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Examples	of	privately	owned	u5li5es	include	Hawaiian	Electric,	Hawaiian	
Telcom,	Hawaii	Gas,	and	38	private	water	and	sewer	companies	in	Hawaii.	
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Using	a	“pie”	analogy	to	describe	the	three	primary	steps	of	rate	making:	
•  The	revenue	requirement	is	the	size	the	pie.		

•  Cost	of	service	is	the	cost	of	the	ingredients.		
•  Rate	design	is	the	size	of	each	person’s	slice	of	the	pie.	
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At	the	last	workshop,	we	discussed	the	major	elements	of	a	the	Long-Term	
Financial	Plan.			And	while	it	was	not	on	the	diagram,	we	really	focused	on	
bracke5ng	the	range	of	scenarios	for	the	Capital	Improvement	Program,	
which	ul5mately	determines	the	amount	of	money	that	we	need	to	make	
decisions	about	how	much	to	borrow	and	how	much	to	pay	in	cash.			
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The	reason	that	we	focus	on	these	items	in	the	financial	plan	is	that,	what	
drives	the	revenue	requirement	out	into	the	future,	and	thus	water	rates,	are	
Opera5ons	and	Maintenance	costs,	the	Capital	Improvement	Program,	
financial	policies	for	credit	ra5ngs	and	stability,	and	how	the	organiza5on	is	
prepared	to	respond	to	changing	trends	and	risks.	
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The	Fiscal	Year	(FY)	2017	budget	for	water	and	recycled	water	sales	is	$226	
million.	
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•  Working	capital	is	the	amount	of	cash	on	hand	that	can	be	put	to	work	to	
meet	the	needs	of	providing	water	service.	It	might	also	include	se^ng	
aside	funds	for	rate	stabiliza5on,	and/or	disaster	recovery	efforts.			

•  How	we	fund	capital	projects	has	a	big	impact	on	the	amount	of	working	
capital	needed.	Just	like	homeowners	obtain	a	mortgage	to	purchase	a	
home,	the	BWS	can	borrow	money	for	its	capital	projects	by	obtaining	
State	Revolving	Fund	Loans	and	selling	bonds.	The	decision	about	how	
much	is	paid	from	revenues	and	how	much	from	debt	is	similar	to	how	
much	of	a	down	payment	you	make	when	you	take	out	a	mortgage.		It	is	a	
way	of	balancing	the	burden	of	how	much	of	your	house	you	pay	for	today,	
and	how	much	you	pay	for	in	the	coming	decades.	

•  Debt	service	coverage	is	the	amount	of	cash	on	hand	to	make	loan	
payments	with.	The	contracts	that	are	established	when	the	BWS	sells	
bonds	have	minimum	debt	service	coverage	requirements.	Similar	to	your	
personal	credit	score,	agencies	that	can	maintain	greater	debt	service	
coverage	are	viewed	as	lower	risk	and	can	receive	higher	bond	ra5ngs,	
which	results	in	lower	interest	costs,	which	saves	the	BWS’s	customers	
money.	

•  The	ra3o	of	debt	to	equity	is	a	measure	to	limit	the	ability	to	borrow	
beyond	your	ability	to	repay	the	loans.		Lower	debt	to	equity	ra5os	are	
more	favorable.	.	.and	can	result	in	lower	borrowing	costs.		BWS’s	debt	to		
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The	BWS	maintains	in	reserve	45	days	of	opera5ng	expenses	including	any	
annual	debt	service.	
The	BWS	also	maintains	in	reserve	1.60	5mes	what	we	owe	in	senior	annual	
debt	service,	and	1.30	5mes	what	we	owe	for	junior	annual	debt	service.		
Senior	debt	is	like	a	first	mortgage	–	it	gets	paid	first.		A	second	mortgage	is	
subordinate,	so	if	funds	are	limited,	it	gets	paid	aier	the	first.	
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Reserves	can	help:		
•  Achieve	or	maintain	high	credit	ra5ngs	that	reduce	the	cost	of	borrowing.	

•  Provide	funding	for	emergencies	and	disaster	recovery.	
•  Cover	unan5cipated	opera5ng/maintenance	costs	or	5ming	issues	that	

cannot	be	met	with	debt	financing.	
•  Reduce	vola5lity	of	rates	and	charges	by	providing	a	buffer	against	changes	

in	commodity	prices,	like	fuel,	and	other	expenses.	
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These	u5li5es	were	chosen	for	comparison	because	of	their	similari5es	to	
BWS.		They	all	are	large;	highly	rated	by	bond	ra5ng	agencies	(all	are	AA	or	
beker);	they	face	similar	risks	(e.g.	earthquakes,	hurricanes,	drought,	climate	
change);	and	they	all	have	high	poli5cal	visibility.	
	

	

	

26 



Maui’s		and	Hawaii’s	Departments	of	Water	Supply	both	issue	debt	through	
their	respec5ve	Coun5es.	The	policies	shown	above	refer	to	the	Coun5es	as	a	
whole	and	are	not	exclusive	to	the	water	departments.		
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One	of	many	things	that	bond	ra5ng	agencies	look	at	is	the	amount	of	cash	
the	u5lity	has	available	to	make	bond	payments	with.		Reserves	equal	to	
approximately	365	days	(1	year)	of	opera5ng	expenses	are	common	for	AAA	
or	high	AA	rated	water	agencies.		
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These	municipal	water	u5li5es	have	credit	ra5ngs	that	are	AA	or	beker.	
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Debt	service	coverage	ra5o	is	another	of	the	many	things	that	bond	ra5ng	
agencies	use	to	evaluate	the	credit	worthiness	of	a	u5lity.		Strong	AA	rated	
municipal	water	u5li5es	typically	are	in	the	1.7-2.0	range.	
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