MINUTES
FINANCE COMMITTEE MEETING
April 21, 2025

The Finance Committee of the Board of Water Supply, County of Kauai was called to order on
Monday, April 21, 2025 at 1:14 p.m. Quorum was achieved with 3 members present.

COMMITTEE MEMBERS EXCUSED

Ka‘aina Hull, Committee Chair
Micah Finnila
Tom Shigemoto

PUBLIC TESTIMONY
The department received no public testimony prior to the meeting, and there were no registered
speakers.

NEW BUSINESS:
1. Manager’s Report No. 25-28 Discussion and Possible Action on the Department of Water
(DOW) DRAFT Proposed Operating and Capital Budgets for FY 2025-2026

Waterworks Controller Renee Yadao outlined the highlights of the FY2026 Draft Operating and
Capital Budget Overview and went over the summary sheets for each division.
The following are the highlights of the discussion:

Pg. 21
DOW?’s fund balance as of April 1, 2025 is at $22 Million. The department is not budgeting for

any anticipated SRF or Pro-Fi loans that were budgeted last year, so the operating budget is
based on our revenues.

Pg. 22
The projected revenues are $32.5 million, primarily from water sales of $29.4 million. Operating

expenses are already $7 million higher than expected, with an anticipated capital of $7.5 million
and federal funds for transponder replacements of $348,000. This results in a net deficit of
approximately $14.2 million, which would require balancing the budget with the fund balance.

Pg. 23
The water sales projection for the department is $32 million, based on a 40-year historical trend

and is a more conservative approach due to transponder replacement issues; as of March 31, 65%
of the transponders have been replaced. Goodwill credits amount to $2.6 million, which is based
on historical trends since the replacements began in 2023. When a transponder fails, there is a
period of time when bills are based on estimated consumption. Goodwill credits are applied once
a transponder is replaced, and the customer’s bill is reconciled and made accurate.

The Build America Bonds were refinanced into series 2024 government obligation bonds,
reducing the remaining principal and interest to approximately $39.5 million from $43.2 million
with the previous bonds, resulting in a savings of $33.9 million. The department received an
average subsidy of 33%, which would have resulted in an interest discount and revenue of
approximately $3.3 million in subsidy over the life of the bonds. However, due to refinancing,
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the net savings received were approximately $543,000, resulting in a net gain of $543,000
savings in interest over the bonds' life.

Pg. 24
The proposed operating budget for fiscal year 2026 is approximately 987,000 less than fiscal

2025.

Administration Division

The administration division experienced a 1.1 billion increase in salaries and wages compared to
2025, primarily due to position movements and realignment of fringe benefits. The overall
increase is $679,000, with the fringe moving with the position. In line with the position
movements from other divisions to Administration, overtime increased by $60,000.

The budget for fringe expenses, including FICA, ERS, EUTF, and OPEB, is adjusted based on
changes in positions and allocation. OPEB costs increase annually, while ERS stabilizes at 24%.
The budget is based on 100% employer-paid health care premiums. The new open enrollment
next month may change this, so adjustments will be made accordingly.

There is a $200,000 increase in workers' compensation, excess crime, and property insurance
premiums due to reallocation and readjustment of insurance providers. The budget for fiscal
2026 aligns with these increases, and the overall utility services, including KAUC utilities, have
seen a $139,000 decrease. The budget has been moved to operations for consolidation.

There was a decrease of $139,000 for Utility Services, which was moved to Operations.

Administration/Information Technology

There is an overall decrease of $345,000 in the Information Technology section compared to
FY2025. There was an increase to Salaries and Wages due to the hiring of an IT Manager. One
position is currently on loan to the Fiscal Division for a Meter Reader vacancy. Overtime
decreased by $10,000, with anticipated future decreases.

There is a decrease of $362,000 due to the decreases in technical support and website
development costs; the department expects to have less technical support in 2026. Rental and
Leases decreased by $11,000 due to consolidation of prior years’ leases that utilized two separate
vendors; the department currently has a single lease with one vendor. SBITA increased by
$38,000 due to budget movement from Fiscal for Laserfiche license and software costs.

Fiscal Division — Billing

The billing division's budget increased by 69,000 due to a $10,000 increase in overtime. The
meter reader vacancy was filled on February 28 and the company is actively attempting to fill the
89-day position.

The Postage budget increased by $43,000 due to postage costs going up. Though the department
is actively trying to get customers to opt-in to paperless billing, many customers still prefer paper
statements and making payments by check at the counter.
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Board member Shigemoto asked if there is any service charge when paying a bill online to which
Ms. Yadao explained there is no charge if using a debit card, but there is a 3.5% charge when
using a credit card.

Fiscal — Accounting
The accounting department experienced a $226,000 decrease, primarily due to a $108,000 salary
decrease for three positions that are no longer in Accounting due to reorganization plans.

Board member Hull asked how many vacant positions are left in Accounting, to which Ms.
Yadao stated there is one meter reader vacancy, which is in Billing, but that is technically still
under Fiscal.

Overtime increased by $10,000 due to the demanding projects: Laserfiche, Rate Study, and
Enterprise Resource Planning that will replace the existing financial software.

Engineering — Administration
There was an overall decrease of $746,000 primarily because of movements within the
department to other divisions and decreases in Professional Services.

Ms. Yadao noted that Engineering originally submitted a budget proposal of $6.4 million, which
they cut down to $3.9 million by reducing Technical Design and Specialty Engineering Services,
Project Management, and Specialty Technical Services.

Mr. Shigemoto asked to clarify that we will not be undertaking these projects anytime soon, and
they will be deferred for now to which Ms. Yadao replied yes, noting that salaries and fringe
make up a good chunk of the Operational budget, and all of the cuts are based on lack of
revenue.

Engineering — Water Quality

Overall decrease of $53,000, which includes a decrease in Salaries by $32,000 for readjustment
of a position back to the standard SR level subsequent to a retirement as well as a $10,000
decrease in Overtime.

Engineering — Project Management
Overall increase of $88,000 which includes a $38,000 increase in Salaries for anticipated
onboarding, and a $30,000 increase in overtime.

Engineering — Water Resources
Overall decrease of $53,000. There is a decrease of $67,000 in Salaries, with a movement of one
position to another within the division, and an increase of $10,000 in Overtime.

Operations - Source
Overall increase of $18,000 primarily due to and increase in Salaries by $14,000, and adding one
position from the Operations Admin. section to the Transmission and Distribution section.

Operations — Purification
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Overall increase of $161,000 primarily due to a $90,000 increase in Salaries to budget for three
(3) full-time employees.

Operations — Power and Pump

Overall increase of $266,000 which includes a $28,000 increase in Salaries for a transfer hire
from County of Kauai at a higher rate of pay, and a $129,000 increase to Utility Services, which
was a budget transfer from the Administration Division to consolidate our utilities.

Operations — Transmission and Distribution

Overall decrease of $998,000 which includes a $76,000 decrease in Salaries, a $200,000
decrease in Repair and Maintenance for tank cleaning, and a decrease of $32,000 in Fuel which
is a reduction in diesel and gasoline offset by increase in ethanol fuel. The decrease in Inventory
Stock is because we budgeted $1.3 million in the prior year for transponder replacement, which
is no longer needed as the department is 65% complete. That $1.3 million decrease is offset by
the increase of $400,000 for warehouse parts and materials.

Proposed Capital Budget
Capital Budget for FY 2026 is proposed at $7.5 million.

Rehabilitation and Replacement was originally budgeted at $6.5 million, but has been cut down
to $2.68 million which includes the following deferred and cut item:
e $400,000 demolition of old Administration building
$300,000 replacement of dump truck
$70,000 replacement track loader mower deck
$3.1 million PLH-27 Kuhio Higway (Hardy-Oxford) 16’ main replacement
$400,000 reallocation of electrical conduit; add ATS to Microlab

Expansion was originally budgeted at $5.8 million, but has been cut down to $4.8 million which
includes the following deferred and cut items:
e $200,000 Kilohana on-site generation
$300,000 security and hardening facility improvements
$150,000 Haena 0.2 MG tank
$150,000 WKK-15 Kilauea 1.0 MG tank
$150,000 K-01 Kalaheo water system improvements

Ms. Yadao reiterated that we need to get our rates in alignment with our current operating needs,
and though water service applications remain steady, we continue to experience equipment
failures and ongoing maintenance. She expressed her appreciation to Operations and
Engineering for their flexibility, and great effort was put into making cuts without resorting to
cutting positions.

Manager Tait stated that the department currently outsources a huge amount of contract
management and design work for Engineering because we do not have enough staff to take care
of those operational needs. Ms. Yadao further emphasized that without rate increased, next
year’s picture will look almost untenable.
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He added that at present, there are no final numbers for any external funding, so that cannot be
applied to the budget.

Ms. Yadao noted that when we do receive State and Federal funding, it requires the department
to provide a match, so our challenge is that we do not have the initial funds to match any grants
that may be available. The department is currently budgeting $2.4 million in Water Utility to
match a State appropriation. Manager Tait added that there is a slim amount of project money
that does not require matching; however, other projects would still need to be trimmed back.

Ms. Yadao stated that the department will be putting contracts and projects on slow mode for the
time being. She acknowledged the seriousness of this matter and wishes the department could
move quickly with the rate increases. Mr. Tait noted that at tomorrow’s workshop, he would be
providing a historical look at how the department ended up here based on actions or inactions as
far back as 2010

Committee Member Finnila stated she is unfamiliar with what the process looked like last year
and asked whether the department was in a similar situation and how the committee dealt with it.
Ms. Yadao stated the budget was not presented as clearly last year, which is why she felt it was
important to outline the current situation this year. She noted that at past board meetings she has
highlighted the failed transponders and revenues, pointing out that billing had to halt the
estimated billing for a time which was extremely challenging. Ms. Yadao stated that this is her
third budget season, but it’s the first one where she feels that she has more control over it and can
see its history more clearly. Things cannot be sustained when revenues are flat, and expenses are
increasing.

Mr. Tait added there is a lack of population growth and lack of income along with a great
number of infrastructure failing which is why the department is in this position. He noted that
Operations has lost several key, experienced, long-time employees, who cannot be replaced by
the newer workforce in a 2 or 3 year turnaround time. The biggest concern is not having enough
revenue to address the system failures and replace the infrastructure; even if we had the revenue,
Operations does have the in-house staff to do so.

Ms. Yadao stated that this is difficult for non-financial minds to absorb the current budget
situation but assured the committee that this is the result of the best efforts the department has
made, adding that until it was presented in this way, the numbers were hidden and is now made
clear. She reiterated that it will not be sufficient to achieve one (1) year of rate increases, and
that multiple years of rate increases are needed.

Manager Tait stated that when he first came on board, Larry Dill and Ka‘aina Hull were on the
Finance Committee, and provided insights on the previous financial management and how things
led up to where they were in 2022. Currently, the committee is seeing the concerns Mr. Dill and
Mr. Hull had at that time are playing out now.

Committee member Hull stated that he appreciates the efforts the department has made to the
budget, especially when operating at a deficit. He stated that if the Board is going to be put into
the position of taking action on some of the strategies that will be discussed at the Water Systems
Investment Plan workshop tomorrow, you can almost guarantee that there will considerable

Finance Committee Meeting April 21, 2025 Page |5



pushback from the public. Something that has been looming over the Department of Water is the
potential for a Charter amendment to fold DOW fully back into the County of Kauai, and should
those proposed WSIP strategies are adopted, those conversations will be revisited. Mr. Hull does
not think the DOW’s budget or processes given its role in water and safety should be subject to
political whims at Council, but he feels it’s almost guaranteed to open that discussion. He added
that the Council, in potentially initiating a Charter Amendment, will want to have an audit
outside of the department has done on itself. While he appreciates what has been done, Mr. Hull
would like to make sure this budget is cut to the bone before looking at any strategies to increase
rates or Facilities Reserve Charges. He feels this is paramount to ensure the integrity of the
Department of Water as a semi-autonomous agency.

Mr. Hull requested that he be replaced as Chair of the Finance Committee as he does not feel he
has enough experience with Capital Improvement Project budgets to lead the committee to a
recommendation to the full Board. He feels that if he remains in the Committee Chair position,
he will need much more time to absorb the budget information and have internal meetings with
staff to help him gain a better understanding, which would result in the inability to meet the
timelines of the Finance Committee meetings and subsequent Budget approval.

Committee member Shigemoto commented that at the County, the individual departments don’t
get into these hard numbers. Additionally, the County relies on tax revenues, which makes
things a bit easier. Similar to tax increases, no one likes it, but if the numbers are true,
reasonable and accurate, it’s hard to argue against rate increases. Water is critical, and he feels
that most members of the public will understand the need for it, especially considering it has
been 11 or 12 years since the last rate increase. With everything else going up, water rates
should naturally follow, the question is how much and within what timeframe. Mr. Shigemoto
stated the WSIP workshop will provide much of that back up information the Board will need.
Ms. Yadao stated that the workshop will provide the history of what happened, and where we
went wrong. She stated that the County has been able to increase their real property taxes, class
taxations, implement new GE taxes, and new TAT taxes; all of which DOW does not receive
though water continues to flow to all of those customers in the hotel industry and visitor
industry. The department can hope for State and Federal monies, but that is not in our control;
the rates are what we can control.

Committee member Shigemoto stated that he is not speaking for the rest of the Board, but he
thinks they all understand the position DOW is in, not having the liberty of receiving TAT taxes
and such. He does trust that DOW staff are being as lean as possible and are being responsible in
cutting back as much as they can. Using the State as an example, in other agencies, you either
use the money you have or lose it, so the practice is usually to spend even when not necessary.
Mr. Shigemoto stated that he does not believe that is the practice here, but when you have a
deficit of $7 million, the question is where do we get the money to cover it? He asked if our
numbers are truly accurate, such as the number of users we currently have, and our projections
moving forward. If we cannot cut further, we must raise rates, and it is a matter of how much
and over what span of time. He reiterated that there is real potential for a Charter amendment to
fold DOW into the County, which he does not feel would be the appropriate move.
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Ms. Yadao noted that they have looked at DOW positions to determine which ones are essential.
Some positions have been dollar funded, and while they can dollar fund more, it will hurt the
department as it will impact the staff needed for Operations. Ms. Yadao stated that we have
made a lot of progress, but we will not get to zero. She expressed her concern that if DOW is
absorbed into the County, the continuous political struggle over who wants what will result in the
department getting lost and veering away from its core mission.

Manager Tait stated when you don’t have a growing revenue base population and you have an
inflationary economy with no increases in rate to pay for those costs along with having a big
turnover in managers who were not planning beyond their short tenure, you can’t place blame in
one area. It’s a series of events that led to where we are. Additionally, we did not have a Water
Use and Development Plan adopted by the State, and we didn’t have a Water Systems
Investment Plan. So even if we did raise rates and had revenue, at that time we had no clear
direction on how the money would be used.

Mr. Hull stated he is not going to be ready to move on the budget yet and is unsure how to
adjourn this session at this point. Ms. Zaima advised that this Finance meeting could simply be
recessed to the next scheduled session and can continue to be recessed to future scheduled
sessions until such time at the committee is ready to make their recommendations to the full
board.

RECESS
The meeting recessed at 2:31 p.m.

Respectfully submitted,
Cherisse Zaima
Commission Support Clerk
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