MID-MONTH MEETING

APRIL 26, 2006

The Mid-Month Meeting of the Council of the County of Kaua‘i was called to
order by the Council Chair at the Council Chambers, Historic County
Building, 4396 Rice Street, Room 201, Lihu‘e, Kaua‘i, on Wednesday, April 26, 2006,
at 9:24 a.m., after which the following members answered the call of the roll:

Honorable Jay Furfaro

Honorable Shaylene Iseri- Carvalho

Honorable Daryl W. Kaneshiro

Honorable Mel Rapozo

Honorable James Kunane Tokioka

Honorable JoAnn A. Yukimura, from 9:28 a.m.
Honorable Bill “Kaipo” Asing, Council Chair

APPROVAL OF AGENDA:

Mr. Rapozo moved for approval of the agenda as circulated, seconded by
Mr. Furfaro, and unanimously carried.

MINUTES of the following meetings of the Council:

Regular Meeting of March 22, 2006
Public Hearing of April 12, 2006, re: Bills Nos. 2172, 2174, and 2175

Mr. Furfaro moved for approval of the minutes as circulated, seconded by Ms. Iseri-
Carvalho and unanimously carried.

COMMUNICATIONS: .

Chair Asing: Mr. Clerk, I believe we are going to take out of order
C 2006-143, am I correct? .

PETER NAKAMURA, COUNTY CLERK:  Correct Mr. Chair.
Chair Asing: Thank you, with that, could you read the item please.
There being no objections C 2006-143 was taken out of order.

"Mr. Nakamura: This is on the bottom of page two (2) of the Council’s
agenda, C 2006-143.
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C 2006-143 Communication (02/10/2006) from James Y. Nakayama, Senior
Manager, KMH LLP, transmitting for Council information, final reports of the
Comprehensive Annual Financial Report of the County of Kauai (CAFR), Single
Audit Report, and Recommendations Designed to Improve Internal Accounting
Controls and Efficiency Report for the year ended June 30, 2005:

; I

Chair Asing: Thank you. What I'd hke to do is suspend the rules, and
I’'m going to turnit over to you.

There being no objections, the rules were suspended.

PETER HANASHIRO, KMH, LLP: Thank you Council Chair, members of
the Council, appreciate having the opportunity to be here again. My name is Peter
Hanashiro. I am the engagement partner from KMH, LLP. It’s a pleasure to be
here, and I know it has been a really challenging year for you folks, but please
indulge us. We're here to present the annual financial statements for June 30, 2005
and the related reports. By way of introduction, to my left is James Nakayama, he’s
the senior manager on the engagement, and behind me is Robin Freitas, he’s
supervisor on the account. I'm going to let them do most of the heavy lifting, since
they did most of the work throughout the engagement, and present the findings tPO
you. : ' ’ ‘ : o ;

Chair Asing: Thank you.

JAMES NAKAYAMA, SENIOR MANAGER, KMH, LLP: Good morning
everyone. As you know...as Peter mentioned, my name is James Nakayama. I
served as the engagement manager for the 2005 fiscal year audit, and the purpose
of our visit again, is to present the financial statements and related reports for the
fiscal year ending June 30, 2005. If there are any questions as I'm going through
this, feel free to ask me at any time. We're going to go through this pretty qulcklsgI
Just so, again, if you want us to stop anywhere, let me know.

We're here to present the three (3) bound reports that you should have
already, and instead of having me present all three (3), and hear my voice, you'll get
to hear my counterpart Robin Freitas here. I'll be presenting the Comprehensive
Annual Financial Report, otherwise known as the CAFR, and this basically reports
on the County’s basic financial statements. Robin will be reporting on the single
audit report for federal awards, and also on the management recommendations on
internal control.

So to start off with the CAFR or the Comprehensive Annual Financial
Reports, the first thing I always like to do is start off with good news. So, page
seven (7) of the spiral bound book you have in front of you relates to the certificate
‘of achievement for excellence in financial reporting, which is presented by the
GFOA or the Government Finance Officers Association. And this is the previous
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year’s CAFR in 2004, so they did receive the certificate again for the 12th year in a
row, and we'd like to Just congratulate the Department of F1nance in thlS
achlevement

Now going on to the 2005 CAFR, which is the rest of the document here. It is
very similar to the previous year, so I'm not going to go through each individual
statement, however, if you want me to go through anything, please let me know.

The few things I'm going to take you through as part of the CAFR is talk a
little bit about our audit approach, where we focused our audit on. A little bit of the
highlights in the financials itself that we want to point out to the Council here, as
well as some of the significant footnote disclosures.

Mr. Furfaro: * Could you just make reference to page numbers as you
walk us through please

Mr. Nakayama: =~ Yes I will. I totally understand. It’s a pretty big report.
Just to talk about our audit approach in general first. Our audit is bound by
generally accepted government auditing standards, so there are rules that we have
to follow in performing and conducting the audit. Not only do we have...we do a
primary substantive audit to not only audit the numbers, but also we’re required to
obtain an understanding of internal controls as well as test controls as part of
government auditing standards, and any findings we do come up, do arise in our
single audit findings or management recommendatlons, which Robin w111 be going
through in a little bit. : '

As far as the rest of our audit plan, our approach, based upon our
understanding of the previous audits with the County and also in our
communications with the Department of Finance, these are the following areas our
primary focus of the audit. We look ‘at the procurement cycles, payroll,
disbursements, real property tax, and a cash receipting, and this is in no particular
order here. But those are...and it’s very s1m11ar to previous years aud1ts

To get into the actual report itself, I'd like you to turn to page 10 of the
report. It’s actually right after the blue tab here and has our letterhead. This is our
auditor’s report. We provided an unqualified opinion.  Doesn’t sound good, it
actually is good, it’s a clean opinion. And I just want to point out at the end of the
day that it is under government auditing standards, and our report, although it
has...it’s just a couple of pages here, not only encompasses the...provides an opinion
of the County on a government wide basis, but also provides for an opinion for each
of the major funds as well, as defined by government accounting standards. And
just to give you a flavor of that, if you turn to page...the page preceding page 22, so
right before page 22, I'm sorry this doesn’t' have a page number on it, but it talks
about the major funds. And as you can see, there’s a list on the governmental
funds. On the top there is General Fund. That is a fund that has always been
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|
considered a major fund every year. " The rest of them are...change year to year
depending upon the level of revenues and expenditures that these funds have. And

so most funds are there every year, but some do come on or come off. So this is to |
give you an idea of what our opinion covers. Not only does it cover the government

as a whole, but also these individual funds.

Ms. Yukimura: Question?
Mr. Nakayama:  Sure.
Ms. Yukimura: Where is our Sewer Fund?

Mr. Nakayama: The Sewer Fund is also being captured...this is just one
(1) example on the government fund side, on the enterprise fund level, that’s where
that’s captured, and then I can show you that on page, page preceding page 32. So
there it shows the major funds related to the enterprise funds, and they are all
three (3) funds that you have are considered major funds this year.

Ms. Yukimura: Thank you.

Mr. Nakayama: Sure. If there are no questions on that, and I've really
nothing else to really point out in the financials itself, I'm going to move on to the
footnote disclosures. And there I'd like to point you to...you know for the most part
the footnotes are similar to the previous year, so I'm just going to point out the
exceptions or the changes. The first one (1) relates to..

Ms. Yukimura: What page?

Mr. Nakayama: Page number 47. And this points out...this is for footnote
number five (5). Just wanted to point out that there are some additional dlsclosures
there with regards to you know, a new standard that the County implemented this
year with regards to the investments, and it talks about it on the top there. The
County implemented GASB No. 40, and the required disclosures that are a part of
that. _

Going back a few steps, also want to point out on page 44. During the course
of the audit, it was noted that a restatement was necessary, meaning that there was
some assets that were in construction in the previous or recorded NCIP that should
have been recorded as fixed assets in the previous years, but had not been, so
essentially was an error that needed to be picked up in the previous years, and it
was significant enough to do a restatement. So, this restatement is shown here as a
$3.2 million change to only beginning net assets, as the.County does not provide
comparative financial statements. It only shows one (1) year, so the only impact is
to the beginning net assets. The cause of this error was really due to the way these
projects were funded. At the en{d'i_of the day, we did try to figure out what the source

o
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of the error was from, and we do have a ﬁndmg related to that that Robm wﬂl talk
about in a little bit.

" Mr. Furfaro: - Axe we going to talk about that now? -
Mr. Nakayama: | Sure. - |
Mr. Furfaro: . $3.2 million in finding.
Mr. Nakayama: | Sare.

Mr. Furfaro: If you would tell us about it. Robin, I don’t know if you
wanted to elaborate on this.

ROBIN FREITAS, SENIOR SUPERVISOR, KMH, LLP: Yea, basically what
that finding relates to is...the County typically pays for expenditures as they are
incurred. You know you get a receipt and you make the reimbursement. These two
(2) particular projects were actually advance funded, which is unusual for the
County, but you know that’s the way it was funded, and that’s part of the reason
it...there was an error with that. It just didn’t show up on anybody’s records as a
construction in progress item, which it should have, it was just expensed.

Mr. Furfaro: ~ So, but as an advanced item, shouldn’t it have been some
paperwork even as s1mple as a purchase order or a service contract that reflected
that?

Mr. Freitas: " Yes, but the way that the construction in progress is
tracked, it’s kind of a manual process, so it makes it a little dlﬂicult to find those
things if they are not tracked properly.

Mr. Nakayama: Right, because it’s a separate process. Actually when the
moneys were spent, or being expended if you will, those are properly tracked all
along in the government fund financial statements. There, and I know I didn’t
explain this earlier, but just to refresh people’s memories. There are two (2) sets of
financial statements that the government has, your...basically there’s a government
wide financial statements, which are more on the business type or full accrual basis,
and there’s...those are areas where you would record fixed assets and those types of
things and normal business would do.

Then you got another set of books where basically I think there are
governmental fund financial statements where you are expending the money at the
end of the day, but you don’t record fixed assets, because the government is not
usually concerned with recording hard assets on its books at the end of the day. So
the disconnect came between these two (2) if you will, so the moneys were being
spent and got recorded properly, but never got trans...if you will, then recorded on
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the government wide financial statement and accrued there. So it’s really a
disconnect more for financial reporting purposes than anything else.

Mr. Furfaro: -You know, I'm going to talk to you a little bit more about
that when we come to some of the operating bills at year end.

Mr. Nakayama:  Okay.

Mr. Furfaro: Because that seems to me that some mechanism should
have been there to give a red flag.

Mr. Nakayama: Correct.

Mr. Furfaro: To this potential spending.

Mr. Nakayama: Correct.

Mr. Furfaro: You know, in some places they have instead of a 12 month
year, they kind of have a 13 month year. You know you clean up the things that are
you know out there in the year for the year, but I mean, certainly you found it, but
it seems to me that there needs to be a mechanism here that...

Mr. Nakayama: Right, and that’s part of our recommendation at the end.

Mr. Furfaro: 'Oh, that is part of your recommendation? ;

Mr. Nakayama: Yea, and to basically create a mechanism to reconcile the
schedule that would insure that these assets that are being spent then get properly
recorded for financial reporting purposes. _ . ‘ g

Mr. Furfaro: Okay, thank you, thank you.

. Mr. Nakayama: Sure.
- s L
Chair Asing: Thank you. Councilmember Yukimura?

Ms. Yukimura: Thank you. What project was this where this $3 million. Jl

Mr. Freitas: I would have to get back to you on that. I don’t have that
information now, but I can get back to you.

Ms. Yukimura: Alright, thank you.

Mr. Nakayama If there are no other questions, we'll move on in the notes
here The other...the only other thing I want to point out in the footnote d1sclosures




COUNCIL MEETING ' 7 APRIL 26, 2006

relates to...on page 65, I guess this is just to show you that our life is not getting
easier, it’s getting harder every year, but at the end of the day, we have a listing of
the new accounting pronouncements that are coming through for the upcoming
years, and from 65 to 66, it shows you a list of GASB statements 42 through 47, that
touch upon things such as...simply as it may be revising the statistical section to
account for such things as employers...post employment benefits, which may or may
not affect the County. But we just want to mention it here, especially since that’s
recorded at the State level and not necessarily at the County level, but this is just
for your information at the end of the day of the upcomlng changes related to the
County’s financial reporting. .

Ms. Yukimura: Hold it, hold it...
Mr. Nakayama: Sure JoAnn.

Ms. Yukimura: Can you repeat what you just said, respecting what post
employment liabilities or...

Mr. Nakayama: = Right, for a statement No. 45, you look on page 66, it talks
about Accounting and Financial Reporting by Employers for Post Employment
Benefits other than pensions and currently there s no liabilities on the books, if I'm
correct Robin...

¥

Mr. Freitas: Yea.

Mr. Nakayama: And related to this, and there’s some discussion on the
changes with respect to that to get a more actuarial perspective, and a lot of it
thought because it is being administered by the State or the ERS, that that might
be more...this statement might be more relevant for that fund, but because of the
way the retirement plans are structured with the County employees. '

Ms. Yukimura: However, we still have to pay both health and retirement
benefits post employment, and they factor into our future budgets right?

Mr. Nakayama:  Correct, correct.

Ms. Yukimura:  So, and there was recently, was it Sunday’s paper, some
major things about government pension and the projected cost thereof.

Mr. Nakayama:  Correct.

Ms. Yukimura: So, it seems to me it’s important for us to reflect this
somewhere. '

Mr. Nakayama:  Well, right now...I think annually the...
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Mr. Freitas: I thmk the way - 1t’s set up right now. is that the ERS
calculates what you owe them for a year, and you pay throughout the year, but rlght
now there’s no specific liability recorded for those items on your books. You do
disclose certain pieces of information in the financials, but that’s all that is required
of you at this time.

Mr. Nakayama: Right, and bas1cally it’s pointed out for the readers who
are interested to go then...there’s accessability to get the CAFR from ERS and
obtain information as far as how big the liabilities are and it with respect to the
State system.

Ms. Yukimura: So you’re saying that third parties reading this report can
go to the IRS/CAFR?

Mr. Nakayama: ERS.

Ms. Yukimura: ERS/CAFR to get the further information?

Mr. Freitas: . Yes, if they’d like to...it d1rect .the disclosure will give
you some high level information regarding pension plans and public health fund. It
will then direct you to see the ERS if you’d like a specific, a specific CAFR similar to
the one (1) that you have, but for the pension plan for all the different counties.

Ms. Yukimura: Okay, excuse my ignorance, but explain CAFR.

Mr. Freitas: It’s the Comprehensive Annual Financial Report. There’s
one (1) done also for ERS. | _ §

Ms. Yukimura: Yeé, we just got one (1) right? Thoy just issued one (1)?
Mr. Freitas: I'm not sure if they just issued a CAFR.

Mr. Nakayama: They- probably did by now. |

Mr. Freitaé: Yea.

Ms. Yukimura: Ah huh.

Mr. Nakayama: Because I think have the same fiscal year.

Mr. Freitas: Yea, their fiscal year runs the same as the counties.

Ms. Yukimura: Right, I remember seeing the book, well I think that’s the
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Mr. Nakayama: Yea, it’s a...not as thick as yours but, about half way
there. R ;

Ms. Yukimura:  Yea, that’s correct. Okay, but in terms of projections for
our budgeting purposes, does that give us some...I mean it’s not, I'm not talking
reporting now, I'm talking projections so... - :

Mr. Nakayama: Right.
Ms. Yukimura: And maybe that’s not your kuleana, but...
Mr. Nakayama:  Yes.

Ms. Yukimura: If you have any information, were interested in it
because... ' -

Mr. Nakayama: I don’t have any specific information with regards to the
projections going forward. You know we’re primarily concerned on the financial
reporting side of making sure that if there’s any additional disclosures required by
the County’s financial statement level, that they get appropriately recorded at the
end of the day, but as far as going forward and helping you, but I understand the
concern. I think, agree that it is an ever increasing cost for every employer to have
pension plans such as these, and I wish I had an easy answer for that.

Ms. Yukimura: So in the government q accounting  reporting
guidelines/requirements...you don’t have to report potential future liabilities?

Mr. Freitas: You do have to report potential, future liabilities, but with
respect to pension benefits, and health fund benefits, you’re allowed to...you’re
required to report just basic information and future liabilities is not one (1) of those,
specifically I think in your...in the County’s situation, is because the pension plan is
administered by a third party, and you’re not actually taking care of it yourself.

Ms. Yukimura: ~ Well I know that’s true, but we still have to pay it.

Mr. Freitas: "~ Right.

Mr. Nakayama:  Correct.

Ms. Yukimura: I mean it’s still a budget element that is a huge element
in our budget. '

Mr. Nakayama: = I can tell you JoAnn, I think at fché end of the day it_’ls a
huge debate. If you...you know how do you, you know at the end of the day, if
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youre going to do, you know report these liabilities on your books, then you also
need to report the respective assets related to those liabilities on your books as well.
And I think the GASB has gone back and forth as to what the right approach is at
the end of the day. This is...the current standard is that the liabilities are not
-recorded on your books, and we’re just trying to make sure that in the future, that if
they do change, that they do require you to report something, that in the future that
you will be reporting a liability. But I can just tell in the current standards, there is
that debate whether it should be on there or not, and under the current situation
that you folks have where you are not administering your own plan, and it’s being
administered by the State, and the ERS for that matter, that it’s not required to be
recorded on your books at this point in time. So...

Ms. Yukimura: Okay.

!

Mr. Nakayama: I understand your concern that there is actually a liability
there, but essentially it’s almost like you've passed that on to the State for them to
administer, and then at the end of the day they are just going to tell you how much
you have to then fund it each year at the end of the day.

Ms. Yukimura: Okay, I appreciate the explanation.
Chair Asing: ‘We just pay the bill.

Ms. Yukimura: I know that, and...

Mr. Nakayama: Yea.

Ms. Yukimura: And then when were hit with a huge bill, then it’s a
problem. '

Mr. Nakayama: Right.

i

wl

Chair Asing: You want to continue?

Mr. Nakayama: Sure, thank you. That’s all I have on the footnote
disclosures unless there are any other questions? If not, I'm going to pass this on to
Robin Freitas, who will talk to you about the single audit report. 4

Chair Asing: Thank you. Robin?

Mr. Frietas: Before I get started, the a...well, the Single Audit Report
is conducted in accordance with OMB A-133, which is the Office of Management and
Budget. It’s a separate set of standards than the General Accepted Government
‘Auditing Standards, so just so you are aware of that. And again, you can stop me at
any time to ask questions. .

i
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For the single audit, we tested four (4) major programs. We tested Section 8,
the Workforce Investment Act, the Federal Transit Administration, and the Special
Programs for the Aging. There’s four (4) sections to the single audit report. The
first section is the report on compliance and on internal control were financial
reporting and on compliance and other matters, and you can find that at page one
(1) of the Single Audit Report.

The second section is the report on compliance, with requirements applicable
to each major program and on internal control for compliance, and you can find that
at page three (3). And there are basically two (2) separate reports telling you how
the County did as far as internal control or financial reporting, and internal control
over federal awards and any compliance issues with federal awards.

The third section would be the schedule of expenditures of federal awards,
and that should be on page five (5), and that basically will list all of your federal
expenditures for the year. The last section, actually has two (2) parts to it. There’s
a schedule of findings and question cost, and that starts on page 13, and that will
walk you through any current year findings or question costs that we had related to
the financial audit and the single audit. And I'm sorry, and the federal awards, and
then the last section is a summary schedule of prior audit findings and that’s a
section where we basically update the Council on what happened to the ﬁndmgs
that we discussed in the prior year.

There are two (2) types of ﬁndings that you are going to find with respect to
internal controls. The first one (1) is a reportable condition. And a reportable
condition relates to a significant deficiency in the design or operation of internal
controls that could adversely affect the County’s ability to administer a federal
program. The second type of finding would be a material weakness. A material
weakness is a reportable condition in which the design or operation of one (1) or
more internal controls does not reduce to a relatively low risk, the risk that non-
compliance may occur and may not be detected. Of the two (2), the material
weakness is a more significant issue, and just so that you know, both of these items
are subject to auditor judgment. There’s no hard and fast rule as to what should be
a reportable condition, and to what should be a material weakness. Wlth that said,
I'd like to get into the actual findings of the single audit.

With respect to financial reporting, we didn’t find any reportable conditions
or material weaknesses for internal controls or financial reporting, so that’s a good
thing. With respect to the federal programs that we tested, as also noted no
reportable conditions or material weaknesses with the Workforce Investment Act,
or the Federal Transit Administration Program. We did have a couple of findings
related to the Aging Program and the Section 8 Program, and I'll be covering those
next.
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For the special program for the aging, we did note a reportable condition over
the internal controls over reporting. And basically what happened with that was
there were reports that were required to be submitted to the State, that weren’t
submitted in a timely manner. And that would be on...

Ms. Iseri-Carvalho:15.

Mr. Freitas: I think that would be on page 15, so you can turnto that
page to see the specific details of the finding, but at high level, that’s what occurred
there.

Ms. Iseri-Carvalho:I have a question.
Mr. Freitas: Sure.
Chair Asing: " Go ahead.

Ms. Iseri-Carvalho:With respect to that item, did you receive updated
information as to how the agency sought to comply, it’s also going to your report?

Mr. Freitas: Yea, basically what had happened was, there...it was our
understanding that the agency was experiencing a staffing shortage during the
time, so what they’ve done is, they’ve gone ahead and hired an additional person to
help them, and our understanding is that the reports are now being filed in a timely
manner. :

Ms. Iseri-Carvalho: Okay, and so your reporting indicating a failure to submit
the required reports may jeopardize the program’s funding, that hat has already
been addressed?

Mr. Freitas: It’s our understandmg that it has been addressed. Any
other questions (inaudible)?

Mr. Furfaro: So let me ask.. .your timing issue, is it dealt with the fact
that the guidelines of reporting within a 20 day period or you know.. what
specifically are you talking in terms of the timing issue?

Mr. Freitas: There are deadlines that are required to be met for
reports to the State for that particular program.

_ )
Mr. Furfaro: I understand that. 4
Mr. Freitas: And I can’t remember if it’s 10 or 20 days.

Mr. Furfaro: I think it’s 20.
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Ms. Iseri-Carvalho:20.

Mr. Freitas: Okay, and you know the reports were not submitted
within a 20 day window, and in fact the reports weren’t submitted as of the time we
were doing our audit, so I mean, there was a pretty s1gn1ﬁcant lag there

Mr. Furfaro Okay, so there is a significant lag. 1 th1nk the department
was understaffed for a httle bit of tlme

Mr. Freitas:  * Correct.

Mr. Furfaro: Could yoﬁ- give me a guideline? Was it 45 days? More
than 60?

Mr. Freitas: I think you’d have to look at the specific reports. If it was
the first quarter, it would be outstanding through the (inaudible).

Mr. Furfaro: ~ I'don’t want to tie you up with that, thank you. But it
was, it was a... oo T e S

Mr. Freitas: - It was a significant...

Mr. Furfaro: Significantly more than the 20 days allowed by...

Mr. Freitas: Yes yes

Mr. Furfaro: - The program, okay, thank you.

Mr. Freitas: Okay, sure.

~ Chair Asing: Councilmember Iseri-Carvalho?

Ms. Iseri-Carvalho:I have just a follow up. There was a...the quarterly

reports were due within 20 days, but there was an annual financial report that was

due within 60 days after the year end, and that had been delayed but complied with
in as far as the 60 days right?

Mr. Freitas: ~ The 60 days, it was not in compliance with the 60 days,
but I believe they were communicating with the State, so they did sub...before we
had left or finished our audit, they had actually submltted the report but it was
beyond the 60 day requlrement

Ms. Iseri-Carvalho:Okay, I’'m...I thought I had received some information
indicating that the report was submitted on July 22, which would have been 22
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days after the end of the fiscal year. So it was at the end of the fiscal year, but
within the 60 day time limit. :

Mr. Freitas: I can double check on that, because that is...that doesn’t I
guess agree with what we had with the aging (inaudible). So I'll double check.

Ms. Iseri-Carvalho:Yea, if could clarify that, because it appears that they
were trying to make amends to try to comply with the outstanding requirements,
and that prior to that we had some extensive discussion on hiring the staffing that
they needed and that staffing position was filled. And so we're hoping that they had
complied with whatever outstanding requirements there were for those funds.

Mr. Freitas: I will follow up with that.
Ms. Iseri-Carvalho:Okay.

Mr. Freitas: Moving on Section 8. For Section 8 we have two (2), two
(2) issues with Section 8. The first is a material weakness related to the controls
over monitoring participant eligibility. This particular finding is similar to a
finding we brought up last year, and we felt that based on the number of individual
findings in the participant files, and the fact that it’s a carry forth issue from the
prior year, that this finding should be reported as a material weakness versus a
reportable condition.

Chair Asing: Go ahead Mel.

Mr. Rapozo: Thank you. Yea, I remember this from 1ast'year as well.
Mr. Freitas: Yea. |
Mr. Rapozo: And I don’t know how far you folks look, but I guess my

concern is when you look at the amount of participants, the different amounts or the
different types, things like annual income was incorrectly calculated, and that was
for six (6) participants of the program. , Is that a typo or is that intentional..
that...are we putting unqual...yea, unquahﬁed people into these homes? Are we
taking people that should not be, or getting these vouchers? Do we know? \
Mr. Freitas: We don’t know for sure whether the participants are
actually valid participants or not. What we do is, we go in and we look at the
supporting documentation that are in the files, and we try to make a determination
of whether we agree with the Section 8 management that a person is eligible to
participate. If there’s a lack of documentation, or incorrect documentation, we ré
not necessarily in the position to make a determination whether the person is a
valid participant. All we can do is say you know this participant may or may not be
a valid participant, you need to go back and check. Either get the additional
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documentation that’s required to make that determination, or you know verlfy their
income or do whatever the dlscrepancy requlres you to do.

Mr. Nakayama: = Just to add on that, the reason...that’s the reason when
you see on the list there, we call it question costs. Not necessarily because we’re not
the final decision maker with regards to the eligibility of these participants. And at
the end of the day, it’s really to make the federal agency aware of these issues, and
it’s their responsibility to follow up on that with the housing department.

Ms. Iseri-Carvalho:Housing agency.

Mr. Freitas: Yea, and it’s just for us to brixig it to your attention, and
say this may or may not be

Mr. Rapozo: Okay, and I appreciate that. It’s just that, this is not the

first time.
Mr. Freitas: Correct.
Mr. Rapozo: And it’s the similar kinds of...
Mr. Freitas: Yes, yea, and just to add on to that. It’s ~a situation you

probably won’t correct within a year. It may take a year or two (2) just because of
the quantity of the participant files that the Housing Department has. I think
there are approximately 800 participants in the Section 8 program, so it’s not
something that you can just cycle through in one (1) year, and fix everybody.

Mr. Rapozo: Right, but I would expect, if they got this last year...
Mr. Freitas: Right.
Mr. Rapozo: And six (6) participants were incorrectly calculated, that

at least we would go back to those six (6) applicants, and if in fact they fall out of
qualification for the program that they be removed, and if in fact fraud is involved,
then we prosecute them. If they are lying or if were assisting these people to
illegally participate, then we need to take action as well on our employees, and
that’s my concern, because that’s quite a bit here.

~ Mr. Freitas: Right, and we are actually in the process of providing
Section 8 management with the names of the tenants or the participants, so they
can go back and double check their files.
Mr. Rapozo: " Okay, well thank you.

Mr. Freitas: So they are going to go back and look at it.
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Mr. Rapozo: Yea, and then maybe we can as far as, on our end, get a
follow up from the housing department on what they find, because I think that’
important, and again, that’s the second year in a row that this has occurred. Thank
you.

i

Chair Asing: Thank you. You want...Councilmember Yukimura?

Ms. Yukimura: I'm sorry, I don’t have last year’é report, the
recommendation that you made this year... : '

Mr. Freitas: This is for Section 8 you are referring to?

Ms. Yukimura: Yes, was that the same recommendation you made last
year?

Mr. Freitas: It’s pretty much the same thing.

Ms. Yﬁkimura: Oh I'm sorry. Was the same recommendation?

Mr. Freitas: Yes.

Ms. Yukimura: So to your knowledge it hasn’t been...that
recommendation has not been implemented? ' '

Mr. Freitas: . I think there have been attempts to implement it, but
there have been issues within the housing department that may have prevented it.

Ms. Yukimura: Okay.
Mr. Freitas: I don’t think it’s for a lack of maybe trying. I just...

Ms. Yukimura: Okay, and well have some discussion with our housing
people as well. Okay, thank you. R

Mr. Freitas: And the final thing related to Section 8 would be a
material non-compliance related to allowable cause. Basically the material non;
compliance...or our assessment of material non-compliance is based on an estimate.
What we do is we take the actual question costs, which you see on page 14 as
$4,000, and extrapolate that amount over the entire population of participants,
And we extrapolate that based on a statistical sampling plan. We then evaluate the
estimated question costs against our acceptable monetary risk for this program, and
based on the results, there was a strong probability that there would be a material
non-compliance with allowable cost.
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Ms. Iseri-Carvalho:I have a question. -
Mr. Freitas: Um hum.

Ms. Iseri-Carvalho:So what was that measured against? What amount? And
when you say, okay they have over here like a question cost of $4,008, indicate that
the likely question costs represent-a material non-compliance. So $4,008 versus
what figure? How do you determine thatisa... -

Mr. Freitas: Is’a-‘material non-compliance?
Ms. Iseri-Carvalho:Right.

Mr. Freitas: Basically, what we do is, we do a statistical sample, and
what happens is when we review the tenant files, we came up with a question cost
amount of $4,000. We then estimate what that would be against the whole
population. We basically extrapolate that to everybody, because we don’t test 100%
of the files, we test a portion of the files.

Ms. Iseri-Carvalho:Right, and what percentage is that? 92 of what? 800
plus files?

Mr. Furfaro: 800.
Mr. Freitas: Yea, so maybe 11%, 12%.

- Ms. Iseri-Carvalho:Okay, and so based on that figure and then you test it
against the whole population and what amount did you come up agamst the whole
population?

Mr. Freitas: I believe the whole estimate was somewhere in $250,000
range. I could get back to you with a more specific number, but I don’t...

Ms. Iseri-Carvalho:I guess, and the question I have is that you're saying that
compliance with such requirements is necessary in order to comply Wlth the
requirements apphcable to that program?

Mr. Freitas: ~ Right.

Ms. Iseri-Carvalho:So being in non-compliance or getting a review of non-
compliance has the affect of what?

Mr. Freitas: It’s just a red flag to the feds and say‘look, in addition to
the material weakness for the controls, that there may be an issue with the
allowable cause. We're not saying there is, but it’s something that we need to
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report, that we’re required to report, and to say there could be a potential issue here
and whoever wants to or needs to look into it...

Ms. Iseri-Carvalho:Okay, and last year, this was something that was on last
year? .

Mr. Freitas: . It wasn’t a material non-compliance. So we had a similar

amount, but it didn’t reach a threshold... -

Ms. Iseri-Carvalho:Reach the threshold based upon the actual reparation
that you did last year.

Mr. Freitas: Yea, correct.
Ms. Iseri-Carvalho:But this year it did.
Mr. Freitas:  Itdid. : ]

Ms. Iseri-Carvalho: And so only the material non-comphances are reported to
the feds?

Ms. Freitas: Actually all the...the control weaknesses are réporteﬂ.
The material non-compliance actually relates to a dollar value, whereas the
material weaknesses, they are more control function related, not necessarily dollar
related.

Mr. Nakayama: There’s an individual form that gets filled out at the end
that get filed with the clearinghouse at the end, the federal clearinghouse that does
indicate to the agencies of these...also the findings on internal control, as well as
the material non-compliance.

Mr. Freitas: Right.

Ms. Iseri-Carvalho:Okay.

Chair Asing: Councilmember Yukimura?

Ms. Yukimura: The $250,000 figure is derived from the fact that, if you
found $4,000 that are questioned costs out of a sample of $800,000, there might be
about $250,000 at risk?

Mr. Freitas: Approximately. It’s an estimate, and it’s based on a
statistical estimation.

Ms. Yukimura: Yea, okay, that’s significant though.
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Mr. Freitas: -  Yea, and we were doing it based on the program itself, not
so much the County as a whole. Correct, it’s just specific to this Section 8 program.

Ms. Yukimura: - Right, right.

Chair Asing: Thank you. You want to contmue"
k ; |
Mr. Freitas: And that’s baswally it for the Single Audit portlon If you
guys had any more questions, if not 'm going to...

Ms. Iseri-Carvalho:I have a question based on page 8 of the schedule of
expenditures of federal awards with respect to drug enforcement on the COPS
program. There’s these cops in the school and it shows a program or an award
amount of $375,000 and then current year expenditure amount $12,589, and then
total cumulative expend1tures of $8 515. Why is the cumulative expenditures less
than the entire..

Mr. Freitas: A, there could be a negatlve or credit in that partlcular
budget line item from another year.

Ms. Iseri-Carvalho:From another year?
Mr. Freitas: Yes.

Ms. Iseri-Carvalho:Okay, and I guess the question I had was, we were under
the impression that.this grant, at least I was, this COPS grant wasn’t being funded,
I mean they had the money, but it wasn’t being filled, the posmons or they hadn’t
comphed with any of the terms of the grant.

Mr. Freitas: I couldn’t speak to anything specifically in this grant, just
because we didn'’t really look atit. I could follow up and get you some information,
but..

Ms. Iseri-Carvalho:Okay, please do, because that’s been something that was
in last years and this years and our understanding is that this grant has been
fulfilled at all.

Mr. Nakayama: Just to explain to the members that at the end of the day,
the way we do our audits is that we can’t cover every federal program throughout
the year. It’s going to be something that would be too onerous to pay for as it would
be for us to do so the requirement for us as Robin mentioned. We do cover certain
significant programs as defined by the OMB Circular 133, and we meant to get
coverage of these major programs within every three (3) years, and we do try to test
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the minor programs when we have a chance. So, we'll get back to you on this as
much as possible, but just to explain the difference in numbers.

Ms. Iseri-Carvalho:That’s fine, yéa, thank you.

Chair Asing: Councilmember Tokioka?

Mr. Tokioka: - But I thought that every federal grant we need to audit
every year? Isthat...

Mr. Freitas: No, that...you don’t need to audit every federal...every
federal award every year. -

Mr. Tokioka: Maybe I should say program, or... .

Mr. Freitas: Unless the contract document specifically says you need

an audit every year, otherwise OMB standards require you to audit major programs
at least...you know you do an assessment of the major programs, and those
programs that you assess as something, high risk programs, you would evaluate,
and there’s a calculation that the OMB prescribes. "

Mr. Tokioka: And did that change with GASB or that was always the...

Mr. Nakayama: That was always the (inaudible), because there’s two (2)
different types...when you say audit, there’s audit from a general financial
reporting perspective, making sure moneys were spent, and all the programs are all
included in that audit if you will, from a financial reporting perspective, making
sure the moneys, and we look at it from that perspective. However, on the flip side,
for the government side or compliance perspective, you know they have a whole set
of programs that we have to make sure that not only the numbers are correct, that
they are meeting the compliance requlrements so there’s...you know there is a
means of coverage if you will that we’re not going to cover all of the programs Wlth
respect to that, and that’s what we’re talking about there. ‘

Mr. Tokioka: Okay, okay, and then when you say the random side, like
the County programs, whether it’s the golf fund, the sewer fund, so those are...you
select randomly and...

Mr. Nakayama: Those are all required to be audited every year from that
perspective. We're just talking about the fed.. any federal...funds that receive
federal awards. At the end of the day, that’s what we’re talking about, or programs
that receive federal awards, and that’s.. .but the funds itself are all encompassed i in
the..

Ms. Yukimura: The County funds.
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- Mr. Nakayama: - Yea, the County funds, you have to kind of break the two
(2) up, because they are all called funds at the end of the day so...but the funds
themselves are covered within the audit itself for financial reporting purposes, and
in the compliance it’s only...there’s a certain amount of coverage required there, as
programs receive money from federal...from the federal agenmes or passed through
from the State if you will.

Mr. Tokioka: And through the rotation like you said of your contract,
the three (3) year contract, dlfferent funds are audlted if they are not audited one
(1) year from :

Mr. Nakayama: Except for programs like Section 8, if they have material
weaknesses, we're required to keep looking at them every year.

Mr. Freitas: y Yea, we }{eep evéluatipg it.

Mr. Tokioka: Okay, thank you. Thank you James.

Chair Asing: Councilmember Yukimura?

Ms. Yukimura:  So as I understand from what you Just said, regardmg the

federal programs, you audit, you do a random..
Mr. Nakayama: Not necess...
Ms. Yukimura: Not a random, but you do a...
Mr. Freitas: Yea, basically what happensrihs. ..
~ Ms. Yukimura: - Spot.

Mr. Freitas: Well we evaluate all the federal programs based on a
dollar threshold, which is prescribed by OMB, and any program that meets or
exceeds that threshold, we then further evaluate to determine whether it should be
considered a high risk program or lowest program. Based on that evaluation, we
then determine which programs we actually test. So, if a program doesn’t meet the
initial dollar threshold cutoff, then that gets put into a separate class that we will
look at if we have you know the availability to look at it. Otherwise, you know we
just look at the big ones.

. Ms. Yukimura:  What are the things you look at to determine whether it’s
high risk?
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Mr. Nakayama: There’s a (inaudible) check list we go through that
basically goes down the criteria of either past findings, or anything that we’re aware

of, that raises the risk for a particular fund that would...say we probably need to

look at that for that reason.

Ms. Yukimura: And can the contractor or the...I mean the County also
designate certain funds to look at?

Mr. Freitas: As high risk?
Ms. Yukimura:  Or say we want you to look r;;t these funds? m
. Mr. Freitas: You, yea, you...
Ms. Yukimura: You' caﬂ request. '
Mr. Freitas: You could request that we look at certain funds,
definitely.
Chair Asing: | Okay.

Ms. Iseri-Carvalho:Just one (1) more question. What the dollar threshold
amount for major programs? i

Mr. Freitas: It changes every year, but this year if you look at page 13,
at the very bottom, well at the very bottom, the major programs would be anything
over $408...a federal award that expended over $408,000.

Ms. Iseri-Carvalho: $408,000?

Mr. Freitas: Yea, and like I said it changes every year, based on your
cumulative federal expenditure awards for the year.

Ms. Iséri-Carvalho:Alright, thank you. )
Chair Asing: Tharik you. You have anything else?
 Mr. Freitas: The last "thiflg would be to focus on the managemen}.lc

recommendations and basically. what I wanted to point out was recommendation

number two (2)... ;

Chair Asing: What page are you making reference to?

Mr. Freitas: Page one (1) of the...
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- Mr. Nakayama: It’s a different report.

Mr. Freitas: ' It’s a different report, of the recommendations designed to
improve internal accounting controls and administrative efficiency. So if you look at
page one (1), finding number two (2), the tracking and reporting construction in
progress. We talked about that previously. This is the item that led to the
restatement, the $3 million restatement. And we did put a recommendation in
there to reconcile construction in progress details with the general ledger on a
regular basis to make sure that all the projects are properly reflected.

Let’s see, and as far as the other current year recommendations, they are not
as significant. There are some prior year recommendations and our understanding
is that as of year end, a majority of those recommendations have been addressed
and the remaining recommendations were going to be addressed by the end of fiscal
year 06, and may have already been addressed. We haven’t followed up since I
think October, so there may have been some further action on these prior
recommendatlons : :

Chair Asing: A Couneilmember Furfaro? |
Mr Furfare: B This book recommends your recommendations right?
© Mr. Freitas: ~ Correct.
Mr. Furfaro: You I-know one (1) of -the things that causes me some

concern when I look at this, item two (2), item three (3), item nine (9) on leases, you
know we are all talking about tracking in these recommendations. Right? And
your answer is to get them more software. I mean, doesn’t the County have a rent
roll for leases that says at this month the rent is due? I mean it’s in the housing
department too. Security deposits, utilities, I mean we talking about some basic
tracking here gentlemen.

Mr. Nakayama: Right.

Mr. Freitas: =~ For the leases, our understanding is that they actually
have put together an excel based summary schedule.

Mr. Furfaro: ~ Okay, (inaudible) note over, an ‘excel based, something
simple. But you've looked at this? Are they working on a rent roll for leases?

Mr. Freitas: I don’t believe they are working on a rent roll, and you
may want to check further with Finance, but they do have a summary listing of the
leases that are in effect, and the general terms of the leases, things of that nature.
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Mr. Furfaro: Okay, I mean...I think you understand where I'm coming
from...when I see this popping it up in three (3) of your recommendations, and it
really deals with who’s looking at who collected the rent is basically what it
amounts to, it’s rather concerning that we would say that the outcome is to get new
software. I think a basm excel sheets..

[

Mr. Freitas: Right, that would... _ . . oy
Mr. Furfaro: That would be a good tool.
Mr. Freitas: Yes.

Mr. Furfaro: - I mean it’s...I have to tell you, I mean, there’s i;othin;g

drastic in here at all, but it’s some things that operationally we certainly should pay
some attention to. :
i
Mr. Nakayama: That’s what this report is meant to do. It’s not meant...all
the drastic ones do get put...or the significant findings get put in the other report,
and this is really meant for the County to consider. And there’s some things we put
in before where they’ve addressed, or something you feel is not cost effective as well.
And that’s what they ultimately have to evaluate.

Mr. Furfaro: Mr. Chairman, may I ask about item number four (4) in
that report as well which deals with investment policy?

Chair Asing: Go ahead.
&
Mr. Furfaro: Can you give a little bit more background on your
commentaries here? I assume the County currently has an investment manager in
place and there is a committee. , , _ _ S i

Mr. Freitas: I believe that the investment manager was hired or put
into place after year end. I would need to follow up with the Department of Finance
to get a more specific date, but these recommendations and their responses are as of
a certain point in time, so they may have been addressed already.

N £

Mr. Furfaro: Because I'm certain I've heard from Mr. Tresler that he’s
addressed this investment manager as well as some of the other things. And then
in the area of risk management and insurance... _ .

Mr. Freitas: Yes?

Mr. Furfaro: You are basically telling us that as the County is self—
insured up to $500,000, but because of the potential exposure we have out here, if
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I'm reading this, you're telling us that it’s time to get an actuary to help us caICulate

these potential liabilities?
Mr. Freitas:
Mr. Furfaro:
Mr. Freitas:
Mr. Furfaro:
Chair Asing:

Ms. Yukimura:

" You may want to c”bnsid'e_r that, yes.

That’s what you’re telling us here.

Yes.

| Okay, thank you.

Thank you. Councilmember Yukimura?

Yes, on number three (3) under housing, accuracy of

financial reporting, you note that we haven’t been des1gnat1ng secunty dep051ts as a

liability. What amount 1s

Mr. Freitas:
significant.

Ms. Yukimura:

Mr. Freitas:
practice to...

Ms. Yukimura:
significant liability.

Mr. Freitas:
Ms. Yukimura:
Chair Asing:

Ms. Iseri-Carvalho:
administrative plan for

involved here?

I'd have to get back to you. I don’t believe it’s anything

. Major?

Yea, but I mean it’s just...it’s just good recordkeeping
Well then if it’s applied in a lot of cases, it could be a

Correct.
I see, okay.
Thank you. Councilmember Iseri-Carvalho?

Page five (5), number 13 on the compliance with the
the HUD program. It indicates that they weren’t as

required requesting the submittal of the annual federal income tax returns, and in
some cases was there a criteria that was established as to why some were requested

in certain cases and some
Mr. Freitas:

(Change to side B of tape

weren’t?
I believe...

1)
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Mr. Freitas: ..to get validation of the individual’s income and th1s
kind of ties back to the ﬁndmg that you saw.

Ms. Iseri-Carvalho:Right, and that was the concern that was raised by
Councilmember Rapozo, whether or not we have app...I mean people that are
obtaining federal funding for housing and whatever, that may not even qualify.

Mr. Freitas: Right. S

Ms. Iseri-Carvalho:For those because we are not requesting the information
in order to verify the income or Whatever other verification that is needed in order
to qualify.

Mr. Freitas: Right.

A o A , i
Ms. Iseri-Carvalho:I think that’s a concern, in light of the fact...and you do as
well I can see, in light of the fact of the extensiveness of the HUD program and the
potential for abuse in that area, especially with self reported income. You know self
employed, and so hopefully this will be incorporated within or addressed by next
year.

Mr. Freitas: Yes.
Chair Asing:  Thank you. With that, Councilmember Kaneshiro? :
Mr. Kaneshiro: In that, where you recommend federal income tax return,

is that a Schedule F you talking about?
Mr. Freltas: I'm sorry?

Mr. Kaneshiro: When you talk about requesting federal income tax
returns, is that the filing of a Schedule F?

Mr. Freitas: I don’t know the specific schedule number, it’s just...
Mr. Nakayama: I think it’s just the feturﬁ itself.

Ms. Iseri-Carvalho:The whole return.

Mr. Freitas: It’s the individual’s tax return itself.

Mr. Kaneshiro: Oh, okay.

Chair Asing: Thank you. Any other questions? If not, are you thfough‘?k
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Mr. Freitas: I believe that’s it.

Mr. Nakayamaﬁ - Other than that, we’'d just like to thank the staff at the
Department of Finance for their cooperation this year. We had no other issues with
that, and again, we want to thank you for your t1me as well Councﬂmembers

Chair Asing: Thank you. With that, am I correct that, bottom line is,
we don’t have anything outstanding, s1gn1ﬁcant in nature that we need to be overly
concerned about? Am I correct? :

Mr. Freitas: I would say you may want to address the Section 8 issues.

Ms. Iseri-Carvalho:Right, I mean those issues...

Mr. Freitas: That’s probably an item you may want to take a look at.
Chair Asing: Okay, thank you very much.
- Mr. Freitas: " Thank you.

Mr. Nakayama: Thank you.
The meeting was called back to order and proceeded as follows:

Chair Asing: I’d like to have a motion to receive this item, and we will
be transmitting a communication to the Finance Director for response to issues

raised in the audit.

Ms. Iseri-Carvalho: Okay, and also there were questlons that they said they
would get back to us on..

Chair Asing: And we will get that information.
Ms. Iseri-Carvalho: Yea, as well.

Chair Asing: ~ As well.

Ms. Iseri-Carvalho:Thank you.

4

Mr. Rapozo: ~ Does this...I guess my concern is I have some questions,
and is that what you’re saying, it’ll go to the Finance Director or to the individual
departments?

 Chair Asing: ~ Yes, Finarice Director.
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Mr. Rapozo: Because I know the material weaknesses and so forth
pertain to housing and you know the elderly. I think those...I don’t know how much
the Finance Director can answer, but I kind of want to address those specifics,
because again, they are recurring and... "

Chair Asing: Yes, and the Finance Director will be responsible to work
with the departments to get those resolved, and answered. Any other questions?

Mr. Rapozo: Does it come back? I mean my question is, is it going to |
be referred to a (inaudible)? ’ |

Chair Asing: Yes.

Mr. Tokioka: Yea, it’s referred to him, and then he sends back a
communication to us so that we can address specific issues after they have
discussed it amongst the departments and the auditors, so that’s what has
happened in the past.

Mr. Rapozo: Yea I know, but it was normally...I mean it wasn’t open
ended. There was a date right? I mean we would refer the... .

Mr. Tokioka: When they come back?

Mr. Rapozo: Yea. ‘W
- Mr. Tokioka: Yea, so that’s the communication we gotta send over.

Chair Asing: Okay, any further discussion? If not, can I have...

Mr. Furfaro: = Do you need a motion?

Chair Asing: That motion?

Mr. Furfaro moved to receive C 2006-143 for the record, seconded by
Ms. Iseri-Carvalho.

Chair Asing: ‘Thank you. Is there any further discussion?

Mr. Furfaro: Yes.

Chair Asing: Yes, go ahead.

Mr. Furfaro: Mr. Chair, I do want to point out the two (2) items that

are somewhat concerning in the handling of capital projects as well as the housing
piece, but I also do want to recommend that some of the recommendations from the

o
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audit were almost more severe than the findings. The reality is, there are some
things over there that I certainly have seen the progress over the last couple of
years, and I do want to compliment Mr. Tresler and h1s staff, and I’m sure he will
get back to us with the appropriate commentary

Chair Asing: Thank you. Is there any further discussion? Yes?

Mr. Rapozo: ~ “Just in the communication, I just want to make sure that
we include that...] guess it was item two (2), the construction in progress. I know
the question was asked I think by Councilmember Yukimura...but I'm actually
interested in knowing which projects those were, what two (2) projects were
advanced funded and...because I have no idea what they are. So if we could get
that information as well. ' : o

Chair Asing: Thank you. Well, included in the communication to the
Finance Director, if Councilmembers have any specific questions that they want
addressed, we can include that in the communication that we’re going to send over

to the Finance Dlrector With that, any further d1scussmn‘7 Yes, Councilmember -

Yukimura?

Ms. Yukimura: I just want to follow up on Councilmember Furfaro’s
point...I'm sorry, I just want to follow up on Councilmember Furfaro’s point that I
think they’ve been really great strides in the Finance Department, and in the
County in through the use of information technology and through some very good
accounting management trying to get our house in order in many ways. Things
from the gasboy project to our assets inventory system, all of this is really a lot of
progress, so I do want to acknowledge Finance Director Tresler and his staff and the
departments that are working on it. And as we know there are a few pieces left,
and we need to follow up on those. Thank you.

Chair Asing: Thank you. With that, any further diéeussion?

The motion to ‘receive C 2006-143 for the record was then put and
unanimously carried.‘_ \

Chair Asing: What I'd like to do now is, we’re going to go back to the
agenda and take the first item on the agenda, which is C 2006-136. Before we do
that, I'm going to call a short recess for staff to set up and get the paperwork to
those in the audience who wants to testify on this item.

‘Mr. Tokioka: Mr. Chairman, can we take the caption break at the same
time? o - ' :

Chair Asing: Okay, fine, we can do that.. So...what we’ll do now is we’ll
take the short caption break, 10 minutes, and then we’ll get back and then we’ll go
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right into the communication and have all those here speak as they wish. Thank
you. :

The Chair called a caption recess at 10:17 a.m. , J
The meeting was called back to order at 10:33 a.m. and proceeded as follows:
Chair Asing: ‘Mr. Clerk can you read the next item please?

C 2006- 136 ‘Communication (03/09/2006) from the Planmng D1rect0r
transmitting the Planning Commission’s recommendation to approve Zoning
Amendment ZA-2006-2, to amend a portion of Zoning Map. ZM-LI 400 affecting
approximately 5 acres from Open District (O) to Residential District (R-4), in Lihu‘e,
Kaua‘i. (Grove Farm Properties, Inc., Applicant):

Chair Asing: Thank you. What we'd like to do is, because of some
communication breakdown, I guess we have members of the public here who wants
to speak, actually on Bill No. 2177. And we don’t normally allow the speakers tlfo
talk on the communication portion, but you are here, everyone is ready, so we're
going to allow you to go ahead and make your presentation. So with that, I'd like to
suspend the rules. Bob and Bonnie, welcome.

There being no objections, the rules Wefe suspended.

Ms. Yukimura:  Just pull it up to you and talk into it.

Ms. Lake: Good morning. My name is Bonnie Lake. I have lived 11}1
Lihu‘e for 40 years, 36 years on Nawiliwili Road. I worked for the Department of
Education as a classroom teacher, speech therapist, and school administrator, and
indeed Bernard Carvalho, who just left the room, oh has just reentered the room
was in my very first kindergarten class. He’s a little bigger now than he was then.

. . I

BOB SCHLECK: My name is Bob Schleck, good morning. I've been on

Kaua'i for 36 years, and have worked at Grove Farm on Nawiliwili Road since 1971.
I'm now the Director, have been since 1995.

Ms. Lake: If my voice sounds a bit tremulous, it’s because I'm not
accustomed to public speaking, and if you see Bob nudge me occasionally, it’s
because I tend to talk in fast forward. My Mother says she can’t listen as fast as I
can talk. So, he’s going to help me keep a slower pace.

BONNIE LAKE: I don’t know whether this is on. o |

4

This testimony is being presented on behalf of a grassroots group of people, a
group of whom are able to be here this morning, who refer to themselves as Nuhou
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Road Realignment Stoplights. Quite by chance, last August an observant citizen
noticed some surveying taking place along the edge of Ulu Ko Road...Ulu Ko Park
and inquired at the Planning Department about it. Consequently, we learned about
the diversion of Nuhou Road through the park and plans for a four-way stop light at
the intersection of Nuhou, Nawiliwili, and Aheahe. While we are not here today to
oppose the request of zoning amendment for 16 house lots on Nuhou Road, we
implore the Councilmembers to be aware of the increase in traffic generated by each
of Grove Farm Company’s residential, commercial, and 1ndustr1a1 developments and
ask for your support regardmg a bypass road.

Nuhou Road, also known as Nuhou Street from Niumalu Road to Kaumuali‘
Highway in Lihu‘e, Grove Farm Company made a commitment to build Nuhou Road
years ago, that is in 1990, when they were first given approval to develop a number
of residential, commercial, and industrial properties, including Ulu Ko Subdivision.
This commitment was reflected by the fact that Nuhou Road appears on the Kaua'‘i
General Plan maps as well as on the Civil Defense maps printed in various Kaua'‘i
phone books. The purpose of Nuhou Road was to accommodate the increased traffic
anticipated as a result of the increased density in residential, commercial, and
industrial properties in the area. On April 11t of this year, Grove Farm Company
presented to the Planning Commission a request for an additional 26 lot
subdivision, which according to a fellow at the Planning Department lies
~somewhere between Ulu Ko and Puako subd1v1S1ons That was as specific as he was
able to be for me.

At your meeting two (2) weeks ago, you had an opportunity to hear David
Bigss of Metro Quest Computer Software speak on community planning. You may
remember that he noted that each individual project the communities approved in
and of themselves ‘appeared to be benign in their impact. But in that in the
aggregate over time, theres a tremendous 1mpact and we'd ask you to please be
aware of that.

The concerned citizens of Nuhou Road Realignment Stoplight group have two
(2) requests. One (1), that the County rescind that portion of the County zoning
amendment, ZA-2002-3, which requires Grove Farm Property Inc. to construct a
four (4) lane road between the existing Nuhou Street and Nawiliwili Road to
Aheahe Street point, including eliminating the requirement for four (4) stoplights
and the construction of turning lanes and all other changes instituted by that
rezoning amendment.

When we met with Mike Furukawa, Senior Vice President with Grove Farm
Company last fall, we specifically asked him why does Grove Farm Company need
this road cutting through the park? He told us they did not need the road, but
required by County ordinance that was passed in 2002, they were required to build
it. We’ll remark on the history of that ordinance later in our test1mony
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At this time, we would like to take a moment to mention that Vickie Hilacion
and her husband of 56 years, Bill Hilacion were the prime movers in transforming
Ulu Ko Park from what was essentially a large vacant lot filled with guinea grass
into the park as it is today. Most regrettably, Vicki passed away on April 13t, and
we would like to dedicate our efforts in saving the park to her memory. Our second
request is that the County hold Grove Farm Property Inc. to its original major
infrastructure design, with the Grove Farm Company Lihu‘e-Puhi Development
Plan, including the completion of the construction of the four (4) lane Nuhou Raod,
also known as Nuhou Street from Kaumualii Highway to Niumalu Road as
approved by Ordinance No. PM-206-90 as of 1990, and that a reasonable timetable
for completion be established. Although we are mindful that residents of Ulu Ko II,
whose properties lie between Apapane Road and the Puakea Golf Course, we are
aware that they are opposed to the construction of the original alignment of Nuhou
Road. When they purchased their properties, Nuhou Road was clearly demarked on
-existing maps, and additionally Grove Farm Company had built a rock wall across
the back of their lots separating the properties from Nuhou Road. Clearly, they
were informed of the original alignment for Nuhou Road.

While our written testimony appears to be somewhat lengthy, we felt it wetJJs
important to reiterate for the public record those issues we have shared with you
when meeting individually with you over the past months. There are also some
additional items of significance that we would like to share with you today. The
materials we have given you are divided into three (3) sections; five (5) pages of
written testimony, three (3) pages citing specific documents, and then copies of the
‘documents themselves.

We would now like to quickly show four (4) visuals, share four (4) visuals
with you. For those of you who are too young to remember, the first shows
Nawiliwili Road as it looked in 1970. You can barely see the road, and it is bordered
by sugar cane, which extended all the way up to Kaumuali9 Highway. Ulu Mahi
did not exist, Ulu Ko did not exist, the shopping center did not exist, instead,
everything was sugar cane.

The second visual is exhibit ZA-90-2, which was attached to the proposed
amendment to the Zoning Map ZM-400-K11, reflecting the zoning changes from
open to residential that was being requested by Grove Farm Company in 1990. You
will see that Nuhou Road from Kaumualii Highway to Niumalu Road is clearly
demarked. We've noted it on there in yellow.

The third visual is a copy of the Puakea Golf Course scorecard, which was
being distributed as recently as 2005. You can see...neither Bob nor I are very good
with power..

Mr. Schleck: Look at shaky hand. This is the original alignment here.
It was a curving road.
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Ms. Lake: " At any rate, what we are hoping to show with this, which
I'm not really able to see, but you have a copy of this, of this scorecard in your
attachments, it’s the very last one (1) on the packet of materials that you were
given. The realigned Nuhou Road cuts through the park. In the original alignment
of Nuhou Road on the scorecard, was significantly reduced, it was significantly
altered, even though the Ordinance No. PM-2002-362, passed in April 2002
approving the diversion of Nuhou Road through the park required that Grove Farm
Company maintain and continue to identify the...by ordinance, that was passed in
1990, they were required to maintain the existing Nuhou Road alignment and
connection to Niumalu Road. This was according to the ordinance that was passed
in 1990. And indeed the small section that is left actually comes off of the end of
Nokekula Street to the left down to the harbor, and connects with Golf Estates.
There’s a very short little section road there -That was all that was left of Niumalu
Road on these scorecards and... :

Mr. Schleck:  ° * Right there is Nokekula Circle there. Look at that. -

Ms. Lake: According to Mike Furukawa, that small section that was
left was going to be a gated private road, that was going to serve the Golf Estates
subdivision. He did indicate to us when we met with him, they would probably not
pursue development of a gated community, but they still did intend to have that
short, just about a third of a mile, or third of the distance of Nuhou Road. That was
still going to be a private road that was going to be owned by the residents of Golf
Estates. .

The last visual, which I hope is a little clearer, is of Ulu Ko Park, and this is
the park as was depicted by Leland Nishek, and it represented a dream park that
the residents of Ulu Ko subdivision hoped to create. And it had a tennis court, it
had a basketball court, it had a comfort station, it had walking paths, picnic areas,
and this is what Ulu Ko subdivision residents hoped to over time develop. While
the red lines through the park represent what we estimated to be the impact of
Nuhou Road cutting through the park, the impact it appears will indeed be much,
- much greater. According to an article that appeared in The Garden Island several
weeks ago on April 16, Mike Furukawa estimated that about four (4) acres would be
cut from one (1) side of the park. The park is only six (6) acres in total, so two-
thirds of the park would be gone. He also noted that the planned four (4) lane
Nuhou Street extension that is, it will cut through the park to Nawiliwili Road
would cost an estimated $1.8 million. We have been told that the four-way stop
light at Nuhou and Nawiliwili would cost another $500,000 for a total of $2.3
million. We believe that this money could be spent more wisely elsewhere,
specifically to construct the original alignment of Nuhou Road.

Now for those of you who are breathing along with the written testimony that
we already provided for you, we are now at the bottom of page one (1).
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A public hearing of the Council of the County of Kaua‘i was held on February
‘14, 1990. This is some of the new information that we had not shared with you
when we met with you individually. The purpose of that meeting was to hear
testimony on Bills Nos. 1316 and 1317, relating to amendments in zoning and
General Plan designations for Grove Farm Properties. David Pratt, the president of
Grove Farm Properties and Howard Abe, of Pacific Planning and Engineering the
firm that did the traffic impact study for the project under consideration, were both
present. Mr. Abe notes that in the absence of the proposed housing project...can
you put it back on the...and there was an enormous amount of property that was at
that time being rezoned from open to residential, and Mr. Abe noted that in the
absence of this proposed housing project, Kaumuali‘i Highway would need to be a
four-lane divided highway by 1996. As an aside, his...the contention was that by
building all of this residential property in the Lihu‘e area, we would no longer have
people coming from the Westside, and therefore we would not need this four-lane
road for Kaumuali‘i Highway. Of course 16 years later, we see that truly is not the
case, but who would have known. At any rate, I quote Mr. Abe, “this particular
project would provide additional traffic circulation in the Grove Farm Shopping
Center area and basically the Nuhou Road, when it is completed, when this project
is fully occupied will provide a bypass highway or what we refer to as an alternate
road so that the people from West Kaua‘i would be able to go to Nawiliwili us1ng
this particular road. That the developer, based on their recommendation had
agreed to do some offsite improvement and this was the channelization and
signalization of the intersection of Kaumualii Highway and Nuhou Road and the
other end of Nuhou Road at Nawiliwili and the Nuhou Road intersection. That is
Niumalu. That these improvements would provide the necessary egress and ingress
into the project as well as provide an additional route for people who wish to travel
from the West to Nawiliwili and bypass the shopping center area.” . :
)

To date, the extension of Nuhou Road to Niumalu Road has not been built.
This is 16 years later, and it still has not been built. Over the past 15 to 16 years,
residents along Nawiliwili Road have borne the negative impact of all the 1ncreased
traffic created by the many developments built by Grove Farm Properties Inc.,
the Lihu‘e/Puhi area including: Ulu Mahi Subdivision, Puako Subdivision, Kuku1
Grove Shopping Center, the Regency at Puakea, Puhi Industrial Parks I and II
Hokulei Estates I and II, Villas at Puako, Ulu Ko Subdivision, Puakea Golf Course_z
Home Depot and surrounding commercial ventures, including Dynasty Court, the
Hana Kuku'i Center where KIUC is located, Solipsys Systems Building, Dr. Flora’s
Clinic, Chiefess Kamakahelei School, King Auto Center, the commercial buildings
along the east side of Nawiliwili Road including the theater, etc., etc., etc., N01se,
traffic congestion, and speeding have all changed the once rural Naw1hw1h Road,
road that I knew into an intimidating and overburdened traffic route. ;

Adding to the current overburdening of Nawiliwili Road will be the arrival of

the Hawai‘l Superferry at Nawiliwili Harbor in early 2007. The headline of an
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article dated June 4, 2004 in The Garden Island newspaper announces “Ferry
Under Construction, Grove Farm is an Investor”. The article states “Steve-Case
owned Grove Farm Company of Puhi yesterday reached an agreement to buy 50
percent of Maui Land and Pineapple’s $1 million 1nvestment in the ferry company.
Grove Farm will pay $500 for the purchase.”

Mr. Schleck:” * $500,000.

Ms. Lake: $500,000. Warren Haruki, current president and chief
executive officer of Grove Farm Company, and the affiliated land home...Lihu‘e
Land Company is on the Board of Directors for the Hawai‘i Superferry. While
Grove Farm Company has every right to invest in whatever ventures they wish,
they undeniably bear responsibility for an increase in traffic on this island as a
result of their investment in this particular project. The number of vehicles
disembarking from the Superferry per day is projected to be upwards of 250 cars,
trucks, and busses. This is on a daily basis coming into Nawiliwili Harbor, and we
can anticipate that at least half of those vehicles will travel on Nawiliwili Road.

When testimony was heard on October 25, 2005 regarding Zoning
Amendment ZA-2006-2, Grove Farm Properties, Inc...this has to do with the
request to rezone from open to residential the 16 houselots on Nuhou that is going
to be heard today in a bill later Ian Costa, Director of the County Department of
Planning asked the State of Hawai‘i Department of Transportation for a response to
Grove Farm Properties zoning request. Their report of December 23, 2005
recommends and I quote, “that Nuhou Road be planned so that it can also continue
south, parallel to Nawiliwili Road toward Nawiliwili Harbor. By allowing Nuhou
Road to extend south, it can be used to provide a future second access to the
developments west of Nawiliwili Road and alleviate congestion on Nawiliwili Road.
The southward extension of Nuhou Road to Nawiliwili Harbor is depicted in the
Kaua‘i Long Range Land Transportation Plan and is covered in earlier County
ordinances and the 1989 Land Use Commission Decision and Order.”

We had contacted both the State and County transportation divisions and we
were told they have no specific plans for State or County bypass roads to provide
traffic relief from the harbor area to Kaumuali‘i Highway to access south and west
Kaua‘i, other than what is currently reﬂected in the General Plan, that is, Nuhou
Road. :

In November 2001, Grove Farm Company appeared before the Planning
Commission stating that they could not afford to build the road, that is Nuhou Road
as depicted there, although they had committed to that in 1990. They asked
permission to build a shorter road, which incidentally cuts directly through Ulu Ko
Park. The suggestion that Grove Farm could not afford to build the road is
questionable, as Steve Case had purchased the company 11 months earlier in
December 2000. The Planning Commission subsequently recommended approval of




