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ChairMarshallandMembersoftheCommittee:

My nameis Leslie Tanaka,City Auditor, andI appreciatetheopportunityto brief you onour

Audit ofSelectedManagementIssuesat theHonoluluBoardofWaterSupply,ReportNo. 06-07.

With metodayaremembersoftheaudit team. I wishto introduceMs. SusanHall, audit

managerandprojectsupervisorandMs. MariaTorres-Kitamura,in-chargeauditor. Audit team

memberRoxaneOrianis alsoavailablehereto answeranyquestions. I would like to thankthe

boardof directors,chiefengineerandstaffof theHonoluluBoardof Water Supplyfor their

cooperationduringtheconductof this audit.

This audit wasinitiated by my officeasprovidedin theRevisedCharterof Honolulu. My office

selectedtheBoardof WaterSupply for reviewdue to significantorganizationchangesthathave

occurredoverthe lastsix years,including thestate-authorizedExperimentalModernization

Project,andthepursuitof businessdevelopmentprojectsbeyondits coremission, In addition,
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reportsthat BWS hasbeenunableto coverits operationalcosts,alongwith thefrequencyof

watermain breaks,bring rise to concernsthat resourcesfor maintenanceandrepairof existing

drinking waterinfrastructuremayhavebeencompromisedby theseorganizationchanges.

SusanHall will now covertheaudit’sobjectivesandscope.

Theobjectivesof theauditwereto:

I. ReviewtheHonoluluBoardofWaterSupply’shumanresourceinitiativesandpractices,

anddeterminetheimpactofpersonnelchangeson theorganization.

2. Evaluateplanningandoutcomeof significantbusinessdevelopmentprojects.

3. Determinetheadequacyofresourcesdevotedto theprogramformaintenance,repairand

replacementof waterdistributionfacilities.

4. Make recommendationsasappropriate.

Our reviewfocusedon managementissuesrelatedto thehumanresourceinitiatives andagency

reorganizationsfor theperiodof FY1998-99to FY2004-05. We reviewedpersonnelcountsand

personnelcosts,particularlyfor seniorstaffofficershiredon contractunderthe Experimental

ModernizationProject. In addition,weassessedthecostsand benefitsof significantbusiness

developmentprojects,andtheadequacyof resourcesallocatedto maintenance,repairand

replacementofdrinking waterpipelines.
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We reviewedapplicablesectionsoftheHawai’i RevisedStatutes,RevisedCharterofHonolulu,

andtheRevisedOrdinancesofHonolulu. We reviewedpoliciesandprocedurespertainingto the

BoardofWaterSupply’sboardanddepartment,administrativedirectives,and otherapplicable

departmentaldocuments.We alsoreferredto laws,rulesandrequirementspertainingto hiring

employeesin bothcivil serviceandnon-civil servicepositions,includingemployeeshiredunder

theExperimentalModernizationProject. We reviewedcompensationand benefitsamong

executive-levelstateandcity positionsfor comparisonswith Boardof WaterSupplypersonnel.

We interviewedboardmembers,themanager,formerdeputymanager,andotheradministrators

andstaff We conductedsitevisits to BWS businessoperationsandwaterdistributionsystem

facilities. We examinedbestpracticespertainingto dutiesandresponsibilitiesofnon-profit

boards,essentialelementsofabusinessplan,andstandardsfor watersysteminfrastructure

maintenanceandplannedreplacement.Finally, weconductedInternet,literatureand other

searchesasappropriateto identif~~bestpracticesregardingthe managementof municipalwater

utilities from suchorganizationsastheAmericanWaterWorksAssociation,Associationof

MetropolitanWaterAgenciesandtheWaterInfrastructureNetwork.

At this time I will turnthepresentationover to MariaTorres-Kitamura,who will go over the

audit’s findings and recommendations.

In 1999,Boardof WaterSupplymanagementattemptedto respondto emergingtrendsin the

waterutility industryandcreateamorenimbleorganizationthat would be preparedasa

workplacefor the
21

st century. In theprocess,its leadersawakenedanorganizationthat, while
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financially healthy,had fallen behinddueto outdatedtools suchaspaper-basedinformation

systemsfor everythingfrom financialledgersto infrastructuremaintenance.Reorganization

efforts introducednewtechnologythat,whenproperlyimplemented,introducednewefficiencies

into theorganization.In addition, reorganizationintroducedits staff to therole of BWS in water

conservationandstewardship.However,in its eagernessto seeresults,BWS management

initiated wide-ranging,ambitiousprojectsthatstrainedBWS resourcesandoverwhelmedits

workforce,resulting in diminishing supportanddelayedimplementation.Ourfindings areas

follows:

Finding 1: Humanresourcereengineeringwascostlyand failed to deliveranticipated

efficiencies.

• Consultantcostsfor humanresourcereengineeringtotaled$10million over afive-year

period,but thebenefitsof humanresourcepilot programsarestill uncertain.

• ThebenefitsoftheMulti-Skilled Workerpilot facilitatedthepassageofExperimental

ModernizationProject(EMP)legislation. BWS’ Multi-Skilled Workerpilot project met

andexceededperformancegoals. However,thefull implementationofthemulti-skilled

pilot hasbeenstymiedby disagreementsoverpay.

BWS also usedEMP to hirecontractemployeesknownasEMP chiefsto supervise

existingmanagement-levelstaff

• Questionson thefuturerole of EMP officerswith respectto existing civil service

management-levelstaff remain.
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• AlthoughthepreviousboardofdirectorsrewardedBWS managerswith substantial

bonusesbeforethereorganizationwascompleted,the lackof afinalizedorganization

chartshowscontinuinginstability.

Finding2: Costlybusinessdevelopmentprojectswereimplementedwith questionable

benefitsto ratepayers.

• Thebusinessdevelopmentoffice wasestablishedto generaterevenues,but business

projectshadlimited planningandoversight. Overthepastsix fiscal years,BWS has

invested$78 million of its resourcesto startup businessdevelopmentprojectsof

questionablevalueto ratepayers,increasingits financialobligationswhile justif~’ingthese

venturesaspotentialsourcesof newrevenuesto potentiallydefertheneedforrate

increases.At thesametime, incrementalwaterrateincreasesweredelayed,leadingto

thesubstantialwaterrateincreaseswe facetoday. Suchexpensescomprisethefollowing

projects:

• $1.1 million in architecturalimprovementsto redesigna5,355-square-footoffice

spacefor theAsia-PacificUrbanInstituteatKapoleiHale in an effort to draw

consultingwork from theAsia-Pacificregion,and aseparateBWS consultingproject

thatgeneratedlessthan$10,000in revenues;

• $48 million to purchasetheHonouliuli RecycledWaterFacility, which hadbeenbuilt

by U.S. Filter to helpthecity meettherequirementsof aU.S. Environmental

ProtectionAgency(EPA) consentdecree. BWS alsohasa20-yearagreementto pay

thecompany,now calledVeolia,approximately$400,000annuallyto operateand

maintaintheplant;
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• $13.5million to purchasetheEwa Shaft from theEstateof JamesCampbell,

rehabilitatingthecontaminatedshaftat acostof $4.5 million, absorbingfuture

liabilities andobligating BWS to providetheEstatewith 3 million gallonsof water

per day morethanwasofficially allocatedby thestate,ratherthancondemningthe

propertyoutright;and

• $11 million to incorporateandconstructa districtcooling plantto provideair

conditioningattheJohnA. BumsSchoolof Medicine,plus $2.3 million overthe next

20 yearsto fully own equipmentwithin theplant.

• While recycledwateranddistrict cooling maypay off over the long run, theyhaveyet to

achievethedesiredimpactof generatingnewrevenuesin amountssufficientto minimize

waterrateincreases.

Finding3: BWS’ limited budgetsfor pipelinemaintenancehavebeensufficient only for

addressinginfrastructurein themostcritical condition.

• Proactivemaintenancemanagementshouldaim to minimizecostsandmaximize

infrastructuresustainability. BWS hastakenstepstowarda moreproactivesystem

throughits infrastructurereplacementprogram.

• New andexpandedinformationsystemcapabilities(i.e. GIS, FIONU, CMMS) haveresulted

in efficienciesfor BWS’ maintenanceactivities.

- However,BWS’ budgetsfor repairingandreplacingexisting drinkingwaterpipelines

havedeclinedsignificantly overthe pastsix years.

• BWS’ maintenancemanagementsystemis still in transition.
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We madeseveralrecommendationsto theBoardof WaterSupply that webelievewill help

addresstheseconcerns.We recommendedthat theBoardof Directorsfor theHonoluluBoardof

WaterSupplyshould:

- establishpoliciesandguidelinesfor evaluatingthemanagerandchiefengineer’s

performanceandrefrainfrom awardingbonusesto the deputymanager;

- conductannualwrittenperformanceevaluationsof themanagerbasedon theboard’s

overall policy objectives;

• requestregularstatusreportson reengineeringefforts, includingresourcesexpended,

andany processimprovementsor efficienciesachievedasa result;

• assesstheextentto which theBWS hasprovidedthedirectorsnecessaryand

sufficient informationbefore,during andaftersuchactivities to carryout its fiduciary

responsibilitiesto the island’sratepayersregardingBWS’ businessactivities;

• establishoverall policiespertainingto businessactivities, investments,analysis,and

oversightofbusinessactivities;

• requirethemanagerandchiefengineerto reporton its plansto implementsufficient

controlsto safeguardthe agency’sresourcesandratepayers’interestsin future

businessactivities;

- requirethe managerandchiefengineerto provide statusreportson the

implementationoftheproposedmaintenancemanagementsystemandprogress

towardproactiverepairandreplacementof existingwaterinfrastructure;and

• requirethemanagerandchiefengineerto reportvariancesbetweenamountsbudgeted

for repairandreplacementcomparedto actualexpenditures,andtheestimatedimpact

on thenumberof watermain breaks.
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TheManagerandChiefEngineerof theHonoluluBoardofWaterSupplyshould:

• establisha humanresourcesplanthat systematicallyprovidescontinuedfeedbackon

efficienciesresultingfrom humanresourceinitiatives and innovationsto stabilizethe

organization;

• clarify official positiondescriptionsandresponsibilitiesfor EMP chiefsandcreate

specificevaluationcriteriato documenteligibility for bonuses;

- addresspotentialduplicationofofficial dutiesand responsibilitiesbetweenEMP

officersand executive-management-levelstaff~

• finalizeofficial organizationchartsto reflectactualpersonnelfunctions;

• clarify thepurposeofthebusinessdevelopmentoffice, with respectto the BWS’ core

responsibilities,developspecific guidelinesfor evaluatingbusinessopportunitiesand

policiesfor incorporatingfeasiblebusinessactivitiesinto thelargerorganization;

• establishandmonitor costcentersfor businessdevelopmentprojectsto facilitate

reportingon eachbusinessdevelopmentprojectandreportperformanceto theboard

of directorsona regularbasis;

• monitor the implementationof thecomputerizedmaintenancemanagementsystemto

ensurethatit leadsto proactiverepairandreplacementofexistingwater

infrastructure;and

- assessand annuallyreportwhetherprojectsincludedin theSix-Year(FY2005-06to

FY2O1O-l1) CapitalProgramPrioritizationPlanareprogressingin efforts to reduce

thenumberofwatermain breaks.
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I will turn it backto Susanwhowill concludetoday’spresentation.

In closing,I wish to point out that in its response,theBoardofWater Supplyprovidedsome

clarifying information,andchangesto thedraftweremadein thefinal reportwhereappropriate.

BWS alsopointedout that our reportcontainedsignificantdiscrepanciesbetweenthe

informationcontainedin thereport andits own records. This is puzzlingto us, sincewehadno

othersourcefor thesefiguresotherthanofficials at theBoardofWaterSupply. If updatedor

finalizedinformationhascometo light afterouraudit wascompleted,thentheBoardof Water

Supplyis certainlyfreeto providethat informationatthis or any futuredate. However,it would

beunreasonableto expectourofficeto drawconclusionsoutsideof theevidencethatwas

providedto usat thetime ofouraudit. Despitetheassertionof manyinaccuraciesand

misrepresentations,noneofthecommentsprovidedto uschangedthesubstanceofour findings.

For example,the department’sresponsenotedthatthepipelinebudgetwasunderstatedby $139

million from FY1998-99to FY2004-05,andby $36 million for FY2004-05alone. However,we

specificallystatedin thetext thatour reportfocuseson budgetsto repairandreplaceexisting

potablewaterpipelines. In its response,thedepartmentincludesbudgetedfundsfor installing

newpipelinesandnon-potablewaterpipelines,which total $100million for FYI 998-99to

FY2004-05. While combiningamountsbudgetedfor existingandnewpotablepipelineswith

non-potablewaterpipelinescanincreasetheoverall dollar amount,webelievethatreporting

theseelementsseparatelyprovidesclarity for ratepayers.Additionally, the$36 million budgeted

for FY2004-05reportedby thedepartmentincluded15 deferredprojectstotaling $19.3 million

andsevendeletedprojectstotaling $14million. As webecameawareofthemagnitudeofthese
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projectcancellations,we concludedthat reportingonly theoriginally budgetedamountwouldbe

misleadingasarepresentationof resourcesallotted for thispurpose.

We alsonotethatBWS management’sresponsedid notaddressthelargerissuesof

accountabilitywith respectto theresultsobtainedfrom theresourcesexpendedover thepastsix

yearson humanresourcereengineering,businessdevelopmentprojects,andthesufficiencyof

resourcesallottedto pipelinesbasedon theirestimatedlife. Finally, we acknowledgethat the

BWS managementteamwasin transitionatthetime of ouraudit, andhaveexpressedourhope

to BWS officials that this reportwill serveasaguide for themastheymakedecisionsfor the

future. We look forwardto theresultsofthoseefforts.

Thankyou forthis opportunityto brief you on our report. We will behappyto answerany

questions.
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