORINO: You know, I have family and friends who are retiring now, getting
out of the system, you know, and they're getting, they can take two and a half years before they
retire, it's unbelievable and it's exactly what's happening.
MR. MACHIDA: There was a bill by the way -- oh, I'm sorry.
COUNCILMEMBER VICTORINO: No, go ahead.
CHAIR PONTANILLA: Go ahead.
MR. MACHIDA: There was a bill to limit the amount of unused sick leave that would be allowed, and
unfortunately, it was held so that's why you're not seeing it on this listing today.
COUNCILMEMBER VICTORINO: Thank you, Mr. Machida. Thank you, Chair.
CHAIR PONTANILLA: Thank you. Mr. Couch?
COUNCILMEMBER COUCH: Thank you. That kind of answered part of my question. The sick leave
is the, the lack of any kind of limit on the sick leave is legislative as opposed to negotiated, is
that right?
MR. MACHIDA: That is correct.
COUNCILMEMBER COUCH: Okay. And you mentioned a 90-day cap on vacation days?
MR. MACHIDA: Yes.
COUNCILMEMBER COUCH: Is that new or that's always been?
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MR. MACHIDA: Yeah, those -- and let me clarify, I'm sorry, the unused sick leave in terms of in the
law is pertaining to the use of the unused sick leave for calculating of their pension benefits. In
terms of the -- not having a ceiling that's not within the ERS Law. In other words, we only use
what employees are able to accumulate, and so that is outside of the ERS Law as to whether
there's a ceiling or not.
COUNCILMEMBER COUCH: Okay, thank you.
CHAIR PONTANILLA: Ms. Cochran? I'll just go right down the line.
COUNCILMEMBER COCHRAN: Thank you. Okay, thank you, Chair, and, and thank you everyone
for being here. This is all new to me. First time being elected to the seat. So I'm curious as an
elected position and I, you know, hypothetically don't make it the next time around, all my
contributions now, what happens to that on my behalf, it just goes into the system and I never see
it again?
MR. MACHIDA: You could actually ask for a refund back, and it depends on whether you become
vested or not. So there's different scenarios that may occur for you.
COUNCILMEMBER COCHRAN: And five years is vested?
MR. MACHIDA: Five years...
COUNCILMEMBER COCHRAN: You have to pay in five years, and that's considered being vested at
that point?
MR. MACHIDA: For -- it depends on what plan you're in. Currently, which no longer exists though by
the way, non-contributory plan members, I mean, going forward for new hires, and we do still
have non-contributory members, they vest after ten years of service rather than five. For
everyone else, it's five years of service.
COUNCILMEMBER COCHRAN: Okay, and I was just, you know, I came from the hotel sector also,
and it's kind of like it's, it's your own kuleana to set aside for the rainy days and not depend on
anybody else to take care of your retirement, you know, you're, you're end of days, and that's
kind of my mentality. So I just see this whole system being so gargantuan, and I, and I, you
know, support the people who paid their dues, did their time, and they, they definitely deserve
what, you know, what they get in retirement, but it seems to be just growing too big and taking
from Peter to pay Paul kind of system. It's, it's quite overwhelming and, you know, I'd like to
know a little bit more actually about our investments, and you know, I, I see you got a huge team
of investors and I'm sure it's the brightest minds in the world that can possibly, you know, run
our system here. But I think that's a, that's a big thing if we're not gonna try and cut people's
lives and their quality of life down in retirement, then that I feel should be the best avenue of
where we're gonna, you know, garner all these additional funds being needed. But I just hope
these bills that you folks have presented forward will go through to help address the challenges
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and I, and I see it's quite overwhelming challenges. So somebody new, this is quite
mindboggling for myself anyways, but I'm glad to be here, and, and glad to have this type -your, your folks, you know, protecting, you know, our best interest, so just thank you for that.
MR. MACHIDA: Thank you, and we're hopeful that these measures will go through too, because we do
have to take the necessary first steps to ensure that the fund is sustainable.
COUNCILMEMBER COCHRAN: Right.
MR. MACHIDA: And, there, there are, as I mentioned before, significant changes for new hires across
the board for all employee groups. You know, instead of, as an example, instead of elected
officials, Police, and Fire being able to retire under 55, they'll have to retire at 55 or older. You
know, currently for some employee groups, they can work ten years of service and retire, let's
say even in their 30s and get a lifetime pension.
COUNCILMEMBER COCHRAN: All right, thank you.
CHAIR PONTANILLA: Thank you. Member Baisa?
COUNCILMEMBER BAISA: Thank you very much, Chair, and thank you, Mr. Machida, for being
here today. This is a really critical discussion because it isn't only about the retirement benefit.
You know, we're looking at our entire budget, we're looking at the entire economic situation
we're in and we're trying to find a way out of it. And this is, of course, a key piece because, you
know, the biggest cost in any operation is payroll, payroll salaries, and in our case, of course, it,
it goes onto fringe benefits. And these fringe benefits now until people die, not when they leave
us, but when they die, and with these kinds of longevity we're talking about many, many years
after a person normally would retire whenever they retire, most people kind of like to leave at 60,
65 because now they got Medicare which we don't even know if we're gonna have that.
And, so you know, this has become a question that's really, really serious and I think that it's
wise to begin to do what you're doing because we just cannot afford business as usual. And as
we look at the budget and we think about positions or adding positions or the Mayor has
instituted an attrition policy where we look very carefully at whether we need to replace a
position or not. This whole issue of this lifetime commitment to a civil service employee is
really relevant. You know, I retired after 37 years of service to an organization and, you know,
we talk a lot about the money that's spent on nonprofits, but when I retired, I got back what I had
put into my retirement plan and that was it. They said, goodbye. And so, you know, I
understand commitments made, commitments need to be kept, but I think we need to look going
forward realistically what can we afford, and I'm, I'm really excited about the changes that
you're proposing. And as long as we don't hurt, you know, what exists, that's okay, but we gotta
really seriously think about what can we do going forward and that's why this is so good, Chair.
Thank you.
CHAIR PONTANILLA: Thank you. Member Carroll?
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COUNCILMEMBER CARROLL: Thank you, Chair. I had several County employees come and talk to
me, and a lot of people are concerned 'cause they feel like they're standing on shifting sands.
They don't know where they're at, they don't know where they're going, and one of the concerns
is the limited amount of input they have. When I was out in the private sector, we had several
strikes that we struck because the company wanted to cut people's benefits that had already
retired. And we struck because we felt it was inappropriate. And a lot of people don't realize
that that can be done, and it's something that was always on the table. And these hard economic
times, a lot of people don't want to talk about it but it is still out there affecting those people that
you were talking about. Has there been any serious consideration of doing anything like that
with the State Retirement System?
MR. MACHIDA: I'm sorry, Councilman, to doing, to changing the actual structure?
COUNCILMEMBER CARROLL: People that have already retired, changing their benefits.
MR. MACHIDA: Actually, that's a good point but what I wanted to mention earlier and I probably
should have, so please excuse me for not doing so. There is a constitutional, State Constitutional
provision that protects the so-called accrued benefits of State and County government employees
so that it should not be diminished.
COUNCILMEMBER CARROLL: Well, that's good because the private sector doesn't have that and
they can diminish it by law.
MR. MACHIDA: So just for the Council's benefit it's Article 16, Section 2 of the State Constitution,
and you might hear about this because it's been raised in a number of lawsuits that have occurred
in the past even with regard to the health benefits. And just for the record, the Employees
Retirement System does not administer the health benefits; we only do the pension benefits. The
Employer Union Health Benefits Trust Fund takes care of the health benefits.
COUNCILMEMBER CARROLL: One more question. I know many years ago the system had an
incredible amount of money and the State acquired some of it in... during hard times. They used
our pension monies and put it in the General Fund, and this was quite some time ago but
everybody remembers that. Can that happen again or have they closed -- have we prevented our
lawmakers up in the State from raiding the pension fund? They were supposed to pay it back
and as far as I know they never did.
MR. MACHIDA: That's -- you're probably referring to that excess earnings that I had mentioned about
the 1.687 billion?
COUNCILMEMBER CARROLL: Yeah.
MR. MACHIDA: And luckily through Governor Lingle's Administration and the Legislators, in 2005
that was changed so that that no longer can be done under the current laws now. Anything can
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happen going forward, and as long as I'm at the Retirement System, I'm going to make sure that
doesn't happen again.
COUNCILMEMBER CARROLL: Very good. Thank you. I wasn't sure where that was at now. I just
remember what had happened before and I was considering not living too long but now I'll try to
live as long as I can. Thank you.
COUNCIL MEMBERS: ... (Laughter)...
CHAIR PONTANILLA: Mr. Machida?
MR. MACHIDA: Yes?
CHAIR PONTANILLA: One fast question. What is Maui's unfunded liability at this time?
MR. MACHIDA: At this time, let's see, and in fact, we're actually cost sharing a multiple plan
employer which means that everything is consolidated. So really there's no breakout but I had
our actuary do a breakout based on the payroll allocation. And I think I brought it with me, so if
you could bear with me, if I can go look for it?
CHAIR PONTANILLA: Sure.
MR. MACHIDA: Just a minute please.
CHAIR PONTANILLA: Yeah, at one time, I -- some -- this number $400 million, you know, come to
my mind so.
MR. MACHIDA: I have copies here if I can pass out to Council.
CHAIR PONTANILLA: Oh, okay. Staff?
MR. MACHIDA: And this shows a breakout of all, all employers, so let's see for the County -- oh, do
you have.. .
CHAIR PONTANILLA: Can you hang on? She needs to stamp it -MR. MACHIDA: Oh, okay, I'm sorry.
CHAIR PONTANILLA: --and then we'll distribute. Gotta make copies? Oh, okay. Anybody else
have any questions while she makes copy? If you can hold back that response.
MR. MACHIDA: Oh, I have additional copies if you need more. I'm sorry, Chair, I wasn't sure how
many copies to bring.
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CHAIR PONTANILLA: Oh, no, that's okay. We welcome you here because the information that we're
getting is so -- it's worth, you know, your presence actually. And we really appreciate you being
here.
MR. MACHIDA: It's my pleasure.
CHAIR PONTANILLA: Yeah, who has a -- Mr. Hokama, you had a question?
VICE-CHAIR HOKAMA: Thank you. You know, you said some, you know, thank you very much for
being here, Mr. Machida. I know you took this job but not that very long ago and what you
shared was sombering [sic] for me as a current beneficiary. It really burns my okole the status of
this fund and I've been following this fund for I would say in the early '70s and I can appreciate
what you said about skimming off that excess earnings, and of course, you know, I've gone
through many different administrators. I've gone through some of the unique failures of the
investment portfolio. But you know, you made statements like one of the reasons for the
unfunded liability was the employers, so I want to know what was Maui's role as an employer
because as I understand it, it's basically the State that made the shot -- called the shots, but you
say employers, so can you tell us what was Maui role in creating, being part of creating this
situation?
MR. MACHIDA: I think the situation was created actually because of the law. So it isn't -- not
necessarily pointed at, you know, the County. It was a law that was in effect since 1965, so the
Legislature at that time for whatever reason had enacted that law that allowed for the monies, the
excess monies to be credited back to the employers. So it was really not the employers doing -VICE-CHAIR HOKAMA: So, so, so you're telling us that Maui County received credit back?
MR. MACHIDA: All employers...
VICE-CHAIR HOKAMA: Is that what you're telling us?
MR. MACHIDA: Yes.
VICE-CHAIR HOKAMA: And it was done by whose decisions, the ERS Trustees? Was it made by the
State Legislature? Because it surely didn't come before Councils.
MR. MACHIDA: It was through the legislative action that occurred in 1965 that was on the books
through 2005.
VICE-CHAIR HOKAMA: So it was automatically anything over the targeted return -MR. MACHIDA: Yes.
VICE-CHAIR HOKAMA: --was automatically returned to the employers?
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MR. MACHIDA: It's not necessarily returned, but they didn't have to pay in what was required. So in
other words, let's say the County of Maui currently they're going to pay in 23 million for the
2011 Fiscal Year. So let's say that the allocation of excess earnings to Maui County is 3 million,
so instead of paying 23, they would pay 20, and so that's how that worked.
VICE-CHAIR HOKAMA: And, and that, that's what disturbs me, you know, Mr., Mr. Machida. You
talk about a consolidated plan, yeah. And yet, each county as a cost center is a, a portion in the
amount of the liability, but yet you just told us, you cannot tell us our liability because it gets all
consolidated which is unfair to this County as a cost center. Because what if we choose, as we'd
done 12 years ago, to try and prepay against future liabilities? We gave the system a couple of
million dollars and they returned the check with interest saying, we're sorry we cannot accept
your advance payment against your future obligation because we're not sure you going be
properly credited, yeah, but you can still yet tell me how much my bill is. You know, you know,
and, and so for people like myself, yeah, it's, it's disturbing that you can send me one bill but
you cannot take my money and when I want to pay extra to reduce my bill, you won't take my
money either. You know, so how does that -- this help this County, you know, that's one of my,
my concerns that this system is set up to be punitive than to help the employer fully fund this
issue of the unfunded liability. So what can you from your side do to make sure that counties
like us who are trying to fund our fair portion have that ability to do so?
MR. MACHIDA: Councilmember Hokama, thank you very much for that. I cannot speak to what
happened 12 years ago because I wasn't at the system. But I can tell you that what we probably
need to do is take a look at the law to get it changed to ensure that if the employers have
sufficient monies in their budget, if they wanted to contribute more than what's required, then
they'll be permitted to by law, and so, I'll definitely take a look at that.
VICE-CHAIR HOKAMA: And again, you know, I'm sure you, I mean, when I heard how many people
you folks hire, you must get what -- what is your overhead per, per year Mr. Machida?
MR. MACHIDA: Our operating budget is $10.8 million, and the 10.8 million comes from our
investment earnings.
VICE-CHAIR HOKAMA: And that takes care all of Mr. Nakamoto and the Maui office requirements
to, to take care of employees and, and retirees?
MR. MACHIDA: Yes. We have neighbor island offices. On the Big Island we have one and on Kauai,
and then Oahu.
VICE-CHAIR HOKAMA: I notice you mentioned that, that 30-year target for payment of the liability.
MR. MACHIDA: Yes.
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VICE-CHAIR HOKAMA: And I appreciate you sharing that with the Committee. You know, for me
right now, I understand the components that create, help create the bill, but you know, for myself
today, Mr. Machida, with all due respect, I'm more concerned about how to pay the bill now,
yeah. Our concern is more about paying the bill. We know that there's a bill. So with this
30-year thing, you know, Maui County has proposed many times over the last 12 years and the
best chance we had was with the late Mr. -- Representative Nakasone who, you know, helped to
support us, but obviously didn't get enough traction at the Legislature. Why wouldn't we do a
retirement bond to fully fund it and flatten out our annual expenses over 30 years?
MR. MACHIDA: That can be done. Other states have done it. It would be up to the Legislature, I
guess, and the employers because for us, technically -VICE-CHAIR HOKAMA: At least you would know that, you know, in 30 years whatever is the current
liability as shown we're gonna pay.
MR. MACHIDA: Right.
VICE-CHAIR HOKAMA: You know, there's a payment plan. Each cost center will be so much per
year because, you know, we feel like we on the yoyo of when the State and the City and County
can or cannot pay their bills. So when they cannot pay their bills, our contribution seems to drop
automatically even if we have the ability to pay. And when they can pay, the bill goes way up
and maybe more than we willing to pay for that year, but that's the bill we, we got stuck with
because that's what the State and the City can pay. You know, I don't want to be on their
timing, you know, it may not work for this County.
MR. MACHIDA: Right.
VICE-CHAIR HOKAMA: So would you folks support a retirement bond consideration to take care of
this liability?
MR. MACHIDA: Probably we'd take a look at it for sure. For us, as long as the fund is or as long as
the system is properly funded in terms of where the source comes from, we're not really tied
down to it. So I'm assuming that if you're able to make your payments or the employers are able
to make their payments on time, and the required contributions at that, then we would be
supportive of that.
VICE-CHAIR HOKAMA: You know, 'cause you just mentioned now besides this component, we gotta
worry about the EUTF component, now we get the OPEB component.
MR. MACHIDA: Right.
VICE-CHAIR HOKAMA: Okay, so as an employer or, or part of a employee -- employer team that has
to pay this bill, you know, we're looking at big money and I can't -- and we're trying to reduce
the cycles of the up and downs. We're trying to flatten it out to properly project our requirement
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needs and also maybe to better direct our Administration on how to approach negotiations,
because I don't know if you've already calculated what is the cost impact with this new current
proposal the Governor has put out and HGEA has basically ratified. Have, have you folks
started doing your recalculation?
MR. MACHIDA: We've tried to do -- our actuary is doing estimates as we speak. The thing about that
is that there's that favored nations clause.
VICE-CHAIR HOKAMA: Yeah, yeah -MR. MACHIDA: And so...
VICE-CHAIR HOKAMA: --we all happy with that one.
MR. MACHIDA: We're not, we're not sure, we're trying to do projections based on rough estimates.
Obviously, if HSTA or some of the other unions or employee organizations are able to get a
more favorable negotiations, then that would change HGEA's.
VICE-CHAIR HOKAMA: And, and again, Mr. Machida, we, we appreciate what you do. You have a
hard job, but for us, we facing with how we going pay this bills, and Ms. Cochran brought up a
good point. Your investment portfolio is 8 percent projected return, okay, 30-year Treasury note
lucky you get 4.5 percent.
MR. MACHIDA: That's correct.
VICE-CHAIR HOKAMA: Okay. So you're telling us you folks willing to take a risk, a level of risk for
the 8 percent provided employers and employees don't increase contributions on that two
components of your formula, right? But isn't that 8 percent part of the reason we're in this
situation now because the returns have not materialized?
MR. MACHIDA: Actually, if you don't mind me saying, Council, Council Member, over the last 43
years, we've averaged 8.17 percent. And we actually though have in the bills, House Bill 1038
and Senate Bill 1341; the Board had initiated and adopted a reduction in the investment return
rate from 8 percent to 7 3/4 percent. And that, that was a recommendation of not only our actuary
but also of our investment consultant. And the interesting thing about it is that when you look at
public pension funds nationwide, most of them are still at 8 percent, an investment return rate
assumption, and a number of states have been looking at trying to reduce it. Now for every -- the
thing that they have to balance against is that every time you reduce the rate too, you also
increase the unfunded liability. As an example, the change from 8 percent to 7 3/4, right off the
bat, changes our unfunded liability from 7.1 billion to 7.6. So for every quarter percent change,
it increases it by half a billion dollars which means that then that changes the employer
contribution rates and increases the amount of monies that are needed. So states have been
struggling with trying to balance against, not making too significant a change and making a
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change at all. And our Board felt that, and through the recommendations of our actuary and
investment consultant that a change was needed albeit a small one at that.
VICE-CHAIR HOKAMA: Can you tell us how the Retirement Trustees are chosen, and are they all on
uniform terms, and who is the Maui Trustee?
MR. MACHIDA: Who is the Maui Trustee? Actually, there is eight board members -VICE-CHAIR HOKAMA: Right.
MR. MACHIDA: -- if you don't mind, I'll cover the, the requirements by law. There's four that are
appointed by the Governor, and there's four that are elected by the members. And so...
VICE-CHAIR HOKAMA: Any, any member of a collective bargaining unit...public collective
bargaining unit?
MR. MACHIDA: Yes, we have Jackie Ferguson-Miyamoto, who is a Department of Transportation
employee, and I think she was also President of HGEA.
VICE-CHAIR HOKAMA: Right.
MR. MACHIDA: And then we also have Pilialoha Lee Loy, who's a teacher.
VICE-CHAIR HOKAMA: Big Island.
MR. MACHIDA: So she's part of HSTA. We have Emmit Kane, who is a firefighter. So he's part of
the Firefighter Association. And then we have the retiree, who's a former Department of
Transportation employee, and also a former, I believe HGEA, Wayne Yamasaki.
VICE-CHAIR HOKAMA: Okay.
MR. MACHIDA: And then we have four appointed by the Governor, one of which by State law
requires to be a banker or of similar experience. That's Alton Kuioka from the Bank of Hawaii.
Then we have Colbert Matsumoto. By the way, he said to say hi to you, Council -VICE-CHAIR HOKAMA: Thank you.
MR. MACHIDA: --Councilmember Hokama.
VICE-CHAIR HOKAMA: Thank you. We're classmates, we were classmates.
MR. MACHIDA: And he's a CEO of Island Insurance. And then we also have a person that you're
probably well aware of who's from, who had been the Director of Finance for the County of
Maui, Kalbert Young, who's now the Director of Finance for the State Budget and Finance
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Department. And then we also have Jerry Rauckhorst, who's the CEO of the Catholic Charities
of Hawaii. So we have a diverse group, but in terms of the law of what's required by the
Trustees, one has to be a banker or of similar experience. The other has to be a teacher and that's
Ms. Lee Loy. And then when you talk about terms, they're six-year terms, but the Director of
Finance as an ex-officio can serve out if there are two four-year terms, can serve out a eight-year
term and you might be well aware of our previous Trustee, Georgina Kawamura.
VICE-CHAIR HOKAMA: Yes, yes.
MR. MACHIDA: Who served out as a eight-year member of the Board of Trustees.
VICE-CHAIR HOKAMA: So there's only seven actual voting members?
MR. MACHIDA: There's eight.
VICE-CHAIR HOKAMA: Since the Budget and Finance Director is ex-officio?
MR. MACHIDA: There's actually eight voting members.
VICE-CHAIR HOKAMA: There's eight voting members.
MR. MACHIDA: There's eight voting members. And, in terms of what's necessary for any motions
going forward or adoptions by the Board, five is needed.
VICE-CHAIR HOKAMA: Thank you for sharing, for sharing that information. I think it's important
for us to know who's making decisions that, that for thousands of employees, for thousands of
employees. Does your Board, your eight Trustees believe that this is a liability that can be fully
funded? Because I have heard comments that they think it's a loss cause from some, some
components. Do, do you believe we can fund this liability?
MR. MACHIDA: It would take us a while to do so, but I believe we're taking the necessary steps to get
there. I really do believe it. If I didn't believe it, I wouldn't be the Administrator, and I wouldn't
have accepted the job.
VICE-CHAIR HOKAMA: Chairman, I have some more questions for Mr. Machida, but I'll -- happy to
relinquish the floor at this time.
CHAIR PONTANILLA: Okay. Thank you. At this time, the Chair is going to call for our
mid-morning recess, and then we'll get back here at 10:35 and then we'll continue on with
Member Couch. So this meeting is in recess till 10:35. . . .(gavel).
. .

RECESS:

10:25 a.m.

RECONVENE:

10:42 a.m.
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CHAIR PONTANILLA: . . .(gavel). . . The Budget and Finance Committee meeting is now
reconvened. I was going to call on Member Couch -COUNCILMEMBER BAISA: Yes.
CHAIR PONTANILLA: --but before I call on Member Couch, this side is kind of concerned because,
you know, we kind of going from here to there. So, but anyway, Mr. Machida, if you could kind
of explain, you know, the first handout that you gave us, this is the Hawaii Employer's [sic]
Retirement System and, you know, you have Allocation of Actuarial Accrued Liability by
Employer and then on the bottom Allocation of UAAL by Employer.
MR. MACHIDA: Okay, first of all, on this report if you look at the upper half only, that's where it says,
the Allocation of Actuarial Accrued Liability by Employer, and then if you look at the total in
the fourth column, it's $18.4 billion. In other words, that's, that's the amount that's needed in
the pot today to pay out all the benefits that would be needed for those that are eligible to receive
pension benefits and it's based on certain assumptions.
You know, there's three groups of members that we have. We have the active employees, the
66,000 or so throughout State and county governments, then we have the 40,000 pensioners and
beneficiaries, and then we have the 6,000 or so inactive vested. Based on certain assumptions, at
some point down the road, everybody will receive a pension -- or not, I shouldn't say everyone,
all of those that would either live that long or work to get vested will receive a pension down the
road. That's what's needed in the pot, the $18.4 billion that's needed in the pot today to make
sure that monies are there to pay out those benefits when it's due. And that allocation then is
being done throughout the various employers.
So if you look for Maui County, for example, 647 million is the total actual accrued liability.
Now that's not the amount that is needed from the County of Maui to pay out their employee and
retiree benefits because if you look at the bottom schedule, that's actually what's needed, the
237. So in other words, based on this allocation, and by the way, this allocation was done by the
ERS actuary, that if you take the 647 million of total accrued liabilities and minus the 237 of
unfunded liability, the difference is really what has been put in or allocated on Maui's behalf to
fund the Retirement System, so the 410 million or so. And that's what this schedule represents.
It represents an allocation that was done so that each of the employers can see visually even
though it's not required, required, they can visually see what based on the payroll allocations
what each county, State employer's portion would be.
CHAIR PONTANILLA: Thank you. What's the difference between the separation between Police and
Fire and All Other Employees?
MR. MACHIDA: Well, the separation between Police and Fire and All Other Employees are required.
We're required to report it separately by law. And so that's why it's being reported as such
separately in this, in this way.
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CHAIR PONTANILLA: Okay. Members, any questions on this handout that was given to us?
COUNCILMEMBER VICTORINO: Chair?
CHAIR PONTANILLA: Member -- I'll go with Member Victorino, I'll just go this way.
COUNCILMEMBER VICTORINO: If you like start with Mr. White, and then we just go right down?
COUNCILMEMBER WHITE: Go ahead, go ahead.
COUNCILMEMBER VICTORINO: Okay.
COUNCILMEMBER WHITE: As long as it's -- as long as we understand it's one question or two
questions or?
CHAIR PONTANILLA: Yeah.
COUNCILMEMBER VICTORINO: One question? Okay.
CHAIR PONTANILLA: One question.
COUNCILMEMBER VICTORINO: All right, going down to the lower column. Based upon what we
actually have to put in, right, that's what this lower column means?
MR. MACHIDA: Yeah, the lower column is what -- it represents the portion that's not funded yet.
COUNCILMEMBER VICTORINO: Not funded yet.
MR. MACHIDA: Yeah.
COUNCILMEMBER VICTORINO: And this is based on 30 years?
MR. MACHIDA: And this is at least 30 years or less.
COUNCILMEMBER VICTORINO: Thirty years or less.
MR. MACHIDA: Yeah, that's required by State law that the unfunded portion should be paid down
within 30 years or less, and if not, if determined that it cannot be, then employer contribution
rates would be subject to adjustment.
COUNCILMEMBER VICTORINO: Okay, thank you. Thank you, Chair.
CHAIR PONTANILLA: Okay, Mr. Hokama, question?
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VICE-CHAIR HOKAMA: Is there an interest that is assessed to the unfunded liability portion under
normal cost for the current active employees?
MR. MACHIDA: Well, there's certain assumptions that are being made to get to that number. You
know, like the investment return rate assumption of 8 percent, well, hopefully it will go down to
7 3/4 percent. But also, for the contributions, for example, that employees put in -VICE-CHAIR HOKAMA: Right. Contributions and that, that.. .
MR. MACHIDA: -- yeah, they get 4 1/2 percent interest earnings on that contributions that they put in,
but for the new hires if the bill goes through, it will change from 4 1/2 to 2 percent.
VICE-CHAIR HOKAMA: So, the, the number you show us, Mr. Machida, includes everything plus the
interest?
MR. MACHIDA: Yes, it should include everything plus the interest.
VICE-CHAIR HOKAMA: Plus the interest on the unfunded portion?
MR. MACHIDA: Yes.
VICE-CHAIR HOKAMA: Okay, okay, I, I understand that. Thank you. Thank you, Chairman.
CHAIR PONTANILLA: Mr. Couch?
COUNCILMEMBER COUCH: No, thanks.
CHAIR PONTANILLA: Ms. Cochran?
COUNCILMEMBER COCHRAN: Thank you, Chair. I'm looking at the, the bottom row, State
Combined then the Police and Fire, that 57 is there a typo there? What, what is that number if
it's State Combined the total numbers of, you know, Honolulu, Hawaii, Maui, so forth?
MR. MACHIDA: Well, actually, I'm sorry, the -COUNCILMEMBER COCHRAN: How does that work?
MR. MACHIDA: --the State Combined is just the State only.
COUNCILMEMBER COCHRAN: State what?
MR. MACHIDA: It's just the State only. Without, without the counties or the City.
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COUNCILMEMBER COCHRAN: Oh, oh, okay. Okay, thanks. Thank you, Mr. Chair.
MR. MACHIDA: And just for, I'm sorry, just for everyone's information too, because the Police and
Fire although they have that heading Police and Fire, it may include certain other smaller groups
that are in that category. There's like Sheriffs, special investigators, and so forth.
COUNCILMEMBER COCHRAN: Ocean safety?
MR. MACHIDA: I'm sorry?
COUNCILMEMBER COCHRAN: Ocean safety? Some counties merged, yeah?
MR. MACHIDA: Some, yeah.
COUNCILMEMBER COCHRAN: Life guards. Thank you.
CHAIR PONTANILLA: Member Baisa?
COUNCILMEMBER BAISA: I think I got this straight, I just wanna be sure. So what I understand is
that as of today or the present time because of what we've already paid in, what our current
liability and what the County should be paying, if we had the money is that 237 and 600 million
figure?
MR. MACHIDA: That is correct. That needs to be paid within a 30-year period or less.
COUNCILMEMBER BAISA: Within a 30-year period?
MR. MACHIDA: Yes.
COUNCILMEMBER BAISA: Now, let's assume that another month, another year goes by, this
number keeps escalating as people keep retiring, right?
MR. MACHIDA: It could, and it, it would depend on how much in the way of contributions we're
receiving, also how much investment earnings we've received. So there's a number of different
things that could impact this number either increasing it or decreasing it.
COUNCILMEMBER BAISA: Okay, so this is really just -- it's a snapshot as of, of this moment?
MR. MACHIDA: That is correct. It's a snapshot actually as of June 2010.
COUNCILMEMBER BAISA: Okay, so June 2010.
MR. MACHIDA: Yes.
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COUNCILMEMBER BAISA: Okay, thank you very much.
CHAIR PONTANILLA: Thank you. Mr. White?
COUNCILMEMBER WHITE: Thank you, Mr. Chair. In the two sheets that you just gave us -MR. MACHIDA: Yes.
COUNCILMEMBER WHITE: --you have the current benefits and the proposed changes, and my
question for you is, in order to -- and you gave us the, the sheet showing the, the payments for
the next five years, I believe.
MR. MACHIDA: Right.
COUNCILMEMBER WHITE: Does this schedule of payments address the unfunded liability in 30
years?
MR. MACHIDA: Yes. These schedule of payments were based on if the proposal to hire or for the
benefit changes for new employees were to be affected along with the employer contribution
rates that are included in the, in that measure. What it does is, is it stabilizes the employer
contribution rates because those benefit changes are being made to new hires over a 30-year
period.
COUNCILMEMBER WHITE: Yeah, okay, that was my, that was the second part of my question was
whether it reflected with the changes not -MR. MACHIDA: That is correct.
COUNCILMEMBER WHITE: -- at the current level.
MR. MACHIDA: Right. And...
COUNCILMEMBER WHITE: And what needs to happen for those changes to take place? Was this, is
this all legislated?
MR. MACHIDA: Yes, they're all legislative. That one bill, there's actually two bills, House Bill 1038
and Senate Bill 1341. Senate Bill 1341 is currently in Conference Committee, and the bills are
being held because they're waiting to determine what the budget's going to be, the State budget.
And there's a -- my understanding is there's some revenue generating bills that need to be
decided on first before any of these others are determined to move forward or not.
COUNCILMEMBER WHITE: And does this group of changes include the overtime? The elimination
of overtime? But I don't see it here.
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MR. MACHIDA: The elimination of overtime does not, is not included in here. So if it was, then it
would be even adding to the funding situation.
COUNCILMEMBER WHITE: Excuse me, Chairman...
MR. MACHIDA: In a helpful way, in a helpful way.
COUNCILMEMBER WHITE: Oh, okay. I was going to say. Okay, thank you, Chair.
CHAIR PONTANILLA: Thank you. Just a fast question. The term, "favored nation" how will it affect
your projections, if anything?
MR. MACHIDA: In terms of the projection, actually, the projection was based on payroll increases. So
if the various employee organizations were to ratify pay reductions versus pay increases, then it
would also help in a favorable way with our funding situation.
CHAIR PONTANILLA: Okay, good. Mr. Victorino?
COUNCILMEMBER VICTORINO: No, none at this time.
CHAIR PONTANILLA: Mr. Hokama?
VICE-CHAIR HOKAMA: Couple of things please, Mr. Machida, that maybe you can help us
understand better.
MR. MACHIDA: Sure.
VICE-CHAIR HOKAMA: This projections is based on, what I would ask, based on, on what, what,
what year, 2009 act numbers?
MR. MACHIDA: This is based on actually 2010.
VICE-CHAIR HOKAMA: 2010?
MR. MACHIDA: 2010 as the base year, and then looking at certain assumptions, so this was based on
payroll increases and then also based on the stabilization of employer contribution rates. So for
as an example, in the current proposal, for general employees it's currently a 15 percent for 2011
of pay, 2012 would be the same. It stays at 15 percent. And then in 2013, it increases to
151/2 percent. And so it increases incrementally by a half a percent for every year up until 2016
in which it becomes 17 percent and it stabilizes thereafter.
VICE-CHAIR HOKAMA: How, how often do you adjust or recalculate the ARC for, for the
calculations on, on our annual payments?

BUDGET AND FINANCE COMMITTEE MINUTES
Council of the County of Maui

April 27, 2011

MR. MACHIDA: Well, there's -- every year there's a valuation that's done.
VICE-CHAIR HOKAMA: A new, a new valuation?
MR. MACHIDA: An annual valuation that's done. Every five years, there is an actuarial experience or
investigation experience that's done to change or determine whether any of the assumptions are
changed. In 2010 was that five-year period. So what they do is they go back and they look back
from 2006 to 2010 what had happened and whether any of the assumptions, whether it be
mortality, age, whether it be investment returns, whether it be payroll increases are looked to
determine whether any changes are needing.
VICE-CHAIR HOKAMA: So since it's 2010, and I'm happy to hear that, Mr. Machida, I appreciate,
you know, I'm speaking from the employer's side of the table per se.
MR. MACHIDA: Right.
VICE-CHAIR HOKAMA: With this hybrid component that we've allowed members to consider
joining to, I, I, I can see it being one employee's benefit, what is the employer's benefit because
aren't we having them consider shifting from a lower percentage to a higher contribution from
that 1.25 or whatever it was to 2 percent?
MR. MACHIDA: Yes, you're, you're correct, Council Member. And...
VICE-CHAIR HOKAMA: And so for us, yeah, as an employer our payout keeps growing, and I'm
trying to figure out what is the, what was the balance that what we offered the employee, also
was a balance off against what the employers would, would be have a, a wash with.
MR. MACHIDA: No, thank you for the question. That's a very good question. The thing about it
though when the hybrid plan was first envisioned and enacted, it was supposed to be on the
premise and it is to my understanding to this day that it was cost neutral to the employer, which
meant that the increase in the pension benefit is really coming from the employee, because they
have to make a contribution to the system to pay for that increase. So it was supposed to be cost
neutral to the employer.
VICE-CHAIR HOKAMA: But, you know, from some of the calculations that I've been able to see, I'm
not convinced that that's the case though, Mr. Machida, that it's cost neutral for, for us as
employers.
MR. MACHIDA: I think what will happen is that as these five-year investigations occur, that would
either validate whether that has come to pass or other changes are needed such that maybe the
plan, the hybrid plan, as we call it, may need to be changed even further going forward.
VICE-CHAIR HOKAMA: Okay, okay. Thank you, thank you, I'll allow the next Member to ask his
question. Thank you.
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CHAIR PONTANILLA: Mr. Couch?
COUNCILMEMBER COUCH: Thank you. The, the 237 million is our unfunded balance, is that what
you're saying?
MR. MACHIDA: Yes. According to the schedule, yes, the -COUNCILMEMBER COUCH: As of June...
MR. MACHIDA: -- Maui's portion of what was allocated or allocable to Maui, the County of Maui is
237 million.
COUNCILMEMBER COUCH: And that's as of June 2010?
MR. MACHIDA: Thirty, 2010, yes.
COUNCILMEMBER COUCH: Okay. How much per year do you anticipate that going up or down,
because you can't really tell us how much we're paying into the unfunded this year? Is that
correct, you can't? It's my understanding you're not able to break out how much we're
contributing to the unfunded balance?
MR. MACHIDA: I could tell you probably what you've contributed so far within this fiscal year. So in
other words, I could get that schedule. I have it somewhere. And I'd be happy to do so and give
you the information, but I could tell you what was paid in by the County of Maui from
July 1 st , 2010 through March 31 st , 2011 to date. There's just so many different components that
affect the unfunded liability. For example, as an example, you know, I mentioned the deferred
losses that need to be carried forward. That would affect this current year, that $1.5 billion or so.
How we do in this current year in terms of the investment return rate, that would have a bearing
or impact on the unfunded liability. Whether people live as long in this year, whether we have
payroll increases for this year that were anticipated or payroll decreases would have an effect on
the unfunded liability as well, too. So there's, there's a number of different components that
would be determined at the end of the year to determine the impact on the unfunded liability. I
could probably give you a rough guess today as to what it, what it could be. More than likely if
anything it will probably be either close or a little bit above what it is now, it, it would be my
guess.
COUNCILMEMBER COUCH: I guess that's the frustrating part is we don't know how much we're
contributing to this unfunded liability, because you can't tell us because of all the variables. So
we can't tell whether or not we need to bump up what you're asking. You know, you're asking
for 2.3 million apparently, and you can't say -- I mean, I'm sorry, 23 million and you can't say
how much of that goes to the unfunded liability. And you won't -- how soon would you know
that? I mean, that's last year's or this current fiscal year's?
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MR. MACHIDA: I could probably try and do some projections with the help of the actuary and then,
and then provide you with this information probably in the next week or so.
COUNCILMEMBER COUCH: Okay, thanks.
CHAIR PONTANILLA: Thank you. Ms. Cochran?
COUNCILMEMBER COCHRAN: Thank you, Chair. I don't know if this is the place to ask but, you
know, during this campaign season, the unions and everybody were really harping or, or
questioning about our investment in Kaanapali Golf Course in relation to this monies. So is
there any light you can shed on that particular thing? I don't know if we're -- I guess it's one of
our investments through this.
MR. MACHIDA: Yes, just as a background too, it was something that wasn't envisioned to be
acquired. Unfortunately, it was something that we did acquire and, you know, bearing in mind
too, that I wasn't here during the transaction, and so it's based on what information I have
available to myself that I've heard. In any event, yes, we do have the Kaanapali Golf Course
which was collateral for a loan that was extended to a company that defaulted on that loan. And
we do have it today, but we have our Investment Manager looking at the various opportunities,
and we've been working or working with the Council to ensure that whatever is being done is
being done collaboratively and also, with the best interest of everyone concerned in mind. I will
have to say though that the Board of Trustees, you know, they do have a fiduciary duty to, to the
system and its members to do what's in their best interest. And so, they are looking at that along
with our Investment Manager as to what the best use of that property would be. And I believe
our Investment Manager has met with a lot of the Council Members to keep them up to date with
the efforts. And hopefully, someday we'll be able to do something that would be in the best
interest of everyone concerned.
COUNCILMEMBER COCHRAN: Okay, thank you. Thank you, Chair.
CHAIR PONTANILLA: Thank you. Ms. Baisa?
COUNCILMEMBER BAISA: Yeah. This, of course, is a lot of information and very important
information. Question for the Budget Director. As the budget is drafted right now, Mr. Baz,
how much money do we have in here, and does it meet our obligation that is being suggested for
this year?
MR. BAZ: Thank you, Mr. Chair. Good morning, Council Members. The budget proposal presented to
you includes $26.9 million in contributions to the State Retirement System under, under the
Countywide Costs, and that is a 19.5 percent increase from FY '11 's budgeted amount of about
23 -- $221/2 million. So if you look at the, Mr. Machida's second handout which is Estimated
Employer Contributions for Fiscal Year 2012, he has for the County of Maui an estimated $26
million. So yes, that would cover.
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COUNCILMEMBER BAISA: Thank you very much. I think that's really important. Thank you,
Chair.
CHAIR PONTANILLA: Thank you. Mr. Carroll?
COUNCILMEMBER CARROLL: No, I had the same question Ms. Baisa had, thank you.
CHAIR PONTANILLA: Thank you. Mr. White?
COUNCILMEMBER WHITE: Thank you, Chair. Do you have -- I can't imagine you'll know this, and
maybe Corp. Counsel can look it up in her computer, but do you know whether the provision to
protect retirement benefits was put in, in the most recent Con-Con or was that, is that a
long-standing constitutional provision?
MR. MACHIDA: My understanding it was in the 1978 Constitutional Convention.
COUNCILMEMBER WHITE: 'Cause my question is I can understand the, the desire to have that
protection on the benefits, but when, when that provision says they cannot be diminished, I
would, I would wonder whether that could also be interpreted to say anything that is given, any
benefits that are increased from here on, maybe that could be reduced, because we're not
diminishing it from the time that provision was put in. Has anyone ever taken a look at that?
MR. MACHIDA: We have our Deputy Attorney Generals that have taken a look at, and actually others
for that matter too, that have taken a look at the constitutional provision, but it was for different
reasons. You know, I, I mentioned earlier there have been a couple of claims filed or lawsuits,
and it was looked at for those particular reasons. One in particular was the health benefits.
Another one was the Kahoohanohano versus the State with regard to the -CHAIR PONTANILLA: Overtime.
MR. MACHIDA: -- excess, you know, earnings provision for the three-year period.
COUNCILMEMBER WHITE: Because the reason I bring that up is that it would be interesting to me
to see where, when were the laws allowing the overtime to be part of the calculation passed--was
it before the '78 Con-Con or after?--and some of these other provisions that are, are now a part
of the law. One of the, one of the challenges is that, you know, when we deal with the ILWU,
and we've got a great relationship with them, but we kind of jokingly say, well, you know,
whatever you can't negotiate at the bargaining table, you guys go and legislate, and so we gotta,
you know, you catch us coming and going. Well, that's, you know, that's part of the deal, that's
part of the gamesmanship. But the, you know, the government employees are in the same
situation, you know, if there's something they can't negotiate by contract. It's a, it's an
opportunity for them to go and legislate.
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So, I guess, Chair, it would be interesting to me to find out when all these other provisions were
put into law. Was it after the Constitutional provision? Because it, it seems to me that we're -that in a, in a private company, if you're going to adjust the, adjust the retirement benefits, you
generally try to do it to, to affect as many people as you can so that it's fair to, fair to as many as
people as, as you've got. My challenge with what we're left with is that we're having to, you
know, make incredible changes to the deal for new employees, and yet, if somebody has been
here for three years, we can't touch them, and in a private company, you sure as heck can. So
it's just, it's a little frustrating because it, it seems to me that for those who have already retired,
the differential between the, the public pay and the private pay, private sector pay was probably
significant enough to make all these benefits justifiable. Some of those nowadays are, you know,
the, in the private sector many people are paid more, and there's still some that are not, not paid
as much. But it would be interesting, I think, for us to have somebody evaluate that, and
anyway, it's just, it's kind of frustrating because we're getting stuck with a big, big tab and it's,
it's a big tab that's not necessarily very fair to new employees of the County.
CHAIR PONTANILLA: Thank you, and I share the same concerns. I had some conversation earlier
with Staff and Members about, you know, maybe the strong lobbying back in the '60s, '70s, '80s
that really we're stuck with today.
COUNOLMEMBER WHITE: Well, if I, I could just add, Chair, when I was, when I was in the
Legislature, the ERS came to us and said we need to make some changes, and so I raised my
hand in Finance and said, well, if we're gonna need to make changes over the next couple of
years, we need to start with ourselves, as Legislators, and move our retirement from whenever
we leave office to age 55. And I... within a half hour after I got back to my office I had a visit
from one of the higher-ups, I won't say what position or name the individual, but his comment
was, you know, no one's going to support you, and if you were -- if I were to go along with your
provision, I would be allowing you to take $240,000 out of the mouths of my kids because I
know when I'm going to retire and it's well before 55. And he said, you know, I don't have
these benefits where I work. And I said, well, nobody does. And that's, that, Chair, is my
concern because as we look at the cost of this, it's coming out of the taxpayer's pocket and most
of those taxpayers don't have anywhere near the level of benefits. So it's a, it's a -- I want to be
able to feel comfortable defending these expenses so I need to know how the two balance.
In my own operation, we cover the, we cover meals, and County employees don't have that. We
cover a 100 percent of medical, County employees don't have that. But I don't know how the
private sector, in general, and the public sector, in general, compare. I'd like to be able to see
how they compare compensation to compensation, because if the benefits are still, the current
benefits are still weighted so that the public employees are not making as much as the private
employees, I'm happy to fight for, for these numbers to, to be in the budget and support them all
the way. But if the public employees are now getting more in -- in current compensation, then
we're gonna have a battle down the road with our, with our own constituents because we've
allowed this to continue to grow. So...
CHAIR PONTANILLA: I hear you loud and clear. Mr. Victorino?
-35-

BUDGET AND FINANCE COMMITTEE MINUTES
Council of the County of Maui

April 27, 2011

COUNCILMEMBER VICTORINO: Thank you. And I'll take a little different approach on all of this.
Remember the word, the name Enron, I'll start with that. The public employees at least know
that they are protected. In the private sector, United -- you, you want me go down the list, I can
go down a long list of companies who have raided their retirement funds from their employees.
So I beg to differ with anybody in this room. I like the idea of protection. Now saying that, I'd
like a level of fairness also. So we gotta look at that. But I like the idea that you will not come
abey to retire and end up with nothing. Isn't that correct, Mr. Machida?
MR. MACHIDA: In, in the promise -COUNCILMEMBER VICTORINO: As a public, as a public employee -MR. MACHIDA: Yes.
COUNCILMEMBER VICTORINO: -- when you get to retirement, you will have a retirement fund that
will be available to you for your retirement.
MR. MACHIDA: That's what they're counting on.
COUNCILMEMBER VICTORINO: Yeah.
MR. MACHIDA: When they first got hired, they were under that premise
COUNCILMEMBER VICTORINO: And isn't it true, the names I've mentioned, and there's many
more out there that raided their employee retirements and today those employees either have
nothing or very little to count on when they retire?
MR. MACHIDA: That's what my understanding is.
COUNCILMEMBER VICTORINO: So, Mr. Chair, although I will agree, we've gotta, and I think this
group has, and from what I've read, what they're looking at, where they're moving, I think
they're looking for equity and fairness. Sometimes the cutoff, three years, five years, ten years,
where's the cutoff to be fair? I remember, I was working McDonalds and after one year, you
became vested in their retirement program. You could contribute, and they would match it. I
was 19 years old. They changed it that year that you had to be 25. Now I had to wait six years
and I was in management. I was one of those junior managers. I had to wait six years, but that
was the change the company made. So I'm just saying, we need to make changes, sometimes
you're caught right in the draft, you get caught right in the middle of the change, and
unfortunately, that's life. I don't know where the fairness is in that. I didn't think it was fair
when I was 19 and I had to wait till 26 to then, I could still contribute, but all I would get if I
retired or I quit was what I contributed. And the company didn't start contributing till I was
26 years of age. I didn't think that was fair, but hey, the luck of the draw, that's the way it was.
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And there's a lot of things isn't fair, but I think what I'm trying to get to more than anything else
is I wish all the companies, private sector especially, had that kind of protection so that
somebody doesn't turn around and retire and find out their fund has been raided, borrowed upon
or eliminated entirely. That's what I'm talking about. So if I gonna fight, I would rather fight
for the side of making sure that's there for them. We can make all the other adjustments; the
public deserves that because it's their money. But these are taxpayers too, these 66,000 people,
those 40,000 people contributed taxes for many years also. So we're not talking somebody that
didn't put anything in and gonna get out. Unfortunately, the system was set up for more than
you put in. I don't agree with that, what is high three, high five, whatever, that, that's another
issue. But I like the idea, Mr. Chair, that their retirement when you or any public employee
retires, that the fund will be there. How much you get is another issue, but the fund will be there,
and not like the private sector, and that's not something I can, I could justify to anybody. Thank
you, Chair.
CHAIR PONTANILLA: Thank you. Mr. Hokama, any more comment?
VICE-CHAIR HOKAMA: Just couple questions more, Chairman.
CHAIR PONTANILLA: Go.
VICE-CHAIR HOKAMA: Maybe, Mr. Machida, in response to Mr. Couch's request from you, maybe
you could also tell us, you know, from this proposed 26 million you're asking the County of
Maui, how much actually is gonna go to your normal cost or your active component, and how
much is actually going to be utilized to reduce the unfunded liability portion? Maybe if you
could tell, you know, share that kind of information so, you know, at least we can feel like we're
making some headway into the total unfunded pot.
MR. MACHIDA: Sure, sure -VICE-CHAIR HOKAMA: You know, at least we get one sense that, you know, we're paying it down.
MR. MACHIDA: Right.
VICE-CHAIR HOKAMA: Every year we put money. You know, there's a schedule to wipe it out in
30-plus years.
MR. MACHIDA: Sure, I'd be happy to do that. Just as a -- looking at 2010 numbers for example, the
normal cost was about 6 percent. So let's say for the general employee, for example, 6 percent
of the contribution is going for the normal cost which is the current year and then 9 percent is
going for the unfunded liability. So for the Police and Fire then, 6 percent would be for the
normal cost, and then 13.7 percent would be for the unfunded liability. So...
VICE-CHAIR HOKAMA: Yeah, okay. Well, we, we appreciate you making us aware of how, how it's
broken down. I had thought you would go for the general basic return off your short-term
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portfolio that you would, you know, your so-called discount or whatever would be 8 percent or
something, but you just told us it's six. Also, as a policy, does the system look at certain
parameters such as the ARC should not go over a certain percent of your total payroll amount?
Is that some -- certain guidelines or, or parameters that you folks use to gauge on how you look
at the ability of the unfunded amount to be addressed? I, I mean, if somebody told me, you
know, you can go up to 50 percent of your total payroll for your ARC, that would make me real
nervous because besides the retirement ARC, I gotta deal with the Health Fund ARC, and now, I
got to deal with OPEB ARC, you know. And so, you know, this so-called annual required
contributions, you know, gets, gets me, gets me going 'cause when you add up all three
components, you know, if you take a wild guess, I would say what, what would be our
obligation, Chairman, half to one billion dollars? I don't think I' m way off.
MR. MACHIDA: Yeah, -VICE-CHAIR HOKAMA: But, but, you know, is, is that something you folks think about? That, you
know, we would, we would advise you not to go over a certain percent of your salary payroll as
part of your how you would calculate your annual required contributions?
MR. MACHIDA: Well, our actuary, Councilmember Hokama, is required to calculate the ARC without
any limitation or ceiling, first of all. And so, they are required to determine what's needed over
that 30-year period or less. And so, that's required of them, so whatever that percentage comes
out to be has to be reported to the Trustees in their Valuation Report. Luckily, it hasn't -VICE-CHAIR HOKAMA: And, and what, what I wanted to ask you so you can understand how we put
it in relation to other things, by our Charter, when we take on debt, per se, the General
Obligation, General Fund debt, the Charter directs us that it is one of the first things we are
required to pay, obligations that the County is required to pay. You would view this as fitting
under that component, right? This is an obligation that the County is required to pay. Would
you view it that way?
MR. MACHIDA: By State law, yes. It is an obligation that the counties and all employers are required
to pay. In fact, you, you might be aware of this that if the counties do not pay their fair share
that's required, then the Director of Finance of the State can take it from the Transient
Accommodation Tax revenues. That's in the State law.
VICE-CHAIR HOKAMA: So if you take it this year, then we can say they'll put it against our funded
liability then, huh, Chairman? At least we get, some, some 17, $20 million credit on our bill, you
know, if they're gonna do it this year.
UNIDENTIFIED SPEAKER: That's, that's a great idea.
VICE-CHAIR HOKAMA: And again, I just ask these questions because I think, you know, we should
be aware, yeah, Chairman, regarding obligations and, you know, so that means for us before we
pay for another position, before we build another building, before we buy another vehicle, we are
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obligated to take care our debt and our liabilities. And so I just wish to share that so that, you
know, Mr. Machida, can appreciate the situation we're in, but also for our tax base to know that,
you know, by the people's own instrument, we are required to take care of those obligations first
before anything else. So I, I thank you regarding that response of there is no limitations
regarding this ARC for the County. Thank you, Mr. Machida.
CHAIR PONTANILLA: Thank you. Mr. Couch?
COUNCILMEMBER COUCH: Thank you. Wow, seems like the actuarial part is like trying to read tea
leaves. It's just I can't get a straight answer and I'm, I'm a little concerned that this, this
26.9 million six hundred and sixty-six -- 26,966,000 is that the exact number that the actuarial
said that we have to pay this year?
MR. MACHIDA: I'm sorry, you're reading this, the 26.9?
COUNCILMEMBER COUCH: From our, from our budget.
MR. BAZ: Excuse me, Mr. Chair, no, that's not what the actuarial said, that's what we estimated, the
Budget Office.
COUNCILMEMBER COUCH: Estimated, and it's, it's close to what he put down on, on the handout
here. What happens, and, and that's what I'm trying to get, wrap my head around. What
happens if we contribute more than what the actuarial says? That money goes off into a black
hole and it doesn't get credited to our account, right? It just kind of gets added into a mix.
MR. MACHIDA: What happens...you're right, Council Member.
COUNCILMEMBER COUCH: So we can't really prepay. It wouldn't be a good idea to prepay.
MR. MACHIDA: That's why we're going to take a look at the law to see if it can be changed such that
let's say a particular county can get credit for any additional contributions that are being made as
opposed to putting it into one pot that would be shared amongst all employers.
COUNCILMEMBER COUCH: Okay, maybe that goes along with...I don't know, but in your reasons
for unfunded liability you say abuse of Benefit Formula Retirement Program? What kind of
abuses are you talking about?
MR. MACHIDA: Abuses such as the spiking. Like let's say, for example, the overtime. If somebody
puts in overtime in their last three years of service, as an example, we haven't properly funded
for that individual's retirement, because ordinarily you would fund it over the employee's work
career. So here they are going through and earning what you think to be what they would get in
the way of a benefit, and then in the last three years, they work a lot of overtime, and we haven't
properly funded for that individual. So the unfunded liability as soon as they retire grows much
higher than anticipated, because the total liability for that individual grows.
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COUNCILMEMBER COUCH: Okay and that hopefully will be taken care of with this legislation that
you're hoping passes, a lot of that?
MR. MACHIDA: That legislation affects, currently in its present form, new hires. So ...
COUNCILMEMBER COUCH: So even an old, somebody who's going to retire maybe in another six
years can still take advantage of that then?
MR. MACHIDA: Yes.
COUNCILMEMBER COUCH: And there's nothing -- well, it would be a Constitutional amendment in
order for us to plug that hole, is that right?
MR. MACHIDA: Or at least, hopefully the employers could maybe manage the use of the overtime in a
way that would not allow this type of situation to occur.
COUNCILMEMBER COUCH: So that sounds like a big bunch of cuts in the Premium Pay to help
prevent that?
MR. BAZ: Mr. Chair?
CHAIR PONTANILLA: Yeah, go ahead.
MR. BAZ: Just a comment. Just the cutting the appropriation for Premium Pay within in the budget
will not fix that problem. Based on the budget being a program budget, they can take the money
from really anywhere. I, I understand that this is definitely a management problem and this is
something that the current Administration is working on.
COUNCILMEMBER COUCH: Okay, yeah, that was going to be my comment is then okay, let's see
what we can do up there to prevent that. Okay, thank you.
CHAIR PONTANILLA: You can, in your performance-based budget. Ms. Cochran?
COUNCILMEMBER COCHRAN: Thank you, Chair. Thanks for the wonderful discussion here. I'm
just curious on, I don't know the page number here, but it's the estimated employer contributions
and it, on the bottom of all the City and County numbers, there's Board of Water Supply on a
separate line. I was just curious why it has its own line like that?
MR. MACHIDA: It's the City and County of Honolulu that's treated separately, the Board of Water
Supply.
COUNCILMEMBER COCHRAN: This is Oahu's Water, Board of Water?
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MR. MACHIDA: Yes.
COUNCILMEMBER COCHRAN: Oh, okay. And also, it looks like everyone else has consecutive
increases except for the Water Supply for the first three years., and then it just kicks in another
million for the last two years.
MR. MACHIDA: It's probably also due to rounding. It probably increases slightly. It's just that it was
rounded to the nearest million dollars.
COUNCILMEMBER COCHRAN: Oh, okay. All right, thank you.
CHAIR PONTANILLA: Thank you. Member Baisa?
COUNCILMEMBER BAISA: Yes, last, last question, but I think kind of important for us. You know,
we're here dealing with our budget, and we're here pretty much most of the day and sometimes
into the evenings and so it's very difficult for us to pay attention to what's really going on in the
Capital and we hear, you know, sporadically like we're hearing from you, bills are here, bills are
there. But I'm kind of curious, just, and, and, of course, this is an, just an opinion that I'm kind
of asking you for and if you can share, fine. If not, that's okay. Do you get the feeling from
attending all these hearings and meeting with all these committees and listening to the
Legislators' discussion and testifiers and whatever, is the message getting through that we have a
serious problem and that changes need to made, or is it more the other way where people are
saying, oh no, we have to hold on to what we have?
MR. MACHIDA: I think everyone realizes in general that changes need to be made, and for me in
particular, I'm very thankful to have the support of the Legislators as well as all of you and the
employee organizations for that matter, because without it, I, I don't believe we could have
gotten through some of these measures. There's still, I know there's still another couple of
weeks left, but I'm hopeful that all of them or at least most of them will be able to make its way
through.
COUNCILMEMBER BAISA: So you're feeling the tone is people understand and know we need to
take action?
MR. MACHIDA: I believe so. The only question is what is the right solution? And everyone realizes
and I think what's been helpful is going around and trying to do presentations and, and
communicating with all of those affected as to what the issues are, why we're in this situation,
what are the possibilities? And I think by doing that, it helped for everyone to get a better, better
understanding as to where we are.
COUNCILMEMBER BAISA: Well, thank you very much for your hard work and thank you for
coming to meet with us today. It's really, really important, thank you.
MR. MACHIDA: Oh, it's my pleasure. In fact, I'd be happy to come in the future if need be.
-41 -

BUDGET AND FINANCE COMMITTEE MINUTES
Council of the County of Maui

April 27, 2011

COUNCILMEMBER BAISA: Thank you.
CHAIR PONTANILLA: Thank you, Member Baisa. I think the next people that we should bring in is
people from the bond company to explain bonds to us.
COUNCILMEMBER BAISA: Yes.
CHAIR PONTANILLA: Member Carroll?
COUNCILMEMBER CARROLL: Thank you, Chair. Some of this conversation disturbs me in some
ways. We're hearing about the employee abuses with overtime and getting retirement. There is
no such thing. It's not the employees that are abusing this. They've been put in a situation
where government has set up the standards. And it sounds like to the public that the employees
are going outside there and, what, what do you think they're doing, faking overtime? Yeah, it's,
it's a, and I've heard this outside of this Chambers too, our employees, we're so fortunate many
times and the general public is so fortunate that they are willing to work this overtime, Police,
Fire, our Public Works serving the community. And the feeling that somebody watching this
today on television is that our, our employees are taking advantage of the system. They are not
taking advantage of the system. They're working within the system that was set up by
government, and I think that needs to be made clear. And everybody that has promoted that type
of feeling, I don't think they're providing a service.
The other thing that needs to be brought to everybody's attention, I think we need to be reminded
that the County and the State cannot compete with the private sector for talented people. The
State has terrible problems trying to fill positions like psychologists and other positions. Our
own County filling some of the Planning Commission -- positions for long range planners and
things. We can't get them because we cannot pay the wages that private industry pays. We just
cannot compete with that. One thing what we use to level the playing field is to have good
benefits.
The other part that disturbs me is we're saying, well, in a private sector this, a private sector that.
That should just be a touchstone and not really have a bearing on our decision. Our decision
should be what is fair for our employees. If we've created a situation that is not fair, we need to
correct it. But when we correct it, don't make something that somebody else has that is not fair
just to just level the playing field in that way. The private sector has some problems that are
definitely not good for them and definitely not fair. The Federal government, I think nine years
ago, passed some legislation to where corporations could not be sued if they terminated benefits.
That happened about nine years ago. That's terribly unfair. Corporations can just cut all the
retirees loose, and that's it. Do we want to do something like that? No.
We need to be really aware that we represent this Council and other government entities
represent the people that are working for us in good faith, and we need to make a system to
where they have good benefits that are appropriate for them. And the changes in the Legislature
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and other places we need to promote, and I would hope that's where we're going. I hear too
much on the line that our employees are getting too much and it seems to be somehow they're
taking advantage of the system, and again, our employees are not taking advantage of the system.
They're working within your system that they have no choice when they took a position in Maui
County or in any other State position. And I just would hope that my speaking now the general
public would realize that our employees really do work hard, and they aren't taking advantage of
the system, they're working within it. Thank you.
CHAIR PONTANILLA: Thank you, Mr. Carroll. Yeah, we all know our employees work hard and
they get paid for it. The other thing though is that, you know, we, we gotta be true to our
taxpayers also. Now that, we, you know, for me learning that we have laws that allow this, you
know, and hearing from Mr. Machida in regards to trying to change some of these laws, you
know, to make sure that our government can, can truly run by the taxes that we collect, you
know, is good news to me. The other thing, you know, they're trying as hard as they can.
They're trying to change things in, in government, and if you don't change, then everything
remain the same, same old rut like, you know, what Mr. White has been advocating. You know,
we go back way in the '60s in regards to some of the issues that we face today and trying to
change, you know, is, is not as easy as what everybody thinks. Everybody, you know, we have
Legislators that all think differently. Yeah, it's same like us. We have nine people here. We
think differently. So, in, in order for make change, you know, the sales on the change should be
a positive one, not only for the workers but also for the taxpayer. So they have a big task. But
my question to Mr. Machida is that does HRS require the funding of ERS, the Employee,
Employee Retirement System?
MR. MACHIDA: Sorry, does, does the State, State law require?
CHAIR PONTANILLA: Yeah, requires that we pay the Retirement System?
MR. MACHIDA: Yes, yes, yes.
CHAIR PONTANILLA: Okay, as far as that, if HRS require the County to pay only the current portion
or, you know, if we can pay the current as well as the actuarial calculated unfunded liability, can
we pay both?
MR. MACHIDA: No, we would have to change the law to allow that to happen. You could. You could
actually pay but again, it would go into one pot and would be shared amongst all employers, and
I'm not sure whether a particular employer would want to do that.
CHAIR PONTANILLA: Yeah, okay. Thank you. So the benefit is not really good then. Okay,
Members, any -- Mr. White? I'll just go right down again.
COUNCILMEMBER WHITE: Thank you, Mr. Chair. So if I'm hearing you correctly, if the
Retirement System is requesting that Maui County pay 26 million, and we have it in our budget
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at 26.9 million, is it correct that, that 900,000 overage just goes into the pot and we don't get
credit for it?
MR. MACHIDA: Currently, yes. And actually, if I could make one clarification, too?
CHAIR PONTANILLA: Sure.
MR. MACHIDA: The law requires that the employers contribute 15 percent of payroll for the general
employees and 19.7 percent for the Police and Fire. So whatever that number comes out to be,
that's what the law requires. Our actuary though will calculate what's estimated based on
previous payroll information and certain assumptions, for example, payroll growth to estimate
what that dollar would be.
COUNCILMEMBER WHITE: Okay. So then our extra 900,000 is driven by the...either pay raises that
-- well, of course, we're not -- we didn't budget any pay raises so it's driven by, is that driven by
the additional expansion positions?
MR. BAZ: No, Mr. Chair. The additional funds that are in there are based on the idea that something
like House Bill 1038 would go into effect which would be, of course, this one doesn't show an
effective date but would be 17 -- increasing it to instead of 15 percent of payroll for all other
employees to 17 percent of payroll. The initial numbers that we received via conference call
with the Employee Retirement System were towards the, the higher amounts that, that
Mr. Machida reflected on Page 2 of his handout of 18 percent for general employees and, and
about 27 percent for Police and Fire. So what we did was we estimated our information based on
that so that we would have the money in the budget just in case we had to pay for it.
COUNCILMEMBER WHITE: So, Mr. Machida, is the, is the $26 million figure based on the
15 percent or the 18 percent or a blending of the two?
MR. MACHIDA: It's actually based on the 15 percent and the 19.7 because the -- this is based on the
phased-in schedule under the assumption that new hires from July 1, 2012 would be impacted by
the benefit changes.
COUNCILMEMBER WHITE: Okay.
MR. MACHIDA: And so, obviously if those, if this proposal doesn't go through the Legislature, then
this number might be calculated at a different amount.
MR. BAZ: Mr. Chair, just to add additional, what we budget in there is an estimated amount. What we
pay is based on our payroll according to the law. So if there is additional monies in there, it
would be carried over as savings for -- in the County's coffers for the next fiscal year.
COUNCILMEMBER WHITE: Right. Okay, thank you. Thank you, Chair.
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CHAIR PONTANILLA: Okay, so we pay the actual?
MR. BAZ: Yes, that's correct. We'll pay the actual.
COUNCILMEMBER WHITE: Okay, okay.
CHAIR PONTANILLA: Mr. Victorino?
COUNCILMEMBER VICTORINO: So as I hear, no matter what the law does, we will pay only actuals
and nothing more. Is that correct, Mr. Baz?
MR. BAZ: Yes, the Finance Department will pay what is required according to the law.
COUNCILMEMBER VICTORINO: And if the law does change, Mr. Machida, you know, where we're
allowed to do more, at that point in time whatever we put in would be kind of calculated towards
our overall unpaid mandate?
MR. MACHIDA: Yes, if we change the law, yes.
COUNCILMEMBER VICTORINO: We have to change the law, yeah. Obviously, if they change the
law, yeah.
MR. MACHIDA: Yes.
COUNCILMEMBER VICTORINO: And what do you feel on that one? You know, I know Ms. Baisa
asked in general. What about that one in particular? How do you feel that -- what is your feeling
from the Legislature on that one?
MR. MACHIDA: I'm not really sure on that one. I haven't really spoken to anyone on it. So it would
be difficult for me to determine one way or the other.
COUNCILMEMBER VICTORINO: Okay. Thank you for your, your honesty and thank you for all
your hard work. This is, this is really eye opening, Mr. Chair, you know, and something that I
think the public appreciates, because they understand what this all comes together. And they
understand also that changes starts at the Legislature and unless the Legislature makes changes,
we're just stuck with whatever is left over -- what we're mandated to do, yeah? And that's the
real challenging part; none of the counties have that ability to make the change without the
Legislature making the change, yeah. So life is that way, yeah? Thank you, Chair.
CHAIR PONTANILLA: Thank you. Just a fast question before I go to Mr. Hokama. Have all the
different employers lobbied our State Legislature to support the particular bill?
MR. MACHIDA: I'm sorry, have they, have they?
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CHAIR PONTANILLA: Yeah. We get lobbyists out there that we hire. I don't know if he really doing
his work.
MR. MACHIDA: I'm not sure about all of the bills, but I know some of them.
CHAIR PONTANILLA: Some of them that affect us -- affect you which affect the employee -- you
know, the Retirement System, you know.
MR. MACHIDA: I believe so. I know that the County of Maui in particular has been.
CHAIR PONTANILLA: Okay, because we support -- as Council Members, we support the bills that,
that go through the Legislature and, and if we're not apprised of those things, you know, we
cannot lend our support in, in trying to reduce government cost. So, you know, in, in the future
hopefully, you know, some of these things can be supported by the Council that, you know, will
benefit the government as well as the people that we serve. So, you know, we welcome that kind
stuff.
MR. MACHIDA: Thank you for your support.
CHAIR PONTANILLA: Thank you. Mr. Hokama?
VICE-CHAIR HOKAMA: Two, two questions. One is on the interest earnings under employee
contributions. That is set by -- the percent is set by statute, Mr. Machida?
MR. MACHIDA: Yes, it is, 4 1/2 percent per year.
VICE-CHAIR HOKAMA: How, how did they -- do, do you recall how they arrived at this amount or,
or percent that is to be calculated for the, on the interest?
MR. MACHIDA: I, I'm not sure how it was, but I'm assuming that back whenever it was enacted that
must have been the going rate at that time.
VICE-CHAIR HOKAMA: Because I notice, your -- the recommendation is to cut it to 2 percent?
MR. MACHIDA: Yes, that's the recent legislative proposal, yes.
VICE-CHAIR HOKAMA: Right, right, right, right. And again, that was based on -- the, the 2 percent
is based on, on, on what?
MR. MACHIDA: The 2 percent was actually made through one of the committees, one of the
legislative committees. They determined that that was an appropriate amount to-consider.
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VICE-CHAIR HOKAMA: Was this looked at more from the perspective of what is good for the State
government per se only, because a lot of times, you know, what they do to me is not good for
this County. So they're just looking at it from a State perspective basically?
MR. MACHIDA: I'm sorry, I couldn't tell you whether it was State or County or both.
VICE-CHAIR HOKAMA: You know, at one time the City did this. You know, we were always told
it's Council, Council's, Mr. Machida, that once you put General Fund money into a Special Fund
it's a one-way street, you cannot reverse it and put it back to General Fund. City and County did
a unique thing under Mayor Harris. They've convinced, they convinced each other, the Council
and the Admin., that the General Fund subsidy to their Special Funds, especially like your sewer
system on Oahu, was a loan from the General Fund and therefore, that Administration raided the
Special Funds and when put it back into General Fund to not do other type of revenue
considerations. Have you ever tried telling the Leg that, you know, we want what we consider a
loan to the General Fund of one point something billion back to the ERS System?
MR. MACHIDA: I've never myself have done that.
VICE-CHAIR HOKAMA: Well, wouldn't you ask your Trustees to send 'em a request and see what
they say?
MR. MACHIDA: I'll ask the Trustees.
VICE-CHAIR HOKAMA: I mean, it worked for one entity. Why, why wouldn't it work for your
entity? Because again, it was based on earnings from the system's portfolio of contributions by
both employees and the employer, right? It wasn't off an investment the State of Hawaii per se
did under their short-term investment consideration. It was done with certain funds that was
placed in the Retirement System. So I think if you get some good lawyers, and maybe
Mr. Matsumoto can direct you to some of them, why wouldn't you put in that request and see
what the AG has to say? He might say you may have some grounds, I, I don't know. I mean, I
mean, you can pay any attorney to fight, for, for a certain position. But I, I think it's worthwhile
that you at least breach the conversation, because, you know, I get two hats, I'm a employee,
employer representative but I'm a beneficiary too. And, and, you know, I feel like I getting
screwed both ways right now. Okay, thank you, Chairman.
CHAIR PONTANILLA: Thank you. Mr. Couch?
COUNCILMEMBER COUCH: Thank you. Mr. Machida, you had mentioned that the total funded
assets was as of, as of December 31 st was actually 11 point or -MR. MACHIDA: Over 11 -COUNCILMEMBER COUCH: Over $11.5 million?
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MR. MACHIDA: Well, as of December 31, was over 11 billion.
COUNCILMEMBER COUCH: Over 11 billion, okay. How does that affect this unfunded liability
since we've actually made 2 billion more than -- almost 2 billion more than we anticipated?
MR. MACHIDA: It would definitely help the unfunded liability. The only thing is that you have
deferred losses that are being carried forward. So that increase or the investment earnings
increase would also offset the deferred losses. There's $1.5 billion dollars that are carried
forward over the next two years. So, and then we also have remaining pension payouts to be
made for the rest of the year. So some of that would also be needed to be considered to look at
the overall impact of the unfunded liability. But when you're looking at it from the standpoint
of, in isolation, it's going to help the unfunded liability.
COUNCILMEMBER COUCH: And we just won't know how much until next year?
MR. MACHIDA: We won't know how much until the end of the year, June 30, 2011.
COUNCILMEMBER COUCH: End of the fiscal year, okay. Thank you.
CHAIR PONTANILLA: Okay. Ms. Cochran?
COUNCILMEMBER COCHRAN: Thank you, Chair. I'm looking at increased contribution by
employers is not optional and it states required to comply with Government Accounting
Standards Board, GASB, and then down below, other considerations, GASB Accounting
Standards. So are you looking to change some compliances with that or what, what's the
connection between having them as a source of a consideration to help the situation?
MR. MACHIDA: Well, the Government Accounting Standards Board sets the requirement for footnote
disclosures for financial statements. And they also, it's almost like a best practices guideline,
and so their guideline in general is, you know, paying down the unfunded liability by 30 years or
less. And so, what other -- when bond issues are made there is prospectuses that are issued along
the status of the State and the County governments' financial status. And so, it may be looked on
unfavorably if an employer or a fund, a system were not able to project paying out the unfunded
liability beyond the 30 years as required by the guideline. So a lot of it may be, or some of it
may be determined by what the guidelines are, because it may also impact the bond ratings if
compliance is not met with some of these guide, guidelines.
COUNCILMEMBER COCHRAN: And who makes up this board?
MR. MACHIDA: This is a national board that, that governs financial statements and what's required to
properly report to the users of those financial statements.
COUNCILMEMBER COCHRAN: Okay, thank you. Thank you, Chair.
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CHAIR PONTANILLA: Thank you. Ms. Baisa?
COUNCILMEMBER BAISA: No thanks, I'm done.
CHAIR PONTANILLA: Okay. Mr. Carroll?
COUNCILMEMBER CARROLL: Thank you, Chair. What would you think the timeline would be,
you know, making changes in the Legislature, possible changes that the County can make to
actually implement some of these things to where it would make a difference in our budget and,
and the State and make it an equitable system as you would envision it? What would be the
timeline to actually bring this about?
MR. MACHIDA: With, hopefully with the passage of some of these measures, it can be almost
immediate.
COUNCILMEMBER CARROLL: That's amazing for government. Thank you.
CHAIR PONTANILLA: Thank you. Members, any more burning questions that you have, otherwise,
you know, I would like to thank, Mr. Machida, for being here, you know, answering our
questions. And I want to thank the Finance Director for, you know, also supporting you, your,
your presence here. With that, Members, Chair is going to recess this meeting to 1:30 this
afternoon. We'll be meeting with Corporation Counsel. Just to let you know, we may go into
executive session on this one. So the Budget and Finance Committee meeting is in recess till
1:30. . . .(ga vel). . .
RECESS:

11:52 a.m.

RECONVENE:

1:37 p.m.

CHAIR PONTANILLA:
reconvened.

.(gavel). . . The Budget and Finance Committee meeting is now

DEPARTMENT OF THE CORPORATION COUNSEL

CHAIR PONTANILLA: Members, this afternoon we do have from Corporation Counsel, Mr. Pat
Wong. And Members, you know, discussion -- or if you have any comments that you want to
make or any questions that you want to ask Mr. Pat Wong, Wong in open session, at this time,
the Chair would allow that. Member Mateo?
COUNCILMEMBER MATEO: Chairman, I, I think I'll wait. I believe we're gonna go into executive
session.
CHAIR PONTANILLA: Executive session, yes.
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COUNCILMEMBER MATEO: Is that the intent, Mr. Chair?
CHAIR PONTANILLA: Yes.
COUNCILMEMBER MATEO: Okay, then I'll wait until executive session, because I think what I
would need to ask would be covered in that session. Thank you.
CHAIR PONTANILLA: Thank you. Mr. White?
COUNCILMEMBER WHITE: I have no questions for open session, Chair. Thank you.
CHAIR PONTANILLA: Mr. Victorino?
COUNCILMEMBER VICTORINO: Yeah, I'll wait till executive session.
CHAIR PONTANILLA: Thank you. Mr. Hokama? Mr. Couch?
COUNCILMEMBER COUCH: I'll wait.
COUNCILMEMBER BAISA: Ditto.
CHAIR PONTANILLA: Okay. Mr. Carroll? Okay, fine. Members, Chair would entertain a motion to
convene an executive meeting, closed to the public pursuant to Section 92-5(a)(4), Hawaii
Revised Statutes to consult with legal counsel on questions and issues pertaining to the powers,
duties, privileges, immunities, and liabilities of the County, the Council and the Committee.
COUNCILMEMBER VICTORINO: So moved, Mr. Chair.
COUNCILMEMBER WHITE: Second.
CHAIR PONTANILLA: Yeah, it's been moved by Member Victorino, and second by Member White
that we go into executive session. Members, any more discussion? Seeing none, all in favor of
the motion, please say, "aye".
COUNCIL MEMBERS: Aye.
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VOTE:

AYES: Chair Pontanilla, Vice-Chair Hokama, and Councilmembers Baisa,
Carroll, Couch, Mateo, Victorino, and White.
NOES: None.
ABSTAIN: None.
ABSENT: None.
EXC.: Councilmember Cochran.

MOTION CARRIED.
ACTION: APPROVE; RECESS open meeting and CONVENE executive meeting.
CHAIR PONTANILLA: Thank you. We'll take a short recess to prepare the Chambers for executive
session. Recess. . . .(gavel). . .

RECESS:

1:39 p.m.

RECONVENE:

3:02 p.m.

CHAIR PONTANILLA: . . .(gavel). . . The Budget and Finance Committee meeting is now
reconvened. Members, that's all we have for today. For tomorrow though, we do have the
Department of Personnel Services. This is in regards to providing us some information on the
HGEA contract. Also, over here, coming over here is the Department of Parks and Recreation.
We're gonna be talking about the golf course green fees. Department of Environmental
Management, one of the Members had requested that they be here along with the Department of
Water. How about the Department of Finance? Any, any of you want the Department of
Finance to be here tomorrow?
VICE-CHAIR HOKAMA: Can we have RPT on call, Chair?
CHAIR PONTANILLA: Real Property Tax, sure. Oh, Scott's on Oahu. When, when he comes back?
Monday. We can ask him.
COUNCILMEMBER VICTORINO: Oh, timing is -CHAIR PONTANILLA: Although we're gonna do deliberations on Monday, maybe we can have a
special meeting with him in this Chambers regarding Real Property Tax. So we'll allow for that.
Chair will allow for that. Any other Departments that you want over here? We just about named
every single one.
VICE-CHAIR HOKAMA: Both Finance and ...(inaudible)...
-51-
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CHAIR PONTANILLA: Okay, with that Members, thank you very much for being here. The Budget
and Finance Committee meeting is now adjourned. . . . (gavel).. .

ADJOURN: 3:04 p.m.

APPROVED:

/

J EPH •NTANILLA, Chair
udget and Finance Committee
bf:min:1 10427
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