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New Issue Details

The bonds are scheduied w sell on Dec. 9
through negotianon via 2 syndicate led by
PamneWebber [rc.

Purpose: Proceeds of the senior series 1998
bonds will fund the cost of cermin additions
and improvements o the WASLEWaIsr syswen
of the city und county, fund the common re-
serve aceount to the maximum permitted un-
der the law. and pav cosws of issuance,
Proceeds of the junior series 1998 bonds will

refund the $217.9 million principal amountof’

general obligation bonds of the oy and
county issued 1o fund projects for the waste-
water systern, fund the junior debr service
requirsment to che maximum permitted un-
der the law, and pav costs of issuance,
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City and County of Honolulu, Hawaii

® Summary

The City and County of Honclulu's wastewater svstem serves 125,000 separate
accounts and 71% of the island of Oahu’s 836,000 papuiation. Estimared fiscal 1998
revenues total $1135 million. Credit strengehs iaclude the essential nature of service
provided, favorable rate swructure and revenue mix, and sound fiscal policies.
Wastewater and combined water/wastewater rates compare favorably with those
of other wastewate: providers in the nation’s major cities. Ten-year forecasts
assume manageable annual rate increases. Sound fiscal policies inciude internal
targets for debeservice coverage, athree-menth operating reserve, and pay-as-yon-
go financing for 15% of capital expenditures,

Concerns include engeing funding requiremenss for the $341.5 miltion five-year
capita! improvement plan (CIP) and the $2.2 billion 20-vear CIP A significanc
portion of boch plans is associated with collection system rehabilization projects,
which do not present 4 major engineering challenge. An additional concern is the
city and coun:y’s dependence on taurism from Asia and the US. Recession
condirions in Califarnia and Asia in recent vaars have affected tourism, with &
further impact from the higher speading bv Astans, Howsver, economic consid-
crations are mitigated by the essential nature of thc service provided and rate
design — monthiy base charges. regardiess of usage. are designed w0 recover a
significant amount of system costs.

Strengths

Sound fiscal policies.

Well designed rate structure, with reasunable rates and manageable increases.
Strong prajected coverage of revenue bond deb.

Adequate treatment capacity, with ne groweh-relawed pressure.

Favorable revenue mix.

Yy yvwy R

Risks

Ongoing CIP requires frequent but manageable rate increases for the foresce-
able future.

= Economy dominated by teurism. which has been stagnant over the past
decade.

¥

® [legal Provisions

Legal provisions are sarisfacrory and fuirly standard for a utility system in the
middle of a large capizal program, The additional boads west permits the flexibility
1o comply with the rate covenant needed to fund a large plan without rate shock.
Internal financial targees eswablished by poiicy strengthen che linancial prefile, and
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projected coverage exceeds the targers.
The internal targers are 1.60 times (x)
senior revenue bond debt service and
1.25% coverage of all revenue bond debt
service. Policies also call for 2 riree-
month operating reserve,

The rate covenant under the first bond
resolution calls for debe service cover-
age by net revenue of 1.20x. The mare
covenant under the second bond reso-
lution calls for debt service caverage by
net revenue of 110x. A cominon re-
serve account under both reselutions is
funded to the maximum leve! permir-
ted by law. The reserves will be cash
funded. The additional bends test for
both resoluzions requires compliance
with the respectve rate covenant by
cither a historical or forward test If
interest is capitalized, the forward test
s applied beginning in the period
when interest is ne longer capitalized.

| Service Area

The Ciry and County of Honolulu in-
cludes the entire island of Ozhu. Oalu
is the swmte’s major island. There are
only four organized governments for
three counties, 1 addinion to the stare.
Oahu's population 1s 836,000, whicli ac-
counts for aboutr 7t1% of the state's
populaten. The wastewaier svstem
serves about 600,000 people and
125,000 customer accounts, wich ac-
count growth prajected at ubour 0.5%
per year in financial forecasts. Several
small private companies also provide
wastewater service. Current swate per
capita personal income is $25,686,
equal o 102% of the (.S, ranking i
l6th. In 1996, Honolulus per capits
personal income wag $27,040, 106% of
the state and 111% ¢f the U.S.

Hawaii's economy rests on a well devel-
oped tounism industry. Howaver, es the
seat of state governmentand the stare's
trede, finance, communications, and
transportanon eznter, Oahu's econtmy
is somewhat broader, although ourism
still plays a lurge role, Most federal es-
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ablishments, both civ:lian and miliary,
are on Oahu,

The swe’s strong and rapid develop-
ment throughour the 1980s was linked
to growing Jdemand for leisure travel
within the U.S. and Japan and other
Asian countries, particularly South Ko-
rea. While courist arrival patterns from
the U.S. mainland have Been stble,
they have not recovered o levels seen
before California’s recession. In recent
years, economic weakrness in Japan and
clsewhere in Asia has affected rourist
arnvals, with no rapid recovery seen.
Mereaver, Asian tourisim bas a greater
cconemic effect on spending, as Japa-
nese tourists spend more per visit than
U.S. visitars eypically do. The per day,
per persen spending level dropped
from a peak of $350 in 1988 1o $280 in
1997 for japanese visitors; spending
rose to $157 from 3121 over the same
period for vasitors from the U.S. main-
land.

While declines in Asian rourism and
reiated spending influence the service
area cconomy, the wastewater system’s
financial perfornmance is semewhat in-
sulaced by rate design und the essential
nature of the service provided.

® Management

The ciry council is Honelulu's govern-
ment bedy and is composed of nine
memibers clected {rom nine diswices,
with service limited w twe four-year
rerms. The mayor s the ciry's chief
executive officer, with servies alsa lim-
ited o two four-vear terms, By charter,
the counal] exereises the cvl legisla-
tive DOWeEr, enacts operaring and capital
budger ordinances, fixes fres and
charges for ciey services with some ex-
ceprions, and authorizes the issuance of
reventic bonds. Under a 1998 reargani-
zation plan, the Deparrment of Envi-
ronmental Services overseey the plan,
design, and construction of wastewater
lacilities: manage: the syscem’s npera-
tion and maintenance (O&M}Y and

complics with and gnforces environ-
mental reguiacions, By ordinance and
resolution, the city council requires
thar wastewarer SYSEEn) revenucs be
kept in a seperate fund and that the
wastewater program be self=support-
ing. A separate department, the Board
of Water Suppiy of the City and County,
bills custemers for water and waste wa-
ter services on a combined basis. The
CUSIOMET aCCounting system is new and
Year 2000 compliant. The billing pro-
gram has had a consistent delinquency
rate of less than 0.3%.

The wastewater system appears well
managed, as customer receivables are
current: is in compliance with permits;
and, based on financial forecasts, capi-
tal projects designed o comply with
the terms of consent decrees entered
into by the wastewater svstem and cn-
vironmental regulazors do net strain fi-
nancial performance or rates. The
refunding of general obligation debt
macuring by 2012 with revenue bonds
maturing over u 30-year period, while
less conservative, 15 Not inconsistent
with the operation of a utility wich long-
lived assers whose useful lives can be
extended indedinitely by rebuilding or
improving the mfrastructure. Maore-
over, it was a prudent economic deci-
sion given the nondiscretienary impact
of capital programs and rare shock
avoided by extending debt maturities.

® [nfrastructure/Capital

Improvement Program
The wastesvates system s dividad into
eight wastewater basing, with each
served by & wastewater (rearment
plant. Aggregate dry weather design ca-
pacity is 144.9 million gallons per day
{mgd), well in excess of 1997 flow of
114.8 mgd and slightdy below 1489
mgd expected in 2020. The system’s
three lasgest plants reat mare chan $0%
of wastewarter flows. The National Pol
lutane Discharge Elinuination System
{NPDES) permiz or state Department
of Heaith Underground Injecticn Con-
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1990° 1999% 2000 2001 2002*

2003** 004> 2005* 2006 20077

Growth Assumptions
ESDU at Start of Year
New ESDU

Increase (Yol

Revenue

Sewer Service Charge

System Facility Charge

Interest on Unrastricted Reservas
Other Revenue

Total Revenue
Expenses
Net Revenue

Debt Service

Senior Reverue Bonds

Junior Revenue Bonds
Reimbursable General Obligation
State Revolving Fund Loans

Total
Debt Service Coverage (x)

Senior Revenue Bonds
Senior and Junior Revenug Bonds
Total All Debt

Projected Charges
Monthly Sewer Service Charge
increase Over Prior Year (%)

275,691 277,351 278,651 260,161 281,661 283,161 284,661 286,161 287,661 289,161

1,660 1,310 1,500 1,500 1.500 1.500 1,500 1,500 1,500 1,500
— 0% 047 0.54 0.54 0.53 0.53 0.53 0.52 ¢.52
1115 1115 1162 1203 1256 131.0 137.8 1449 1335 1626
1.9 1.5 1.8 1.8 1.9 1.9 2.0 2. 2 2.2
0.0 2.5 28 25 2.9 3.0 3.0 2.8 2.5 2.3
1.6 0.9 1.0 1.1 1.1 1.2 1.3 1.3 1.4 1.5
115.0 1164 1218 1257 1315 1370 1440 1510 1395 1686
74.1 68.6 71.5 73.7 76.0 78.3 80.8 83.4 86.u0 88.8
40.9 47.8 30.3 32.0 355 58.8 63.3 67.7 73.5 79.8
0.0 2.0 3.2 5.2 10.1 15.2 20.8 27.0 33.3 39.6
0.0 0.0 10.7 10.2 10.2 10.2 10.2 10.2 10,2 10.2
543 1.4 12.6 125 12.8 13.1 120 12.4 1.8 11.6
4.5 5.7 5.2 3.6 58 6.3 6.7 7.0 7.4 7.8
38.8 245 n7 RER: 39.0 448 20.7 566 628 69.2
N.A. N.A. 1516 9.47 LACH] 3.74 2.95 2.43 214 1.96
N.A. NLA. 3.49 3.24 2.64 2.24 1.88 1.76 1.64 1.56
1.0 1.69 1.533 1.49 1.37 1.27 1.21 116 1.14 1.12
33.65 3365 3466 3570 37.06 3846 4023 4208 4436 46,75
Q.0 0L 3.0 30 3.8 3.8 4.6 46 5.4 5.4

*naudited. **Projected. ESDL - Fquivalent single-family dweliing units. N.A. - Nol avairable.

trol permic regulate the discharge of
treated wastewater into receiving wa-
ters. Seven of the eight planty meet
pational and stare discharge require-
ments. Thestate owns the eighth plane,
which has not been in compliance con-
sistently. However, this plant is the sys-
tem'’s second smallest, as meusured by
design and current and projected flow.
Management is requesting state funds
to bring this plant into cempliance.

The system has worked with the commu-
nity, the federal Environmeneal Protection
Apency, and the s Department of
Health to develop several consent de-
crees. The decrzes eswbiish miiestones
for the improvement of the wustewater
sysezm. Intenm preventive maintenance
procedures are to be completed by 2000,

Sewer rehabilization and dhe  infiitra-
tion and inflow plin ae phased, with
compietion of a pilor project required
by year<nd 1998, ¢ final plan rargered
for vear-end 1999, and ultimare com-
pletion by the ¢nd of the 20-vear CIE
Sopplemental  environmenual  projecrs
related to biosolids reuse and benefical
effluent reuse have nearterm comple-
tion dates. All consznt decree activities
and asseciated capital plans were initi-
ated since new mgnagement was ap-
pointed in 1993 and bslore the debt
restrlctasing,

The five-year (1998-2002) CIP cxpzn-
ditures toral $341.5 million. The 20—
year plan (1998-2017) has 2 toral costof
$2.3 billion; 35 collection syswem pro-
jects acvoun: for $163 million, or

slightly less than one-hall of the five-
vear CIP Some pipes in the collection
system are approaching the end of their
useful lives, Major pipelines were put
in operaucn 40-100 vears ago, and the
underground environment s harsh due
to the saline content of the high water
table. The dereriorated condition of
the system affecrs overall syswemn per-
formance most during periods of wee
weather, when O&M expenditures es-
calare as a result. The design and con-
struction of 22 wastewater treatment
piznt projects woaling $78 million ac-
count for the nex largest component of
the five-year plan funded by revenue
bond debr and other sources. Procceds
remaining from previously 1ssued and
unrefunded general obligadon bond
debr pay for $84 million of plan pro-
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jects. About 23% of the five-yeur capital
projects are discrecinnary, giving the
system financial flexibility duting the
next five vears, when the Asian reces-
sion s likelv to have its greatest effect.

About 84% of 20-year capial projects
are nendiscretionary, and abnur two-
thirds of the total relate to collecuion
svstem improvernents. Growth-related
projects account toronly 17% of 20-year
CIP costs. The consulting engineer
notes that completion of capical pro-
jects as planned should ensble the
wastewater system 1o rernain in compli-
ance with permit and consent decree
requuements. Lxpenditures over 20
vears should elimmate current and pro-
jected critical deficiencies, 2nd the 20-
vear plan 15 technically sound and
conforms to good engineering practice.

® Rates/Financial Performance

By ciry charter, the city council has the
power to e rates so that the wastewa-
ter svsteim will remain selfssustaining,
The director of environinental services
and the mavor recommend 4 rate in-
crease, subject to approval by city coun-
cil ordinance. Befere enacrment, rate
ordinances require three readings and a
public hearing.

The City and County of Honolulu’s
residennial sewer service charges com-
pare favorably with these of major vie-

ies. The annual sewer bill is about $404.
based on usage of 10,000 galions per
month. Rates are well designed to wizh-
stand the service area’s greater sensitiv-
ity ro economic eveles. The monthly
base charge, regardless of usege, is
$24.85 and represents ubout 74% cof the
average bill of $33.65 Base rares were
last increased in 1993 by 309, Over the
next five years, three increases are
planned at about the rate of inflation.
Thereafter, small to moderate rate in-
creases are required ta suppert rising
debr service, By 2007, if rate increases
are implemented as pianned, the aver-
age monthly residental sewer bill will
increase w $46.75, ubout 2 39% increase
over g 10-vear period, While this in-
crease is not insignificant, most major
ciies with aging infrastructures face
similar ¢hallenges with respeet w the
repair of their collection systems.

The wastewater system's revenue mix is
favorabie. Residental customers account
for 71% of sewer system charges. At less
tharn 3%, revenus {rom the svstern’s top
10 customers dees not present any con-
centration Concern of major impact o
financial performance from the loss of
any one customer. Revenues have been
relatvely fat since 1993, with the nume
ber of new customers added ¢ach vear
juet unaer 1%. LExcluding onc-nme
charges (reimbursernents to ths general
fund for refuse disposa! charges and legal
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seulement costs), OSM expenses have
grown gt the rate of 2.3% per year since
1993, Ten-year financial forecasts show
a relatively stable outlook for O&M
expenses.  Higher revenue require-
menes and rate increases are drven by
the debr service assoclated with the
capita! plan, Despite revenue bond is-
suance of S610 million by 2007, debt
service coverage by net revenug is ex-
pected to remain above 1.90x for s¢nint
revenus bond debr and 1.60x for all
revenue debt throughour the 10-year
forecast period. Forecasts appear rea-
sonable. Morcover, the financial plan is
flexible since a portion will be cash
financed, anc forecasted rate increases,
which are small w moderate, can be
moditied. Coverage of all debr, includ-
ing unrefunded general obligation debt
and state revelving fund loan repay-
ment, is abour L10x Abour $125 mil-
lion in general obligation debe will not
be refunded by the junior bonds and is
the “reimbiysable general obligation”
line shown in the financial snmmary
table on page 3.

Additional senior bond debt issuance
associated with capital plans rotals $165
millica by 2002, $610 million by 2007,
and $1 7 billion by 2017, Amounts fi-
nanced by 2017 include all senior reve-
nue band issuance since 1998,
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