MINUTES
BOARD OF WATER SUPPLY
WORKSHOP
Tuesday, April 22, 2025

The Board of Water Supply, County of Kaua‘i, held a Board Workshop in Lihu'e on Tuesday, April
22, 2205. Chair Julie Simonton called the meeting to order at 10:03a.m. The following Board
members were present:

BOARD: EXCUSED:
Ms. Julie Simonton, Chair

Mr. Tom Shigemoto, Vice Chair

Ms. Micah Finnila

Mr. Eric Fujikawa

Mr. Ka‘aina Hull

Mr. Troy Tanigawa (entered at 10:47 a.m.)

Quorum was achieved with 6 members present at Roll Call.

APPROVAL OF AGENDA
The agenda was approved with no objections.

PUBLIC TESTIMONY
None

NEW BUSINESS
1. Water Systems Investment Plan (WSIP) Draft Facilities Reserve Charge (FRC) and
Preliminary Rate Discussion presentation:
- Manager’s Perspective
- History of Department of Water Capital Planning and Funding
- Current Financial Overview
- Long-Range Capital Planning and Water Systems Investment Plan (WSIP)
- Capital Improvement Project (CIP) Development and Prioritization
- WSIP Financial Plan: FRC Overview and Draft Analysis, FRC and Rate Study
Alignment
- Next Steps

Commission Support Clerk, Cherisse Zaima, went over meeting decorum and testimony
instructions.

Manager Joseph Tait welcomed members of the public and elected officials joining the
workshop and stated the purpose of today’s workshop is to provide the Board, our customers,
and all interested parties with a financial managerial history pertaining to the relationship
between our Facilities Reserve Charge, and DOW’s water rates.

He stated that the DOW board has implemented actions since the adoption of Water Plan 2020,
focusing on a methodical and detailed approach to identify a realistic financial strategy for
current and future capital planning. This includes completing the unfinished 24-year-old Water
Plan 2020 within the new water system investment plan, addressing an inconsistent and loosely
organized managerial history over many years.
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Mr. Tait pointed out that the many managers before him did not fail, noting that several of them
were not here long enough to investigate corrective paths. Many of them did not convene a team
due to their short tenure but were blessed with the ethical and tireless professionals he has the
fortune to work with and be surrounded by today. He added that those past managers did not
have a team who, though understaffed, have accomplished so much in the short time he has been
here. He states this having met previous DOW managers and Board members, two of which
currently face similar staffing issues. The department continues to receive full support from the
Mayor, Council, and above all our Board of Water Supply members who provide advice and
counsel, ask the right questions, and have supported him through difficult issues and challenges.

The past two years of deep review and providing the Board with difficult and factual information
were the drivers for finalizing DOW’s two foundational move-forward plans — the Kauai Use
and Development Plan, and the new, soon-to-be-completed Water System Investment Plan. The
arrival of our new financial leadership two years ago combined with completing the remainder of
our management team last week with the new IT Manager, Robert Newton, the department is
positioned to carry out the Board’s decisions and return to prudent and stable management.

Mr. Tait shared a conversation he had with one of DOW’s longest serving employees, who was
involved in a discussion with some newer employees about our financial situation and challenges
we face with completing our CIP projects. This employee stated that he had been through 40
years of good and bad financial cycles, and we always come out stronger than before.

The joint presentation by Brown and Caldwell, Harris & Associates, and the Department of
Water, County of Kauai commenced.

Ann Hajnosz of Harris & Associates went over the Agenda for the day, the workshop
framework, and next steps and encouraged the Board to ask questions throughout the
presentation. She added that the Board’s feedback today will be incorporated into their analyses
and will be brought back to the Board this summer when they will begin discussions about the
rate study. The framework for how rate studies are done will be provided, and the team will be
working with the FRC and the rate study in parallel so they can go out for public hearings at the
same time with the understanding of the required legal process. The Small Business Association,
as well as other stakeholders across the island will be included, and the final rate proposal will be
brough to the Board for approval.

Board member Hull asked if any Department of Water rate increases, or changes are required to
be assessed by the Public Utilities Commission (PUC) to which Ms. Hajnosz replied typically no
as DOW is not a private utility.

Capital Planning and Funding History (1999-2025) (Pages 6 through 14)

Ms. Hajnosz shared that she worked on this project 25 years ago which was a comprehensive
effort including a typical water master plan and funding plan along with significant public
outreach. In addition to that, they developed a strategic plan and an implementation plan that
was all part of the Water Plan 2020 effort. In 2006, five years after the completion of the plan, it
was recognized that the department faced challenges in program management due to insufficient
resources to take on big effort, capital implementation efforts. The goal was to find ways to
inject resources into the staff to overcome these obstacles and successfully complete the capital
initiative. Water Plan 2020 focused on distribution, supply, storage, and pumping, addressing the
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old pipe infrastructure and other typical functions of water supply and storage. In 2001, capital
expenditures of $10 million per year using financial assurance assumptions were considered,
which were significant amounts at the time. Further discussion on this topic will be discussed in
the rates study.

The board approved two 32% rate increases over five years, focusing on debt service coverage
and reserves. The first rate increase was implemented, and Ernie Lau, the Manager at the time,
asked about the level of rate increases needed for the Water Financial Plan over the next 20
years. It was estimated that 3% per year over 20 years would be enough to fund and implement
rates. However, after the first 32% rate increase, the team realized they were not able to go as
fast as they thought and may need to pull back on the rate increases. The study examined a
consistent annual pattern of $45 bills for 10,000 gallons of water, which is now around $68 per
month. However, the rate plan was not fully implemented. Another review was done about 5
years later as shown in this graphic on Pg. 11.

Ms. Hajnosz summarized the WP 2020 Funding Overview for Water Rates on Pg. 12. In
October 2010, a rate study was initiated, which was not adopted until December 2011. The
process took a year, involving feedback from the public, the process, and public input. The
adopted rates had a five-year plan until July 2014, and are still in effect today. The process took
approximately nine to 12 months. During the same period, FRC’s were being considered,
ranging from $2,000 to $4,000. Iterations of the FRC occurred, with costs ranging from $20,000
to $14,000. The methodology used for calculating facility reserve charges is divided into source,
storage, and transmission, which are the backbone facilities. The $14,000 facility reserve charge
in 2015 was largely based on the Water Plan 2020 plan, capital assumption, and was calculated
based on the financing and payment of debt service using facility reserve charge revenues.

Current (2025) DOW Financial Overview (Pages 15 through 23

From 2015 to 2024, customer growth was around 1% per year, with water usage remaining
relatively flat, except during the COVID years. This is consistent with water utilities across the
country who have seen a pattern of reduced usage on a per capita basis. Service areas with
increased population see a flat overall water usage when per capita usage decreases. However,
significant conservation efforts have been made, with fixture units adjusting for conservation.
This has been a success in delaying future supply, which presents challenges for revenues.
Despite initial resistance to conservation, the department ultimately supports it.

Board member Hull asked whether the significant drops noted during COVID were primarily
attributed to commercial and resort businesses to which Ms. Hajnosz yes but explained that they
did see significant drops in other areas as well. Mr. Hull noted that hotels pay a different rate
and asked whether hotels also pay a different FRC. Ms. Hajnosz stated it is not a different class
and it based on meter size. Engineering Division Head Jason Kagimoto added that it’s evaluated
differently than residential; all commercial is evaluated based on fixture units. Referencing
resorts, Mr. Hull asked to clarify that fixture counts are established, which helps determine meter
size, which Mr. Kagimoto confirmed.

Board Chair Julie Simonton stated The Uniform Plumbing Code has water demand or accounts
associated with each fixture — each toilet, each sink, water fountains, etc. Those are then tallied
up, which equates back to water usage and meter size versus single family homes that are just a
fixed rate. Mr. Kagimoto explained that the whole building permit process and timing is very
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nuanced, requiring the architect or engineer to tally up all of the fixtures to identify the
appropriate meter size. That evaluation then helps determine whether we can support that meter
size being added to the system.

Board member Shigemoto asked when this fixture methodology was instituted, and whether it
was used when Water Plan 2020 began. Ms. Simonton noted that she worked for the department
as a consultant 20 years ago and can confirm that this methodology was used back then. Deputy
Manager Hinazumi stated that residential homes still utilize the fixed cost per meter, which is the
FRC, and it is not based on fixture cost. Since the inception of the FRC, the department has
utilized fixture costs for all commercial accounts and resort developments, which are considered
commercial.

Board member Hull asked that if he proposed a 20-unit multi-family complex, and a 20-unit
resort with kitchens in each unit, would there be a difference in the FRC cost for the multi-family
versus the resort, which are identical in size and units; however, one is being used for residential,
and the other for resort. What is the difference in FRC requirements? Mr. Hinazumi stated
explained they are viewed identically; by Board rules, the FRC size is determined by either meter
size or number of units, whichever FRC is greater.

Revenues exceeded expenses in 2015 and 2016, with the last rate increase occurring in July
2014. The total expenses may shift slightly based on capital expenditures, while other expenses
remain relatively stable. Operating expenses may increase or decrease slightly, possibly due to
COVID-related expenses in 2020 and 2021. Despite this, operating expenses have consistently
exceeded revenues, indicating a significant cumulative trend.

By the end of 2024, there were approximately $46 million in cash drawdowns from DOW
reserves. The question was whether a 4% to 5% rate increase would have made the department
whole over a 10-year period. This is close to the Water Plan 2020 number, which suggested a 3%
rate increase every year after Water Plan 2020 was implemented. If a 3% rate increase had been
implemented, the company would have been in good financial condition; 55%, cumulatively,
over 10 years would have made the department whole.

The next question they asked was where did all the money come from? Looking back into
financial statements did not reveal an exact explanation. However, the audited financial
statements show a declining trend in the department's current assets, specifically cash and cash
equivalents over the last decade. Grant proceeds were present in the accounts in years 18-20 and
24, which accounts for the spikes, but they should have been removed. The department
exceeded revenues for the last seven or eight years, which primarily came from cash reserves,
and 1s likely in direct correlation to when the impacts of the last rate increase started to end. No
new income from those rates was realized over that 10-year period due to inflation and rising
operating expenses. Without an increase in revenues, the department would run a deficit, as
operating expenses increase at least 3% annually.

The current ratio is a measure of liquidity, indicating how well a business can serve its working
capital in emergencies. It measures how quickly a business can pay off short-term liabilities with
short-term assets. The ratio is calculated by dividing current assets by current liabilities, which
are anything that can be converted into cash over a 12-month period. The same applies to current
liabilities, which are anything that can be paid off with current cash over the next 12 months.
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Working capital is essential for leads, expenses, and revenues, and a 1.5 to a 3 ratio is considered
healthy for a business. This ratio helps businesses manage emergencies and ensures they have
sufficient working capital for their needs. The department's current ratio as of June 2024 is 1.28,
compared to Maui's 4.69 and Honolulu Board of Water Supply's 3.97. Big Island, which has not
finalized its audited financials yet, is at 4.4. This is a significant difference from other islands.
The ratios are based on audited financial statements for the first three Kauai. It is important to
consider not only the ratios but also the dollar amount of capital reserves or working capital.

Ms. Simonton asked whether they have the number of customers for each island to accompany
the figures on Page 21. She noted that not only does Kauai have fewer customers, we also have
19 stand-alone water systems, which presents an economy of scale challenge for Kauai that the
other islands don’t have. Ms. Hajnosz stated Honolulu is the most integrated, they are unsure
about how many water systems Maui has, but Big Island probably has twice as many as Kauai.
However, all of the islands have had recent, consistent annual rate increases, taking a pause
during 2020, 2021 due to COVID.

Starting in 2015, the financial position was strong, with strong ratios. However, the last rate
increase occurred in 2015, and the ratios eroded over time due to non-implementation of rate
increases.

Long-Range Capital Planning and WSIP Overview (Pages 24 through 29)

Engineering Division Head Jason Kagimoto explained that the goal is to develop a roadmap for
the next 20 years to ensure transparency and coordination with other agencies, knowing this is
going to cost a lot of money, and to make sure they are not making decisions in a vacuum. The
plan will address current and future deficiencies, balance work on facilities, and address
maintenance, replacement, expansion, and additional plan development. A significant part of the
plan involves a comprehensive evaluation of the water system, assessing current conditions,
future deficiencies, and how to balance work for maintenance, replacement, expansion, and
additional plan development. This will ensure that decisions are made in a transparent, cost-
effective and coordinated manner. The plan for the engineering side of the project involves
determining the financial structure that will support it, and ensuring that the process is
methodical and unbiased.

One of the biggest and longest tasks has been updating the GIS and hydraulic model, which the
department has already been using for current CIP projects. Going forward, having all this
information much easier to access will allow a lot of engineering decisions to be made more
quickly and with more regularity. The Water Resources and Planning Section are currently
working on that.

Water rates and FRC is one way to support the financial portion of this plan, but the department
is also looking to find outside funding through grants, state appropriations and coordination with
other County agencies to help offset the impact to our customers and still be able to achieve our
project goals.

Mr. Shigemoto asked if an evaluation was done on Water Plan 2020 to determine how successful
the department was in accomplishing some of the goals and objectives. Where do we stand
today with those goals and objectives? Mr. Kagimoto stated he thinks about half of the projects
were done under that plan; however, there were a number of factors that resulted in the amount
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of projects that got done such as not all the water rate increases being followed through on,
increased environmental permitting rules, and turnover in staffing. Manager Tait added
additionally, the department went through several managers resulting in lack of consistent long-
term vision. There is still a little more than half of Water Plan 2020, which is 24 years old, to be
done in the WSIP; those projects have been prioritized.

Mr. Kagimoto stated his understanding prior to his time here is that the department looked to
fund a number of projects using its own capital to expedite the completion of projects rather than
accepting federal monies that would require additional permits and other work that would extend
out the timeframe. Currently, we are at a point where we have to look at outside funding to be
able to continue moving projects. Over the past four years, the department has contracted
approximately $60 million worth of work, with 25 million dollars coming from state
appropriations and $10 million from additional SRF money. The department has encumbered
most of its FRC funds, a significant amount saved up, to catch up on the work our communities
and our water systems need. In doing so, though, the department has tied up a lot of the money
that was available.

Board member Tanigawa entered the meeting at 10:47 a.m.

Ms. Hajnosz explained that the idea for implementation of Water Plan 2020 was that the Deputy
Manager would be its champion. However, the department has had multiple managers, and was
never fully staffed with deputies. It was such a big lift to go from $2 million a year in capital
planning to $10 million, and the organizational structure along with funding just wasn’t there.
Before Water Plan 2020 the Federal government was funding water systems at about 60% of
capital needs. This has dropped over time to less than 10% of assistance from the Federal
government, which then has to be made up by rate payers. Ms. Hajnosz stated the lack of federal
funding and planning for water utilities to capture depreciation in their rates, leaves the
department facing a significant shortfall. She emphasized that not only the money but also the
organizational structure is crucial. Manager Tait added that as soon as Water Plan 2020 was
adopted, a year and a half later, the manager was gone.

Mr. Shigemoto asked if it will now fall on the Manager to implement this plan moving forward
as we have learned from the previous plan that the department did not have a deputy to
implement it. Manager Tait stated, yes it will, adding that if he is not committed to finding the
staffing and the funding, we will be right back in the same cycle we were in.

Mr. Shigemoto asked if we had enough money from rates that were increased for Water Plan
2020 to do the projects that were listed as priority to which Manger Tait replied no.

CIP Development (Pages 30 through 53)
Michelle Sorensen and Stan Kowalczyk of Brown and Caldwell provided an overview of the CIP
development prioritization.

Mr. Kowalczyk explained the first step for re-evaluating Waterfront 2020 and updating the
Capital Improvement Program involved developing GIS and hydraulic model tools to establish
an asset inventory and evaluate the condition and capacity of all assets. This involved moving
asset information from paper format to a digital framework, allowing the department to operate
more efficiently and effectively. The GIS provides the department access to facility information
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on computers and mobile devices, enabling evaluation of the water system, identifying agency
deficiencies, and where improvements need to be made. A hydraulic model was developed using
existing water billing information and flow and pressure data collected throughout the island.
That data is used to calibrate the hydraulic model to ensure it accurately simulates the system's
performance and ability to supply water to customers. The GIS and hydraulic model are tools
that provide a framework to perform the evaluation of the water system and identify needed
capital investments and is a must-have item.

There are nine separate water systems, each with its own disconnected components. It comprises
425 miles of water main, 48 active wells, 56 tanks, 18 booster pump stations, 3,000 fire hydrants,
and 44,000 water meters. Developing the CIP began with Water Plan 2020, identifying
completed and uncompleted projects, as well as those currently contracted or underway in
planning, design, and construction. The water system was evaluated and updated to align with
current demand and growth projections. Projects from the 2020 plan were identified, and a
comprehensive project list with accurate costs was created to identify infrastructure requirements
over the next 20 years. The process then involved working closely with the department and the
board to prioritize the required infrastructure investment.

Mr. Kowalczyk discussed the overall project list and costs, starting from Water Plan 2020. It
includes projects currently in progress, including six in construction, eight in design, and four in
planning. The map on Page 41 shows 74 uncompleted projects from Water Plan 2020, which
have been incorporated into the updated CIP. The system evaluation process involved updating
demand and growth information, identifying which projects were no longer needed and which
were still needed. The map outlines the projects that need completion and are now included in
the new project list. A big, important step was reestablishing the existing system's demands and
developing a 20-year plan for proposed growth. This plan was developed in alignment with the
Kauai general plan, incorporating community plans, and specific proposed development
information to integrate as much information as possible into the plan to ensure the infrastructure
could support the proposed development and community priorities. The Kauai water system
standards have been evaluated using demand projections and tools developed to identify
deficiencies in a standard, repeatable, and unbiased way. There have been no significant changes
to these standards since Water Plan 2020. One example of system analysis is evaluating all
hydrants in the system for available fire flow. This allows for a wide evaluation of the system's
capacity to supply the required fire flow set by current planning standards. Deficits were
identified in previous programs and are now being addressed using these tools.

The next slides will detail each project type, their location, average and total costs for the
program, and an overall map of these types. The final slide will provide a comprehensive
overview of the project types. There are several slides that break down the total cost of the
program as prioritization begins. The program costs decreased with the number of projects
prioritized at different levels, starting with new wells at an average cost of $7.1 million, resulting
in a total cost of $57 million. These are the wells needed to provide required source capacity to
meet existing and future identified demands, along with new tanks for storage and fire flow. The
average project cost is $14.6 million, resulting in a total cost of $248 million.

Ms. Simonton asked if we know there is adequate supply where the wells are going to be sited to

which Mr. Kowalczyk stated not in all areas, but that would be part of the plan and design phase
of the project.

Board Workshop April 22,2025 Page |7



Mr. Shigemoto commented that he noticed there is no well in the Lihue area and asked if that is
because the underground resource is so bad. Mr. Kowalczyk explained that a significant source
development is needed to support all the planned development in Lihue. The assumption for the
capital program is that this capacity will be provided by an expansion of the surface water
treatment plant. However, this cost is not included in the program as it would be funded by
partnerships with the proposed development and the driver for that need.

The system was also evaluated for condition and rehabilitation of facilities needed to maintain
system operations. The average age of all wells on the island is 41 years, and they are working
with the Engineering and Operations staff to identify the requirements for rehabilitation of those
facilities over a 20-year period. The average age of the wells that have been flagged for
rehabilitation projects is 48 years at an average cost of $3.9 million, and a total cost of $152
million. The average age of all tanks on the island is 31 years, with the average age of the ones
being flagged for rehabilitation being 55 years at an average cost of $4.2 million, and a total cost
of $79 million. The average age of all the booster pump stations on the island is 25 years, with
the average age of those flagged for rehabilitation being 33 years at an average cost of $3
million, and a total cost of $24 million. The total cost of pipeline R&R is $546M, with the oldest
pipes dating back to the 1920s, 15% of the system built before 1960, and 7% undersized for fire
flow, with projects to replace 20% over 20 years. Another way to think about it is rehabilitating
or replacing your system every 10 years equates to 21,000 linear feet per year for the pipeline
R&R program.

The figure on Page 51 shows various project types. The pie graph is used to determine the
percentage of each project type in the overall program. This helps the department prioritize
projects if they cannot implement all, but still aims to complete a small portion of each type. This
helps in the prioritization process for future projects. For example, the needed overall
infrastructure investment of 41% being shown for pipeline R&R is a smaller percentage of what
was shown under Water Plan 2020 but is still a large percentage. That’s a factor of how much
linear assets there are on the island and how old those facilities are.

The average inflation rate in Hawaii between 2020 and 2025 is approximately 2.5% per year,
resulting in an increase in the cost of capital projects. A $1 million project in 2000 would now
cost $2 million in today's market. However, looking at actual project costs, a review of new
storage tank projects shows a three factor increase from 2008 to 2023. The increase in actual
project costs compared to the average rate of inflation is attributed to factors such as remote
location, high cost of imported materials, labor scarcity, and regulatory involvement. Natural
disasters like hurricanes and volcanic eruptions have also necessitated extensive rebuilding
efforts, further exacerbating these issues.

Board member Eric Fujikawa asked these factors are taken into account when doing the
engineer’s estimates for the plan. Mr. Kowalczyk stated yes, noting that the department spent
significant effort in gathering data on completed projects over the last five years and their costs.
They used representative projects for each project type to identify anticipated costs for future
projects. They aimed to use as much real construction costs as possible, and the actual project
costs were used as the basis for a three-time multiplier from 2008 to 2023. Ms. Sorensen added
that all costs are in today’s dollars so they are no assuming that there’s going to be a factor of
three in the next 15 years; it could be much more. Ms. Hajnosz stated that the rate study will
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show an escalation in these costs, but only for 5 years, not 20. However, they will be seeking the
board’s input to figure out what the current economic climate does going forward.

The Board received public testimony from Felicia Cowden.

Ms. Cowden stated that she believes the water system standards have become largely PVC pipes
with both municipal use and fire flow protection sharing the same system. What we’ve seen
with the urban wildfies in Lahaina and Los Angeles is that it’s demonstrated profound
vulnerability, both in the ability to have the fire flow protection if we have a big urban wildfire,
and it seemingly melting the pipes in the ground and creating chemically contaminated water
systems after that. It’s a big thing to clean up, so she questioned whether the water plan has
given any consideration to that. She noted that it’s a big change but is something to learn from if
there are ways to adapt relative to that such as turning off water meters when there is a fire, or
whatever simple ways we can do it in the immediate time. As for long term infrastructure, it
seems like a daunting task to consider, but the problem should be noted.

CIP Prioritization (Pages 54 through 76)

Ms. Sorensen continued the presentation, referencing the previously discussed planned build-up
CIP, which includes 160 projects totaling $1.3 billion. The department's actions are based on
existing deficiencies, future needs, operations and engineering input, and other factors. The next
piece is the 20-year prioritized CIP, which includes addressing existing deficiencies, future
needs, and other factors.

Of the list of 160 projects, the first step is to determine what is most important to get to first. A
20-year prioritized CIP is used to determine the most significant projectd, and a multi-criteria
decision analysis tool is used to identify the most beneficial projects for the community,
followed by layering cost onto that. This results in a more achievable list of the most critical
projects and includes a dollar per year number attached. The number that Harris & Associates
have used for developing the FRC is 127 projects, about half the cost of the planned build-out
CIP, which is still a huge need and a huge number. The MCDA tool has been helpful, but it still
required some judgment and input and there are a lot of challenges in terms of resources and
funding that would be in the way of achieving this 20-year prioritized CIP. So, an achievable
prioritized CIP was established which started with a dollar value and worked backwards with the
prioritization in mind, looking at what can be reasonably achieved with a reasonable amount of
money over the next 20 years. It resulted in about half of the 20-year prioritized CIP, which is
about a quarter of the total. Ms. Sorensen pointed out that this plan is a snapshot in time, a
planning document that needs to be revisited over time as funding and resources change. She
noted that this achievable prioritized number of around $16 million a year doesn’t necessarily
guarantee that is the level of completion that will happen. She noted the limitations of staff,
funding challenges, as well as the desire of the Board to implement rate increases and FRC
increases. There will be many factors that affect whether this is truly achievable or not.

Ms. Simonton noted that she acknowledges that what DOW is facing is what many water utilities
are facing and asked if there are any AWWA standards or benchmarks for the average costs
water utilities are looking at right now so the department doesn’t feel like such an outlier. Ms.
Sorenson stated that they work with various utilities and DOW is not alone as many utilities are
having to make hard decisions in terms of how much debt to take on, how much to increase rates,
and how to address this. Kauai has aging infrastructure, which is not unique to here and in some
places are worse. There are boards across the nation and around the world facing these same
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hard decisions. Ms. Simonton stated these are big numbers that the community will be hearing
about, and she wants to be sure that it is known that this is not unique to Kauai, and this is not a
case of Kauai not doing things right but is a national issue on all kinds of infrastructure. She
added that Mr. Fujikawa can speak to that from highways and bridges, and Mr. Tanigawa can
speak to that about landfills and sewers, so we should be sure to keep our eyes on the big picture.
Ms. Sorensen stated that she was surprised by Ms. Hajnosz’s earlier statement that the Federal
government used to provide 60% of the cost of water utilities across the nation, and today are
down to 10%, which is striking. She questioned where everyone is coming up with the
additional 50% in addition to aging infrastructure and other challenges layered on top. Manager
Tait stated this plan is achievable to minimally achievable simply because Kauai does not have
the population base to support the revenue needed. Six projects a year, when you’re looking at
160 projects, is a daunting task when you only have 24,000 accounts that translate to
approximately $1,300 per customer per year; that does not even fund operations. Ms. Hajnosz
stated one of the metrics she looks at is the replacement rate, noting that it’s good if utilities can
do 1%. However, people are struggling to even get to the 1% replacement a year, which tells us
the state of our water assets as a whole. Determining cost per community will be tough just
based on geographical differences, but replacement rate is a key factor, and if people don’t know
this, there is more work to do.

Mr. Hull referenced the 20-year prioritized CIP list and asked what percentage of that $680
million is dedicated to the environmental impact studies. He noted that there are some
discussions happening with the community wildfire hazard maps to identify specific high-risk
areas, and the idea currently being kicked around is to look at potentially amending HRS 343 for
an environmental requirement or upgrading the lines and tanks in those dedicated high-risk areas
which would be exempt from HRS 343 and potentially take away the million-dollar requirement
as well as two or three years to the construction timeline. As this discussion possibly spins up at
next year’s legislative session, we would be able to say that we know we are in an infrastructure
crisis and look at how much of the cost of our 20-year plan is dedicated solely to the
environmental review. Ms. Sorensen reiterated that this is just a snapshot in time and with
changing regulations that greatly impacts costs, it can go either way. There are different
requirements tied with different funding sources so it’s always going to be a moving target. Ms.
Hajnosz asked if we use programmatic EIS’s in Hawaii as they do in California, suggesting that
is something that could be considered here as well.

Ms. Sorensen compared the pie charts on Page 58, noting the left chart shows the 20-year
prioritized CIP at $34 million, and the right chart shows the prioritized achievable CIP at $16.5
million, which is much more achievable for the department. When they eliminated less
impactful, less beneficial, but still needed projects, the ratio of pipeline R&R increased to a much
larger percentage compared to other events.

Ms. Sorensen provided an explanation of the Draft CIP Prioritization maps on Pages 59 through
61. On the Planned Build Out CIP map, she explained the larger the dot, the higher the relative
benefit of the project, and the darker the color, the higher the cost. On the 20-year Prioritized
CIP map she noted that it shows fewer projects distributed around the island, and a the lower
benefit projects, the small dots, are starting to disappear with the focus being on those higher
benefit projects. The Prioritized Achievable CIP map is notable in that it shows a lot of the large
dots remaining, which are the higher benefit projects. There are various cost points for those
projects, but they are a lot of high benefit projects. Ms. Sorensen expressed her appreciation to
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Mr. Tanigawa of the Public Works Department and Mr. Hull of the Planning Department, who
they met with several times throughout this prioritization process along with the Housing
Department to discuss which DOW projects would further other County initiatives like
affordable housing and other developments. In general, they found that the priority projects
aligned with what DOW was prioritizing. They found that both Water and Wastewater were in
various stages of the long-term planning process and they need to continue to align and
coordinate in order to make sure the infrastructure is there for what’s needed. They also
discussed opportunities to share funding in different ways.

Developing the decision-making framework involved identifying what was most important to the
department. They went through a level of service exercise with the department where they
looked at the mission and vision, looked at planning documents, and held workshops with the
staff to determine what the level of service categories would look like. Eight categories were
identified, and determined the following were not differentiators when prioritizing capital
projects for various reasons:

e  Workforce — factor is so important that ANY and ALL CIP must include the proper

amount of training and staffing
e System Operations — factor so important that ANY and ALL CIP must be operable and
maintainable

e Water Resource Stewardship — Environmental impact
What’s left are five level of service categories for which eight criteria were established. These
eight criteria were workshopped with staff from Finance, Operations, Engineering and
Management to best represent the department as well as the customers. They had each division
rank the criteria in terms of importance from their perspective; the results of that ranking are
shown on Page 66. In looking at prioritizing projects that serve current customers, address
deficiencies associated with the current system, and address future needs, the priority was given
to serving current customers and solving problems within the system, rather than focusing on the
future level. However, the tool has a lot of flexibility so if funding became available for a
particular project, things could be tweaked over time.

The graph on Page 67 presents a list of 160 projects scored based on weighted criteria,
examining the combined relative benefit. The list is truncated, with each color representing a
criteria, and the projects are stacked on one another, presenting a visual representation of the
evaluation process. Tank projects that provide multiple benefits across all criteria are ranked
higher; the lime green bars were emphasized as they represent current capacity issues. Not all
projects have a lime green bar, meaning they don't address a current capacity issue. The dark
green bars, as seen in the Fireflow example, are projects that address the Fireflow deficiencies
mentioned earlier.

Page 68 shows no-regrets projects that have relatively lower costs and higher benefits, which is
what they want to focus on as they drill down and prioritize projects to get from 160 to 127 to
89, or whatever the final number is. The orange dots which are tank projects, and the light blue
dots which are pipeline R&R projects are prominent for the amount of those there are.

Page 69 presents a cost-benefit view for a project, highlighting its status as part of a prioritized

20-year CIP and whether a funding request was made in 2026. Additional information is
provided by the project type and water system it serves. The current-to-future weight slider
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allows adjustments to different cost ranges and criteria. The view also identifies high-value
projects across the island.

Page 70 illustrates larger and smaller investments in terms of the color of the dot and how they
are distributed over the island.

Page 71 shows how those projects can be looked at to target key needs, and see which projects
give the best bang for the buck. Page 72 show the same results in a different view.

Page 73 focuses on the resolution of today’s capacity issues versus future capacity. Today there
are 10 projects in that zone, and 25 projects that look at future capacity deficiencies. This tool
allows for ways of looking at and analyzing any information the board and the public would like
to see.

In the end this tool provides a justifiable, transparent look at how to make those really difficult
decisions, recognizing that many projects won’t get done in the next five or ten years, and
determining how to talk to people about what is happening in their neighborhoods, and why
certain projects have a higher benefit than other projects.

Ms. Sorensen stated that while the GIS model and the MCDA are truly great tools, they still
require human interpretation and decision-making to taking into account the current
environment. Today, the focus is on recapping the CIP development process and decision-
making process to set the stage for the FRC and rate study, which is built on the CIP programs.

Referencing the prioritization of projects, Mr. Fujikawa asked what needs are not going to be
satisfied due to reduction of projects, and where geographically on the island we are focusing
improvements on. As an example, he asked if we have a need in Lihue, but we reduce projects
because we don’t have the capacity to fund or accomplish these projects, does Lihue not get fully
satisfied with projects? At what level do we have those kinds of numbers around the island, for
example how much does Kapa’a lower its ability to serve because we reduced projects? He
noted he was not able to find a slide that painted a picture of what needs are not being met.

Mr. Kowalczyk stated that they do not have that specifically quantified, noting that as they
looked at different project types and went through the prioritization with the department, they
tried to determine do they still have a representative sample of need from a project standpoint?
Are they still investing in R&R, in source development and new tanks? As far as capacity, some
weight was given to exiting and future capacity deficiencies, so some of the new wells or new
tanks that dropped off may have been more associated with a smaller capacity need that’s further
out compared to an existing need that is large. They don’t have that quantified geographically.
Mr. Fujikawa asked if that could be done to show that we anticipate a certain number of meters
coming to a certain region, but we will only have capacity for a certain amount, so we will be
short by this amount. He noted it doesn’t have to be exact but would like a general idea. Mr.
Kagimoto stated that they don’t have anything available now, but they can take a deeper look
and provide that information. It was noted that the community would also appreciate knowing
how that will impact their community.

Mr. Kagimoto stated from a big picture standpoint, this plan is not meant to be set in stone, and
they do want to have updates as priorities change and things happen over time. They hope to
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keep it relatively fluid with the ability to come back and reassess. They hope to keep the plan in
the context of what is achievable, and hopefully over time through implementation of this plan,
the department will be able to acquire more outside funding, and more staffing to more than just
the prioritized achievable. However, at present, they don’t want to over compromise and bite off
more than they can chew. Mr. Fujikawa expressed his appreciation for their careful
consideration and noted that seeing it illustrated helps him understand where we are going to be
five, ten years on, and seeing the projects helps him understand the targets and the cost benefits
that play a large role. He does want to see how things look in terms of what the Planning
Department provides in terms of future growth numbers and whether DOW will be able to keep
up with that percentage based on what kind of rates are proposed.

Manager Tait mentioned another piece that may not show up in this plan which is how to move
DOW?’s project prioritization to align with State Highways, or Public Works project schedules.
Ms. Sorensen stated that as things change, they can tweak the MCBA to consider changing
criteria such as funding becoming available, or coordination with other departments. Ms.
Hajnosz reiterated the flexibility of this platform which allows for them to reassess what is
achievable if things change.

Board member Finnila asked what the time frame was from when they started with a paper map
to when this evolved into what we have now to which Ms. Sorensen stated they kicked off in
February 2022. Ms. Finnila expressed her amazement at how far they got in a short span of time.
Ms. Sorensen thanked the Operations team for the vision to get them here, and to the
Engineering team for using the GIS all day, every day. Mr. Kagimoto added that the Operations
team have the app on their mobile devices and can access this data out in the field, and Chief of
Operations, Ryan Smith has implemented a new asset management system that builds upon the
GIS and enables the inputting of work orders and tracking of all that information. The team
continues to build upon these tools and find ways to improve it.

The workshop recessed at 12:00 p.m.
The workshop reconvened at 12:39 p.m.

The WSIP Financial Plan (Page 78 through 79)

Ms. Hajnosz outlined the way the WSIP will be funded typically through Facilities Reserve
Charges and rates. She explained that the Water Utility Fund is an enterprise fund that only
derives revenue from water rates, which includes FRC. The department does not receive any
general fund monies, or tax revenue. The 20-year prioritized CIP is used as the basis for the
Facility Reserve Charge (FRC) in accordance with basic standard industry practice; its common
term is system development charges. In this last iteration, a lot of time was spent looking at he
facility reserve charge relative to the affordable housing issues that are coming up not only
here in Kauai but across the country. There is no rate information available today, but the team
will be coming to the board this summer to discuss the process of water rates, which are billed
monthly.
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FRC Overview (Pages 80-83)

Page 81 — Definition and Purpose

Ms. Hajnosz stated today’s discussion will focus on the Facility Reserve Charge, which is a one-
time charge imposed on new water system connections whether it’s a developer wanting to do
100 homes, or a family owner of a property that wants to build a family home. The FRC
represents a fair share of recovering the cost of the backbone system that DOW has already put
in for storage and transmission. These costs are shared by all customers of the water system, so
when you are a new customer, you will pay into the system. Per American Water Works
Association (AWWA) there are several ways to calculate this cost. One of those ways is the
existing methodology or buy-in, where you can buy into existing system capacity as a new
connection. That charge will much lower that an incremental approach because it’s looking at
existing capacity.

The other way is the incremental approach which is incremental cost of adding capacity to serve
new growth. The marginal cost of adding extra capacity is reflective of the escalation discussed
earlier, including doubling the cost and tripling the unit cost for storage. This is a relatively easy
mathematical combination of growth-related costs divided by the growth-related capacity
associated with that cost. This approach is most appropriate when having to upsize existing
facilities or add new facilities to accommodate growth. They chose to use the incremental cost
approach which is consistent with what has been done in the past for the FRC charter analysis.
The costs for backfill facilities, source storage and transmission are summed up on a unit basis to
calculate the FRC. This calculated FRC is the maximum defensible charge that a utility can
charge its customers. The board can decide whether they want to use the maximum charge, or
whether they want to phase it in. Historically, DOW has had the ability to calculate and
implement a higher FRC. Ms. Hajnosz emphasized that these are draft results, and they still
need to get the board’s feedback and do further analyses before they come up with
recommendations.

Ms. Hajnosz presented another option of not charging the maximum, and what happens,
explaining that if capital projects are still needed, the burden will be shifted to existing costs if
there isn’t enough FRC revenues. She mentioned that future discussion relative to FRC will be
on whether the department should be using FRC for any debt financed FRC-related projects.
Currently, we do not do that because we want to ensure that any debt is paid for with steady,
consistent, reliable revenue streams, which come from rates; FRC revenues cannot be as secure.
That is a policy discussion to be had in the future.

Page 82 — Key Steps for the FRC Calculation

The 20-year CIP is used to identify growth-related projects for inclusion in the FRC, and they
have been trying to identify grant funding for some of these projects, which they haven’t been
able to do yet, but they can still try in an effort to reduce the FRC. Demand between existing and
future growth needs are allocated to split up costs. So, if a project is 50-50 to fix existing
deficiencies and 50-50 to address growth, only half the cost is included, and half the capacity in
the FRC. Unit cost of growth-related capacity is calculated by dollars per gallons per day and
converting that to an equivalent residential unit based on the level of service standards the
department uses, which is 500 gallons per day for a 5/8” meter. Then, a peaking factor is applied
for the various source, storage, and transmission components which are applied to the current
schedule.
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Ms. Simonton stated that 500 gallons per day per residential unit is very high. She acknowledged
that has been the department standard for 20 years but asked what the sensitivity of this analysis
is to a number like that versus a number closer to 250 gallons per day per residential unit. Ms.
Hajnosz stated they want to be consistent with how its planned, noting that she believes it was
400 in the past. She is unsure what caused the increase. Mr. Hinazumi stated the 500 gallons is
still part of the water system standard and is what AWWA uses as a guide. Ms. Simonton asked
if DOW has any benchmarks for our system that show what an average residential house uses.
Mr. Hull added he sees the reason to use AWWA standards but agrees with Chair Simonton’s
point about doing an assessment as part of this study on the consumption rate for Kauai’s
household averages. He noted that if a study demonstrates the usage as 300, they are then
looking at a different volume. He asked if our financial software allows for queries of all
residential customers with a 5/8” meter for analysis going back six years or so. Ms. Simonton
added it would be an interesting data point to see where the sensitivity is, noting that the
difference of analysis at 500 and 250 may be negligible, but it may also swing them one way or
another. Mr. Kowalczyk stated that as far as the FRC calculation, he does not think the change
of that assumption would have an impact on the calculated value of the maximum allowable
FRC. Ms. Simonton noted, however, it could potentially tie into the CIP analysis when they are
looking at capacities and source. She agrees with using AWWA'’s standards, but she thinks they
need to benchmark it to what we are seeing here. Mr. Hinazumi commented that he thinks the
driver of our CIP program is the fire requirements or the deficiencies in the law.

Ms. Hajnosz talked about applicable credits that were looked into. There is no cash balance in
the FRC fund currently available as they are all committed, but if there were additional funds
outside those committed projects, it would get backed out from the FRC calculation. The
assumption for debt finance for utility projects are being looked at. They have not been able to
identify which project would debt finance versus potentially grant finance; depending on that
outcome, there could be a minor credit.

Page 83 — Key Capital Assumptions

The total prioritized CIP is 679, with an average of 34 million. Out of this, 7.3 million out of 34
million per year are identified as growth-related CIP, accounting for 21%. This was considered
from a financial and implementation perspective, as well as a sensitivity analysis, considering
both financial and execution aspects. The calculation of an FRC is based on a cost of capacity,
which is a dollar per unit capacity ratio. Reducing your CIP doesn't necessarily decrease the
FRC. The sensitivity analysis showed that due to the mix of projects identified under the
achievable CIP, the FRC was increased. This emphasizes the dollars per capacity relationship in
this calculation. For the board’s consideration, an FRC of $28,000 per 5/8” meter as the
maximum defensible amount is being presented, which is twice as much as the current $14,000.
As mentioned, this would be a policy decision as to what the board will ultimately adopt.

This discussion with the board is the first cut, and there are still issues that need to be worked
out, but it is important to get the board’s feedback as it is a significant concern in terms of
affordable housing. This is a relatively new approach to scaling residential system development
charges, FRCs, by house size; fixture units has been around for a while, but we are all getting
used to the house size piece. Ms. Simonton asked how much latitude there is to adjust the
methodology, for example, can we use an FRC for single-family houses below a certain size, and
then use a different methodology for anything bigger than a 5/8” meter for Resort or
Commercial. So it doesn’t have to be the same across the board, and they can pick and choose
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how the FRC is allocated between customer classes. Ms. Hajnosz explained currently it is all by
meter size, and they would recommend that anything outside a single-family residential house
above a 5/8” meter be on the meter schedule for now.

FRC Draft Results (Pages 84 — 89)

The 20-year plan used for the CIP did not include any grant funding or debt service credits. The
chart on the left shows a breakdown of the source, storage and transmission unit costs for a 5/8”
meter compared to the chart on the right that shows the breakdown under the existing FRC.
What stood out was how much the storage costs really shot up, which is what seems to be
driving this quite a bit. Transmission cost did come down quite a bit as well which is just a
function of the projects that are included in the growth-related transmission costs.

The three components of Source, Storage, and Transmission CIP Projects shown on Pages 86-88
are added up and then applied to the existing fee structure on Page 89 which shows the FRC for a
5/8” meter at $28,779, going all the way up to an 8” meter.

FRC Draft Results — Livable Area, Fixture Counts (Pages 90-97)

Page 91 DRAFT FRC Structure: Option 1, FRC based on SFR Livable Area

The results were scaled to address the affordable housing issue by livable area, square footage, or
fixture count, shown at Option 1, which is an FRC based on a single-family residential livable
area. An average house size of 2,000 sq. ft. was used, and when you divide $28,000 by 2,000
you get $14.39 per square footage; the formula would be applied to homes up to 3,000 sq. ft.

The table on the right shows the results per square footage — an ARU, or guest house at 800 sq.
ft. would be $11,000; a single-family home at 1,000 sq. ft. would be $14,000; the average house
size 0f 2,000 sq. ft. would be $28,000.

Mr. Hull stated that he was under the impression from the way it was presented earlier that the
maximum cost was $28,000. Ms. Hajnosz stated if its based on square footage, if you go up to
3,000 sq. ft. you’re going to charge $43,168; this is square footage based, not meter-sized based.
This is where you would ask is a 3,000 sq. ft. home really a 5/8” meter, or is it a %4 ” meter,
which would be charged $43,000. Mr. Hull asked whether it is legally defensible within the
confines of FRC to which Ms. Hajnosz replied yes. Mr. Hull added that acceptance from a
customer standpoint, if it can be adjusted for square footage, he would recommend leaning
toward what has been done for the smaller units but continue going higher up in square footage.
He noted that looking at building permits they have today for single-family homes, there are
going to be a fair amount fluctuation at the 800 sq. ft. level, but there is going to be a ton at the
5,000 plus sq. ft. level. The question will be why someone has to pay the same FRC for an 800
sq. ft. home that the 4,000 sq. ft. mansion is paying. Mr. Hull expressed appreciation for the way
the structure is laid out but is also interested in further upping the costs on the 5,000 sq. ft. and
up homes, if there is a way they can legally do so. Mr. Kagimoto clarified that the 5/8” meter,
which would have the max justifiable at $28,000 is associated with 20 Gallons per Minute.
Going up to 3,000 sq. ft. is still linear at that point, so that % FRC cost which is at $40,000 is
associated with 30 Gallons per Minute. That is how it was determined that up to the 3,000 sq. ft.
is a solid cost of $14.39 per square foot, above that you enter a different area because the flow
between the different meter sizes as you increase doesn’t go linear at that point. These options
are to provide ballpark FRC since most people can get an idea of a home’s square footage;
however, for the overall discussion they are looking for board feedback based on all options and
scenarios.
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Referencing Mr. Hull’s earlier example, Ms. Simonton asked if someone has a 10,000 sq. ft.
house that is may be a %" — 2” meter, can the livable square footage number be applied to the
larger meter? She stated for example that someone may come in a get a 1”” meter if they own an
ice-cream shop, but a single-family house with a similar living space is going to be hit with this
prorated FRC. Ms. Hajnosz stated that’s the reason she’s limiting it to a 5/8” meter, noting that
in some of the census data they used shows the correlation between persons per household and
square footage in a house is not proportional after about 3,500 square feet. A 4,000-square-foot
house doesn't necessarily mean more people, but rather bigger rooms, such as media rooms or
wine cellars. She further noted that it is not necessarily water usage unless you have an irrigation
system which is why the are being careful to keep it at about 3,000 — 3,500 sq. ft. Going beyond
that may get them in trouble legally. Mr. Kagimoto stated that their current approach is for a
single-family home, they don’t evaluate fixture units, and just go with 5/8” meter. With this
plan, they are looking to try and provide more options for what the FRC could be, which requires
them to evaluate what the average is for fixture units, and what is the average square footage of
homes. What they’ve found is that a 2,000 sq. ft. home would max out a 5/8” meter so the FRC
would be $28,00, and up to a 3,000 sq. ft. home would max out a %4” meter making the FRC
$43,000. However, if your home is 9,000 sq. ft, we’re not saying you’ll be paying up to the
maximum meter, it would be based on the actual dollar per square footage. With this option up
to a ¥4” meter would be $14.39/sq. ft., so you would get the 5/8” meter charge if you’re up to
2,000 sq. ft. Above 3,000 will be dependent upon the actual meter required based on the fixture
units, and the FRC will be based on that actual meter size.

Mr. Hull asked to clarify that once we get past 3,500 sq. ft., doing the square footage analysis of
upping the cost could get us in trouble. Ms. Hajnosz explained that the correlation doesn’t hold
as strong between persons per household which equates to water usage. They want the
correlation between square footage and water usage to be strong, and once you get past 4,000 sq.
ft. the correlation is not there. Mr. Hull asked if one neighborhood has 100 houses with 5/8”
meters, and the same neighborhood has 1” meters of those 100 homes, does that require different
storage and source amount? He pointed out the equity issues from the perception of the public
concerning these 20,000 sq. ft. mansions coming up that are paying the same rate. He asked that
since we cannot get into the legal issue of people per household once you pass 3,500 sq. ft, can
we disregard the people per household and just require a 2 meter for these larger homes? And if
we were to do that, while we will be charging more, does that not put an additional strain on the
source and supply? Ms. Hajnosz stated what we are charging for is demand, and the FRC is
based on source, storage, and transmission; it’s a cost unit per demand. So, you could look at
fixture units in a 20,000 sq. ft. house as fixture units will tell you what the demand is. Mr. Hull
clarified his question and asked if legally, without even looking at fixture count, once you get to
say, 20,000 sq. ft., we’re not going to necessarily charge you a different FRC, but we will require
you to have a larger meter that will have a higher FRC. Mr. Kagimoto explained that with this
approach, their recommendation will be to evaluate the fixture units to identify the appropriate
meter size. Ms. Hajnosz added that she doesn’t see how you can’t look at fixture units because
that information is in the building permit. A 20,000 sq. ft. house could have different usage
patterns depending on the types of rooms it contains. Mr. Hull acknowledged that there has to be
a proportional nexus to this discussion, but noted that those increases are going to hit local
families, and won’t really adjust much more exponentially for those 20,000 sq. ft. homes that are
constantly coming through for permitting review. He understands there has to be proportional
share, but asked if there is a way to calibrate this to require that higher charge for these massive
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mansions while still navigating the proportional nexus. He further stated that the people per
household approach is good in that the 2,000 and 3,000 sq. ft. homes are getting a higher charge
than the 800 sq. ft. home. However, the increases are primarily being focused on the local
homeowner. Ms. Simonton stated that the fixture count should address that noting those 20,0000
sq. ft. homes will likely have 15 bathrooms, a pool, water features, and irrigation that are going
to be used 3 weeks a year, but they’re going to get hit for every single bathroom, but we won’t
get the corresponding demand on the system that the local users have. Mr. Kagimoto concurred,
explaining that whether you have 2 or 3 people in a home, if you have a 5,000 sq. ft. house with
4 showers, that will be accounted for in the fixture count, which will then dictate the meter size,
and ultimately the FRC cost; there could be a higher meter sizes for those large mansions based
on water features, etc.

Ms. Hajnosz stated there is an alternative to implementing such a high FRC, which is proposed at
double the current charge, but there hasn’t been an FRC increase in 10 years. Ms. Finnila asked
whether this will apply to new builds, or would this come into play if you did an add-on that
bumped you up to 3,000 sq. ft. Ms. Hajnosz stated it depends on which option the board moves
forward with. Currently, since it’s a flat cost, if you do an add-on but are not adding an
additional unit or dwelling, there is no additional FRC charge. If you go with the square footage
option, adding another bedroom would be added square footage, which would require an
associated cost. There are a number of nuances to work through.

Page 92 — Examples for Phased-In FRC for Option 1

Ms. Hajnosz proposed another idea that other utilities have done which would be to phase it in
over five years, so that it grows over a five-year period from $14,000 to $28,000. The $14.39
per square foot would be implemented at year five instead of year one and would be scaled based
on square footage. If you don’t want to increase the $14,000 but you want to implement the
change in the fee, you can scale the square footage based on the $14,000 instead of the $28,000.
Ms. Simonton asked what percentage of our total funding comes from FRC charges to which
Waterworks Controller Renee Yadao stated on average the department collected about 1.5 to 2
million over the last 2 years. Ms. Simonton stated along those lines she acknowledges that this is
a very sensitive issue to homeowners, and it’s a relatively small part of our overall revenue, so
she encourages the board to protect the local homeowners as much as possible and do what we
can with the bigger houses. Mr. Hull stated a discussion they could have during the summer
workshop is to shift gears and look at an option of doing away with FRC’s, and just increasing
the rates. He understands that there’s some unfairness to the folks that did pay FRC’s, but he is
curious to see what it would look like if we took the amount, we are trying to generate over the
next 20 years through FRC’s and folded it entirely within the rates; what type of rate hike would
that require? He would like to see that during the rate discussions. Ms. Simonton asked if
someone who has paid property taxes and has been a resident of Kauai for a certain number of
years, who has essentially paid into the system, get a different FRC charge than someone who’s
never lived on Kauai before. Ms. Hajnosz stated she has not done an analysis like that, but shared
that Big Island offers a discounted rate for your first 5/8” meter, and subsequent 5/8” meters get
the full charge; there is a surprising amount of latitude on this. Ms. Hajnosz stated that she did
not include it here but will discuss it when they come back before the board in Summer, but there
are Hawaii Revised Statutes for impact fees which the FRC’s fall within. She will be sure to
have that as a topic of discussion at the upcoming workshop.

Page 93 — FRC Structure Recommendation, House Size — Other Agencies’ Experiences
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This table illustrates the experience of communities in North Carolina, a state that is really
progressive from the standpoint of water rates. They have quite a bit of categories which offers a
greater spread, and being that their numbers are very low, it suggests they are using the buy-in
approach for their development fees because they have capacity. They are also really trying to
get at the system development charges based on actual water usage versus planned water usage
which is typically how we’ve done it on meter size.

Page 94 — FRC, Comparison to Other Hawaii Agencies

This table illustrates the FRC comparison with other county water agencies. Maui’s charge for a
5/8” meter is set at $12,000 compared to Kauai’s $14,000. Honolulu Board of Water Supply has
not updated their FRC charges for about 30 years; their FRC charges are based on fixture units.
Big Island is quite a bit lower at $6,000.

Page 95 — DRAFT FRC Structure: Option 2, Fixture Units (FXTU)

For Option 2, the $28,000 was taken an divided by 30 fixture units, which is the maximum
number of fixture units that would correlated to a 5/8” meter for single-family residents. Non-
residential would go up to use the meter size. Staff was able to pull some actual building permits
that showed an 800 sq. ft. guest house or ARU had about 17 fixture units, which is a little higher
than initially thought for that size unit. Mr. Kagimoto explained that they divided the 28,000 by
30 fixture units to get the dollar per fixture cost. They then looked at homes that were currently
in the building permit system and found the average fixture unit numbers for houses of various
square footage. Currently, the department requires a 5/8” meter no matter the square footage of
the home. What they found through looking at this approach is that there are a bunch of houses
above 2,000 sq. ft that would require above a 5/8” meter, but we have not been charging for that
under our current structure. Mr. Kagimoto also clarified that its based on fixture units, not actual
fixtures, noting that a toilet may have several fixture units. He does not recall the Plumbing
Code off the top of his head, but it does outline the specific fixture units each type of fixture has.
In looking at meter sizes, what they’ve seen is that a 5/8” meter goes up to 30 fixture units, a %"
goes up to 35, so a 2,000 sq. ft. house could be kicked up to a %4” meter just based on fixture
units. Mr. Hull stated that the numbers don’t shock him, but from the standpoint of a new home
builder, clarifying the fixture units allows them to scale back if they don’t want to pay the higher
charge. Mr. Kagimoto added that there are nuances to look at. With the fixture unit option if
you come in for a building permit later to add an extra bedroom, that would increase the square
footage, but there are no extra fixture units tied to that bedroom so you wouldn’t pay anything
extra. However, the square footage option could possibly bump up your meter size and FRC
charge. He added for clarification that Option 2 could also be phased in similarly to Option 1.

Page 96 — FRC Structure Option: FXTU for Agriculture
Ms. Hajnosz noted all of the other counties use meter size and not fixture units for Ag, because
the usage is primarily on the land.

The Board received public testimony from Felicia Cowden.

Felicia Cowden stated that a few years back the County was looking at affordable housing
projects not having to pay the FRC charge and asked if that comes out of Housing funds. She
stated that she wants to make sure they are taking into account all of the houses that the County
is building since the Housing Department has to pay that FRC charge. Board member Hull
corrected Ms. Cowden and explained that the monies allotted by Council for a housing fund to
pay the FRC were for ARU’s coming online that signed an affordable housing agreement; the
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housing monies for the FRC program are just for ARU’s. Ms. Cowden continued by asking
whether the County will be paying the FRC’s for the numerous County housing developments
that are coming up to which Board member Shigemoto stated no, and further explained that the
housing developer pays the FRC and that cost is passed on to the buyers. Ms. Cowden stated she
just wanted to make sure they were factoring that in.

Mr. Hull brought up the discussion point of vacation rentals, noting that he had previously asked
the department whether houses that are used as resort units are counted the same as residential
units. He understands that if we were to charge FRC rates at a different level than for single-
family homes we would have to be able to pin that to a study that demonstrates the proportional
share of vacation rentals’ impact on our overall infrastructure. Ms. Hajnosz provided an example
of making changes to the system development charges for water based on a covenant such as
waiving the system development charge on a new structure for 10 years if they agree not to make
it a short-term rental for that duration; she does not think a study would be needed for that. Ms.
Simonton asked if there could be an impact associated with a vacation rental that would have
fluctuating spikes in usage for having a large number of people in the house during certain
periods of time versus a single-family house that has more consistent usage. Wouldn’t it be
more demanding on the system to have those fluctuating spikes, and can there be a
corresponding cost associated with that? Ms. Hajnosz stated in the example she provided the
incentive is to increase the supply of affordable housing and not create more vacation or short-
term rentals for 10 years. Mr. Hull stated that he would have no problem if the conclusion of the
study is that any single-family dwelling that agrees not to do a vacation rental can have their
FRC waived. However, he does not think that will get our department where we need to be
financially and would imagine that there would have to be a much higher rate charged to
vacation rentals to get to that delta for the next 20 years. Ms. Hajnosz stated the problem is with
determining how to define what really constitutes as a vacation rental and actually implementing
it. Mr. Hull stated we have clear land use laws that identify vacation rentals as well as a different
property tax fee associated with them. Ms. Hajnosz stated that we would likely have to do a
study that demonstrates vacation rentals have a higher impact on our water infrastructure than
single-family dwellings in order to implement something like that. Mr. Hull asked how long a
study like that would take, and how much would it cost considering that if we could keep the
FRC’s unchanged for single-family dwellings but increase the charge for vacation rentals to get
the department where it needs to be, he feels everyone would walk away happy. He added that if
we really didn’t affect our regular customers and are focusing on an industry that is extractive in
nature, where monies usually get repatriated to another landowner or corporation on the
mainland, he would like to see if we can get there. Ms. Hajnosz stated that if a study can
demonstrate that, we can explain to the rate payers that we looked in every nook and cranny and
here is why we can or cannot do that. Ms. Finnila asked for clarification on whether vacation
rentals are already zoned and capped, to which Mr. Hull explained the Visitor Destination Areas
(VDA) are where vacation rentals are outright permitted. He added that there are roughly 6,000
vacation rentals operating in the VDA, of which roughly 98% of them did not get a zoning or
building permit to say they are going to be a vacation rental, so more will come online within the
VDA, but currently they all have zoning and building permits for a single-family dwelling. He
noted that most of the vacation rentals in the VDA are in violation of the zoning code because
they do not have the permits to operate one. Ms. Simonton asked if the TMK’s for these
vacation rentals are available somewhere and asked if the fiscal division has the capacity to pull
the water usage data by TMK. Deputy County Attorney Tyler Saito stated that if we were
thinking of doing a retroactive charge, an equity analysis has to be done to determine whether we
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would be subsidizing one class over another. He added that he anticipates the chances of
litigation happening more if we try to retroactively impose, as opposed to putting on those who
are coming in for new TVR’s. Ms. Hajnosz stated she would have to give it some thought
because she is not coming up with how vacation rental water usage is so much different than
regular water usage. Mr. Hull stated if an additional study needs to be spun off, he would like to
know at the next meeting what amount of time it would require and the cost. Ms. Simonton
asked if it would be worth it considering we’ve established that its such a tiny fraction of our
revenue. Mr. Hull replied if we were to spend a nominal amount of money to look into every
nook and cranny before potentially unloading a $30,000 or $40,000 FRC on future homes, he
would like to introduce an amendment to allow that study to occur at whatever cost and whatever
time it takes. He would like an update at the Summer workshop as to the status of the vacation
rental analysis.

Alignment of FRC and Rate Study (Pages 98 through 101)

Ms. Hajnosz explained that because of the time period being looked at and the nature of the
master plan versus the rate study, different growth rates will sometimes be used in the
assumptions. Typically, they are very close, but with the FRC growth projections that were
derived from the master plan, they are using something closer to 3.5% system-wide which is
closer to the general plan the department is using. When talking about growth assumptions for a
long-term planning study, its important to ensure there in enough infrastructure to encourage
growth and accommodate it. Looking at a rate study projection, they want to be rather
conservative from the standpoint of what is being projected for dollars for revenue. They look at
historical growth, which showed that customer growth was around 1%, which is relatively
modest. However, if there is evidence that they should project higher, that can be adjusted.

Capital assumptions look at a 20-year time period and it doesn’t matter if costs are front-loaded
in the first years, or towards the end, they are looking at the whole 20 years. The rate study will
only look at a three to five year time period and the annual funding needs for that shorter time
period, but Capital Assumptions will be different.

Both the water rate analyses and the FRC will incorporate anything identified that can offset
capital funding whether it be developer contributions, grants from the State, grants and loans, or
Federal grants. Those specific funding options will be explored and incorporated into the rate
study.

Ms. Hajnosz reiterated that the water rates are going to pay for all the non-growth, in-kind
replacement, existing deficiencies, and debt service for existing and future debt. Depending on
what is decided for the FRC, if there isn’t enough FRC balance because it is decided not to
increase FRC, or growth is not occurring as decided, the capital costs need to be there which
would be paid through rates. This is typical as many utilities don’t accumulate enough FRC
revenues at the time they actually need to do the projects.

Mr. Hull stated that the County has the ability to make adjustments to taxes on different users,
which DOW doesn’t have. There are rates and FRC and that’s it. The County has been able to
make adjustments from a vacation rental standpoint with relatively little blowback because of
what the use is and its impacts on coding. Respecting the fact that utilities and infrastructure
would be a different analysis, if we can make that nexus, he would absolutely support it. Ms.
Yadao stated that there was discussion on the possibility of creating a classification for TVR’s
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for water rates, which is an option for the board to consider during the rate study discussion. Ms.
Finnila asked how many classes there are currently, to which Ms. Yadao stated we just have
Residential, Commercial, and Agricultural.

Ms. Hajnosz concluded by thanking the board for their feedback, noting that their comments and
suggestions will be incorporated into their analysis. The plan is to return to the board in the
Summer to begin the water rate discussion, and as a preview, come back to the board to discuss
the process of implementing the water rates. At the start, there will be discussion on financial
policy t talk about what the debt service coverage requirements are, what capital and operating
reserves does the department want to have, debt ratios, etc. Those will be the drivers for the rate
adjustments later in the study.

As previously mentioned, both the FRC and rate proposals will be on the same parallel track in
terms of requesting board approval and going out for public hearings, which will include the
Small Business Association and other stakeholder groups. That will be followed by the process
for implementing the rates and FRC. The timeframe for this is likely nine months to a year.

Ms. Simonton thanked Ms. Hajnosz, Ms. Sorensen, Mr. Kowalczyk and the DOW team for a
well thought out and well laid out presentation. She noted that not everyone will agree with any
decisions made, but she feels everything is transparent and the methodology is clear, which she
really appreciates. Ms. Sorensen expressed the importance of their team clearly communicating
with the board and encouraged them to continue to send any questions their way through Mr.
Tait, Mr. Kagimoto, or Mr. Hinazumi.

ADJOURNMENT

The workshop was adjourned at 1:54 p.m.

Respectfully submitted,

Cherisse Zaima
Commission Support Clerk
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