NEW ISSUE RATINGS: See “Ratings” herein.
FULL BOOK-ENTRY ONLY

The delivery of the Bonds is subject to the opinion of Katten Muchin Rosenman LLP, Bond Counsel, to the effect that
under existing law, inferest on the Bonds is not includable in the gross income of the owners thereof for federal income tax
purpeses and that, assuming continuing compliance with the applicable requirements of the Internal Revenue Code of 1986,
interest on the Bonds will comtimie 1o be exclyded from the gross income of the owners thereof for federal income tax purposes
and all of the Bonds and the income therefrom are exempt from all taxation by the State of Hawaii or any county or other
political subdivision thereof, except inheritance, transfer, estate and certain franchise taxes. Interest on the Bonds is nat an item
of tax preference for purposes of computing individual or corporate alternative minimum taxable income, but must be taken into
account as earnings and profits of a corporation when computing, for example, corporate minimum taxablg income for purposes
af the corporate alternative minimum tex, See “TAX EXEMPTION™ herein.

State of Hawaii

$350,000,000
(General Obligation Bonds
of 2006, Series DI

(Base CUSIP; 419780)

Dated: Date of Delivery Due: March 1, as shown on inside cover.

The General Obligation Bonds of 2006, Series DI, will be issuable in fully registered form and when issued will be registered
initially in the name of Cede & Co., as nominee of The Depository Trust Company (“DTC”), New York, New York. So long as
DTC or its nominee is the registered owner of the Bonds, purchases of the Bonds will be made in book-entry form only, through
brokers and dealers who are, or who act through, DTC participants; beneficial owners of the Bonds will not receive physical
delivery of Bond certificates; payment of the principal of and interest and any premium on the Bonds will be made directly to
DTC or its nominee; and disbursement of such paytnents to DTC participants will be the responsibility of DTC and disbursement
of such payments to the beneficial owners will be the responsibility of DTC participants. Purchases of the Bonds may be made in
the denomination of $5,000 or any integral multiple thereof. See Appendix G — “Book-Entry System™ herein.

The Bonds bear interest payable on March 1 and September 1 of each year, commencing September 1, 2006. The Bonds are
subject to redemption prior to maturity as and to the extent described herein.

The Bonds are being issued for the purpose of financing, or reimbursing the State of Hawaii for the Hawaiian Home Lands
Settlement, and the costs of agquisition, construction, extension or improvement of various public improvement projects, among
which are public buildings and facilities, elementary and secondary schools, community college and umiversity facilities, public
libraries and parks and for other public purposes. See “AUTHORITY AND PURPOSE" herein. The Bonds are gemeral
obligations of the State of Hawaii. The interest and principal payments on the Bonds are a first charge on the General Pund of
the State of Hawaii, and the full faith and credit of the State of Hawaii are pledged to the punctual payment thereof,

The scheduled payment of principal of and interest on the Bonds, when due will be guaranieed under an insurance policy to be
issued concurrently with the delivery of the Bonds by FINANCIAL SECURITY ASSURANCE INC.

FIFSA.

This cover page contains information for quick reference only. It is not a summary of this issue, Investors must read the entire
Official Statement, including the Appendices hereto, to obtain information essential to the making of an informed investment
decigion. ’

MA SCHEDULE — See Inside Cov 3

The Bonds are offered when, as and if issued and received by the Underwriters, and are subject e the approval of
validity by Katten Muchin Rosenman LLP, Bond Counsel to the State. Ceriain legal matters will be passed upon for the
Underwriters by their counsel, McCorriston Miller Mukai MacKinnon LLP. It is expected that the Bonds in definitive form will
be available for delivery through the facilities of DTC in New York, New York, on or about March 23, 2006.

Citigroup
A.G. Edwards ’

Dated: March 8, 2006

UBS Investment Bank



State of Hawaii

$350,000,000 General Obligation Bonds of 2006, Series DI
Dated: Date of Delivery
Due: March 1, as shown below

CUSIP
Due Number
March 1 Principal Amount  Interest Rate Yield {419730)

2010 $8,980,000 3.500% 3.59% 3H2
2010 4,945,000 5.000 3.59 38
2011 7.410,000 3.625 3.68 3K5
2011 950,000 4.000 3.68 3L3
2011 6,125,000 5.000 3.68 Ml
2012 7,600,000 3.750 3.717 IN9
2012 7,500,000 5.000 377 3P4
2013 4,170,000 3.800 3.86 3Q2
2013 2,250,000 4.000 3.86 3R0
2013 9,340,000 5.500 3.86 388
2014 1,390,000 3.900 3.92 3T6
2014 15,130,060 5000 3.92 U3
2015 1,065,000 3.900 3.97 vl
2015 4,000,000 4,500 3.97 Iw9
2015 12,270,000 5.000 3.97 X7
2016 7,135,000 4.000 4.02 3Y5
2016 11,030,000 5.000 4.02 322
2017 1,705,000 4.000 4.07 4A6
2017 17,300,000 5.000 4.07* 4B4
2018 885,000 4.000 4.11 4c2
2018 19,050,000 5.000 4,11% 4D0
2019 235,000 4.125 4,15 4E3
2019 20,690,000 5.000 4.15% 4F5
2020 340,000 4.125 4.19 4G3
2020 21,630,000 5.000 4.19* 4H1
2021 103,000 4.200 423 417
2021 22,960,000 5.000 4.23* 4K4
2022 135,000 4.250 425 412
2022 24,080,000 5.000 4.25% AMO
2023 25,425,000 5.000 427* 4N8
2024 50,000 4.250 4.29 4P3
2024 26,650,000 5.000 4.29*% 4Q1
2025 28,035,000 5.000 431* 4R9
2026 460,000 4.300 4.23 487
2026 28,975,000 5.000 4.33% 475

* Priced to the optional call date of March 1, 2016 at par.
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‘The information contained in this Official Statement bas been obtained from the State of Hawaii and other sources deemed reliable.
No guaranty is made, however, as to the accuracy or completeness of such information. The Underwriters have provided the following sentence
for inclusion in this Official Statement. The Underwriters bave reviewed the information in this Official Stsement in accordance with, and a5
part of, their responsibilities to investors under the federal securities laws as applied to the facts and cireumstances of this transaction, bt the
Underwriters do not guarantee the accuracy or completeness of such information, This Official Statement, which inclodes the cover page and
appendices, does not constitnte an offer to sell the Bonds in any state to any person to whotn it is aedawfil to muke such offer in such state. No
dealer, salesman or other person has been authorized to give any information or to make any representations, other than those contained in this
Official Statement, in conmection with the offering of the Bonds, snd, if given or made, such information or representations mwust not be relied
upon, The information contained heredn is subject to change without notice and neither the delivery of this Official Statement nor my sale
bereunder at any time implies that the information contained herein is correct as of any time subsexquent to its date,

Other than with respect to information concerning Financial Security Assurance Ine. (“Financial Security”) contained under the
caption “Bond Insurance” and Exhibit H speciman “Municipal Bond Insurance Policy” herein, none of the information in this Official Statement
has been supphied or verified by Financial Security and Financial Security mukes no representation or watranty, express or lmplied, as to (i) the
accuracy or completeness of such information; (i) the validity of the Bonds; or (jii) the tax exempt status of the interest on the Bonds.

THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED, IN RELIANCE
UPON AN EXEMPTION CONTAINED IN SUCH ACT. THE BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER THE
SECURITIES LAWS OF ANY STATE. IN CONNECTION WITH THIS OFFERING THE UNDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE BONDS OFFERED HERERY AT A
LEVEL ABOVE THAT WHICH MIGHT OTHERWISE FREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED,
MAY BE DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT
State of Hawaii

$350,000,000
General Obligation Bonds
of 2006, Series DI

"The purpose of this Official Statement, which includes the cover page and the inside cover page hereof and
the appendices hereto, is to set forth information concerning the State of Hawaii (sometimes herein referred to as the
“State™) and its $350,000,000 aggregate principal amount of General Obligation Bonds of 2006, Series DI, (the
*Bongs™}, in connection with the sale of the Bonds by the State of Hawaii.

AUTHORITY AND PURPOSE

The Bonds will be issned pursuant to the authority of and in full compliance with the provisions,
restrictions and limitations of the Constitution and the laws of the State, including Part 1 of Chapter 39 of the Hawaii
Revised Statutes, as amended (“HRS™), and pursuant to the authority of certain acts of the Legislature of the State
and a Certificate of the Director of Finance of the State (the “Bond Issuance Certificate™).

The proceeds from the sale of the Bonds will be used (i), to finance, or to reimburse the State for, certain
expenditures for public purposes for which appropriations have been made in certain Acts of the State Legislature
and which the Legislature may from time to time approve, including the Hawaiian Home Lands Settlement effected
by Act 14, Session Laws of Hawaii (“SLH")1995 (Special Session) and the costs of acquisition, construction,
extension or improvement of various public improvement projects, among which are public buildings and facilities,
elementary and secondary schools, community college and university facilities, public libraries and parks, certain
other public purposes, including payment of $30 million during fiscal year 2006 in connection with the Hawaiian
Home Lands Settlement, as authorized by Act 41, SLH 2004, ang (ji) to pay costs of issuance of the Bonds. See
“DEBT STRUCTURE - Outstanding ¥ndebtedness and Debt Limit” in Part I of Appendix A.

THE BONDS
Details of the Bonds

The Bonds will be dated their date of delivery, and will be issaed in folly registered form without coupons,
in the denomination of $5,000 or any integral muitiple of $5,000. The Bonds will mature serialty on March 1 of the
years, and will bear interest at the rates (calculated on the basis of a 360-day year composed of twelve 30-day
months), as shown on the inside cover page hereof, payable on March 1 and September 1 of each year, commencing
September 1, 2006 (each an “interest payment date”).

The Bonds, when issued, will be registered in the name of Cede & Co., as nominee of The Depository Trust
Company, New York, New York (“DTC™). DTC will act as secunties depository for the Bonds. Individual
purchases of the Bonds will be made in Book-Entry form only under the Book-Entry system described herein (the
“Book-Entry System™), in the principal amount of $5,000 or integral meultiples thereof. Purchasers will not receive
certificates representing their interests in the Bonds. Principal of and interest on the Bonds will be paid by the
Registrar and Paying Agent for the Bonds (initially the Director of Finance of the State of Hawaii) to DTC, which
will in turn remit such principal and interest 1o its Participants (as hereinafter defined), for subsequent distribution to
the Beneficial Owners (as hereinafter defined) of the Bonds, as described herein. The Bonds may be teansfecred or
exchanged in the manner described in the Bonds and as referenced in related proceedings of the State. See “Book-
Entry System” in Appendix G hereto. If the State ceases to use the Book-Entry System, the Director of Finance
may select a different Registrar and Paying Agent to perform such payment and registration functions.



Optional Redemption of Bonds

The Bonds maturing after March 1, 2016 will be subject to redemption at the option of the State at any time
on and after March 1, 2016, in whole or in part, in any order of maturity selected by the State and by lot within a
maturity, at a price equal to the principal amount thereof plus accrued interest to the redemption date.

In selecting such Bonds for redemption by lot, each Bond in a denomination of $5,000 and each $5,000
principal portion of a Bond in a denomination in excess of $5,000 will have equal probability of being selected for
redemption. If any Bond is of a denomination in excess of $5,000, portions of the principal sum thereof in
installments of $5,000 or any integral multiple thereof may be redeemed.

If any Bond (or any portion of the principal sum thereof) shall be redeemable and shall have been duly
called for redemption and notice of such redemption shall have been duly given as provided in the Bond Issuance
Certificate, and if on or before the date fixed for such redemption the State shall have duly made or provided for the
payment of the principal sum thereof to be redeemed, the premium, if any, payable upon such redemption and the
interest accroed on the principal sum to be redeemed to the date fixed for such redemption, then such Bond (or the
portion of the principal sum thereof to be redeemed) shall become due and payable upon such date fixed for
redemption and interest shall cease to accrue and become payable from and afier the date fixed for such redemption
on the principal sum thereof to be redeemed.

Notice of redemption will be mailed, not fewer than 30 days prior to the fixed date for redemption, to each
holder of a Bond in whose name such bond is registered upon the Bond Register as of the close of business on the
forty-fifth day (whether or not a business day) next preceding the date fixed for redemption at such Holder's address
as shown on such Bond Register, Failure of the Holder of a Bond to receive such notice by mail or any defect in
such notice will not affect the sufficiency of the proceedings for the redemption of any Bond.

SECURITY FOR THE BONDS
Security Provisions

Under the Constitution and the laws of the State, the payments of principal of and interest on general
obligation bonds of the State, including the Bonds, shall be a first charge on the General Fund of the State. Under
said laws, the full faith and credit of the State are pledged to the punctual payment of the principal of and interest on
general obligation bonds of the State, including the Bonds, At the beginning of each month, the Director of Finance
of the State transfers from the General Fund into a special reserve account the amount of interest dve and principal
maturing during that month on the issued and outstanding general obligation bonds of the State, including the
Bonds. The special reserve account is used to pay the debt service on such general obligation bonds, including the
Bonds, and any balance in said account is held for that sole purpose.

Market Risk

There can be no assurance of continued marketability of the Bonds at the current price level. Various
factors affect the market value of rounicipal securities, including the Bonds, over most of which the State has no
control, such as general economic conditions, inflation, federal economic policies, interest rate trends and proposed
or actual changes to the Internal Revenue Code of 1986. State finances, future State legislative actions and bond
ratings may also affect the market value of the Bonds.

Sovereign Immunity

Under the doctrine of sovereign imumunity, a state of the Union (including the State) cannot be sved by its
own citizens. Under the United States Constitution, a state of the Union (including the State) caonot be sued by
citizens of another state of the Union or by citizens or subjects of any foreign state. A state (including the State)
may waive its immunity and consent to a suit against itself. However, such waiver and consent may subsequently be
withdrawn by the state. Such immunity from and constitutional prohibition against suits against a state extend to
officers of a state acting in their official capacity. Therefore, there can be no assurance that, in the event the State



fails 1o make timely payment of principal of or interest on the Bonds, a right of action would lie against State
officials to enforce such payment. The State has never defanlted in the payment of either principal of or interest on
any indebtedness of the State.

BOND INSURANCE

The following information has been furnished by Financial Security Assurance Inc. for use in this Official
Statement. Reference is made to Appendix H for a specimen of the policy to be issued by Financial Security
Assurance Inc.

Bond Insurance Policy

Concurrently with the issuance of the Bonds, Financial Security Assurance Inc. ("Financial Security™) will
issue its Municipal Bond Insurance Policy for the Bonds (the "Policy™. The Policy guarantees the scheduled
payment of principal of and interest on the Bonds when due as set forth in the form of the Policy inclunded as an
exhibit to this Official Statement.

The Policy is not covered by any insurance security or guaranty fund established under New York,
California, Connecticut or Florida insurance law.

Financial Security Assurance Ine,

Financial Security is a New York domiciled financial guaranty insurance company and a wholly owned
subsidiary of Financial Security Assurance Holdings Ltd. ("Holdings"). Holdings is an indirect subsidiary of Dexia,
S.A., a publicly held Belgian corporation, and of Dexia Credit Local, a direct wholly-owned subsidiacy of Dexia,
S.A. Dexia, 8.A,, through its bank subsidiaries, is primarily engaged in the business of public finance, banking and
asset management in France, Belgium and other European countries. No shareholder of Holdings or Financial
Security is liable for the obligations of Financial Security.

At September 30, 2005, Financial Security’s combined policyholders' surplus and contingency reserves
were approximately $2,451,658,000 and its total net unearned premivm reserve was approximately $1,773,571,000
in accordance with statutory accounting principles. At September 30, 2005, Financial Security's consolidated
shareholder’s equity was approximately $2,867,978,000 and its total net uncarned preminm reserve was
approximately $1,448,209,000 in accordance with generally accepted accounting principles.

The financial statements of Financial Security included in, or as exhibits to, the Current Report on Form 8K
filed on November 22, 2005 by Holdings with the Securities and Exchange Conxmission are hereby incorporated by
reference into this Official Statement. All financial staternents of Financial Security included in, or as exhibits to,
documents filed by Holdings pursuant to Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934
after the date of this Official Statement and before the termination of the offering of the Bonds shall be deemed
incorporated by reference into this Official Statement. Copies of materials incorporated by reference will be
provided upon request to Financial Security Assurance Inc.: 31 West 52nd Street, New York, New York 10019,
Attention: Communications Department (telephone (212) 826-0100),

The Policy does not protect investors against changes in market value of the Bonds, which market value
may be impaired as a result of changes in prevailing interest rates, changes in applicable ratings or other canses.
Financial Security makes no representation regarding the Bonds or the advisability of investing in the Bonds.
Financial Security makes no representation regarding the Official Statemnent, por has it participated in the
preparation thereof, except that Financial Security has provided to the Issuer the information presented under this
caption for inclusion in the Official Statement,



THE STATE OF HAWAII

Certain general information concerning the State of Hawaii is contained in Appendix A to this Official
Statement, Selected financial information conceming the State of Hawaii, including information about the State’s
outstanding indebtedness and its revenue projections, is contained in Part I of Appendix B to this Official Statement,
Part I of Appendix B contains the General Purpose Financial Statements and related General Fund schedules
excerpted from the Comprehensive Annunal Financial Report of the State of Hawaii for the State’s fiscal year ended
Tune 30, 2005, The State of Hawaii and other sonrces considered reliable have furnished the information set forth in
Appendices A and B. The Underwriters and their counsel have not independently verified any of such information,
nor have they made an independent determination of the financial position of the State. There can be no assumption
that the information is indicative of the current financial position or future financial performance of the State.

PENDING LITIGATION

There is currently no pending litigation seeking to restrain or enmjoin the sale, issuance, execution or
delivery of the Bonds or in any other manner affecting the validity of the Bonds or the proceedings or authority
pursuant 1o which they are to be sold and issued.

Office of Hawaiian Affairs and Ceded Lands

In 1898 the former Republic of Hawaii transferred certain lands to the United States, Upon Hawaii’s
admisgion to the Union in 1959, the United States reconveyed title to those lands (collectively, the “Ceded Lands™)
to the State of Hawaii (the “State™) to be held as a public teust for five purposes: (1) public education; (2)
betterment of the conditions of native Hawaiians; (3) development of farm and home ownership; (4) making public
improvements; and (5) provision of land for public use. In 1978, the State Constitution was amended expressly o
provide that the Ceded Lands were to be held as a public trust for native Hawaiians and the general public, and to
establish the Office of Hawaiian Affairs (“OHA™) to administer and manage the proceeds and income derived from
a pro rata portion of the Ceded Lands to better the conditions of native Hawaiians.

In 1979, the State legislamre (the “Legislature™ adopted HRS Chapter 10 (“Chapter 10”), which, as
amended in 1980, specified, among other things, that OHA expend 20% of all fonds derived by the State from the
Ceded Lands for the betterment of native Hawaiians.

In 1987, in Trustees of the Office of Hawaiian Affairs v. Yamasaki, 69 Haw. 154 (1987) (“Yamasaki™), the
Hawaii Supreme Court concluded that Chapter 10 was insufficiently clear regarding the amount of monies OHA
was entitled to receive from the public trust lands.

In 1990, in response to Yamasaki, the Legislature adopted Act 304, SLH 1990, which (i) defined “public
land trust” and “revenue,” (i) reiterated that 20% of the now defiped “revenuc” derived from the “public land trust™
was to be expended by OHA for the betterment of native Hawaiians, and (jii) established a process for OHA and the
Director of Finance of the State jointly to determine the amount of monies which the State woukl pay OHA to
retroactively setile afl of OHA’s claims for the period June 16, 1980 through June 30, 1991. Since fiscal year 1992
and until the first quarter of fiscal year 2002, the State, through its departments and agencies, paid 20% of
“revenues” to OHA on a quarterly basis,

In 1993, the Legislature enacted Act 35, SLH 1993, appropriating $136.5 miilion to pay the amount
determined to be OHA’s claims, with interest, for the period June 16, 1980 through June 30, 1991,

On January 14, 1994, OHA and its Board of Trustees (the *Plaintiffs™) filed suit apainst the State (OHA,
et al. v. State of Hawaii, et al., Civil No. 94-0205-01 (1st Cir.)(“OHA I")), claiming that the amount paid to OHA
was inadequate and alleging that the State had failed to account for and fully pay the pro rata share of proceeds and
income derived from the public land trust,. Among other things, the Plaintiffs sought an accounting of all proceeds
and income, funds and revenue derived from the public land trust since 1978, and restitution or damages amounting
to 20% of the proceeds and income derived from the public land trust, as well as interest thereon. In its answer to



OHA’s complaint, the State denied all of the Plaintiffs’ substantive allegations, and asserted its sovereign immunity
from suit and other jurisdictional and claim-barring defenses.

The Plaintiffs thereafter filed four motions for partial summary judgment as to the State’s liability to pay
OHA 20% of monies it receives from (i) the Department of Transportation Adrports Division’s in-bound duty free
airport concession (including receipts from the concessionaire’s off-airport sales operations), (i} the State-owned
and operated Hilo Hospital, (iii) the State’s public rental housing projects and affordable housing developments, and
(iv) interest income, including investment earnings (collectively, the “Sources”). In response, the State filed a
motion to dismiss on the basis of sovereign immunity and opposed Plaintiffs’ four motions on the merits and raised
several affirmative defenses.

On October 24, 1996, the circuit conrt filed an order denying the State’s motion to dismiss and rejecting its
affirmative defenses. Also on October 24, 1996, the cirenit court filed an order granting Plaintiffs’ four motions for
partial summary judgment with respect to the State’s liability to pay OHA 20% of the monies it receives from each
of the Sources, and deferred establishing amounts owed from those Sources for further proceedings or trial. The
State’s motion for leave to file an interlocutory appeal from both the order denying its motion to dismiss and the
order granting Plaintiffs’ four partial summary judgments was granted and all proceedings in the soit were stayed
pending the Hawaii Supreme Court’s disposition of the State’s appeal.

On September 12, 2001, the Hawaii Supreme Court concluded OHA I by holding in OHA v. State of
Hawaii, 96 Haw. 388 (2001) that Act 304 was effectively repealed by its own terms, and that there was no judicially
manageable standard, i.e., a legal standard, by which to determine whether OHA was entitled to the revenues it
sought from the Sources because the repeal of Act 304 revived the law which the court in Yamasaki had previously
concluded was insufficiently clear to establish how much OHA was entitled to receive from the Ceded Lands. The
Supreme Court dismissed QHA I for lack of justiciability, that is, that the case was not appropriate for review by the
Court, noting that it was up to the Legislature to enact legislation to give effect to the right of native Hawaiians to
benefit from the Ceded Lands under the State Constitution. Immediately thereafter, agencies ceased paying OHA
any receipts from the Ceded Lands.

The Legislature took no action during the 2002, 2003, and 2004 legislative sessions to establish a new
wechanism for establishing how much OHA was entitled to receive from the Ceded Lands. On Japuary 10, 2003,
and pending legaslanve action to establish such a mechanism, the Governor issued Executive Order No. 03-03
directing state agencies to resume transferring 20% of receipts from leases, licenses and permits indisputably paid
for the use of improved or nnimproved parcels of Ceded Lands to OHA, if federal or state law did not preclude all or
any portion of the receipt from being vsed to better the conditions of native Hawaiians, and the transfer of all or any
portion of the receipt to OHA would not cause the agency to renege on a preexisting pledge, rate covenant, or other
preexisting obligation to holders of revenue bonds or other indebtedness of the State or the agency. During the 2003
legislative session, the Legislature appropriated moneys from the various funds into which the Ceded Lands receipts
had been deposited afier the decision in QHA ] was issued and agencies ceased making payments to OHA, and
directed the agencies to pay them to OHA.

OHA continues to pursue claims for a portion of the revenues from the Sources and other Ceded Lands that
were made in OFA 1. On July 21, 2003, OHA filed a new lawsuit, OHA et al. v. Swte of Hawaii, et al., Civil No.
03-1-1505-07 (“OHA IF*). In September 1996, the Office of the Inspector General of the U.S. Department of
Transportation (“DOT™) issved a report (the “IG Report™) concluding that payments to OHA between 1992 and
1995 of $28.2 million by the Hawaii Department of Transportation was a diversion of airport revenues in violation
of applicable federal law as OHA provided no airport services in return. The Attorney General of Hawaii disagreed
with the IG Report’s conclusion, stating in November 1996 that the payments to OHA were an operating cost of the
airports and not a diversion of airport revenues. In April 1997, the Acting Administrator of the FAA concurred in
writing (the “FAA Memorandum™) with the IG Report and opposed the Hawaii Attorney General’s position. In
support of its appeal of the circuit court's OHA T decision to the Hawaii Supreme Court, but differing with the
original position of the Attorney General, the State noted in its May 1997 amended opening brief that “unless the
federal government’s position set forth in the IG Report changes, Act 304 prohibits the State from paying OHA
airport-related revenves.” In its June 1997 reply brief, the State stated that the “DOT Inspecior General's
determination shows that the federal government is on its way to finding such payments illegal and requiring the
State to reimburse past payments of airport-related revenues to OHA.” In October 1997, the Department of
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Transportation and Related Agencies Appropriation Act, 1998, PL 105-66, 1997 HR 2169 (the “DOT Appropriation
Act”) was enacted into federal law. Section 340 of the DOT Appropriation Act (“Section 340”) essentially provides
that in exchange for there being no further payments of airport revennes for claims related to Ceded Lands, any such
payments received prior to April 1, 1996 need not be repaid. The Hawaii Attorney General submitted enactment of
Section 340 to the Hawaii Supreme Court in December 1997, “for the Court’s use” in conjunction with the OHA I
appeal, whercupon the Court requested the parties to submit supplemental briefs to address whether Section 340
affected the Court's interpretation of Act 304. The State, in its March 1998 supplemental brief, stated, inter alia,
that paying OHA a pro rata share of airport monies violated federal law, and that there was no live, ripe controversy
regarding those payments because the DOT Appropriation Act relieved the State and OHA of any obligation to
refurn improper past payments.

Despite the adverse OHA I decision, the Plaintiffs in OHA II sued the State for alleged breaches of
fiduciary duties as purported trustee of the Ceded Lands public trust, alleged violations of Act 304, Chapter 10, and
Article XII, Sections 4, 5 and 6 of the Hawaii Constitution, violations of the Contract Clause of the U.S.
Constitution, and misrepresentation and non-disclosure, by the following alleged acts {(but not limited to these acts):
(1) failing to oppose the positions set forth in the FAA Memorandun; (2) resolving its dispute with the FAA by
obtaining a forgiveness of the prior $28.2 million payment in exchange for a promise not to make future airport
revenue payments to OHA and not to appeal the positions set forth in the FAA Memorandum; (3) breaching the trust
duty of impartiality by not opposing the positions set forth in the FAA Memorandum in order to use them as a sword
in OHA I; (4) failing to timely advise OHA that the State was not going to continue to oppose the positions set forth
in the FAA Memorandum or IG Report, and that it was planning to settle with the federal government, in order to
provide OHA with a fair opportunity to take measures to step into the State’s position to oppose the FAA; and
(5) failing to obtain instroctions from the Court on how 1o proceed given the State’s conflict between defending the
State against OHA in OHA I, and having a duty to oppose the positions set forth in the FAA Memorandum.

OHA further alleges that these alleged “breaches, errors and omissions™ were substantial factors that
resulted in the passing of Section 340 and the issnance of the Hawaii Supreme Court’s opinion in OHA I. Plaintiffs
claim that, sccordingly, the State is liable to OHA for damapes including, but not limited to: (1) the damages
alleged by OHA in OHA ], and (2) amounts payable under Act 304 that bave not been paid, including but not limited
to, airport landing fees. Plaintiffs also sought declaratory and injunctive relief ordering the State to reinstate Act
304, pay airport-related revenues to OHA from sources other than airport revenues (and enjoining the State and its
agents, employees, and officials from opposing any of the above), and songht appointment of an independent trustee
to replace the State as tmstee of the native Hawaiian public trust with respect to matters relating to reinstatement of
Act 304 and the payment of airport-related revenues to OHA from sources other than airport revenuves. On
December 26, 2003, the court granted the State’s motion to dismiss OHA’s complaini in OHA II. The court entered
a final judgment on May 19, 2004, encompassing the order dismissing the complaint and several procedural orders.
On June §, 2004, OHA filed a notice of appeal from the portions of the May 19, 2004 judgment dismissing its
complaint in OHA I, denying leave to amend the complaint and denying a request for bifurcation of OHA’s claims
for liability and damages. The Hawaii Supreme Court affirmed the circuit court’s order dismissing OHA’s
complaint in a decision issued September 9, 2005. OHA filed a motion for reconsideration that the court granted in
an order filed on December 23, 2005.

The State intends to defend vigorously against all of OHA’s claims. It is currently unable to predict with
reasonable certainty the magnitude of its potential Liability, if any, for such claims. The Attorney General is of the
view that the claims asserted by QHA in OHA IT are without merit. Resolution of all of OHA’s claims in OHA’s
favor could have a material adverse effect on the State’s financial condition.

In a second lawsuit, OHA and four individuals filed complaints for declaratory and injunctive relief on
November 4, 1994, and November 9, 1994 (OHA v. Housing Finance and Development Corporation et al., Civil
No. 94-4207-11 (1st Cir.)) to enjoin the State from alienating any Ceded Lands and extinguishing any rights
Hawatians may have in Ceded Lands that may be alienated. Alternatively, OHA sought a declaration that the
amounts paid to OHA by the Housing Finance and Development Corporation (now, the Housing and Cormmunity
Development Corporation of Hawaii or the “Corporation™) and the State for Ceded Lands that the Corporation
planned to use to develop and scll housing units pursuant to Act 318, 1992 SLH, were insufficient. Act 318
established a separate process for valuing the Ceded Lands the Corporation used for its two housing developments at
Kealakehe and Lahaina, and quantifying the amounts of income and proceeds from the Ceded Lands that the
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Corporation and State were required to pay to OHA for conveying and using the parcels for the Corporation’s two
projects,

In December, 2002, following a trial on the issues, the trial court confirmed the State’s authority to sell
Ceded Lands, denied the declaratory ruling that the sale of Ceded Landg did not directly or indirectly release or limit
Hawaiians’ claims to those lands which the plaintiffs requested, and ordered that jndgment be entered in the State’s
and Corporation’s favor as to Counts I, II, and ITT of the Amended Complaint. The plaintiffs moved for and were
granted leave to file immediate appeals from the court’s rulings to the Hawaii Supreme Court. Those appeals are
now pending. Trial to determine the sufficiency of the proceeds paid to OHA by the Corporation and the State from
the sale of the particular parcels of Ceded Lands at issue has not been scheduled.

In a third lawsuit, OHA filed suit against the Hawaii Housing Authority (“HHA” and now, the
Corporation), the execuntive director of the HHA, the board members of the HHA and the Director of Finance on
Tuly 27, 1995 (OHA v. HHA, et al., Civil No. 95-2682-07 (Ist Cir.)) to secure additional compensation and an
itemized accounting of the sums previously paid to OHA for five specifically identified parcels of Ceded Laods
which were transferred to the HHA for its use to develop, construct and manage additional affordable public rental
housing units under HRS Chapter 201G, On January 11, 2000, ail proceedings in this suit were stayed pending the
Hawaii Supreme Conrt’s decision in the State’s appeal in OHA I. OHA disagrees that the repeal and revival of the
pre-Yamasaki law by the Hawaii Supreme Court’s September 12, 2001 decision in OHA 1 should also require
dismissal of the claims OHA makes in OHA v. HHA, and the case remains pending.

Department of Hawaiian Home Lands

In 1991, the Legislature enacted HRS Chapter 674, entitled “Individual Claims Resolution Under the
Hawaiian Home Lands Trust,” which established a process for individual beneficiaries of the Hawaiian Homes
Commission Act of 1920 (the “HHCA”) to file claims to recover actval economic damages they believed they
suffered from a breach of trust cansed by an act or omission of an official of the State between Aungost 21, 1959,
when Hawaii became a state, and June 30, 1988. Claims were required to be filed no later than August 31, 19935,
There were 4,327 claims filed by 2,753 individuals.

The process was a three-step process which: (1) began with informal proceedings presided over by the
Hawaiian Home Lands Trust Individuval Claims Review Panel (the “Panel”) to provide the Legislature with
non-binding findings and advisory opinmions for each claim; (2) provided for the Legislature’s review and
consideration of the Panel’s findings and advisory opinions, and appropriations of funds to pay the actual economic
damages the Legislature deemed appropriate by October 1, 1999; and (3) allowed claimants to bring de novo civil
actions by December 31, 1999 if they were not satisfied with the Panel’s findings and advisory opinions, or the
Legislature’s response to the Panel’s recommendations.

Legislation to allow the Panel and the Legislature until September 30, 2000 to act on all claims, and
postpone the deadline for unsatisfied claimants to file suit until December 31, 2000, was adopted by the Legislature,
but vetoed by the Governor in the 1999 regular session, and the Panel sunsetted on December 31, 1999, As of
September 30, 1999, the Panel had not reviewed claitns from 1,376 claitnants, and all but the claims of
two claimants had not been acted upon by the Legislature. In 1997, the Legislature declared its intent o postpone
acting upon the Panel’s recommendations until all claims had been reviewed and forwarded to it.

On September 30, 1999, three claimants filed a suit for declaratory and injunctive relief in the U.S. District
Court for the District of Hawaii to secure an injunction prohibiting the enforcement of the notice and suit filing
deadlines specified in HRS Ch, 674. Kalima et al. v, Cayetano, Civil No. 99-D0671HG/LEK. A motion for
preliminary injunction was heard on November 15, 1999 and denied as moot on Septesober 28, 2000, By stipulation
filed on November 13, 2000, the action was dismissed without prejudice.

On December 29, 1999, the same three claimants filed a class action lawsnit in the state cirouit court for
declaratory and injunctive relief and for general, special and punitive damages for breach of tust or fiduciary duty
under HRS Chs. 674 and 673, violation of the dve process, equal protection and native rights clanses of the State
Constitution, and breach of contract under HRS Ch. 661. Kalima et al. v. State of Hawaii et al., Civil No. 99-4771-
12VSM (1st Cir.) (“Kalima I"). Five other claimants filed similar individual claims actions for themselves on or
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before December 31, 1999. Aguiar v. State of Hawaii, et al., Civil No. 99-612 (3rd Cir.); Silva v. State of Hawaii,
etal., Civil No, 99-4775-12 (lst Cir.); Wilhelmv. State of Hawail, etal., Civil No. 99-4774-12 (1st Cir.);
Williamson v. Siate of Hawati, et al., Civil No. 99-4773-12 (1st Cir.); Hanohano v. State of Hawaii, et al., Civil No.
99-4772-12 (1st Cir.). The plaintiffs in these other actions have stipulated to stay all proceedings in their actions
pending the resolution of all questions of law in Kalima I that are common to the questions of law presented in their
suits. Plaintiff Hanobano has since stipulated to the dismissal of her action without prejudice.

On March 30, 2000, the three named plaintiffs in Kalimg I filed a second class action lawsuit in the state
circuit court for declaratory and injunctive refief, and for damages under HRS Ch. 673, for the Panel’s and
Legislatore’s alleged failure to remedy their breach of trust claims under HRS Ch. 674, Kalima et al. v. State of
Hawaii, et al., Civil No. 00-1-1041-03 (1st Cir.) (“Kalima IT”). All proceedings in this action were stayed by
stipulation, pending the resolution of those questions of law in Kalima I that are common to both Kalima I and
Kalima I1.

On August 30, 2000, the circuit court entered an order in Kalima I granting plaintiffs’ motion for summary
judgment and declaratory relief as to Count I of the Complaint, and denying the State’s motion for judgment on the
pleadings. Essentially, the circuit court rejected the sovereign immunity, lack of subject matter jurisdiction, and no-
cause of action defenses the State asserted, and ruled that the plaintiffs and those similarly sitvated to them (by an
order filed on August 29, 2000, a class was so certified for purposes of CountI) could pursve their claims for
damages and other relief under HRS Chs, 674 and 661.

The circuit court allowed the State to take an interlocutory appeal from the Angust 30, 2000 order to the
Hawaii Supreme Court and entered an order staying all proceedings in Kalima I pending the Supreme Court’s
disposition of the appeal. By an order entered on September 20, 2001, the Supreme Court dismissed that appeal for
lack of appellate jurisdiction. Since then, the State has secured a certification of finality for the Auvgust 30, 2000
order from the circuit court, and filed another notice of appeal of the order so that the questions of law the circuit
court decided can be reviewed by the Supreme Court prior to trial. All briefs have been filed and the parties are
awaiting oral argument or a decision from the court in this second appeal. All proceedings in Kalima I in the circuit
court remain stayed, and no trial date has been set in either Kalima I or any of the other individval claims cases.

Employees’ Retirement System

In Kaho'ohanohano, et al. v. State of Hawaii, Civil No, 02-1-1001-04 (GWBC) (1* Cir.), the plaintiffs
challenged certain legislation enacted by the State Legislature in 1999 (“Act 100”). Act 100 authorized the State to
apply the Employees’ Retirement System’s (“ERS™) actuarial investment eamings in excess of ten percent for fiscal
years 1997 and 1998 toward the State and county employees’ annual contributions to the pension accumulation of
the ERS fund. The plaintiffs asked the cowrt to declare Act 100 unconstitutional, to enjoin the State from taking
futare actions inconsistent with Article XVI, §2 of the Hawaii Constitution, and to require the State to pay damages
to the ERS in the amount of $346.9 million plus lost earnings and pre- and post-judgment interest, costs, and
attorneys’ fees.

The Plaintiffs were allowed to amend their complaint to add two state civil service employees as plaintiffs,
and their motion to certify a class, consisting of all current and former public employees other than members of the
legislature, judges and attorneys in the Department of the Attorney General, was granted. Motions made by the
trustees of the ERS to intervene as plaintiffs and by the City and County of Honolulu to intetvene as a defendant
were granted, The Conrt made the counties of Hawaii, Mani, and Kauai intervenor defendants.

Plaintiffs filed two motions for partial summary judgment (as to liability only), and the State filed a motion
to dismiss and & motion for summary judgment against the claims of the Plaintiffs as well as the ERS” trustees, The
State’s motion to dismiss was denied in an order filed on May 16, 2003. An order granting semmary judgment in
favor of the State and against all of the claims of the Plaintiffs and ERS trustees, and denying the Plaintiffs” two
motions, and a final judgment were entered on June 24, 2003. The county intervenor defendants filed a motion to
alter or amend the order and judgment on June 27, 2003. By court rule, the motion was deemed denied on
September 25, 2003, and notices of appeal from the June 24, 2003 order and judgment were filed by Plaintiffs and
the ERS trustees on October 27, 2003. The State cross-appealed the order denying its motion to dismiss on
November 7, 2003. On December 10, 2003, the circuit conrt entered an order granting the coumty intervenor
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defendants motion to alter or amend the June 24, 2003 order and judgment, and filed an amended summary
judgment order and an amended final judgment, The Plaintiffs and the ERS trustees filed notices of appeal from the
amended order and amended judgment on December 23, 2003, The appeals from the amended order and amended
judgment were dismissed on April 30, 2004. The appeals from the June 24, 2003 order and judgment are fully
briefed and await oral argnment or a decision from the Hawaii Supreme Court,

A description of the ERS and Act 100 is provided under “EMPLOYEE RELATIONS: STATE
EMPLOYEES’ RETIREMENT SYSTEM — State Employees’ Retirement System” in Appendix A.

Other

The State hag aiso been named as a defendant in numerous other lawsnits and claims arising in the normal
course of operations.

TAX MATTERS

In the opinion of Katten Muchin Rogenman LLP (*Bond Counsel”), based upon an apalysis of existing
iaws, regulations, rulings, and court decisions, and asswning, among other matters, the accuracy of certain
representations and compliance with certain covenants, interest on the Bonds is excluded from gross income for
federal income tax purposes under Section 103 of the Internal Revenue Code of 1986 (the “Code™), and the Bonds
and the income therefrom are exempt from all taxation by the State or any county or other political subdivision
thereof, except inheritance, transfer, estate and certain franchise taxes. Bond Counsel is of the further opinion that
interest on the Bonds is not a specific preference item for purposes of the federal individual or corporate alternative
minimum taxes, although Bond Counsel observes that such interest is inchoded in adjusted current earnings when
calenlating corporate alternative minimum taxable income. A complete copy of the proposed form of opinion of
Bond Counsel is set forth in Appendix F hereto.

To the extent the issue price of any maturity of the Bonds is less than the amount to be paid at maturity of
such Bonds (excluding amounts stated to be interest and payable at least annually over the term of such Boads), the
difference constitutes “original issue discount,” the accrual of which, to the extent properly allocable to each
beneficial owner thereof, is treated as interest on the Bonds which is excluded from gross income for federal income
tax purposes and State of Hawaii tax purposes. For this parpose, the issue price of a particular maturity of the Bonds
is the first price at which a substantial amount of such maturity of the Bonds is sold to the public (exclnding bond
houses, brokers, or similar persons or organizations actmg in the capacity of underwtiters, placement agents or
wholesalers), The original issue discount with respect to any maturity of the Bonds accrues daily over the term to
maturity of such Bonds on the basis of a constant interest rate compounded semiannually (with straight-line
interpolations between compounding dates). The accruing original issue discount is added to the adjusted basis of
such Bonds to determine taxable gain or loss upon disposition (including sale, redemption, or payment on maturity)
of such Bonds. Beneficial owners of the Bonds should consult their own tax advisors with respect to the tax
consequences of ownership of Bonds with original issue discount, including the treatment of beneficial owners who
do not purchase such Bonds in the original offering to the public at the first price at which a substantial amount of
such Bonds is sold to the public.

Bonds purchased, whether at original issuance or otherwise, for an amount higher than their principal
amount payable at matarity (or, in some cases, at their earlier call date) (“Premium Bonds™) will be treated as having
amortizable bond preminm. No deduction is allowable for the amortizable bond premium in the case of bonds, like
the Premium Bounds, the interest on which is excluded from gross income for federal income tax purposes.
However, the amount of tax-exeropt interest received, and a beneficial owner’s basis in a Premivm Bond, will be
reduced by the amount of amortizable bond premium properly allocable to such beneficial owner, Beneficial
owners of Premivum Bonds should consult their own tax advisors with respect to the proper treatment of amortizable
bond premium in their particular circumstances.

The Code imposes various restrictions, conditions and requirements relating to the exclusion from gross
income for federal income tax purposes of interest on obligations such as the Bonds. The State has made certain
representations and covenanted to comply with certain restrictions, conditions and requirements designed to ensure
that interest on the Bonds will not be included in federal gross income. Inaccuracy of these representations or
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failure to comply with these covenants may result in interest on the Bonds being included in gross income for
federal income tax purposes, possibly from the date of original isspance of the Bonds. The opinion of Bond Counsel
assumes the accuracy of these representations and compliance with these covenants. Bond Counsel has not
undertaken to determine (or to inform any person) whether any actions taken (or not taken), or events occurring (or
not occurring), or any other matters coming to Bond Counsel’s attention after the date of issuance of the Bonds may
adversely affect the valne of, or the tax status of interest on, the Bonds.

Certain requirements and procedures contained or referred to in the Ordinances avthorizing the Bonds, the
Authorizing Certificate, the Tax Certificate of the State relating to the Bonds, and other relevant documents may be
changed and certain actions (including, without limitation, defeasance of the Bonds) may be taken or omitted under
the circomstances and subject to the terms and conditions set forth in such documents. Bond Coumsel expresses no
opinion as to any Bond or the interest thereon if any such change occurs or action is taken or omitted upon the
advice or approval of bond counsel other than Katten Muchin Rosenman LLP.

Although Bond Counsel is of the opinion that interest on the Bonds is excluded from gross income for
federal income tax purposes and that the Bonds and the income therefrom are exempt from taxation by the State or
any political subdivision thereof, except inheritance, transfer, estate and certain franchise taxes, the ownership or
disposition of, or the accrual or receipt of interest on, the Bonds may otherwise affect a beneficial owner’s federal,
state or Jocal 1ax liability. The nature and extent of these other tax. consequences depends npon the particular tax
status of the beneficial owner or the beneficial owner’s other items of income or deduction. Bond Counsel expresses
no opinion regarding any such other tax consequences.

Futore legislation, if enacted into law, or clarification of the Code may cause interest on the Bonds to be
subject, directly or indirectly, to federal income taxation, or otherwise prevent beneficial owners from realizing the
full current benefit of the tax status of such interest. The introduction or enactment of any such future legislation or
clanfication of the Code may also affect the market price for, or marketability of, the Bonds. Prospective purchasers
of the Bonds should consult thejr own tax advisers regarding any pending or proposed federal tax legistation, as to
which Bond Counsel expresses no opinion.

The opinion of Bond Counsel is based on cument legal authority, covers certain matters not directly
addressed by such authoritics, and represents Bond Counsel’s judgment as to the proper treatment of the Bonds for
federal income tax purposes. It is not binding on the Internal Revenue Service (“IRS™) or the courts. Farthermore,
Bond Counsel cannot give and has not given any opinion or assurance about the foture activities of the State, or
about the effect of future changes in the Code, the applicable regulations, the interpretation thereof or the
enforcement thereof by the IRS. The State covenanted, however, to comply with the reguirements of the Code.

Bond Counsel’s engagement with respect to the Bonds ends with the issuance of the Bonds, and, unless
separately engaged, Bond Counsel is not obligated to defend the State or the beneficial owners regarding the tax-
exempt status of the Bonds In the event of an audit examination by the IRS, Under current procedures, parties other
than the State and their appointed counsel, including the beneficial owners, would have little, if any, right to
participate in the audit examination process. Moreover, because achieving judicial review in connection with an
andit examination of tax-exempt bonds is difficult, obtaining an independent review of IRS positions with which the
State legitimately disagrees may not be practicable. Any action of the IRS, including but not limited to selection of
the Bonds for audit, or the course or result of such audit, or an audit of bonds presenting similar tax issucs may
affect the market price for, or the marketability of, the Bonds, and may cause the State or the beneficial owners to
incur significant expense.

APPROVAL OF LEGAL PROCEEDINGS

All legal matters incident to the authorization, issnance and sale of the Bonds are subject to the approval of
Katten Muchin Rosenman LLP, Bond Counsel to the State. The form of the opinion Bond Counsel proposes to
render is set forth in Appendix F hereto. Copies of the approving opinion of Bond Counsel will be available at the
time of delivery of the Bonds. Bond Counsel undertakes no responsibility for the accuracy, completeness or fairness
of this Official Statement. Certain legal matters will be passed uwpon for the Underwriters by their counsel,
McCorriston Miller Mukai MacKinnon LLP.

10



RATINGS

Fitch Ratings, Moody’s Investors Service and Standard & Poor’s Ratings Services, a division of The
McGraw-Hill Companies, Inc., are expected to ratc the Bonds “AAA”, “Aaa” and “AAA,” respectively, with the
understanding that upon delivery of the Bonds, the municipal bond insurance policy insuring payment of the
principal of and interest on the Bonds, will be issued by Financial Security Assurance Inc. Such ratings reflect only
the respective views of such rating agencies, and any explanation of the significance of such ratings should be
obtained from the rating agency farnishing the same. There is no assurance that any of such ratings will be retained
for any given period of time or that the same will not be revised downward, suspended or withdrawn entirely by the
rating agency furnishing the same if, in its judgment, circumstances so warrant. The State undertakes no
responsibility to oppose any such downward revision, snspension or withdrawal. Any such downward revision,
suspension or withdrawal of such ratings, or any of them, may have an adverse effect on the market price of the
Bonds.

UNDERWRITING

The Underwriters have agreed to purchase the Bonds at an aggregate purchase price equal to the principal
amount of the Bonds, plus a net premium of $19,516,673.40, and less and an aggrepate underwriting fee of $1,183,635.00
The Underwriters will be obligated to purchase all of the Bonds if any are purchased.

The Underwriters reserve the right to join with dealers and other underwriters in offering the Bonds to the
public. The Bonds may be offered and sold to certain dealers (including dealers depositing such Bonds into
investment trusts) at prices lower than the public offering prices appearing on the inside cover, and the public
offering prices may be changed from time to time.

CAUTIONARY STATEMENTS REGARDING
FORWARD-LOOKING STATEMENTS IN THIS OFFICIAL STATEMENT

Certain statements included or incorporated by reference in this Official Statement constitute *“‘forward-
looking statements.” Such statements are generally identifiable by the terminology used such as “plan,” “expect,”
“estimate,” “budget” or similar words.

The achievement of certain results or other expectations contained in such forward looking statements
involve known and unknown risks, uncertainties and other factors which may canse actual resnlts, pexformances or
achievements described to be materially different from any future results, performances or achievements expressed
or implied by such forward looking statements. The State does not plan to issue any updates or revisions to those
forward looking statements if and when changes 1o its expectations, or events, conditions or circumstances on which
such statements are based, occur, unless such updates or revisions are made in the course of fulfilling its continuing
disclosure obligation.

CONTINUING DISCLOSURE

The State will enter into a Continuing Disclosure Certificate (the “Disclosure Certificate”) in the form set
forth in Appendix E hereto, for the benefit of the holders and Beneficial Owpers of the Bonds, agreeing to provide
certain financial information and operating data relating to the State to certain information repositories annually and
to provide notice to the Municipal Securities Rulemaking Board of the occurrence of certain enumerated events, if
material, pursnant to the requirements of Section (b)(5)(i) of Securities and Exchange Commission Rule 15¢2-12
(17 C.FR. § 240.15¢2-12) (the “Rule”). See “APPENDIX E — FORM OF CONTINUING DISCLOSURE
CERTIFICATE”

The State has not failed to comply with any of its previous continuing disclosure certificates under the
Rule. A failure by the State to comply with the Disclosore Certificate will not constitute an event of default of the
Bonds, although any Bondholder or any Beneficial Owner may bring action to compel the State to comply with its
obligations under the Disclosure Certificate. Any such failure must be reported in accordance with the Rule and
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must be considered by any broker, dealer or municipal securities dealer before recommending the purchase or sale
of the Bonds in the secondary market. Consequently, such a failure may adversely affect the transferability and
liquidity of the Bonds and their market price.

FINANCIAL STATEMENTS

The General Purpose Financial Statements and additional information as of and for the year ended June 30,
2003, included as Part IT of Appendix B, have been audited by KPMG LLP, independent auditors, as stated in their
report appearing therein, which is based in part on the reports of other auditors. The State has neither requested nor
obtained the consent of KPMG LLP to include their report, and such firm has performed no procecures subsequent
to rendering their report. ‘There can be po assurance that the infonmation is indicative of the current financial
position or future financial performance of the State.

MISCELLANEOUS

To the extent any statements made in this Official Statement involve matters of opinion or of estimates,
whether or not so expressly stated, they are set forth as such and not as representations of fact, and no representation
is made thet any of the estimates will be realized. Neither this Official Statement, nor any statement that may have
been made verbally or in writing, is to be construed as a contract with the holders of any of the Bonds. The
Department of Budget and Finance, State of Hawaii has prepared this Official Statement and has duly authorized the
delivery hereof.
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APPENDIX A

GENERAL INFORMATION ABOUT
THE STATE OF HAWAII

The statistical information presented by this Appendix A is the most current information available to the
State. Because such information becomes available at different times, the dates of such information, as presented
herein, are not the same.

INTRODUCTION
General

The State was admitted into the Union on August 21, 1959, as the fiftieth state. It is an archipelago of eight
major islands, seven of which are inhabited, plus 124 named idlets, totaling 6,425 square miles in land area, located
in the Pacific Ocean in the Northern Hemisphere, mostly below the Tropic of Cancer, about 2,400 statute miles from
San Francisco. The State is slightly larger than the combined area of the States of Connecticut and Rhode Island and
ranks forty-seventh of the fifty states in land area, being also larger in area than the State of Delaware. The island of
Hawaii is the largest island, with 4,028 square miles in area. The other inhabited islands, in order of size, are Maui,
Oahu, Kavai, Molokai, Lanai and Niihan. According to the U.S. Census, the total population of the State was
422,770 in 1940, 499,794 in 1950, 632,772 in 1960, 769,913 in 1970, 964,691 in 1980, 1,115,274 in 1990, and
1,211,537 in 2000, making the State the forty-second most populous state in the Union as of 2000. The City and
County of Honoluln consists of the island of Oahu (plus some minor islets) with a land area of 599.8 square miles.
The capital of the State and the principal port are located on Oabu. According to the 2000 U.S. Census, about
72.3% of the population of the State lives on Oahm. Hawaii’s population exhibits greater ethnic diversity than other
states becanse it is descended from inunigrants from the Far East as well as from Burope and the mainland
United States. Based on the 2000 U.S. Census, approximately 41.6% of the State’s population is of Asian descent
and about 24.3% of the State’s population is Caucasian. Native Hawaiians and other Pacific Islanders constitute
9.4% of the population. The balance consists of people of mixed races and other races, such as African Americans
and American Indians.

State Government

The Constitation of the State provides for three separate branches of government: the legislative branch, the
executive branch and the judicial branch. The legislative power is vested in a bicameral Legislature consisting of a
Senate of twenty-five members elected for four-year terms and a House of Representatives of fifty-one members
elected for two-year terms. The Legislature convenes annvally. The executive power is vested in a Governor
elected for a four-year term. In the event of the absence of the Governor from the State, or his or ber inability to
exercise and discharge the powers and duties of his or her office, the Lieutenant Govemor, also elected for a four-
year term, serves as the chief executive. Under the Constitution, the judicial power is vested in a Supreme Court,
one intermediate appellate court, circuit courts, district courts, and such other courts as the Legislature may from
time to time establish. Pursuant to statute, the Legislature has established four circuit courts, four district courts and
an intermediate appellate court. The executive and administrative offices are limited to not more than twenty
principal departments under the sepervision of the Governor. The executive functions have in fact been grouped
into eighteen departments. The heads of the departments are appointed by the Governor, with the advice and
consent of the Senate, and hold office for a term to expire with the term of the Governor. The Department of Budget
and Finance is one of the principal departments permitted by the Constitution of the State, with the head of said
department being designated as the Director of Finance. Under the general direction of the Govemor, the
Department of Budget and Finance administers the State’s proposed six-year program and financial plan, the State
budget, and financial management prograrms of the State,



The Counties and Their Relationship to the State

There are four counties in the State: the City and County of Honolulu, the County of Maui, the County of
Hawaii and the County of Kauai (and one quasi-county, Kalawao). Each of the counties has a separate charter for
its government, each of which provides for an elected mayor and an elected council. The mayor is the chief
executive and the council is the legislative body. There are no independent or separate cities or other
municipalities, school districts or townships. The State government of Hawaii has total responsibility for many
functions that are performed by or shared by local governments in most other parts of the United States. For
example, the State pays all costs in connection with the public school system, libraries, public welfare, and judiciary.
The greatest expenditures by the State in past years have been in the areas of education and public welfare. The
counties’ major areas of responsibility and expenditure are in police and fire protection, waste disposal, water and
sewer facilities, and secondary streets and highways,

DEBT STRUCTURE
Types of Bonds Authorized by the Constitution

The Constitution of the State empowers the Legislature to authorize the issnance of four types of bonds
(defined by the Constitution as bonds, notes and other instruments of indebtedness): general obligation bonds
(defined by the Constitution as all bonds for the payment of the principal and interest for which the full faith and
credit of the State or a political subdivision are pledged and, unless otherwise indicated, including reimbursable
general obligation bonds hereinafier defined); bonds issued upder special improvement statutes; revenue bonds
(defined by the Constitntion as all bonds payable from revenues, or user taxes, or any combination of both, of a
public underiaking, improvement, system or loan program and any loan made thereunder and secured as may be
provided by law); and special purpose revenue bonds (defined by the Constitution as all bonds payable from rental
or other payments made to an issuer by a person pursuant to contract and secured as may be provided by law).
Under the Constitution, special purpose revenue bonds shall only be authorized or issued to finance facilities of or
for, or to loan the proceeds of such bonds to assist, manufacturing, processing or industrial enterprises, certain not-
for-profit private schools, utilities serving the general public, health care facilities provided (o the general public by
not-for-profit corporations, early childhood education and care facilities provided to the general public by not-for-
profit corporations, or low and moderate income government housing programs. All bonds of the State other than
special purpose revenve bonds must be authorized by a majority vote of the members to which each house of the
Legislature is entitled. Special purpose revenue bonds of the State must be anthorized by two-thirds vote of the
members to which each house of the Legislature is entitled.

Outstandiog Indebtedness and Debt Limit

The Constitution provides that determinations of the total outstanding indebtedness of the State and the
exclusions therefrom shall be made annually and certified by law or as prescribed by law. General obligation bonds
may be issned by the State, provided that such bonds at the time of issuance would not caunse the total amount of
principal and interest payable in the current or any foture fiscal year, whichever is higher, on such bonds and on all
ontstanding peneral obligation bonds in the current or any future fiscal year, whichever is higher, to exceed a sum
equal to 18.5% of the average of the General Fund revenues of the State in the three fiscal years immediately
preceding such issnance. For the purposes of such determination, General Fond revenues of the State do not include
moneys received as grants from the federal government and receipts in reimbursement of any reimbursable general
obligation bonds which are excluded in computing the total indebtedness of the State.

In order to carry out the provisions contained in the Constitution, the Legislature enacted PartIV of
Chapter 39, HRS (“Part IV”), to require the Director of Finance to prepare statements of the total outstanding
indebtedness of the State and the exclusions therefrom and of the debt limit of the State evidencing the power of the
State to issue general obligation bonds and, prior to the issnance of any general obligation bonds, to find that the
issnance of such bonds will not cause the debt limit of the State to be exceeded, Part IV provides that such
statements shall be prepared as of July 1 of each year and submitted to the Legislature no later than December 1 of
such year. The July 1, 2005 statement is the most recent such statement prepared and submitted to the Legislature.
See “INFORMATION ABOUT INDEBTEDNESS” in Part] of Appendix B for a tabular summary of the
statement of total outstanding indebtedness of the State and exclusions therefrom as of July 1, 2005, including
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general obligation bonded indebtedness, revenue bonded indebtedness, special assessment bonded indebtedness and
special purpose revenue bonded indebtedness, and the permitted exclusions from the general obligation bonded
indebtedness. See “AFPENDIX D — GENERAL OBLIGATION FUNDED DEBT OF THE STATE OF
HAWAIL”

The summary statement of debt limit of the State evidencing the power of the State to incur indebtedness
sets forth the General Fund revenues of the State, exclusive of federal grants, for the fiscal years ended June 30,
2003, 2004 and 2005 and the net General Fund revenues after required exclusions, the average of the said three
fiscal years, and the limit of total principal and interest which may be payable in any fiscal year, See “SUMMARY
STATEMENT OF THE DEBT LIMIT OF THE STATE OF HAWAII™ in Part I of Appendix B. The greatest
amonnt of principal and interest payable in any fiscal year on the outstanding general obligation indebtedness as of
July 1, 2005 and on the Bonds, after exclusions therefrom permitted by the Constitution, is $533,619,678 in the fiscal
year ending June 30, 2009. A suminary of debt service on all general obligation bonded indebtedness of the State is
set forth in the under “SUMMARY OF DEBT SERVICE” in PartI of Appendix B; however, the debt service
excluded in that table includes ali general obligation bonds for which reimbursement is made regardiess of whether
such bonds may be excluded under the Constitution,

As calculated from the State Comptroller’s Bond Fund report as of October 31, 2005, the amount of
authorized but unissued general obligation bonds is $1,305,057,989. Act 178, SLH 2005 appropriated an additional
$182,869,000 for fiscal year 2006-2007. The authorized but unissued bonds currently total $1.49 billion. The bonds
are scheduled to be issued prior to June 30, 2009,

Exclusions

The Constitution contains nine general provisions excluding certain types of bonds (including certain
general obligation bonds) when determining the power of the State to issue general obligation bonds or the funded
debt of any political subdivision, Six of these exclusions arc described below. As stated above, the limitation on
indebtedness of the State under the Constitution applies only to the power to issue general obligation bonds, and the
limitation is measured by the debt service on general obligation bonds against the three year average of General
Fund revenues. The three exclusions relating to revenue bonds, special purpose revenue bonds, and bonds issued
under special improvement statutes for which the only security is the properties benefited or assessments thereon are
chiefly of ¢concern to counties when computing the funded debt of such counties. Accordingly, those provisions will
not be discussed in this Official Statement. However, the complete provisions of Sections 12 and 13 of Article VII
of the Constitution relating to the incurring of indebtedness by the State and its political subdivisions are set forth in
Appendix C to this Official Statement,

One of the nine exclusionary provisions excludes bonds that have matured, or that mature in the then
current fiscal year, or that have been irrevocably called for redemption and the redemption date has occurred or will
occur in the then current fiscal year, or for the full payment of which moneys or securities have been irrevocably set
aside.

Another of the exclusionary provisions excludes reimbursable general obligation bonds (defined in the
Constitution as general obligation bonds issued for a public undertaking, improvement or system from which
revenues, or user taxes, or a combination of both, may be derived for the payment of the principal and interest as
reimbursement to the General Fund and for which reimbursement is required by law, and, in the case of general
obligation bonds issued by the State for a political subdivision, general obligation bonds for which the payment of
the principal and interest as reimbursement to the General Fund is required by law to be made from the revenues of
the political subdivision) issued for a public undertaking, improvement or system, but only to the extent that
reimbursements to the General Fund are made from net revenues, or net user tax receipts, or both, derived from the
particular undertaking, improverent or system for the immediately preceding fiscal year, with the result that the
amount of reimbursable general obligation debt excluded will vary from year to year. A “user tax” is defined by the
Constitution as a tax on goods or services or on the consumption thereof, the receipts of which are substantially
derived from the consumption, use or sale of goods and services in the utilization of the functions or services
furnished by a public undertaking, improvement or system. Thus, for example, the aviation fuel tax is a user tax
insofar as the airports system of the State is concerned, since the tax is substantially derived from the sale of a good
(aviation fuel) in the utilization of the functions of the airports, but the aviation fuel tax would not be a vser tax so
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far as schools or a stadium is concerned, since the tax is not derived from the consumption or use or sale of goods in
vsing schools or a stadium.

Two other exclusionary provisions exclude (a) reimbursable general obligation bonds of the State issued
for any political subdivision, but only if reimbursement by the political subdivision to the State for the payment of
the principal and interest is required by law and (b)general obligation bonds issued for assessable public
improvements to the extent reimbursements to the General Fund for the principal and interest on such bonds are in
fact made from assessment collections available therefore,

One other exclusionary provision excludes bonds constituting instruments of indebtedness under which the
State incurs a contingent liability as a guarantor, but only to the extent the principal amount of such bonds does not
exceed 7% of the principal amount of outstanding peneral obligation bonds not otherwise excluded by the
exclusionary provisions of the Constitution and subject to the condition that the State shall establish a reserve in an
amount in a reasonable proportion to outstanding loans guaranteed by the State. This exclusion is intended to pernnt
the exclusion of such items as general obligation guarantees of loans under Siate loan programs to the extent the
principal amount of such items does not exceed 7% of the outstanding principal amount of general obligation bonds
not otherwise excluded. At such time as the principal amount of such items exceeds 7% of the outstanding principal
amount of general obligation bonds not otherwise excluded, the potential debt service on all such items in excess of
7% of the outstanding principal amount of general obligation bonds not otherwise excluded would be included in
determining the power of the State to incur indebtedness.

A final exclusionary provision excludes bonds issued by or on behalf of the State or a political subdivision
o meet appropriations for any fiscal period in anticipation of the collection of revenues for such period or to meet
casnal deficits or faitures of revenue, if required to be paid within one year, and bonds issued by or on behalf of the
State to suppress insurrection, to repel invasion, to defend the State in war or to meet emergencies caused by disaster
or act of God.

Other Constitutional and Statwtory Provisions

General obligation bonds of the State must be authorized pursuant to the Constitution by a majority vote of
the members to which each house of the Legislature is entitled. The Legislature from time to time enacts laws
specifying the amount of such bonds (without fixing any particular details of such bonds) that may be issued and
defining the purposes for which the bonds are to be issved.

The Constitution requires that general obligation bonds of the State with a term exceeding two years shall
be in serial formn mataring in substantially equal installments of principal, or maturing in substantially equal
installments of both principal and interest, the first installment of prineipal to mature not later than five years from
the date of the issue of such series and the last installment to mature not later than twenty-five years from the date of
such issue, except that the last installment on general obligation bonds sold to the federal government, on
reimbursable genera} obligation bonds and on bonds constituting instriments of indebtedness under which the State
or a political subdivision incurs a contingent liability as a guarantor shall rature not later than thirty-five years from
the date of such issue.

Part I of Chapter 39, HRS, as amended, is the general law for the issnance of general obligation bonds of
the State. Such part sets forth limitations on general obligation bonds, such as interest rates and maturity dates, and
also sets forth the provisions for the sale aud form of such bonds. Such part provides that the Director of Finance,
with the approval of the Governor, may issue from time to time general obligation bonds of the State in accordance
with acts of the Legislature authorizing the issuance of such bonds and defining the purposes for which such bonds
are to be issued,

The Governor determines when the projects authorized by the acts authorizing bonds shall commence.
General obligation bonds are sold from time to time pursuant to the avthorization of such acts and Partl of
Chapter 39, HRS, as amended, in order to finance the projects. The Governor then allots the proceeds of the bonds
50 issued to the purposes specified in the acts authorizing bonds.
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Section 11 of Article VII of the Constitution provides that all appropriations for which the source is general
obligation bond funds or the General Fund must be for specified periods which may not exceed three years, except
for appropriations from the State educational facilities improvement special fund. Any appropriation or any portion
of an appropriation which is unencumbered at the close of the fiscal period for which the appropriation is made will
lapse, provided that no appropriation or portion thereof for which the source is general obligation bond funds shall
lapse if the Legislature determines that such appropriation is necessary to qualify for federal aid financing and
reimbursement. A general obligation bond authorization, to the extent such anthorization is dependent on a specific
appropriation, must be reduced in an amount equal to the amount of appropriation lapsed by operation of law or
Section 11 of Article VII of the Constitution.

Set forth in Appendix C to this Official Statement are the provisions of Sections 11, 12 and 13 of
Article VII of the Constitution applicable to the incurring of indebtedness by the State and its political subdivisions.

Financing Agreements (Including Leases)

Chapter 37D, HRS, provides for financing agreements (including leases and installment sale agreements)
for the iroprovement, use or acquisition of real or personal property which is or will be owned or operated by the
State or any State agency and specifies that any such financing agreement shall not be an obligation for which the
full faith and credit of the State or any state agency is pledged, and that no moneys other than amounts appropriated
by the Legislature or otherwise held in trust for such purposes shall be required to be applied to the payment thereof.
The Legislature is not required to appropriate moneys for such purpose, and financing agreements do not constitute
“bonds” within the meaning of Sections 12 or 13 of Article VII of the Constitation. Chapter 37D does provide that
the Governor's Executive Budget shall include reguests to the Legislatre for appropriation of moneys to pay
amounts due each fiscal period under financing agreements.

Reimbursement to State General Fund for Debf Service

As indicated above, all general obligation bonds of the State are payable as to ptincipal and interest from
the General Fund of the State. Acts of the Legislature authorizing the issuance of general obligation bonds for
certain purposes frequently (but not always) require that the General Pund be reimbursed for the payment from such
fund of the debt service on such bonds, such reimbursement to be made from any income or revenues or user taxes
derived from the carrying out of such purposes, Such income or revenues or user taxes are not pledged 1o the
payment of such bonds. There are now outstanding general obligation bonds (including general obligation
refunding bonds) issved for highway, harbor and airport facilities, for land development, for economic development
projects, for university revenue projects, and for State parking facilities, where the General Fund of the State is
required to be reimbursed for all debt service, and for the housing program, where the General Fund is required to be
reimbursed for interest only. Reimbursement is made from the income or revennes or user taxes derived from or
with respect to such highways, harbor and airport facilities, land development, economic development projects,
university projects, parking facilities and housing programs. Of the bonds referred to in this paragraph:
(a} reimbursement to the General Fund of general obligation bonds issued for highways is made exclusively from
the tax on motor fuel and does not include any revenues such as toll revenue; and (b) reimbursement to the General
Fund of general obligation bonds issued for airports is made from the aviation fuel tax as well as from airports
system revenues, See “TAX STRUCTURE; GENERAL AND SPECIAL FUNDS; FEDERAL MONEYS;
BUDGET SYSTEM; EXPENDITURE CONTROI-—Special Fond” for a description of such taxes.
Reimbursement to the General Fund of all the other general obligation bonds referred to in this paragraph is made
from non-tax revenuves, such as from wharfage and dockage charges, pier rentals and other charges for harbor
facilities; from land sales or rentals; and from dormitory and dining hall revennes and income from other ancillary
facilities.

Some of the bonds referred to in the immediately preceding paragraph do not constitute “reimbursable
general obligation bonds™ excludable from the debt limit because they are not issued for the type of public
undertaking, improvement or system to which the constitutional provisions for such exclusion pertain. See “DEBT
STRUCTURE - Exclusions,” See “GENERAL OBLIGATION BONDS QUTSTANDING” in PartI of
Appendix B for a tabular summary of reimbursable and non-reimbursable general obligation bonds.
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TAX STRUCTURE; GENERAL AND SPECIAL FUNDS;
FEDERAL MONEYS; BUDGET SYSTEM; EXPENDITURE CONTROL

Introduction

The State Constitution requires the establishment of a tax review commission to be appointed as provided
by law every five years. The purpose of such commission is to submit to the Legislature an evaluation of the State’s
tax structare and to recommend revenue and tax policy, after which such commission is dissolved. The Constitution
does not require action by the Legislature with respect to the recommendations as submitted, The Legislature has
the option of accepting or rejecting all or portions of the commission’s findings. The third tax review commission
convened on September 26, 1995, and issued its report in final form on December 16, 1996, As a result of a
proposed Constitutional amendment to have the tax review commission appointed every ten years, a commission
was not appointed in 2000. The proposed amendment failed to pass and a commission was appointed in 2001, and
issned its final report in December 2002. A new commuission has been appointed for 2005. The findings and
recommendations of the commission are merely recommendations and the Legislature is not reguired to adopt the
findings.

The taxes described below account for substantially all of the tax revennes of the State and are subject in all
cases to subsequent legislation. The Department of Taxation, headed by the Director of Taxation, is charged with
the responsibility of administering and enforcing the tax revenue laws and the collection of all taxes and other
payments payable thereunder. All tax revennes of the State are credited to one or the other of the two operating
funds maintained by the State, designated respectively as the General Fund and the Special Fond, The revenues and
expenditures for the last five fiscal years of these two funds are set forth hereinafter.

The State Constitution does not prohibit or limit the power of taxation and reserves all taxing power to the
State, except to the extent delegated by the Legislature to the political snbdivisions of the State and except all the
functions, powers and duties related to real property taxation, which shall be exercised exclusively by the counties.
The State cannot predict the impact, if any, of proposed changes in the federal individual and corporate income tax
laws on the tax revenues of the State.

General Fund

The General Fund is used to account for resources not specifically set aside for special purposes. Any
activity not financed through another fund is financed through the General Fund, The appropriations acts adopted
by the Legislature provide the basic framework in which the resources and obligations of the General Fund are
accounted. The operating appropriations and the related General Fund accounting process complement each other
as basic control functions in the general administration of the government,

The Constitution provides that whenever the General Fund balance at the close of each of two successive
fiscal years exceeds 5% of General Fund revenues for each of the two fiscal years, the Legislature in the next regular
session shall provide for a tax refund or tax credit to the taxpayers of the State, as provided by law. The fiscal
year 2002 and fiscal year 2003 fund balances did not exceed 5% of the General Fund revenues; accordingly, the
2004 Legislature did not provide for a tax refond or tax credit. The fiscal year 2004 fund balance also did not
exceed 5% of the General Fund revenues; accordingly, the 2005 Legislature did not provide for a tax refund or tax
credit. Although the fiscal yvear 2005 fund balance exceeded 5% of General Fund revenues, the two successive
fiscal year criteria was not met and the 2006 Legislature will not be required to provide for a tax refund or tax credit.
Based on current projections, it is expected that the fiscal year 2006 fund balance will exceed 5% of General Fund
revenues, If this ocevrs, the two soccessive fiscal year criteria will be met and the 2007 Legislature will be required
to provide for a tax refund or tax credit.

As part of the annual financial planning and executive budgeting process, the Department of Budget and
Finance makes projections of the General Fund revenues and expenditures for each fiscal year and revises such
projections from time to time during the fiscal year. See “REVENUE PROJECTIONS; CERTAIN TAX
COLLECTIONS—General Fund Financial Plan” in Part I of Appendix B for further information.
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Taxes and Other Amounts Deposited in General Fund

The proceeds of the taxes described below are deposited in the General Fund, See “REVENUE
PROJECTIONS; CERTAIN TAX COLLECTIONS — Actual Tax Collections and Distributions” in Part I of
Appendix B.

Individual and carporate income taxcs, general excise and use taxes, public service company taxes, estate
and certain transfer taxes, a franchise tax on financial corporations, liquor and tobacco taxes, and certain insurance
premium taxes, which for fiscal year 2005 represented approximately 89% of all tax revenues of the State, are
deposited to the General Fund. The individual income tax rates for married or unmarried individuals, including
Head of Household as well as estates and trusts, range from 1.4% to 8.25% of taxable income, Corporate income
tax rates range from 4.4% to 6.4%. The general excise (gross income) tax is a business privilege tax measured by
the application of rates against values of products, gross proceeds of sales or gross income. The use tax is an excise
tax levied on tangible personal propesty, contracting, or services imported or purchased from an unlicensed seller for
resale or use in the State. The tax is based upon the purchase price or value of the tangible persomal property,
contracting, or services purchased or imported, whichever is applicable. The Public Service Company tax is a tax
measured by the gross income from public utility business of public utilities. The estate and transfer tax is a tax on
the transfer of a taxable estate and a gencration skipping transfer equal to the federal credit for state death taxes
allowed by the Internal Revenue Code (IRC) Section 2011 and a federal credit for state taxes allowed by IRC
Section 2604. From January 1, 2005 to December 31, 2010, the federal credit was repealed and replaced with a
deduction for the state death taxes. Hawaii's estate and transfer tax is currently not effective for decedents dying
after December 31, 2004 and before December 31, 2010. The franchise tax is a tax measured by the taxable income
of banks and other financial corporations. There is an excise tax on those who sell or use tobacco products and a
gallonage tax imposed on dealers who sel} or use liquor.

Other amounts deposited to the General Fund are derived from non-tax sources, including investment
earnings, reats, fines, licenses and permits, grants, charges for administrative services and other sources. In fiscal
year 2004, these non-tax revenues comprised approximately 12% of total deposits to the General Fund.

In addition, transient acconumodations, conveyance and fuel taxes are allocated among varions funds and to
the counties, The transient accommodations tax of 7.25% is levied on the furnishing of a room, apartment, suite or
the like customarily occupied by the transient for less than 180 consecutive days for each letting by a hotel,
apartment, motel, horizontal property regime or cooperative apartment, rooming house or other place in which
lodgings are regularly furnished to transients for consideration, including the fair market rental value of time share
vacation units.

Special Fund

The Special Fund, which for accounting purposes is actually composed of several separate accounts, is nsed
to account for revenues designated for particular purposes. The Special Fund is often of the same nature as the
General Fund, the distinguishing characteristic being that the accounts in the Special Fund have legislative or other
limitations imposed upon their use, The Special Fund is not a source of payment for the Bonds. The Special Fund
is used prmarily and extensively with regard to highway construction apd mainienance, barbor and airport
operations, hospital operations, housing and homestead programs, and certain programs in the area of education.
The types of revennes credited to the various acconnts in the Special Fund are nser tax receipts (fuel taxes), revenves
from public undertakings, improvements or systems (airports, harbors and university revenue-producing
undertakings, among others), and various business, occupation and non-business licenses, fees and permits.

The proceeds of the taxes described below are deposited in the Special Fund, See “REVENUE
PROJECTIONS; CERTAIN TAX COLLECTIONS - Actual Tax Collections and Distributions” in Part I of
Appendix B.

Fuel taxes, rental motor vehicle and tour vehicle surcharge taxes, motor vehicle taxes and unemployment
insurance taxes are deposited into the Special Fund., In fiscal year 2005 those taxes were 7.2% of the total tax
revepues of the State. Distributors are required to pay taxes on aviation fuel, diesel oil, alternative fuels for
operation of an internal combustion engine and on liquid fuels other than the foregoing, e.g., on gasoline used to
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operute motor vehicles vpon the public highways. There is a rental motor vehicle surcharge tax on a rented or leased
motor vehicle. The tax is levied on the lessor. There is also a tour vehicle surcharge tax for each tonr vehicle in the
over 25-passenger seat category and for each tour vehicle in the 8- to 25-passenger seat category. The tax is levied
ot the tour vehicle operator. The State has a vehicle weight tax that varies from $.75 per pound to $1.25 per pound,
depending on the weight of the vehicle. The unemployment insurance tax is a tax on wages paid by employing units
with one or more employees with certain exemptions. The imemployment tax rate is determined according to a
multi-contribution schedule system. There is an additional employment and training fund assessment on taxable
wages paid to an employee. The percentage rate for this additional tax is .01%.

Federal Grants

State departments, agencies, and institutions annually receive federal grants. These amounts account for
about 15% of the total State budget for each year, but are not a source of payment for the Bonds. Approximately
51% of the federal grants are awarded to human resources programs in public health, vocational rehabilitation,
income maintenance, services to the blind, and other social or health services. Approximately 27% of such federal
funds are used to support programs in the public schools, community colleges, and the university system.
Transportation and highway safety activities received about 7% of all federal funds, primarily for interstate highway
construction. Employment programs, including unemployment compensation benefit payments, account for about
5% of such federal receipts. Other programs account for the balance of such receipts. In fiscal year 2004, the State
received a one-time federal grant of $50 million from the Jobs and Growth Tax Relief Reconciliation Act of 2003.
The following table details the annval federal grants for the indicated fiscal years to the State’s departments,
agencies and institutions.

Fiscal Year Grant Amount
Ended June 30 (in millfons)

1999 $1,181.2
2000 1,142.3
2001 1,2134
2002 1,382.2
2003 1,590.8
2004 1,724.9
2005 1,830.6

Budget System

Pursvant to the Executive Budget Act of 1970, the Planning, Programming and Budgeting System of the
State was adopted. The purpose of this act is to integrate the planning, programming and budgeting processes to
improve decisions on the allocation of resources. The act established a comprehensive system for State programs
and their related costs over a time frame of six years. The opetating and capital improvement requirements are
evaluated together to insure compatibility and mutval support. Systematic evaluations and analyses are conducted to
ascertain the attainment of program objectives and alternative means or methods of improving current State services.
The act provides that the Director of Finance and the Governor may modify or withhold planned expenditures if
such expenditures would be in excess of authorized levels of service or in the event that State receipts and surpluses
would be insufficient to meet anthorized expenditure levels.

The Legislature convenes annnally in regular session on the third Wednesday in Janvary. Regular sessions
are limited to a petiod of 60 days, and special sessions are limited to a period of 30 days. Any session may be
extended by no more than 15 days. At least 30 days before the Legislature convenes in regolar session in an odd-
numbered year, the Governor shall submit to the Legislatore the Governor's proposed State budget of the executive
branch for the ensuing fiscal biennium. The budgets of the judicial branch and the legislative branch are submitted
by their respective leaders to the Legislature for its consideration. In such regular session, no appropriation bill,
except bills recommended by the Governor for immediate passage, or to cover the expenses of the Legislature, shall
be passed on final reading until the bill authorizing the operating expenditures for the executive branch for the
ensuing fiscal biennium, to be known as the general appropriations bill, shall have been transmitted 1o the Governor.
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In each regular session in an even-numbered year, the Governor may submit to the Legislature a bill to
amend any appropriation for operating expenditures of the current fiscal biennium, to be known as the supplemental
appropriations bill. In such session to which the Governor submits to the Legislature a supplemental appropriations
bill, no other appropriations bill, except bills recommended by the Governor for immediate passage, or to cover the
expenses of the Legislature, shall be passed on final reading until the supplemental appropriations bill shall have
been transmitted to the Governor. To become law, a bill must pass three readings in each house on separate days.

Each bill passed by the Lagislature shall be certified by the presiding officers and clerks of both houses and
thereupon be presented to the Governor. If the Governor approves and signs the bill, it becomes law, If the
Governor does not approve a bill, the Governor may return it, with the Governor's objections, to the Legislature.
Except for items appropriated to be expended by the judicial and legislative branches, the Governor may veto any
specific item or items in any bill that appropriates money for specific purposes by striking out or reducing the same;
but the Governor shall veto other bills only as a whole.

The Governor has ten days to consider bills presented to the Governor ten or more days before the
adjournment of the Legislature sine die, and if any such bill is neither signed nor returned by the Governor within
that time, it shall become law in like manner as if the Governor had signed it.

The Governor has forty-five days, after the adjoumnment of the Legislature sine die, to consider bills
presented to the Governor less than ten days before sach adjournment, or presented after adjournment, and any such
bill shall become law on the forty-fifth day unless the Governor by proclamation shall have given ten days’ notice to
the Legislature that the Governor plans to retorn such bill with the Governor’s objections on that day. The
Legislature may convene on or before the forty-fifth day in special session, without call, for the sole purpose of
acting upon any such bill retorned by the Governor. In case the Legislature shall fail to so convene, such bill shall
not become law. Any such bill may be amended to meet the Governor’s cbjections and, if so amended and passed,
only one reading being required in each house for such passage, it shall be presented again to the Governor, but shall
become law only if the Governor shall sign it within ten days after presentation.

Emergency and Budget Reserve Fund

Chapter 328L., HRS, relating to the Flawaii Tobacco Settlement Special Fund, which established a special
fond for moneys received from the settlement between the State of Hawaii and various tobacco companies, also
established the Emergency and Budget Reserve (“EBR”) Fund, a special fund for emergency and “rainy day”
purposes. The EBR Fund will receive 24%% of the moneys received from the tobacco settlement. All interest
earned from moneys in the EBR Fund is credited to the General Fund. Appropriations from the EBR Fund require a
two-thirds majority vote of each house of the legislature. The EBR fund balance was $54.0 million as of June 30,
2004, Projected fund balances, afier appropriations, are $54.1million, $55.1million, and $64.7million for fiscal
years 2005, 2006 and 2007, respectively. Legislation will be submitted to the 2006 Legislature to appropriate $55
million in geperal funds in fiscal year 2007 to strengthen the EBR Fund. This wouid increase the estimated balances
of the fund to $110.1 million at the start of fiscal year 2007 and to $119.7 million by the end of fiscal year 2007.

The annual proceeds from the tobacco settlement were $36.1 million for fiscal year 2001, $45.4 million for
fiscal year 2002, $44.8 million for fiscal year 2003, $37.8 million for fiscal year 2004, and 38.3 million for fiscal
year 2005. PricewaterhouseCoopers LLP, independent auditor for the Tobacco Master Settlement Agreement, has
estimated that the State will receive annoal proceeds from the tobacco settlement ranging from $42 to $63 million a
year for fiscal years 2005 to 2027. Under the Tobacco Master Settlement Agreement, the State’s proceeds are
estimated to total $1.5 billion. The amount of future annual proceeds is not goaranteed and is subject to adjustment.

Of the tobacco settlement moneys received by the State each fiscal year, $350,000 is deposited in the
Tobacco Enforcement Special Fund to enforce the provisions of the Tobacco Master Settlement Agreement.

In addition to allocating 24%% of the tobacco settlement moneys to the EBR Fund, Chapter 3281 allocates
35% of the tobacco settlement funds to the Departruent of Health for health promotion and disease prevention
programs (including up to 10% for the Department of Human Services to provide health insurance for needy
children); and allocates 28% to the university revenue-undertakings fund to be applied to finance the University of
Hawaii Health and Wellness Center; provided that to extent such 28% is greater than the amount needed to pay debt
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service for such financing, 80% of the excess will be transferred to the EBR Fund and 20% of the excess will be
transferred to the Hawaii Tobacco Prevention and Control Trust Fund, ‘The remaining 12%% is allocated to the
Hawaii Tobacco Prevention and Control Trust Fund to reduce cigarette smoking and tobacco use. The allocations
contained in Chapter 328L are subject to change by the Legislature at any time.

Expenditure Control

Expenditure Ceiling. 'The Constitation provides that, notwithstanding any other provision to the contrary,
the Legislature shall establish a General Pund expenditure ceiling which shall limit the rate of growth of General
Fund appropriations, excluding federal funds received by the General Fund, to the estimated rate of growthk of the
State’s economy as provided by law and that no appropriations in excess of such ceiling shall be authorized during
any legislative session unless the Legislatore shall, by a two-thirds vote of the members 1o which each house of the
Legislature is entitled, set forth the dollar ameunt and the rate by which the ceiling will be exceeded and the reasons
therefor. Pursnant to such Constitutional provision, Part' V of Chapter 37, HRS, provides, in general, that
appropriations from the General Fund for each year of the biennjum or each supplementary budget fiscal year shall
not exceed the expenditure ceiling for that fiscal year. The expenditure ceiling is determined by adjusting the
immediate prior fiscal year expendlture ceiling by the apphcable “state growth.” State gmowth means the estimated
growth of the State’s economy and is established by averaging the annual percentage change in total State personal
income for the three calendar years immediately preceding the fiscal year for which appropriations from the General
Fund are to be made. The Governor is required to submit to the Legislamwre a plan of proposed aggregate
appropriations for the State which includes the executive budget, proposed grants to private entities, any specific
appropriation measures to be proposed by the executive branch and estimates of the aggregate proposed
appropriations of the judicial and legislative branches of government. In any year in which this plan of proposed
general fund appropriations exceeds the estimated expenditure ceiling, the Governor must declare the dollar amount,
the rate by which the expenditure ceiling would be exceeded and the reasons for proposing appropriations in excess
of the ceiling amount.

Appropriations for recent fiscal years have not exceeded the expenditure ceiling, and the currently
approved appropriations for fiscal years 2006 and 2007 are also below the expenditure ceiling.

The Constitution provides that no public money shall be expended except as appropriated by law. It also
requires that provision for the control of the rate of expenditures of appropriated State moneys, and for the reduction
of such expenditures under prescribed conditions, shall be made by law and that General Fund expenditures for any
fiscal year shall not exceed the State’s current General Fund revenues and unencumbered cash balances, except
when the Governor publicly declares the public health, safety or welfare is threatened, as provided by law.

Operating Expenditures. Maximum limits for operating expenditures are established for each fiscal year by
legislative appropriations. Pursuant to Part IT, Chapter 37, HRS, moneys can be withheld by the Governor or the
Director of Finance to ensure the solvency of each fund. Expenditure plans consisting of quarterly requirements of
all State programs are prepared at the beginning of each fiscal year by the respective departments of State
government. After the expenditure plans are evaluated, allotments are made to each department as prescribed by
Chapter 37, HRS, Allotment transfers between different appropriation items within individuval departments can be
made after approval is obtained from the Govemor, or if delegated, the Director of Finance. Unencumbered
allotment balances at the end of each quarter shall revert to the related appropriation account, except for the
Department of Education and the University of Hawaii (“UH”). Requests to amend allotments must be approved by
the Director of Finance. If federal funds allocable to a particular item are greater than had been estimated, the
general funds are reduced proportionately as allowable, except for the Department of Education. Although the State
has a biennial budget, approprations are made for individual fiscal years and may not be expended interchangeably,
except for five percent of appropriations to the Department of Education, which by statutory authority may be
retained up to one year into the next fiscal bienniom, The Office of the Governor approves all consultant contracts
as to scope, justification, need, and cost. Department heads have been delegated anthority to review and approve
certain consultant contracts such as medical services. In order to realize savings from bulk acquisition, central
purchasing is used for certain office and medical supplies, equipment, and motor vehicles. The Department of
Accounting and General Services performs pre-audits on each financial transaction before any payment can be
made, except for the UH and the Department of Education, which have statutory authority to pre-audit payments
made by them. Financial audits of individual programs and organizations are conducted on a periodic basis by the
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Department of Accounting and General Services. Internal audits are done on a continuous basis by each department.
Management audits are accomplished on an as-needed basis by the Department of Budget and Finance. In addition,
the State Auditor performs financial and management audits on a selective basis.

Capital Improvement Expenditure. Annual capital improvement expenditure plans are also prepared to
control and monitor allotments and expenditures. Prior to the initiation of a project, it is reviewed for adherence to
the State’s General Plan and other economic considerations, and as to its justification. The Governor must approve
the release of funds before any action can be taken. Competitive bidding is enforced to ensure that the lowest
possible costs are obtained. Change orders during construction must be substantiated and approved by the
expending agency. The need for additional capital improvement fonds for each project must be approved by the
Governor and must be funded from available balances of other capital improvement project appropriations. An
assessment of the quatity of construction material being used is performed on a continuous basis. Individual
guarantees and warranties are inventoried and monitored as to the adequacy of stipulated performances.

In order to avoid any conflicts that may be created by the capital improvement program, the State has
developed an overall State Plan and statewide planning system, which identifies both long and short-range goals,
general implementation directions and coordination of statewide planning. The connty general plans are part of this
State Plan. Additional reviews and assessments are conducted to identify and resolve any environmental concerns
and to preserve historical and archaeological sites, and coastal areas,

State Educational Facilities Improvement Special Fund

The State has established a State Educational Facilities Improvement Special Fund (SEFISF). The amounts
in the SEFISF are to be used solely for capital improvements and facilities under the jurisdiction of the State
Department of Education, except public libraries. The fund is capitalized by annual appropriations of at least
$45 million in general obligation bonds or by annval transfers of at least $45 million from the General Excise Tax if
no general obligation bond appropriations are authorized.

Act 178, SLH 2005, provides for expenditures of $212.1 million and $62.4 miltion for fiscal years 2006
and 2007, respectively, from the SEFISF,

EMPLOYEE RELATIONS; STATE EMPLOYEES’ RETIREMENT SYSTEM
Employee Relations

The Constitution grants public employees in the State the right to organize for the purpose of collective
bargaining. Chapter 89, HRS, provides for 13 recognized bargaining units for all public employees thronghout the
State including State and county employees. Each bargaining unit designates an employee organization as the
exclusive representative of all employees of such unit, which organization negotiates with the public employer. In
the case of bargaining units for nonsupervisory bive collar positions, supervisory blue collar positions,
nonsupervisory white collar positions, supervisory white collar positions, registered professional nurses, institational
health and correctional workers and professional and scientific employees, the Governor of the State shall have six
votes, and the mayors of each of the counties, the Chief Justice of the State Judiciary and the Hawaii Health Systems
Corporation Board shall each have one vote. In the case of bargaining units for police officers and fire fighters, the
Governor shall have four voies and the mayors shall each have one vote. In the case of bargaining units for teachers
and educational officers, the Governor shall have three votes, the State Board of Education shall have two votes and
the state superintendent of education shall have one vote. In the case of bargaining units for UH faculty and UH
administrative professional and technical staff, the Governor shall have three votes, the UH Board of Regents shall
have two votes and the UH president shall have one vote, Decisions by the employer representatives shall be on the
basis of simple majority, except when a bargaining unit includes county employees from more than one county. In
such case, the simple majority shall include at least one county.

By statute, if an impasse in any negotiation is declared, the parties may attempt to resolve the impasse

through mediation, fact finding, and, if rutually agreeable to the parties, final and binding arbitration. Although the
statute characterizes arbitration as “final and binding,” it also provides that all cost items are subject to
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appropriations by the appropriate legislative bodies. If final and binding arbitration is not agreed upon, either party
may take other lawful action to end the dispute, which, in the case of blue collar workers, public school teachers and
university professors, could include an employee strike. In the case of the remaining ten bargaining units, including
fire fighters and police officers, a strike is prohibited by law, and negotiation impasses are subject to mandatory final
mnd binding arbitration, subject to appropriation of cost items, as described above. Certain employees are not party
to a formal labor contract, including elected and appointed officials and certain contractual hires,

Negotiations for the period from July 1, 2005 to June 30, 2007 have been completed. Negotiated
settlements have been reached for the following bargaining wnits, providing for the following increases over that
two-year period:

Unit 1 (blne coflar workers): 9.73%
Unit § (teachers): 11.09%
Unit 10 (institutional health and correctional workers): 10.38%

Arbitrated decisions (which are not subject to ratification) have been reached for the following bargaining
units, providing for the following increases over that two-year period:

Unit 2 (blue collar supervisors): 9.06%

Unit 3 (white collar workers): 10.04%

Unit 4 (white collar supervisors): 9.59%

Unit 6 (educational officers); 11.24%

Unit 8 (University of Hawaii administrative professional technical staff): 11.12%
Uit 9 {registered professional mrses): 13.38%

Unit 11 (firefighters): 14.16%

Unit 13 (professional and scientific employees): 9.44%

A negotiated settlement was reached in 2003 with Unit 7 (UH faculty) for a six-year contract expiring June
30, 2009, providing for a 34.8% increase over six years. (The State has no employees in Unit 12, which is police
officers.)

The 2001 Hawaii State Legislature passed Act 90, which authorized privatization of government services.
Act 90 eliminated legal ambiguities regarding the ability to privatize services. Although there are no major specific
privatization plans, Act 90 provided an important tool to increase productivity.

Act 88, SLH 2001, Relating to Public Employees Health Benefits (partially codified as Chapter 87A, HRS),
established the Hawain Employer-Union Health Benefits Trust Fund (“Trust Fund”). The Trust Fund provides
health and other benefit plans for public employees, retirees and their dependents, Public employer contributions to
fund the health and other benefit plans of public employees and their dependents are determined under Chapter 89C,
HRS, or by way of applicable public sector collective bargaining agreements. Except for reimbursement of
voluntary medical insurance coverage under Medicare, public employer contributions to fund the health and other
benefit plans of retirees are not to exceed certain monthly contribution levels specified in Chapter 87A, HRS.

Act 245, SLH 2005, temporarily authorizes employee organizations to establish voluntary employees
beneficiary association (VEBA) trusts to provide health benefits to state and county employees in their bargaining
units outside of the Hawaii employer-union health benefits trust fund (Trust Fund). Each VEBA trust is to provide
health benefits to state and county employees who retire afier establishment of the VEBA trust (future retirees) and
i8 to give state and county employees who were members of applicable bargaining units and who retired before
establishment of the VEBA trust (existing retirees) a one-time option to transfer from the Trust Pund to the VEBA
trost. The State and county employers’ monthly contributions to each VEBA trost for active employees and future
retirees are to be established by collective bargaining. Monthly contributions to each VEBA trust for existing
retirees are to be equal to the contributions paid on behalf of similarly situated retirees under the Trust Fund. The
stated purpose of Act 245 is to allow the establishment of a VEBA trust pilot program for three years so as to enable
a thorough analysis of the costs and benefits of VEBA trusts against the Trust Fund to determine what actual savings
could be realized by the State through the VEBA trust mechanism. Act 245 is to be repealed on July 1, 2008. The
Hawaii State Teachers Association bas begun work on a VEBA trust and other employee-organizations have
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expressed interest in VEBA trusts. No employee-organization to date has actually begun offering health benefits
through a VEBA trust.

State Employees’ Retirement System

The Employees’ Retirement System of the State of Hawaii (the “System™) began operation on January 1,
1926, The System is a cost-sharing, multiple-employer defined benefit pension plan. The System covers all regular
employees of the State and each of its counties, including judges and elected officials. On March 31, 2005, the
System’s membership was comprised of approximately 63,073 active employees, 4,938 inactive vested members
and 33,301 pensioners and beneficiaries. The total assets of the System on a market value basis amounted to
approximately $8.6 billion as of June 30, 2004, and $9.2 billion as of June 30, 2005. Actarial certification of assets
as of June 30, 2004 was $8.8 billion (See “State Employees Retirement System” in Appendix B hereto). As of
June 30, 2003, the System’s actuarial certification of assets was $8.9 billion, and its unfunded actuarial accrued
liability was $4.1 billion.

The stamtory provisions of Chapter 88, HRS, govern the operation of the Systemn. Responsibility for the
general administration of the System is vested in a Board of Trustees, with certain areas of administrative control
being vested in the Departzvent of Budget and Finance. The Board of Trustees consists of eight members: the
Director of Finance of the State, ex officio; four members of the System {two general employees, one teacher, and
one retiree} who are elected by the members and retiree of the System; and three citizens of the State (one of whom
shall be an officer of a bank authorized to do business in the State, or a person of similar experience) who are
appointed by the Governor and may not be employees of the State or any county.

The System is fanded on an actearial reserve basis, Actuarial valuations are prepared apnnually by the
consulting actuary to the Board of Trustees to determine the employer contribution requirement. In recent years, the
total actuarially determined employer contribution was reduced by some or all of the investment carnings in excess
of the investment yield rate applied in actuarial valvations to determine the net employer appropriations to be made
to the System. Act 327, SLH 1997, amended Section 88-107, HRS, so that, beginning with the June 30, 1997
valuation, the System retains all of its excess earnings for the purpose of reducing the unfunded actuarial accrued
liability. However, Act 100, SLH 1999, reinstated the excess earnings eredit for the Juoe 30, 1997 and Jowe 30,
1998 valuations. For those two valuations, the investment earning in excess of a 10% actuarial return is to be
applied as a reduction to the employer contributions. In accordance with the statutory funding provisions
(Section 88-122 of Chapter 88, HRS, as amended by Act 147 SLH 2001), the total actuarially determined employer
contribution to the pension accumulation fund is comprised of the normal cost plus the level annoal payment
required to amortize the unfunded actvarial accrued lLiability over a period of 29 years from Joly 1, 2000. The
contribution requirement is determined in the aggregate for all employers in the System and then allocated to
individual employers based on the payroll distribution of covered employees as of the March preceding the
valuation date. The actuarially determined employer contribution derived from a valvation is paid during the third
fiscal year following the valuation date, e.g., the contribution requirement derived from the June 30, 1998 valuation
was paid into the System during the 2000-2001 fiscal year. The actvarial cost method used to calculate employer
contributions was changed by Act 327 from the frozen initial liability actuarial cost method to the entry age normal
actuarial cost method effective with the June 30, 1995 actoarial valuation. Employer contributions are determined
separately for two groups of covered employees: (1) police officers, firefighters, and corrections officers; and (2) all
other employecs who are members of the Retirernent System,

Act 181, SLH 2004 established fixed employer contribution rates as a percentage of compensation effective
July 1, 2005. Employers will contribute 15.75% for their police officers and firefighters and 13.75% for other
employees. Legislation enacted in 1984 created a noncontributory retirement plan for certain members of the
System who are also covered under Social Security. The noncontributory plan covers most employees hired after
June 30, 1984 and employees hired before that date who elected 10 join the plan, Police officers, firefighters, other
enforcement officials, certain elected and appointed officials and other employees not covered by Social Security are
excluded from the noncontributory plan.

As of March 31, 2005, the noncontributory plan covered approximately 54,176 active employees or 86% of

all active members of the System. The number and percentage of noncontributory plan members may decrease in
the future becavse of the implementation of the new hybrid plan discussed below.
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In 1998 legislation was passed (Act 151, SLH 1998) modifying the administration of the System, including
its actvarial valuation methods and actuarial assumptions, Since the System is a cost-sharing, multiple-employer
public retirement system, the unfunded actuarial accrued Hability is not allocated to the State and the Counties. Act
179, SLH 2004 established a new defined benefit hybrid contributory plan effective July 1, 2006. The new plan
provides certain current and new employees with the opportunity to participate in a defined benefit contributory
plan. It provides portability for shorter-term employees and is expected to improve recruitment for and retention of
public sector employees. The Employees’ Retirement System actuary has determined that the new program is cost
reutral, an important factor given the escalating costs of the retirement program.

See “STATE EMPLOYEES® RETIREMENT SYSTEM” in Part I of Appendix B for summary of the
actuarial certification, employer contribution rate and unfunded accrued liabilities information about the Retirement
System, including employees of the State and each of its counties,

GENERAL ECONOMIC INFORMATION
General

The following material pertaining to economic factors in the State under the captions “State of the
Economy” through and including “Table 10” has been excerpted from the Hawaii State Department of Business,
Economic Development and Tourism (“DBEDT™) Fourth Quarter 2005 Quarterly Statistical and Economic Report
("QSER") or otherwise prepared by DBEDT some of which may be found at http:/www2. hawaii.gov/dbedt/latestl.
Unless otherwise stated, the following information is historical; estimated figures are used only when the definitive
figures are upavailable. Unless otherwise specifically stated, all references to years and quarters in the following
information are to calendar years and calendar quariers, respectively. The text refers to certain enumerated tables
found under “GENERAL ECONOMIC INFORMATION.” Following descriptions of the various components of
the State’s economy and DBEDT’s outlook for the economy, there is a brief description of the impact of these
components on the State's fiscal position. See “APPENDIX B — FINANCIAL INFORMATION ABOUT THE
STATE OF HAWAIL"

DBEDT"s latest forecast for nominal Gross State Product (“GSP”) (the value of all goods and services
produced and consumed within the State) growth in 2006 is 5.8%. In real terms (adjusting for inflation), DBEDT
estimates that 2006 GSP growth over 2005 will be 2.8%.

State of the Economy

Higher-than-expectad rates of growth in employment, personal income, and tax collections are indicative of
a continwing broad based expansion of Hawaii's economy. The level of permits for construction bodes well for
future investment activity. Visitor amivals and average daily visitor census are both up and federal spending
remains strong,

In the fourth calendar quarter of 2005, 630,600 civilian people were employed in Hawaii. This
employment level, 31,400 more than the fourth calendar quarter of 2004, or a 5.2% increase, was the highest
quarterly rate of growth in civilian employment in Hawaii in fifteen years. According to the U.S. Burean of Labor
Statistics, Hawaii had the lowest seasonally not-adjusted imemployment rate in the nation in December 2005 at
2,49,

Nominal total personal income rose 6.5% in the third calendar quarter of 2005 compared to the third
calendar quarter of 2004. Ranked by rate of growth, the greatest increase was seen in Proprietors’ Income (10.7%)
followed by Supplements to Wages and Salaries (8.9%), Wage and Salary Disbursements (6.5%), Personal Current
Transfer Receipts (5.2%) and Dividends, Interest, and Rent (2.6%). Contributions for Government Social Insurance,
which is subtracted from personal income, also increased. Year-to-year quarterly earnings increased for all sectors
except for Information and Finance and Insurance.

Tax revenues distributed to the State general fund increased 11.4% to $983 million for the fourth calendar
quarter of 2005 compared to the fourth calendar guarter of 2004. Revenues from the general excise and use tax
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increased by 13.7% and net individual income tax collections increased 9.7% in the fourth calendar quarter 2005
compared to the fourth calendar quarter of 2004. Transient Accommodations Tax (TAT) revenues increased 16.6%.

The totzl number of visitors arriving by air was up 5.7% in the fourth calendar quarter of 2005, compared
with the fourth calendar quarter of 2004. The overall quarterly increase in arrivals resulted from a 7.2% increase in
domestic armvals and a 2.2% increase in international arrivals. The average daily visitor census was up 6.0% for the
quarter. Hotel occupancy rates increased 2.9 percentage points to 84.4% for the third calendar quarter of 2005,
compared to a year ago.

Indicators of the status of Hawaii’s construction industry remained positive signaling for sustained strong
building activity in the future. Construction jobs increased 11.3% to 34,000 jobs in the fourth calendar quarter of
2005 compared to the fourth calendar quarter of 2004, The value of private building anthorizations in the third
calendar quarter of 2005 was up 19.5% from the third calendar quarter of 2004, amounting to a total value of over
$700 million in Hawaii future construction.

The total number of bankruptcy filings increased by 15.8% in the second calendar quarter of 2005
compared to the second calendar guarter of 2004, This was the first quarterly increase in Hawaii bankruptcy filings
in fourteen guarters. It is likely that the increase in Chapter 7 filings was in enticipation of the change in the Federal
bankruptcy law.

Outlook for the Economy

DBEDT continues to anticipate solid growth for tourism, personal income, and wage and salary
employment for 2005 and 2006, Projections of economic growth for the Mainland U.S., Hawaii's primary visitor
market, are reasonably strong, while Japan is projected to grow, but at a slower pace.

Prospects for afl three main drivers of Hawaii's econonty continue to appear positive. The visitor industry,
federal spending, and private construction all remain strong. Current building permit levels are still averaging well
over $200 million a month, which should mean a healthty construction sector for the foreseeable future,

The futwre condition of Hawaii’s economy is linked to the state of the mainland U.S. and Japanese
economies. The December 2005 Blue Chip Economic Consensus Forecast projects real GDP growth in 2005 of
3.6% for the U.S. and 2.2% for Japan. Similarly, according to the January 2006 Blue Chip Economic Consensus
Forecast, real GDP growth in 2006 is expected to be 3.4% for the U.S. and 2.4% for Japan, The expectation for U.S.
consumer price inflation is about 3.4% in 2003 and 2.9% for 2006.

Hawaii total visitor arrivals and visitor days in 2005 increased 6.8% and 0.9%, respectively. Visitor
expenditures are estimated to increase 8.4% in 2005. In 2006, visitor days, visitor arrivals, and visitor expenditures
are predicted to increase 2.9%, 2.9%, and 5.8%, respectively.

Nominal personal income growth for 2005 and 2006 is forecast at 7.0% and 6.2%, respectively. Real
personal income growth rates for 2005 and 2006 are forecast at 3.5% and 2.8%, respectively, after deflating the
nominal projections by the Honolulu CPL-U.

Hawaii's projected inflation rates for 2005 and 2006 have been forecast at 3.4% and 3.3%, respectively.

The recent housing and energy price pressures felt both in Hawaii and the nation as a whole are the basis for these
forecasts.
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INFORMATION ON EMPLOYMENT, WAGES AND SALARIES, TAX REVENUES

AND TAX BASE
Table 1
SELECTED ECONOMIC ACTIVITIES: STATE
YEAR ENDING
4th QUARTER 2005 DECEMBER 31, 2005
% %
CHANGE CHANGE
UNIT NUMBER YEARAGO NUMBER YEARAGO
Civilian Labor Farce U ........cemesmen Persons 647,750 4.9 635,600 3.2
Civilian Employment...., . Persons 630,600 52 617,950 37
Civilian Unemployment, Persong 17,200 -50 17,650 -11.8
Unemployment Rate °? % 2.6 03 2.8 0.5
Total Wage & Salary Jobs Jobs 618,100 2.7 606,150 28
Total Non-Agricalture Wage & Salary Jobs............. Tobs 610,550 27 598,800 78
Natural Resources, Mining, Constraction............. Jobs 34,000 113 32,400 106
Menufacturing Tobs 15,250 L& 15350 0.6
WHOIESALE THBIS ...vvnuresiors neemsssemsssssrmssssimssasversnnes Tobs 17,750 29 17,500 2.9
Retail Trade we  Jobs 71,600 2.5 69,200 34
Transportation, Warehousing, Utilities..........veen. Jobs 31,600 88 30,500 8.3
Information Jobs 10,800 2.7 10,800 0.9
Financial Activities Jobs 29,500 28 29,250 19
Professional & Business Services Jobs 74,800 4.4 73,300 3.8
Educational Services Tobs 14,100 2.9 13,400 2.7
Health Care & Social Assistance Jobs 56,700 28 56,100 3.2
Arts, Entertainment & Recreation Jobs 11,700 0.0 11,600 09
Accommodation Jobs 39,000 1.3 38.950 29
Food Services and Drnking PIACES ..o vmvnssssasssons Jobs 57,350 3.9 56,300 35
Other Services Jobs 25,000 40 24,550 1.4
Government Jobs 121,400 -1.0 119,600 0.4
Fedetal . Jobs 31,450 0.2 31,200 08
BB covvv v verecrersrssssnsesnsessssmsesescassssesssssnsisssi Tobs 73,700 2.0 71,200 0.4
Local.u...onrens Tobs 17,250 1.5 17,200 0.6
Agriculture Wages & Salary JobS....urmerssmerscernsssssnns Jobs 7,550 0.0 1,350 07
State General Fund Revermes .. v vverrsesserssennes $1,000 987,002 11.4 4,752.230 16.4
General Excise And Use Tax® $1,000 549,727 13.7 2,263,393 13.7
Income-Individual® $1,000 342,612 9.7 1,447,744 172
Transient Accorrnodations Tax?............uieeoeneenn. $1,000 46,052 16.6 207,381 C92

Y Labor force and jobs are based on monshly rounded data and seasonally not-adjusied,
:: Change represents absolute change in unemployment rotes rather than pergentage change in rates.
Preliminary.
Sources: Hawdii State Depurtment of Labor & Industrial Relations; Hawaii State Department of Taxation. Compiled by Hawali Stare Business
Economic Developmenm & Tourism and Hospitaliry Advisors, LLC.
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Key Economic Indicators

Table 2
ACTUAL AND FORECAST KEY ECONOMIC INDICATORS
FOR HAWAIIL: 2003 TO 2008

2003 2004 2005 2006 2007 2008
Economic Indicators Actual Actpal  Foreeast  Forecast  Forecast  Forecast

Total population (in thousands) ... S 1,249.0 1,2630  1,2780 12920 13060  1,3190

Visitor arrivals (in thousands)......cumrne, ~ 6;442.0 69920 74460 76610  7.853.0 8,041.0

Visitor expenditires (in million dollm) 10,055.0 10,8620 11,6106 12,2880 129340 13,580.0

Honolule CPI-U (1982-84=100)...., 1845 190.6 197.1 203.7 209.4 215.1

Personal income (in tillion dnllars).... 38,1260 41,1760 44,0470 46,7180 493500 51,9660

Real Personal income (in millions of 20008) ... 364310 38,0860 39,4020 404950 41,5510 425870

Total wage & salary jobs (in thousands) .......... 8748 5808 605.5 6143 622.8 630.2

Gross state product (in million dolluys) .... 46,6710 503220 53,7440 568610 598750 62,9280

Real gross state product (in millions ofzooos) 429640 449760 46,5450 478560 49,0680 50,2150

Giross state product deflater (2000=100} .... 108.6 19" 115.5 118.8 122.0 1253

ANNUAL PERCENTAGE CHANGE
Percent  Percent Percent  Percent Percent  Percent
Economic Indicators Change Ciun& Chan&e__ Cllange Change = Chauge

Total population (in thousands)..... 1.2 11 11
Visitor arrivals (in thousands) .......vwmmereseses 0.2 8.5 6 5 2.9 2.5 24
Visitor expenditures (in million dollars) 4.6 8.0 6.9 58 53 5.1
Hovoluhy CPEU (1982-84=100)...... srontan 23 33 34 33 28 27
Personal income (in million dollm) S 4.8 840 7.0 6.2 55 53
Real Personal income (in miltlions of 20008)... 24 4.5 35 28 26 2.5
Total wage & salary jobs (in thousands)........ 19 26 2.7 1.5 1.3 1.2
Gross state product (in million doflar)............ 6.5 7.8 6.8 58 53 51
Real pross state product (in millions of 20003) 38 4.1 33 28 2.5 2.3
Giross state product deflator (2000=100).......... 27 300 32 29 27 2.7

# DBREDT-nejusted U5, Bureay of Economic Analysis accelevated estimente..
Source: Hawaii State Department of Business, Economic Development & Tenrism, November 14, 2005,

Labor Force and Jobs

In the fourth calendar quarter of 2005, 630,600 people were employed in Hawaii, a new all-time quarterly
employment peak. This employment level was 31,400 more than that for the fourth calendar quarter of 2004, or a
5.2% increase. This is the highest quarterly rate of growth in employment in Hawaii in fifteen years. For all of

2005, civilian employment was up 3.7% from 2004.

Total labor force increased 4.9% in the fourth calendar quarter of 2005 to 647,750. For the year, Hawaii

civilian labor force was up 3.2% from 2004,

Hawaii unemployment rate (seasonally not-adjusted) was down in the fourth calendar quarter of 2003 to
2.6% compared to the 2.9% unemployment rate in the fourth calendar quarter of 2004. This is the fifth straight
quarter that Hawaii's unemployment rate has been below 3.0%. According to the 1.5, Burean of Labor Statistics
reports Hawaii had the lowest unemployment rate of 2.4% in the nation in December 2005. For the year, Hawaii

unemployment rate averaged 2.8% compared to 3.3% for 2004.
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Hawaii’s total wage and salary jobs increased by 2.7% or 16,000 jobs in the fourth calendar quarter of 2005
than the fourth calendar quarter of 2004. For all of 2005, wage and salary jobs were up 2.8% from 2004. All private
sector industries except for Manwfacturing and Information showed positive job growth for the fourth calendar
quarter of 2005, Four private sector industries added more than two thousand jobs and two more sectors added more
than a thousand jobs in the fourth calendar quarter of 2005 compared to the fourth calendar quarter of 2004.

The Natural Resources, Mining and Construction sector added the most jobs in the fourth calendar quarter
of 20035 with an increase of 3,450 jobs or 11.3% over the fourth calendar quarter of 2004, Professional and Business
Services contributed the next greatest increase with 3,150 jobs or a 4.4% increase. Visitor-related industries also did
well, with Transportation, Warehousing, and Utilities adding 2,550 jobs or 8.8%, Food Services and Drinking Places
2,150 jobs or 3.9%, and Retail Trade 1,750 jobs or 2.5%. With an increase of 1,550 jobs (2.8%), Health Care and
Social Assistance rounds out the list of the sectors with the highest job growth,

During the fourth calendar quarter of 2005, two private sector industries lost jobs compared with the fourth
calendar quarter of 2004: Information lost 300 jobs or 2.7% and Manufacturing was down 250 jobs or 1.6% of its

employment.

Compared with the fourth calendar quarter 2004, the number of jobs decreased by 1,200 or 1.0% in the
government sectors for the fourth calendar quarter of 2005, While Federal government and local government
cxpanded their jobs by 0.2% and 1.5%, respectively, State government lost 2.0% of its jobs, which caused the total
government jobs to decrease.

Table 3
CIVILIAN LLABOR FORCE AND EMPLOYMENT
{Number of persons)
% Change % Change Civilian

Civilian Civilian Labor Clvilian Civilian Unemployment
Year Labor Force Force Employment Employment Rate
1996 596,750 1.2 561,700 0.8 59
1997 601,650 0.8 566,750 0.9 58
1998 604,300 0.4 570,150 0.6 5.7
1999 606,630 04 576,300 1.1 50
2000 607,750 02 583,200 1.2 4.0
2001 613,000 09 586,750 0.6 4.3
202 608,800 0.7 584,050 0.5 41
2003 612,500 0.6 588,650 0.8 39
2004 615,800 0.5 595,750 1.2 33
20050 635,600 32 617,950 3.7 28

) Pretiminary.
Source: Hawail State Deparment of Labor and Industrial Relations,

Incorme and Prices

Hawaii total personal income rose 6.5% duting the third calendar quarter of 2005 (the period for which the
latest data are available from the Bureau of Economic Analysis) over the third calendar quarter of 2004. Ranked by
rate of growth, the greatest increase was seen in Proprietors’ Income followed by Supplements to Wages and
Salaries, Wage and Salary Disbursements, Personal Current Transfer Receipts and Dividends, Interest, and Rent.
Contributions for Government Social Insurance, which is subtracted from personal income, also increased. Year-to-
year quarterly earnings increased for all sectors except for Information and Finance and Insurance,
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Nominal personal income, not adjusted for inflation, rose $2.7 billion or 6.5% in the third calendar quarter
of 2005 compared to the third calendar quarter of 2004. Wage and salary disbursements grew by about $1.6 billion
or 6.5% in the third calendar quarter of 2005. Wages and salaries accounted for about 58% of personal income.

Supplements to Wages and Salarics, consisting of employer payments to retirement plans, private group
heaith insurance plang, private workers compensation plans, and other such benefits, increased by $586 million or
8.9% in the third calendar quarter of 2005 compared to the third calendar quarter of 2004, Proprietors' Income, the
income most closely related to entreprenenwial activity, grew by $304 million or10.7% in the third calendar quarter
of 2005 compared to the third calendar quarter of 2004.

Dividends, Interest, and Rent rose by $162 million or 2.6% in the third calendar quarter of 2005. Personal
Current Transfer Receipts, consisting largely of retirement and medical payments, grew by $276 million or 5.2% for
the quarter. Contributions to Government Social Inshrance, payments subtracted from personal income, increased
$197 million or 5.8%.

Earnings increased across most private sector indusiries between the third quarter of 2004 and the third
calendar quarter of 2005. In dollar terms, the largest increases came in Natural Resources, Mining and Construction
followed by Health and Social Assistance, Retail Trade, and Profegsional and Technical Services. Federal
Government earings Increased 4.1% and State and Local Government earnings increased 4.9%.

Honolulu’s inflation rate increased 3.1% in the first six months of 2005 down slightly from the 3.3%
increase for the second six months of 2004. Honolulu's rate was 0.1% higher than the 3.0% inflation experienced
for the nation during the first six months of 2005, The Honolnlu increase was produced by the Housing component
increasing 4.0% and Transportation, mostly fuels, increasing 4.4%.
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Table 4

PERSONAL INCOME FOR HAWAII BY MAJOR SOURCES
(in millions of dollars at seasonally adjusted annual rates)

Third Third
Quarter Quarter Percent
Series 2004 2005
Personal Income 41,521 44,210 6.5
Derivation of Personal Income
Earnings by place of work 33416 35,863 1.3
Wage and salary disbursements........ocoriromimssmmmssmsesirasnise 23,986 25,545 6.5
Supplements to wages and salaries ... resmarvearmssssnns 6,588 7,174 8.9
Propriefors’ iCOME ... ...womvomsiomssrursrtoncussomssrsssassares 2,841 3,145 10.7
Dividends, interest, FEnt......co.ossenes 6,226 6,388 2.6
Personal current transfer receipts 5,284 5,560 52
Less: Contributions for government social insurance ............ 3,405 3,602 5.8
Earnings by Industry.......coe o rmviueeercceermessscsnssssrsseess 33416 35,864 73
| 5274 1+ SO 220 248 127
NODEAITI ... cvnreremremcnsmsenmescsesemvnsaresrasrassnsasestrusarsssnarasnsnsresss 33,196 35,616 13
Private........... o 22808 24,772 8.6
Forestry, fishery, other SO 35 62 12,7
MEDING, 111crvrrenenesrerassrerssesencssurssesssnressensnspsassensesesssiseasase 38 41 7.9
IS cvonvaercvercsrnsncnnensrsssssssantssrasasssarasmsasnsrarastossisnsarns 266 322 21.1
Construction, €tc ..o vvvrvnn 2,293 2,724 18.8
ManuFactuCIng c.evessarsssaserssonras 810 847 4.6
Wholesale trade.....oeevenemererarmsiicssortinrsrsenessnses 976 1060 3.6
REtail trad0.....ccneeerermarsrsenrovsrassmecassaresanssssorassratsrssseneans 2,248 2,441 8.6
Transportation and Warehousing ........cesmeomisnnns 1,341 1,484 10.7
IDFOIDALION 1ovvisrernesas st simbraresamerenresosescsasememansrsrsasssssesasens 712 686 -3.7
Finance and Insurance .............. 1,237 1,228 0.7
Real Estate and Rental and Leasing..........ocovvenssomserncecs 1,172 1,309 11.7
Professional and Technical Services.......evemcsnvecsreens 1,877 2,048 9.1
Management of Companies and Enterprises..... e 735 756 2.9
Administrative and Waste Services ......covcinnn 1,355 1,514 1.7
Educational ServiCes........cuwumrirrmrassrssenserassesaassassossiras 459 512 11.5
Health Care apd Social ASSISIANCE........ecconreeresmismnniss 2.861 3,117 89
Arts, Entertainment, and Recreation ... aesessscassesns 449 482 7.3
Accommodation and Food SErvices ........umssesssisnns 2,860 2,979 4.2
Other Services, except Public Administration ............. 1,066 1,159 8.7
Government and OVEININENL CNLETPTISES vvvverevarissesseasesas 10,389 10,844 44
Federal, Civilian ...vceovievnencrens 2,579 2,689 43
Federal, milliary.....ocuimimii e smsessssssvnesens 3,726 3,872 39
State and 10Cal......vvvrvereerseerascreermemrrrerrseriisssssesssssiaess 4,083 4,284 49

Source: U.S. Department of Commerce, Bureau of Economic Analysis, State Quarterly Personal Income, December 20, 2005.
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Table 5

PFERSONAL INCOME
(in millions of dollars at seasonally adjusted annual rates)
YEAR ANNUAL AVERAGE % CHANGE
1996 30,122 0.7
1997 31,002 2.9
1998 31,757 24
1999 32,646 28
2000 34451 55
2001 35,126 2.0
2002 36,371 35
2003 38,126 4.8
2004 41,176 8.0
20051) 44,047 7.0

D DBEDT Forecass based o the data for the first twa quarters of 2005 (see table2),
Source: U.S. Deparsment of Commerce, Bureay of Economic Analysis.

Table 6
CONSUMER FPRICE INDEX, ALL URBAN CONSUMERS (CPI-U), AND
SELECTED ITEMS, FOR U.S. AND HONOLULU: 1996-.2005
(1982-1984 = 100)

HONOLULU
Other
All Food & Transpor-  Medical Education  Goods &
Year US.  Items  Beverages Housing Apparel tation Care  Recreation” & Comm?”  Serviees
1996 1569 1707 156.6 1768 1185 167.0 215.0 NA NA 226.5
1997 1605 1719 159.2 177.1 117.3 166.2 2173 NA NA 2390
1998 1630 1715 159.1 1760 1122 162.5 226.1 100.8 99.1 256.1
1999 1666 1733 162.9 1758 1054 162.2 231.3 101.9 104.5 2756
00 1722 1763 164.8 1779 1035 169.6 239.8 102.8 106.5 279.7
2001 171 1784 169.5 179.1 10L.0 174.5 2 101.6 104.6 289.3
002 1799 1803 1720 1812 1026 170.9 3 99.5 1078 3022
2003 1840 1845 174.9 186.2 98.5 176.4 & 100.4 112.5 307.6
2004 1889 1906 180.2 1943 1012 1824 2759 102.3 113.5 3124
2005® 1932 1950 184.7 1999 1049 188.2 » 98.5 115.8 3186

Data on U.S. CPl are released monthly and Honolulu CPI, twice o year in February and August for the half year previous.

1) New Indexes as of January 1998. Base period is December 1997. The former *Entertainment” index has been discontinued.
2 No data was avatlable or dara did not meet U8, Bureau of Labor Statistics’ publication criteria,

3 First haif year.

Source: U.S. Bureau of Lakor Statistics, February 23, 2003,

Tourism

During the fourth calendar quarter of 2005, both the total number of visitor arrivals and the average daily
visitor census were up from the fourth calendar quarter of 2004, Substantial increases in domestic visitor arrivals
and days combined with a moderate increase in international visitor arrivals and days to produce the gains made
during the quarter.

The total number of visitors arriving by air was up 5.7% in the fourth calendar quarter of 2005 from the
fourth calendar quarter of 2004, This is an increase of about 97,000 visitors compared with the fourth calendar
quarter of 2004. The overall quarterly increase in arrivals resulted from increases in both domestic visitor artivals
and international arrivals. Arrivals on domestic flights were up 7.2%, while the number of travelers on international
flights increased by 2.2%, comparing the fourth calendar quarter of 2005 to that of 2004.
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Considering the different major market areas, the 1.8, West market showed about 55,850 more visitors or
an 8.2% increase in the fourth calendar quarter 20035 from the fourth calendar quarter 2004. Arrivals from the U.S.
Bast market also contributed to growth, increasing 4.1% or by about 16,850 visitors. The Japan market was down
1.8% or about 7,050 visitors over the fourth calendar quarter of 2004.

The total average daily visitor census was up about 10,150 visitors a day or a 6.0% increase in the fourth
calendar quarter of 2005. This total increase was produced by a 6.9% increase in domestic visitors’ daily census,
those arriving on flights from U.S. Mainland airports, and a 3.3% increase for the international visitors’ daily
census.

Airline capacity to Hawali, as measured by the number of available seats flown, was flat in the fourth
calendar quarter of 2005, For calendar year 2005, total air seats increased 7.0% from 2004,

Hotel occupancy rates rose 2.9 percentage points from 81.5% in the third calendar quarter of 2004 to 84.4%
in the third calendar quarter of 2005, the latest quarter for which hotel occupancy data were available.

Tahle 7

VISITOR ARRIVALS ”
Average Length of Stay, Visitor Days, A verage Daily Census
(Percentage Change from the Same Period in Previous Year)

% %
Change Change
2003 2004 2005% 20032004  2004-2005
Total Arrivals
TOA] ovrvecaraererinerosmmsnsrens 6,380,439 6,912,094 7,379,635 8.33 6.76
DOMESHE wvsisneseresinesas 4,531,289 4,892,960 5,255,098 7.98 7.40
International ....cocrerrvens 1,849,150 2,019,134 2,124,537 9.19 5.22
Average Length of
Stay
N s 1 9.21 9.08 9.09 ~1.44 0.16
DOMmESHC vooveienrecereessnns 9.94 9.90 9.92 0.39 on
International .......vereees 7.43 7.09 1.05 -4,59 -0.59
Visitor Days
g Lo 7| 58,782,699 62,761,989 67,112,195 6.77 ' 6.93
Domestic ..oveerivreeracans 45,036,982 48,441,764 52,134,002 71.56 1.62
International ........ccece. 13,745,717 14,320,225 14,978,193 413 4.59
Average Daily
Census
TOtal .ovevviisiisiisreresssersinns 161,048 171,481 183,869 6.48 7.22
Domestic .....creverearvans 123,389 132,355 142,833 .27 7.92
International ............... 37,659 39,126 41,036 3.89 4.88
1) Swurving overnight or longer.
2) Preliminary,

Source: Hawaii State Depariment of Business, Economic Development & Tourism.
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Table 8

HOTEL OCCUPANCY RATE
(im percent)
Year Fixst Quarter Second Quarter Third Quarier Fourth Quarter Anxnal
1996 81.9 723 771 70.0 752
1997 79.5 70.8 75.5 69.9 73.9
1998 174 68.7 729 TN 71.5
1999 77.0 61.7 150 68.7 721
2000 79.2 752 78.5 73.1 16,0
2001 807 70,7 T03 5712 69.2
2002 1.7 67.9 T2.5 67.1 69.7
2003 744 67.1 T4 71.3 72.5
20047 80.2 75.7 815 73.4 77.8
2005 84,2 8.5 844 NA NA

NA Not available,
) Source data revised,

Quarterly averages are computed by Hawali State Department of Business, Economic Development & Tourism Hospitality Advisors LLC
monthly averages.
Sources: Hawali State Department of Busingss, Economic Development & Tourism and PKF — Howaii and Hospitelity Advisors LLC.

Construction

Hawati’s construction industry continued to expand in the third calendar quarter of 2005. Private building
authorizations were higher than the already high level reached in the third calendar quarter of 2004. Construction
jobs continued to grow and real estate demand remained high.

Wage and salary jobs in the construction industry were up 10.6% to 32,400 from the calendar year 2004 to
2005. The Natural Resources, Mining and Construction jobs category is currently 99% construction jobs and 1.0%
mining jobs. Construction jobs grew in all four comnties in 2003. City and County of Honolulu construction jobs
increased 10.0%, Hawaii County increased 7.9%, Maui County construction jobs were up 18.0%, and Kauai County
construction jobs were up 7.4%.

Median sale prices for both single family and condomininm resales in Honololu continued to increase,
while units sold stabilized in 2005. The single-family median price was vp 28.3% to $590,000 and the median -
condomininm price was up 29.0% to $269,000. The number of single-family unit resales was down 1.8% and
condominium vnit resales were up 1.3%.

Total value of private building authorizations increased 75.8% for the third calendar quarter of 2005 from
the third calendar quarter of 2004. The value of residential permits was up 80.9%, the value of commercial and
industrial permits was up 201.6%, and the value of additions and alterations was up 6.2%.

The value of Maui County private building permits increased 178.9% and the value of Hawaii County
authorizations increased 104.4% for the third calendar quarter of 2005 from the third calendar quarter of 2004. The
value of Honolulu's total private authorizations was up 19.6% and that of Kavai permits increased 5.5%. From the
beginning of the third calendar quarter of 2004, Kauvai County permit value data are for residential units only, The
statewide oumber of single-family unit authorizations increased 49.1% and that of multi-family units authorized
were up 106.9% in the third calendar quarter of 2005 compared with the third calendar quarter of 2004,

Government contracts awarded grew 68.0% from the third calendar quarter of 2004 to the third calendar
quarter of 2005. The large increase is the result of the awarding of several multi-year Navy contracts. State
Government Capital Improvement Project expenditures (CIP) were up for the third calendar quarter by 23.1% to
$166 million for the third calendar quarter. The largest share of the CIP expenditire was from General Obligation
bond funds, followed by Federal funds and Special funds.
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The Honolulu Construction Cost Index for Single Family Residences rose by 8.6% in the third calendar
quarter of 2005, over the third calendar quarter of 2004, while the comparable index for high-rise buildings rose by

5.2%.
Table 9
ESTIMATED VALUE OF COMPLETED CONSTRUCTION, NEW FRIVATE
BUILDING AUTHORIZATIONS, AND GOVERNMENT CONTRACTS AWARDED
(in millions of dollays and percentage change from the previous period)
Private Boilding Authorizations © Government
Con Private Commenial Additions Contracis
Year  TaxBase” % Avthorizations %  Residential® % & Industrisl® %  Alterstions %  Awarded %
1996 3,285.1 AR 11178 =270 4871.0 -34.7 2528 314 3780 95 8855 806
1997 29444  -104  1,1792 54 5425 114 264.5 44 3IN2  -15 6156 -30.5
1998 3,016.0 24 1,0543 -105 4855 105 256 221 3632 24 G8SS 114
1999 2,991.2 08 13202 252 6288 29.5 306.2 489 3853 61 58438 -14.7
20009 36135 208 15131 14.6 800.1 212 246.2 <196 4662 211 8109 38.7
2001 3,766.4 42 15857 43 8824 10.3 329.1 337 342 198 87 <117
20029 42749 135 17720 11.8 L1129 26.1 254.2 228 4049 82 7683 73
20034 45363 61 23527 328 13360 200 507.9 998  S088 257 6334 176
20047 49215 85  2,71265 159 1,767.7 323 303.3 403 6556 289 13846 1186
2005 % NA NA 34920 281 72,2503 2718 4335 429 7991 219 7251 476
NA Not available

1}y Formerly, “Value of Construction Completed,” subject to revision by Hawgii State Department of Taxation.

2)

Includes hotely,

3) Kauai County data for November consist of residential data only,
4) Beginning 2002, Kauai data available for residential only.

Source; Hawaii Stte Department of Taxation; county building depariments; First Haowaiion Bank, Building Industry Magazine (varipus
issues), and wabulations by Hawaii State Depariment of Business, Economic Development & Tourism.

Table 10

ESTIMATED VALUE OF PRIVATE BUILDING
CONSTRUCTION AUTHORIZATIONS, BY COUNTY
(in thousands of dollars and percentage change from the previous period)

City & County Hawail Kauai Mani
Year State % of Honolulu %o County % County % County %
1996 1,117,760 -27.0 698,697 -28.8 171,017 -36.0 101,981 202 146,065 -28.6
1997 1,179,182 55 772,825 10.6 155,776 -89 97,808 -4.1 152,773 4.6
1998 1,054281  -106 624,227 -19.2 178,220 144 88,196 -9.8 163,640 71
1999 1,320,218 252 706,358 13.2 243,852 36.8 140,846 59.7 229,162 40.0
20007 1,512,601 14.6 694,223 -1.7 321,704 319 141,313 03 355,360 55.1
2001 1,585,739 48 682,660 -1.7 380,248 18.2 210,094 487 312,738 -12.0
2002 1,772,028 11.7 876,051 28.3 449,600 18.2 172,661 28.6 273,716 -12.3
2003 2,352,720 328 1,109,568 26.7 620,034 380 153,242 -11.2 469,277 714
2004 2,726,536 15.9 1,320,552 19.0 826,494 132 130,659 -14.7 448,831 -4.4
20052 3,491,964 28.1 1,364,030 33 1,008,386 220 288,132 120.5 831416 8352

1} Kauai County data for November consist of residential data only.
2)  Beginning 2002, Kauni deta available for residential only.
Source: County Building Permits..

Federal Government Expenditures in Hawaii

Total federal expenditure reached $12.2 billion in the federal fiscal year ending September 30, 2004, an
increase of 8.1% over the previous year, Between federal fiscal years 1997 and 2004, the annual average growth
rate for Federal expenditures was 5.9%. Overall, federal activity in Hawaii produces about 14% of GSP, much of
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which is defense-related. Hawaii’s Federal government sector employed 30,800 civilian and 53,800 armed forces
personnel in calendar year 2004.

According to the U.S. Department of Defense, expenditures on payroll and procurement contracts in
Hawaii increased from $3.2 billion in fiscal year 1994 to $5.1 billion in the federal fiscal year ending 2004. Military
spending in Hawaii remains a relatively stable and important source of outside income. Over that period, payroll
outlays grew from $2.4 billion in federal fiscal year 1994 to $3.4 billion in federal fiscal year 2004. Payroll,
however, slipped from 75% of total Hawaii Federal defense spending in federal fiscal year 1994 to 66% in federal
fiscal year 2004. Procurement contracts accounted for $0.8 billion or 25% of total defense spending in federal fiscal
year 1994, rising to $1.7 billion, or 34% of the total defense spending in federal fiscal year 2004. Between federal
fiscal year 2003 and 2004, the total military spending rose 5.1% while payroll alone rose 11%.

The latest data from the U.S. Department of Commerce indicate that the total earnings of Federal
government personnel in the federal fiscal year 2005 were 7.2% higher than a year carlier, Total federal government
jobs increased 1.0% in federal fiscal year 2004 compared to 2003.

In 2005, the U.S. Senate approved more than $354 million in Federal funds for 16 military construction
projects in Hawaii during the federal fiscal year beginning October 1, 2005. Hawaii is also expected to receive
about $413 million vnder the Defense Appropriation Bill. These amounts are in addition to day-to-day defense
operations and payroll outlays.

Banks and Other Financial Institations

As of June 30, 2005, total assets of all State-chartered financial institutions, including banks, savings and
loan associations and industrial loan companies were reported at $26.6 billion, a 8.07% increase from June 30, 2004.
The three State-chartered banks accounted for $26.0 billion of such assets.

Transportation

Becanse the State’s population resides on seven islands, the State is dependent on fast, efficient, low-cost
transportation, both interstate and intrastate,

Sea Transportation. The State s dependent on regular shipping service for overseas lifeline support.
While nearly all vigitors to the State arrive by air, surface transportation provides the State with the bulk of both its
imported goods and delivery of exported local products. Overseas and interisland cargo shipments for the fiscal
years 2003, 2004, and 2005 amounted to 16.2 million short tons, 18.7 million short tons, and 20.2 million short tons,
respectively.

Hawaii continues to be an attractive market for the cruise ship industry. The number of cruise visitor
arrivals has increased from 92,250 in 1996 to 229,400 in 2003 to 239,668 in 2004, Nowegian Cruise Lines (NCL)
carrently homepuorts three croise ships, the Pride of America, the Pride of Aloha and the Norwegian Wind, providing
the State with year round inter-island service. A fourth ship, the Pride of Hawaii is anticipaied to begin operations
in June 2006. The State’s Harbors Division has several projects under design to improve certain terminal facilities
statewide to accommodate the increased activity. The construction of a new cruise passenger terminal at Pier 2,
Honolulu Harbor, began in April 2005 and is expected to be completed in the spring of 2006. Design of snbsequent
improvements at Pier 2, including construction of a boarding gangway and offices for 11.S. Customs is ongoing,

Hawaii Superferry, Inc., a private ferry operator, has secured financing to complete construction of two
new inter-island ferry vessels and commence ferry service operations that will initiate a roll on/roll off high-speed
daily service for the transport of passengers and vehicles, including cars, trucks and buses. Operations are planned
between the harbors of Honolulu, Kahului, Nawiliwili and Kawaihae. Service is anticipated to begin in the second
guarter 2007, starting with one vessel during the first year and a second vessel in the following 18 to 24 months.

The Harbor System is comprised of ten harbors, which are operated and maintained by the Department of
Transportation as a single integrated system for financial and management purposes. The harbors are: (1) Honolulu
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Harbor, Kalaeloa Barbers Point Harbor and Kewalo Basin on the island of Oahu, comprising the Oahu District;
(2) Hilo Harbor and Kawaihae Harbor on the igland of Hawaii, comprising the Hawaii District; (3) Nawiliwili
Harbor and Port Allent Harbor on the island of Kavai, comprising the Kauvai District; (4) Kahului Harbor on the
island of Maui, Kaunakakai Harbor on the island of Molokai, and Kaumalapau Harbor on the island of Lanzi,
comprising the Maui District,

The State uses nine harbors, with the exception of Kewalo Basin, to facilitate the movement of goods from
the mainland, foreign and interisland ports. The number of commercial vessels entering all ports was 9,134 in fiscal
year 2003, and 8,993 in fiscal year 2004, and 9,714 in fiscal year 2005,

Honololu Harbor is the hub of the State’s Statewide Systemn of Harbors, where it serves as a major
distribution point of overseas cargo to the neighbor islands and a primary consolidation center for export of overseas
cargo. Overseas and interisland cargo tonnage handled through the Honolulu Harbor was 8.0 million short tons in
fiscal year 2003, 9.0 million short tons in fiscal year 2004, and 9.6 million short tons in fiscal year 20035. The State
manages, maintaing and operates the statewide harbors system to provide for the efficient movement of cargo and
passengers.

Air Transportation. The State operates and maintains fifteen airports on six islands within the State, The
principal airport, which provides facilities for overseas flights (i.e., other than inter-island flights within the State) is
Honolulu International Airport (HNL) on the island of Oahu. HNL is located approximately five miles by highway
from the center of the downtown area of Honolulu. It has four ranways, two of which (12,000 feet and 12,300 feet)
are among the pation’s longest. Approximately 60 aircraft can be handled at one time at the terminal complex,
including 36 wide-bodied aircraft. With 29 overseas gate positions, 18 inter-island and commuter positions and
public parking stalls for 4,579 vehicles, HNL ig the most important in the State airports system. The airfield at
Barber Point Naval Air Station became Kalaeloa Airport, a geperal aviation reliever airport for HNL, in July 1999,

Kahului Airport on the island of Maui, Hilo International Airport (renamed from General Lyman Field) at
Hilo, and Kona International Airport at Keahole both on the island of Hawaii and Libue Airport on the island of
Kauai, also service direct flights to and from the continental United States, ...

According to data from the Airports Council International, HNL is the 56th busiest air terminal in the
world, ranking 27th in the United States in total passengers serviced in 2004, In 2004, HNL recorded 320,520
aircraft operations, For the year 2004 there was a 3.6% increase in passengers at HNL to 19,370,796, In fiscal year
20035, overseas domestic, international, and inter-island passengers to Hawaii increased.

Inter-island air travel in Hawaii is primary served by Aloha Airlines and Hawaiian Airlines. Inter-island
traffic flights were reduced based on a federal exemption to collaborate on schedules to increase yields of passenger
loads. Aloha Airlines and Hawaiian Airlines filed for Chapter 11 bankruptcy on December 30, 2004 and March 21,
2003, respectively, Aloha and Hawailan Airlines have exited from bankruptcy.

Since Janvary 2003, a number of major airlines have announced the addition of new routes to Hawaii.
American Airlines added a daily flight from Chicago to Kahului, a second daily flight from Chicago to Honolulu, a
second flight from Los Angeles to Kona and a second flight from Los Angeles to Lihue. Continental Airlines added
daily service from Houston to Kahului and Delta Airlines added daily flights from Cincinnati and Atlanta
respectively to Honolulu, Hawaiian Airlines increased frequency to Kahului from Portland and San Diego.
Hawaijan also added a daily flight from Las Vegas to Hopolulo.

In November 2004, HMY Airways launched new service from Victoria to Honolulu and added capacity in
its Vancouver routes to Honolulu and Kahului in December 2005 for the peak Canadian winter travel season. Also
in December 2004, Northwest Airlines started daily Portland-Honoluly; United Airdines launched a daily Chicago-
Kahului-Kona service; Continental Airlines started daily Nagoya-Honolula service; and Delta Airlines added a
second daily Atlanta-Honolulu flight.

In April 2005 ATA Airlines launched Phoenix-Honolulu deily service, increased Los Angeles-Kahului
service and lannched service from Las Vegas to Honolulu and Kona. Aloha Airlines increased service from Orange
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County to Hawaii to five daily flights and launched San Diego-Honolulu, Las Vegas-Honolulu, San Diego-Kahului,
Sacramento-Kahulm and Oakland-Kopa, and suspended service from Burbank and Vancouver, Delta Airlines
laonched service from Salt Lake City to Kahuini from Atlanta to Kahului, and from Atlanta to Kona via Salt Lake
City. Northwest Airlines will offer services from Oakland to Honolulu, Kahulvi, Kona and Lihue; and Los Angeles,
Portland and San Francisco to Honolulu. In addition, Northwest Airlines operates seasonal Anchorage-Kahului-
Honoluln service from June 10 to August 22. Hawaiian launched service from San Jose to Honolulu. America West
resumed service to Hawaii with nonstop flights from Phoenix to Honolulu and from Phoenix to Kahului. A new
airline, Westlet, began twice a week service from Vancouver to Honolulu and to Kahului.

In July 2005, Northwest Airlines began service from Seattle to Kahului and Kona,

In 2006, United Airlines plans to begin service from the West Coast to Hilo. In February, 2006,
Continental added a Los Angeles stop so it now has daily Houston-Los Angeles-Kahului flights. In March 2006,
American West will begin service from Las Vegas to Kahului from Phoenix to Lihue, and from Phoenix to Kona. In
April 2006, Mesa Air plans to begin interisland service. In June 2006, Hawaiian Airlines will begin service from
San Diego to Kahului, Air Japan Airlines will launch charter services from Tokyo to Honolulu. China Airlines
Taipei-Honolulu flights will increase from 2 to 3 times daily. EVA Airways resumed Taipei-Honolulu service.
Charter carrier, Harmony Airways, increased service from Vancouver to Honolulu apd Kahului and added flights
from Abbotsford, Kelowna and Victoria, Canada to Hawaii.

Charter carriers also added service to Hawaii in 2003. Hawaitan Vacations added two new routes to
Kahvlui from Boise and Spokane, once a week. Pleasant/ATA added two weekly flights to Likue from Los Angeles
and San Francisco. Suntrips added a weekly flight from Oakland to Lihue. The total net domestic air seats added to
Hawaii n 2003 is estimated at over 332,000.

Overseas domestic, international, and interisland passengers to Hawaii increased in fiscal year 2003, Inter-
island flights were reduced based on a federal exemption to collaborate on schedules to increase yields of passenger
loads. Aloha Aitlines and Hawaiian Airlines filed for Chapter 11 bankruptcy on December 30, 2004 and March 21,
2003, respectively. Hawaiian Airlines has exited from bankruptey.

Land Transportation. In the State, three levels of govemment have authority to construct and maintain
public highways, streets and roads. These levels of government are the State, the counties and various federal
agencies. The State is served by approximately 4,315 linear miles of public highways, streets and roads
administered by the Department of Transportation and the counties. An additional 168 miles of public highways,
streets and roads open to the public in national parks and military reservations are the responsibility of various
federal agencies, including the United States National Park Service and the military services.

The State Highway System, which is administered by the Department of Transportation, consists of

940 linear miles of roadways. The most important component of the State Highway System is the 55 miles of
interstate system on Oahu, which includes Interstates H-1, H-2, H-3 and H-201.
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The following table shows the motor vehicle registrations in the State for the years 2000 to 2005, inclusive.

Table 11

MOTOR VEHICLE REGISTRATION

YEAR YEHICLES
2000 941,242
2001 967,151
2002 987,598
2003 1,030,843
2004 1,070,012
2005 1,119,838

Education

The State operates a statewide public school system for elementary, intermediate, and high schools and
colleges and vniversities. In the 2005-2006 school year, system enrollment decreased from the 2004-2005 school
year 1o a total of 181,355 in 285 public schools. The public education system at all levels {elementary, intermediate,
high school, colleges and universities) is financed at the State level rather than the local level. This includes both
capital outlays and costs of operation. Within the total student count, the number of stodents in regular education
has decreased, while the numbeyr of charter school students has increased,

In the fall of 2004, 50,569 students attended State colleges and universities, 20,549 of them on the UH
Manoa Campus. The UH offers bachelors, masters, and doctorate degrees, as well as a certificate in teaching. The
system of comummnity colleges, within the UH system, offers associate in arts and associate in science degrees and
certificates, including certificates of achievement,

In September 2002, the UH broke ground on the John A. Burns Health and Wellness Center (the “Project”)
in the Kakaako district of Honolulu, The Project is anchored by the $150 million new university medical center.
The Education Administration building opened in April 2005 and the research facility opened in September 2005.
The UH is planning the development of phase I of the John A. Burns Center to provide additional research space.
In additicn, the UH is planning the development of a new facility for the Cancer Research Center of Hawaii. Both
projects will be located in Kakaako with estimated completion dates of December 2008. The State expects that the
Project will help to attract private investment in the biotechnology industry and to revitalize further the Kakaako
area, which lies between downtown Honolulu and Waikiki. The State supports the Project directly throngh the
dedication of a share of its annual tobacco settlement receipts.

State Housing Programs

Since 1970, the State has undertaken a program to alleviate the shortage of housing in the State under a
comprehensive housing law. The law recognizes that all phases of housing are related to ope another and
consequently attempts to cover all such phases, from construction through permanent financing, and also attempts to
solve or mitigate the bousing problem by using both the public and private sectors. To this end the State has
undertaken, among other things, facilitating the development of real property and the construction of dwelling vnits
thereon in partnerships with qualified developers and contractors. The State’s participation in such partnerships has
consisted of construction financing (interim financing), including land acquisition. Other State efforts include
construction and permanent financing for developers of residential housing; development by the State itself of single
and nmltifamily residential honsing units on land owned by the State or on land purchased or to be purchased for
such purpose or on land to be leased from others; and loans to gnalified residents of the State who are qualified
purchasers of affordable dwelling units.

The State also administers federal and state housing assistance programs for low-income families. Included
are the management of low-rent public housing units, the administration of the Section 8 tenant-based housing
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assistance program and other federal and State programs intended to provide very low to low-income residents with
safe, decent and sanitary housing.

The State howsing programs are carried out by the Housing and Community Development Corporation of
Hawaii (the *HCDCH™). The HCDCH is empowered to raise funds through the issuance of revenue bonds and to
use snch funds for housing purposes. The bonds are special obligations of the HCDCH and do not impact the debt
limit of the State, nor do the bonds constitute general obligations of the State.

On July 1, 2006, pursvant to Act 196, SLH 2005, the HCDCH will be bifurcated into the Hawaii Public
Housing Administration and the Hawaii Housing Finance and Development Administration. The Hawaii Public
Housing Administration will perform the function of developing and maintaining public housing. The Hawaii
Housing Finance and Development Administration will perform the function of housing finance and development.
The asscts, obligations, and functions of the HCDCH will be transferred to the Hawaii Public Housing
Administration or the  Hawaii  Howsing Finance and  Development  Administration.
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APPENDIX B

FINANCIAL INFORMATION
ABOUT THE STATE OF HAWAII

PART I
SELECTED FINANCIAL INFORMATION

The statistical information presented by this Part I of Appendix B is the most current such information available to
the State. Because such information becomes available at different times, the dates of such information, as presented herein,
are not the same.

INFORMATION ABOUT INDEBTEDNESS

The following table sets forth the State’s total indebtedness, including reimbursable peneral obligation bonds
excludable for the purposes of calculating the constitutional debt limit.

SUMMARY OF TOTAL INDEBTEDNESS

OF THE STATE OF HAWAI
GENERAL OBLIGATION BOND INDEETEDNESS
As of July 1, 2005

General obligation bonds outstanding $ 4,265,903,181
Less excludable reimbursable general obligation bonds ”

Highways $ 94,297,444

Airports 55,550

Harbors 111,256

University of Hawaii 10,506,922

Parking facilities 1,096,295

Hawaiian Home Lands 1240473

Subtotal excindable reimbursable general obligation bonds $107,307,941
Less all general obligation bonds maturing in the current year $269,778,550  $ 377.086491
Net genetal obligation bonds outstanding $3,388 816,690

REVENUE BOND INDEBTEDNESS ?
As of July 1, 2005

Revenue bonds outstanding:
Airports:
irports system $673,695,000

Airports special facility 38860000 § 712,555,000
Housing

Single family mongage purchase 363,360,000

Multifamily 136,846,208 500,206,208
Harbors:

Revenue 185,255,000
Highway:

Revenue 297,605,000
Hawaiian home lands 8,650,000
University revenue projects

‘Total revenue bonds outstanding
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SPECIAL ASSESSMENT BONDS ¥

As of July 1, 2005
Special Assessment Bonds outstanding:
Improvement district bonds $900,000
SPECIAL PURPOSE REVENUE BOND INDEBTEDNESS #
As of July 1, 2005
Special Purpose Revenue Bonds outstanding:
Health care facilitics $ 711,745,000
Utilities serving the general public 742,493,000
Industrial enterprises 19,562,500
Processing enterprises 1,700,000
Total special purpose revenue bonds ounistanding $1.481,500.500

1)  See "DEBT STRUCTURE—Exclusions” and *DEBT STRUCTURE—Reimbursement to Stute General Fund for Delt Service” in Appendix A for
exclusions and sources of reimbursement,

2) Al revenwe indebtedness is payable solely from the revenues derived from rares, rentals, fees and charges except for the revenue bonds issued for the
airports system, which are payoble from both the revenues of the airports system derived from rates, rentals, fees and charges and from the aviation
Juel tax, and except for a portion of the revenue bonds issued for the University of Hawaii, which is pavable from both the revenues of the University
derived from ition, fees and charges and from obacco seitlement funds.

3) Al special assessment indebtedness is payable solely from receipts derived from assessments against the real property specially benefited from the sale
of the bonds.

4) Al special purpose revenuw indebtedness is pavable solely from receipts derived from paymems by special purpose entities or persons under contract
or from any security for such contract or special purpose revenue bonds,

The following table presents a summary of the calculation of the State’s constitutional debt limit as of July 1, 2003,

SUMMARY STATEMENT OF
THE DEBT LIMIT OF THE STATE OF HAWAIX

NET GENERAL FUND REVENUES FOR THE STATE OF

HAWAII FOR THE PRECEDING THREE FISCAL YEARS 2002-2003 2003-2004 2004-2008
Total General Fund revenues exclusive of Granis from the
federal GOVEIMIMENL.........cuiramurrsssiressuamnsssvanassssirns § 3,788,864,069 $ 3,907,745914 $ 4,486,358,701

Receipts in reimbursement of any indebtedness that is excluded
in computing the total outstanding indebtedness of the

State Agencies............. bbbt e oe it 22.811.877 13,654,184 14,808.119
Net General Fund revenues $.3.766,052,192 $ 3.894.001,730 § 4471460582
Sum of net General Fund revenues for preceding three fiscal years...  $12,131,604,504
Average of preceding three fiscal yearts $ 4,043,868,168
18%% of average net Gepera! Fund revenues of the three D
preceding vears ended June 30, 2003, 2004 and 2005.....c.cccennee. §._ 748115611

1) The greatest amount of principol and interest payable in any fiscal year on owtsuanding general obligation indebtedness as of July 1, 2005, and on the
Bonds, after exclusions perntitted by the Constitution, is $533,619,678 in the fiscal year ending June 30, 2009.
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GENERAL OBLIGATION BONDS OUTSTANDING
AS OF FEBRUARY 1, 2006

Principal % of
Amount Balance Total
Reimbursable General Obligation Bonds
From State Special Funds for

Highways $ R6,699,125

Airports 47,125

Commercis) Harbors 100,479

Small Boat Harbors @ 1,219,753

Hawaiian Home Lands 1,170,689

University of Hawaii 8,838,980

Parking Facilities 822,281

Waiahole WAter SYStEm 2 ......couvuummmercercmsnscommnsssssmsssssossssssssssssasssssssssstss e 8,251,204

CORVERHON CENIET ? ..o vvenreersannsessssnssessessnsassssrussssammssssssmsssassasrasssssavesonss 242,008,162
Total for Special Funds . AT
Total Reimbursable General Obligation Bonds $.335.157.798 8.66
Non-Reimbursable General Obligation Bonds

From State General Funds for varions purposes $3.744.871 051

Total Non-reimbursable General Obligation Bonds , $3.744,871.051 91.34
Total General Obligaticn Bonds Issued and Qutstanding $4100008840 10000

1) See discussion above concerning sources of reimbursemeny, including taxes. The figures in this table should not be waken as an indication that in all
instances the reimbursement i the General Fund will in foct be made or that such reimbursement will be made in whole.
2)  Not excludable for debt limis purposes.
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SUMMARY OF DEBT SERVICE
AS OF FEBRUARY 1, 2006

The following table sets forth a summosry of the debt servioe payable on all outstanding general oblipation bonded ndebbedoess of te State: of Hawaii as of Febrouay
2006 and on the Bonds, Further detail concerning the State's various outstanding general obligation indebtedness is set forth in Appendix I¥ hereto.

Fiscal Year  Totel Principal Less Amourts Dttt Service.on S D12

Ending  Oustndingmof  TowlPriocipal  Tool Inverest Towl Debt Servios  Reimbamableto  NetDebt Servics  Totnl Principal Tota) hntarest Total Dbt Servi
Juew  Febmary 12006 Payable Bayable Pavsblc Greral Fupd.” Pumble Dbl Bayabic Fayablo
2007 $3,980,668,852 5310,119,530 $221,553,739  3531,673,269 $63,363,704 $468,300,565 0 $15,540,773.61 $15,940,773.6
2003 3,670,549,322 323,825,308 207,843,936 531,669,244 60,766,751 470,902,493 9 16,978,332.76 169783381
2009 3346,724,014 338569475 193,099,635 531,669,109 55461,670 476,207,439 0 16,978,338.76 16.978,338.7
2010 3,008,154,539 319,909,540 161,174,152 481,083,692 40,431,190 440,652,502 13925000 16,978,338.76 30,903,338.7
201 2,688,244.999 327,225,000 131,649,265 458,874,263 43,219,947 415,654,318 14,485,000 16,415,788.76 30,901,738.%
2012 2,361,019.99¢ 285,865,000 115625481 401,490,481 35,558,632 365,931,840 15,100,000 15,803,926.25 30,903,926
2013 2,075,154,99% 298,275,000 100,672,959 398,947,999 31,187,797 367,760,202 15,760,000 1514392626 305039262
2014 1,776,879,999 267,350,000 85,574,886 352,924,886 21,403,687 331,521,195 16,520,000 14,381,766 26 30,901,766.2
2015 1,509,529,999 265,185,000 71,865,956 337,050,956 20417498 316,633,258 12,335,000 13,571 ,056.26 30,906,056.2
1 13 1,244,344,999 195,670,000 SRA19.229  254,489.229 13,303,762 241185467 18,165,000 12,736,021 26 30,901,021.2
2017 1,048,674,999 218,700,000 48,347,186 267,047,186 11,226,374 255,820,812 19,005,000 11,899,121.26 30,904,121.2
08 329914999 160,330,000 38,494,571 198.824,51 4,866,558 193,958,003 19,935,000 10,965.921.26 30,900,921.2
2019 669,644,998 122,080,000 31,802,582 153,382,582 426,158 153456424 20,925,000 9,978,021.26 30,903,021.2
2020 547,564,999 105,510,000 26,027,582 131,537,582 426494 131,111,088 21,970,000 8.933,827.50 30,903,827.5
2021 442,054,999 112,125,000 20,549,469 132,674,469 426,778 468,309,565 23,065,000 7,838,302.50 30,903,202.5
2022 329,929,999 116,780,000 14713291 131,493,291 422,174 131,070,517 24215000 6,685,892.50 30,900,802.5
W23 213,149.99¢ 80,440,000 9,136,085 89,576,086 423,147 89,152,939 25,425,000 5476,155.00 30,901,155.0
2024 132,709,999 15,800,000 5,204,054 81,004,054 424937 80,579,117 26,700,000 4,204,905,00 30,904,905.0
225 56,909,999 37,865,000 1,843 448 19,708,448 425,635 39282815 28,035,000 2,870,280.00 30,905,280.0
2026 15,044,999 19,045,000 451,625 19,506,625 426,369 19,080256 29,435,000 1,468,530.00 30,903,530.0

1) These figuras show debt service on outstunding general obligation bonds of the Stote issued for certain activities, undertakings, improvements and sysiems of the State where the paym
of such debt service from the General Fund is required by statute 1o be reimbursed to the General Fund from the respective income, revenues or user texes periaining 1o the particu
aclivily, undertaking, improvement or system and regardiess of whether excludable under the provisions of the Constitution when determining the power of the State to incur indebtedne
Conseguently, the amount of reimbursement to the General Fund in the table above is greater than the excludoble reimbursement under the Constitution. For example, of the 383,363,
amownt reimbursable 1o the General Fund in the Fiscal Year ending June 30, 2007 only 321,158,916 is an excludable reimbursement for purposes of the debt limit calculation under
Constitution. See Debt Siructure - Reimbursement to the State General Fund for Debt Service in Appendix A jor the sources of reimbursement, including taxes.

2)  As of the dute of delivery thereof.
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BONDED DEBT PER CAPITA
(Amounts in thousands except ratio data)

Net General

Net General Obligation

General Obligation  Less Debt Service Obligation Bonded Debt

Fiscal Year  Population®  Bonded Debt **®  Monies Available ® Bonded Debt Per Capita
1996 1,204 $2,841,069 $240 $2,840,829 $2,399
1997 1,212 $3,075,862 $435 $3,075421 $2,580
1998 1,215 $3,363,517 $338 $3,363,179 $2.824
1999 1,210 $3,166,880 $223 $3,166,657 $2,670
2000 1,212 $3,278,479 $258 $3,278,221 $2,705
2001 1,225 $3,225,635 $110 $3,225,525 $2,629
2002 1,241 $3,568,001 $79 $3,567,922 $2,884
2003 1,249 $3,634,738 $148 $3,634,590 $2,910
2004 1,263 $3,954,192 $72 $3.954,120 $3,128
2005 1,278 $4,256,633 $184 $4,256,449 $3,331

1) Source: Hawaii Swate Department of Business, Economic Development imd Tourism.
2)  Source: Hawaii State Department of Accounting and General Services, Accounting Division.
3)  Excludes Enterprise Funds and Component Unit-UH General Obligation Bonds.

Certificates of Participation

In November 1998, the State executed a Lease Purchase Agreement related to the issuance of $54,850,000
in certificates of participation (COPS), the proceeds of which were used to purchase a state office building in
Kapolei, and in December 2000, the State executed a second Lease Purchase Agreement for the issuance of
$23,140,000 in COPS, the proceeds of which were used to purchase the No. 1 Capito! District State Office Building
in Honolulu, Both buildings are located on the island of Oahu. The COPS are secured by rental payments payable
from lawfully available funds of the State, including the State’s general fund. The rental payments do not constitute
an obligation for which the State has levied any form of taxation, The COPS do not constitute an indebtedness of
the State or any political subdivision thereof within the roeaning of the Constitution or any statate of the State, The
State does not anticipate that it will issue COPS during the current fiscal year, and would require legislative
authorization to do so.

INVESTMENT OF STATE FUNDS
Cash Management Program Policy

The investment policies of the State’s cash management program are: (a) Safety: To safeguard State funds
by securing cash, personnel and facilities and requiring full collateralization of State deposits; (b) Liquidity: To
ensure the availability of funds to meet State expenditures by the timely forecasting of cash requirements and the
selection of securities that can be prompily converted into cash with 2 minirmm risk in principal; and (¢) Yield: To
maximize interest earnings on State investments by investing funds in excess of immediate needs to the maximum
extent possible.

Securities in Which State Funds May Be Invested

The General Fund, the various Special Funds and other funds are held in the State Treasory. The moneys
held in the State Treasury, which in the judgment of the Director of Finance are in excess of the amounts necessary
to meet the immediate requirerents of the State, are invested in securities prescribed in Section 36-21, HRS. The
securities in which State funds may be invested include the following: (a) U.S. Treasury obligations, including
Treasury bills, notes and bonds; {b) obligations for which the full faith and credit of the United States are pledged
for the payment of principal and interest; (c) time certificates of deposit in federally insured financial institutions;
(d) interest bearing accounts with federally insured financial institations; (e) repurchase agreements with federalty
insured banks and savings and loan associations; {f) student loan resource securities with a friple A rating;
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(g) commercial paper with at least an A1/P1 rating; (h) bankers’ acceptances with at least an Al/P1 rating; and
(i) money market mumal funds which invest solely in U.S. Treasury obligations or obligations for which the full
faith and credit of the United States are pledged for the payment of principal and interest. Section 36-21, HRS,
prohibits the State from investing in securities which require the State to make any swap, counter or other payments
other than the original purchase price plus accrued interest.

In the investment of State funds, it is the policy of the State to give due regard to depositories doing
business within the State. This policy takes into account the beneficial effects to the State of using local
depositories. Deposits are allocated among local financial institntions based upon the yield offered on investments
and their ability to fully collateralize such investments.

As of December 31, 2005, 19% of the State’s investment portfolio consisted of repurchase agreements with
banks, 4% consisted of time certificates with banks, 6% consisted of student loan resource securities with a triple A
rating, and 71% consisted of Federal Agency Securities.

Safety of Public Funds

All State funds deposited with financial institutions are deemed, under State law, to be deposited in the
State Treasury. Except for that portion of any deposit which is insured by an agency of the federal government, e.g.,
the Federal Deposit Insurance Corporation (FDIC), all deposits of State fands must be fully collateralized by the
depository with secarities deposited with the Director of Finance ss provided in Section 38-3, HRS. Pursvant to the
authority granted the Director of Finance under Section 38-3, the valuation policy for securities pledged as collateral
for the protection of State deposits is 90% of the outstanding balance of mortgage-backed pass-through certificates,
i.e., Collateralized Mortgage Obligations backed by Government National Mortgage Association (GNMA), Federal
National Mortgage Association (FNMA), and Federal Home Loan Mortgage Corporation (FHLMC) securities,
100% of letters of credit issued by the Federal Home Loan Bank, and 95% of par or face value of all other securities
accepted by the State for protection of State deposits.

With respect to the types of securities pledged as collateral, Section 38-3 generally requires such securities
to be investment grade financial instraments with a high degree of liquidity or marketability. Accordingly, the State
will not accept, as collateral, derivative products or other securities that move inversely to the general level of
interest rates. Collateralized mortgage obligations that do not pass the federal Financial Institutions Examination
Council test for high-risk securities are also unacceptable as collateral for State deposits.

The collateral pledged by depositories is monitored by the Director of Finance on a computerized system,
which determines the adequacy of the amount of collateral pledged by depositories on a daily basis. Approximately
70% of the securities used to collateralize repurchase agreements are marked to market regularly.

The State utilizes a uniform repurchase agreement in all such transactions. Such form requires sellers to
murk purchased securities to market on a monthly basis, or more frequently at the State’s request. Such form further
requires sellers to increase the collateral securities in the State’s account to maintain market value of the purchased
securities in an amount equal to or greater than the original purchase price,

Investment Yield

Cash positions of State moneys in depositories are reviewed at the beginning of each work day. A
determination is made as to the amount of moneys needed 1o meet payment of State obligations, e.g., payroll, debt
service, vendor and contract payments. Any amounts in excess of those requirements are then committed to
investment to maximize interest income to the State. Interest eamned on moneys in the State Treasury which are
requested to be invested by a special fund agency are credited to the special fund agency. All investments of the
State are made by the Director of Finance. The length or term of an investment is determined by the cash flow
requirements of the particular program and the general direction of interest rates.

As of December 31, 2005, the State earned $19.2 million on its General Fund investments. This amount
represents an average return on investment for the General Fond of 3.15%.
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SELECTED FINANCIAL STATEMENTS

The following is the balance sheet of the General Fund ending each June 30 from 2000 to 2004, Following
thereafter is the statement of revenues and expenditures of the General Fund for each such fiscal year including the
statement of revenues and expenditures for each such fiscal year. See also the schedules relating to the General
Fund accompanying the General Purpose Financial Statements from the State’s Comprehensive Annual Financial
Report for the Fiscal Year Ended June 30, 2004, in Part I of Appendix B.

The data set forth in the balance sheets and other financial statements have been prepared by the
Comptroller of the State. The General Fund is presented and reported using the modified accrual basis of
accounting. Under such basis, revenues are recorded when collected in cash except for (a) revenues susceptible to
accrual, i.e., measurable and available and (b) revenues received prior to the period of benefit. Revenues for which
receivables have been recorded (and other noncash assets generally) are fully reserved until such time as they are
caonverted to cash,

Expenditures are recorded at the time vouchers for payment are filed with the Comptroller. At the end of a
fiscal year, existing liabilities for which payment is due are vouchered and recorded as expenditures as of the end of
the fiscal year. Other liabilities for which payment is not due, and obligations in the form of open purchase orders,
are recorded as encumbrances at the end of a fiscal year and are not recorded as expenditures until the encumbrances
are subsequently Hquidated,

General fixed assets purchased or constructed are recorded initially as expenditures and are subsequentiy
reflected at cost in the General Fixed Assets Account Group. Depreciation on general fixed assets is not recorded in
the general accounting records.
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BALANCE SHEET OF THE GENERAL FUND

OF THE STATE OF HAWAII
As of June 30
(AMOUNTS IN THOUSANDS)
2001 2002 2003 2004 2005
ASSETS:
Cash $217,775 $ 52,567 $183,955 $310,117 $153,227
Advances to other funds.. - - - - -
Due from other funds .... 206,878 140900 113,600 135,100 131,169
Due from Companent Units 6,000 6,000 20,000 20,000 20,000
Receivables
TAXES cvreareremeresrersmssasrmseremsenssssnssssnsussusnsssonsstsnngessarmassnspasee 276,900 288,501 283,300 304,900 338,300
INOLEE ooccnssmsvcansnsas s sstmsonsmmesvamsmsssansessramssess vhessss sumsssssseass 434 404 386 423 6,324
Other 161 160 13 7 5179
Total TECEIVADLES. ....cv.cormmrrerstiecessnsrssmsersrssnstrensensssnssmssssase 277,545 289,065 283,759 305,394 349,203
IOVESEMNEDLS .oonnsinsnrcssasensasnsnne 263,025 289,143 46,568 16,585 478,199
TOTAL ASSETS $973.223  $777,675 $647,882 $787,196  $1,132,398
LIABIFITIES AND FUND BQUITY
Liabilities:
Vouchers payable ... $ 82,226 $124465 $ 69,116 399,545 $85,918
Other accrued Habilities,......ccvecvperrrsesrerserissimsrirearans 53,518 51,160 55,021 55,861 57,900
Dt t0 Ot FUAAS .ovevrscrvine cosmss e sonscenmesemsensspsssusnsssesn 6,310 79 148 72 184
Due to Component Units 9,828 11,742 5,769 5,121 9026
Deferred revenue 16,000 11,500 15,000 7,500 13,800
TOTAL LIABILITIES ........occvtevemiesissssssessesmspmesanssses $167,882 $198,946 $145,054 $168,099 $166,828
FUND EQUITY:
Reserves:
Unrealized receivables.......... $ 536 $ 522 5 400 § 435 $ 6,337
ENCUMBIABCES ...vevreeenrseorersaserenssressnmssaresssveseons 195,549 220,501 202,949 208,114 201,362
Unencumbered allOBOENES .o smressansssmens e 8,667 8,929 9,013 9,208 10,802
Total reserves ... 204,752 229,952 212,362 217,157 218,501
Unreserved fund balance;
Designated for future expenditures......co.ccovmsisruesens 74,235 37,670 23,048 19,600 30,700
Undesignated 526,354 311,107 267418 381,740 716,369
Total fand equity 805,341 578,729 502,828 619,097 965,570
TOTAL LIABILITIES AND FUND EQUITY c.eoveervevercoeranes $973,223 §777.675 $647.882 §$787,196  $1,132,398



REVENUES AND EXPENDITURES OF THE GENERAL FUND

OF THE STATE OF HAWAIL
{(FOR THE FISCAL YEARS SHOWN)
(AMOUNTS IN THOUSANDS)
% of % of % of %ol Proiminwy %of
2000-2601  Total 20012002 Total 20022003 Total 20032004 Total 2004-2005  Total

REVENUES:
Geners! excise tax 31626486 4746  $1,641,008 5060 SL771620 5180 $1.893916 5106  SA139,798 5097
Income tax-corparation TIR8T 216 337717 104 8,162 024 60653 164 20304 215
Tncome tax-individual L113,230 3248 1047946 3232 142526 3053 1193688 3218 1394360 332
Service companies tax 134583 393 93406 288 114115 334 99505 2,68 108686 259
Liquor licenses and taxes 37783 110 39081 12 41,18 12 425 1.1 43,737 104
Tobacco licenses and taxes 55074 161 64460 199 N213 209 78383 211 84068 200
Insurance premiums tax T 210 61941 210 73240 214 18,142 211 89077 198
Tnheritance and estate tax 17541 051 16624 051 15524 045 9830 027 12712 030
Banks & financial corporation tax (2794) (08 4664 014 20842 061 (533) (0.01) 36520 087
Transient accommodations tax” 33849 099 2721 084 766 002 6028 015 12,689 030
Conveyance tax 144 0 5621 017 6517 020 9851 027 12585 030
“Total taxes 3,168905 9247 3,041,818 U580 3165780 9272 347013 9357 4018536 9572
Charges for current service and
Other revenues 2Bz 158 0L020 620 248730 728 0 238505 643 179587 428
TOTAL REVENUES 83422050 10000 53240888 10000 33414910 10000 $3709308 10000 $4J98123 100.00
EXPENDITURES:
Cienera) government $432,668 1326 $369,399 1150  $332,332 1004 $315781 939 $384.203  10.52
Public sfety 140,875 450 113,544 540 187,067 566 187401 557 24,390 559
Conservation of natural resources 2,028 072 21,726 086 29,686 090 27151 081 26841 073
Health 307,262 9.4 354626 1103 361,804 1093 368315 1095 389,985 1067
Welfare 523,820 1605 SI3856 1598 528519 1597 565325 1631 623,599 1107
Eduvcation:

Higher - - 450,891 1405 462,453 1398 459,640 1367 510,194 1396

Lower and others 826,526 2716 1,243,363 3868 1,328,514 4005 1,367,845 4067  1439,050 3939
Culture-recreation 2A5T 099 34537 107 35250 17 3438 1M 35485 105
Urban redevelopment & housing 1205 0.4 1370 004 8347 025 8333 025 7246 020
Eronomi development and assistance 42429 130 45475 14 4674 105 29332 0.86 209 082
Intergovernmental expenditures 25 - . o s — - s -
Retirement & g;enxion conttibution ? 90,765 278 - — - - — - — -
Capital outlay 23497 072 - - - - - - — -
Miscellansons ¥ 8115 035 - — — — — - - —
Transfers 10:

Special Revenne Funds 17,7114 054 e — — - e - -

Dt Sexvice Funds 307,326 941 . o o o — — — -
Trust and Agency 150  0.00 o - o o o - - -

Component Units:

Hospital Funds 13000 040 - — - — - - - —

Housing Funds 6004 021 - — - - — — — o

Univessity Funds 9136 1217 — — — - — - - .
TOTAL EXPENDITURES S5264202 10000 53214587 10000 $3308746 10000 B3363509 10000  S3.653792 10000

1)} Ac1 156, SLH 1998, distributed the Transiens Accommodasions Tax (TAT) revenues: 44.8% 1o the counties, 17.3% to the Convention Center
and 37.9% 1o the Tourism Special Fund. On June 30, 2000, the Convention Center Capital and Operations Special Fund ceased o exist, leaving
the 17.3% Conveniion Center share o be disiributed to the general fund, On July I, 2002, Act 253, SLH 2002 redirected these deposits to a
convention center special fund; provided that beginning January 1, 2002, any such revenues in excess of $31 million a calendar year shall be
deposited into the general fund. Act 250, SLH 2002 redirected a portion of the Tourism Special Fund deposits to other tourism-related special
Junds; provided that emy TAT collecied for the Tourism Special Fund and the tourism-related special fumds in excess of $63.292 million for the
Sfiscal year shall be deposited into the general fund. Act 113, SLH 2003 redirected the TAT: 5.3% 1o the TAT Trust Fund and 32.6% to the
Tourism Special Fumi; provided that beginning July 1, 2002 the TAT collected for the Tourism Special Fund in excess of $62.292 million for the
Jfiscal year shall be deposited into the following fimds: 90% of the first $1 million shall be deposited inio the siate parks special fund, 10% of the
Jirst 81 mitlion shall be deposited into the speciol land and developmens fund, and the balance of the excess into the general fimd.

2)  For fiscal years 2001-2002, 2002-2003 and 2003-2004, social security, pension comiribuiion, capital outlay, and miscellaneous
expenditures emd transfers 1o component units were reclassified to other functions.

3)  For fiscal years 2001-2002, 2002-2003 and 2003-2004, Other Revenues and Transfers to specific Funds were combined in Other Financing
Sources (Uses) Section,



REVENUE PROJECTIONS; CERTAIN TAX COLLECTIONS

Introduction

The Constitution requires that there be established by law a Council on Revenues to prepare revenue
estimates of the State government and to report such estimates to the Governor and the Legislature. The revenue
estimates serve as the basis for the Governor’s budget preparation and the Legislature’s appropriation of funds and
enactment of revenue measures. If the Council’s latest revenue estimates are not used by the Governor or the
Legislature for budget preparation or appropriations, respectively, then the party not using the latest estimates must
publicly state the reasons for using a differing revenne estimate. Act 278, SLH 1980, provided for the establishment
of such a council consisting of seven members, with three members appointed by the Governor and two members
cach appointed by the President of the Senate and the Speaker of the House. The Council reports its estimates and
revisions each Tune 1, September 10, January 10, and March 15. The Council also revises its estimates when it
determines that such revisions are necessary or upon request of the Governor or the Legistature, The Council’s
estimates are used by the Department of Budget and Finance in formulating the State Multi-Year Program and
Financial Plan, the Executive Budget, and the Executive Supplemental Budget for submission to the Legislature.

In September of 2003, the Council revised its forecasted general fund tax revenue growth rate for fiscal
year 2004 from 7.7% to 6.2%. Although the projected growth rate decreased from the May estimate for fiscal year
2004, collection amounts increased doe to higher than projected fiscal year 2003 actal collections (4.4% growth
versus 1.8% projected growth, including $16.5 million in protested fiscal year 2003 franchise tax payments
transferred to the litigation claims fund in fiscal year 2004). The Council increased its projected growth rate for
fiscal year 2003 based on rapid growth in the construction industry and moderate growth in the visitor industry,
Growth rates for fiscal years 2006 onward were left unchanged.

In December 2003, the Council reduced its forecasted general fund tax revenue growth rate for fiscal year
2004 from 6.2% to 5.2%. The Council still believed the primary factors driving Hawaii's economy such as visitor
arrivals, construction activity, and consumer spending appeared to be growing very rapidly, but revenues were
impacted by technical factors such as weekend effects and variations in tax payment and refund patterns. The
impact of recent tax laws changes, especially business incentive tax credits remained unclear.

In Janvary, March, and May 2004, the Council retained its general fund growth rate forecast.

In September 2004, the Council increased its forecasted geperal fund tax revenne growth rate for fiscal year
2005 from 7.9% to 8.8%. Construction and visitor arrivals are expected to continue to grow. The actual genetal
fund tax revenue growth rate for fiscal year 2004 was 8.3%, as compared to the Couvncil’s forecast of 5.2%.

In January 2005, the Council retained its general fund tax revenue growth rate forecast.

In March 2005, the Council, while not significantly changing its assessment of Hawaii’s economic
condition, revised its forecasted general fund tax revenue growth rates. The fiscal year 2005 increase includes a
one-time return of $16.5 million from the Litigated Claims Fund to the general fund that accounts for a portion of
the .3% decrease in the fiscal year 2006 projection. The changes for fiscal years 2005 and 2006 are shown below:

FY 05 ¥Y06
March 2005 10.0% 5.0%
January 20035 8.8% 53%
Difference 1.2% -0.3%

In May 2003, based on actual collections for the first ten months of the fiscal year, the Council increased its
general fund tax revenne growth rate for fiscal year 2005 to 14.6%. The Council noted that the revepne increase
was due to the strong econony, as well as to technical factors, such as changes in the tax Jaws and fluctuations in tax
payment patterns.



Actnal fiscal year 2005 generat fund tax revenves increased by 16.0% as compared to the Council’s
forecast of 14.6%. In September 2005, based on the rapidly growing economy with increases in construction, total

personal income, and the visitor industry, the Council increased its forecast from 5.3% to 6.0% for fiscal year 2006
and from 5.2% to 6.6% for fiscal year 2007,

In December 2003, as the economy continued to grow at a rapid pace, the Council increased its general
fond tax revenue growth rate from 6.0% to 8.0% for fiscal year 2006 and from 6.6% to 7.5% for fiscal year 2007.

General Fund Financial Plan

Set forth below are the actual budgetary General Fund resources, expenditures, and balances for the fiscal
years ended June 30, 2005, and estimates for the fiscal years ending June 30, 2006 and June 30, 2007.

GENERAL FUND FINANCIAL PLAN 2005-2007
(Millions of Dollars)

Actaal Estimated  Estimated

2005 2006 2007

Resources
Tax Revenues ¥ $3.991.8  $4,3164  $4,6420
NOBADE REVERUSE wovnraurssansnsensnsssun 463.2 403.5 4064
Judicial Branch Revenues 314 31.5 320
Other Revenue

Sources/Adjustments 2..... 22 (334.1)

Total Resources 544864  $4,753.7  $4.746.3
Expenditures:
Executive
Operating.., 4,106.4 4,555.2 5,050.9
Capital INVESIIIEDL. ...vvesmerscesssssssnssessmssssssanssssrassssssesssasrssss . 0.0 0.0 0.0
Total Executive . $4,1064  $45522  $5.0509
Legislative 28.6 219 2716
Judicial 119.1 124.7 131.9
OHA and Counties ...... 2.5 29 2.9
Appropriation Lapses (72.0) {45.0) (45.0)
TOAl EXPENMUIES ......evvvsvesseessessassessssssssssesnsssnsssssosss eseassesasasssssssssmsere $4,184.6  $4,665.7  $5,168.3
Resources over EXpendiflites ... ioismssesrresesmmeerssvorssmmsersisesssase 301.8 88.0 (422.0)
Carry-over Balance 184.6 486.4 574.4
BOAINE BAANCE ¥ ..voooteeeeremseeeresmstonssnsbssssesssssisrs stmissrssasstssssnsesssonses 486.4 574.4 1524

1} Reflecs actual fiscal year 2005 tax revenue collections as reported by the Deparoment of Accounting and General Services.

2} Includes 1ax credits, rebares, and other measures to be submined to the 2000 Legislature.

3} Notincluded as an item in the financial siatements under “FINANCIAL STATEMENTS™ in Part 1 of this Appendix B nor in the projections
of the Council on Revenues. FY 2005 lapses include $28.2 million in lapses due to the conversion of funding for the Department of
Commerce and Consumer Affairs from general fund to special funds.

4)  Fund balances do not include any Emergency and Budget Reserve Fund balonces. See Appendix A “Emergency and Budget Reserve
Fm ”

Note:  Towals may not add due 1o rounding.
Seurce: Depariment of Budget and Finance, December 2005.

In the general fund financial plan, fiscal year revenues are recognized based on receipt while fiscal year
expenditures are recognized when appropriations are expended in that year or encumbered. At the end of the fiscal
year, encumbrances are not lapsed but are considered to be expenditres. Additionally, the Department of
Education, by law, is allowed to carry over all of its unencumbered appropriations to the following fiscal year. For
example, $30.6 million carmried over from fiscal year 2005 to Tiscal year 2006 by the Department of Education did
not lapse and was considered to be expended in fiscal year 2003,
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General Fund Tax Revenues

Receipts of taxes constitute the largest portion of General Fund revenues for the fiscal year ended June 30,
2003, and represent about 89% of the total General Fund revennes. Set forth below are the actual General Fund tax
revenues for the fiscal year ended June 30, 2005, and estimated tax revenues for the fiscal years ending June 30,
2006, and June 30, 2007, based on the Governor’s revisions to the Council on Revenues’ December 2005 projection.

GENERAL FUND TAX REVENUES
(Thousands of Dollars)
Actuoal Actual Estimated Estimated
2003-2004 2004-2005 20052006 2

General Excise and Use $1,900,377  $2,136,603 $2.312,503  $2,520,872
Income-Individaal 1,168,570 1,381,059 1,497,617 1,624.970
Income-..Corporation 56,653 85,605 127,005 90,453
Public Service Company : 09,505 108,686 116,899 129,161
Insurance Premiums 78,142 83,077 83,885 87,390
Tobacco & Licenses 78,400 84,079 83,805 84,199
Liquor & Permits 41,250 43,737 45,360 46,642
Banks & Other Financial Corp. (554) 36,520 11,548 13,785
Inheritamoe & Estate 9,830 12,712 - -
Miscellanesus 8,564 13,072 21,693 25,686
Transient Accommodation 5,628 12,389 16,020 18,831
TOTAL BEFORE ADJUSTMENTS 33446385  $3,997,539  $4,316429  $4,641,989
GROWTH RATE 8.3% 16.0% 8.0% 1.5%



Actual Collections and Distributions

Set forth below is an unandited statement of State tax collections and distributions for the first seven
months of the 2006 fiscal year and the first seven months of the 2005 fiscal year, in each case as reported by the
State Director of Taxation. The collections from all sources have exceeded $2.901 billion, an increase of $311.2
million over that realized during the corresponding period in the previous year. Cumulative general fund accruals
for the first seven months of fiscal year 2006 are up 12.2% over the same period in fiscal year 2005,

July 1 to January 31
2005-2006 2004-2005
tio urce of Revenie

Banks/Financial corporations” 7,343,127 4,252,110
Conveyances" 33,632,691 14,453,087
Employment security contribotions 81,647,603 73,337,911
Fuoel 93,272,684 94,880,080
General excise, license and registration fees 198,435 258,798
General excise A USE Y ...connvvecereemensesesssseessesmsasesssseneseamsessassessanessossrmans 1,357,983,205  1,196,142,123
Income—corporations:

Declaration of estimated taxes $6,754,167 62,172,764

Payment with returns 7,352,551 6,350,025

REFUIKS ...coveoviemsesesssnssscssissinsimsmsbrmmssomestrssisssomrebossssssaeses (27,610.708) (43,213,690)
Income-—individoals

Declaration of estimated taxes 188,557,254 155,357,789

Payment with returns “ 50,412,342 34,710,276

Withholding tax on wages 729,699,278 715,424,100

Refunds (72,327,388) (66,788,128)
TODETILANCE AU CELALE 1uvvvrrsreerrsremessessesnsnsmssbsrsrntrsssarsntvamstsssnsnsesssnashbns sstnserisansesansesnssinesmmmesko 3,474,149 8,488,239
IDSUEANCE PIEMETING 1.vovresresrversrer 38,430,378 36,708,005
LAGUUOT SN POTIIHES c1vuurvavarens rorasns everssnssuseenssnes sonasarassssesatvs s ars b oo ouyao s SUssas SHAS 810N S 0R LS HESRRIS VSIS 24,288,544 24,908,531
Motor Vehicle Tax/Fees, etc.” 62,772,003 55,820,698
Public Service COMPANIES ....v..vurerrrrsemsnrsensesssaresssemsisens N 60,096,117 55,517,958
Tobacceo and lcenses 51,857,940 49,860,094
Transient Accommodations Fees/Time Share Occupation fees 6,115 4,620
Transient Accommodations Tax/Time Share Occupation Tax” 120,899,264 110,658,292
All other » 81,526 323,699

TOBL o scsssssssessensssecssssesssaresssanvesseswrsssesmsresessns 2,900,821,368  2,589,627.450

1) Gross collection — does not reflect aliocation 1o Special Funds.

2)  Inchudes Siate Moror Vehicle Weight Tax, Registration Fees, Commercial Driver's License, Periodic Motor Vehicle Inspection Fees, Rental
Vehicle Registration Fees and Rental Vehicle Surcharge Tax.

3} Includes fuel retail dealer permits, penalties and interesi on fuel 1ax.

B-13



July 1 through January 31

20052006 20042005

State GEeneral Tt ... iiniiiiniicccirrnsssis s vrrsssrsnrraresenrsssassssssnsnnnassesannse 2.522,349,955 2,248,958,812
State Highway Pand.......oooeee e cere e ee s e emsesnms et s nr s nmean 110,273,790 103,158,026
State ARport Fnd......coiiiiiinsiiimi s s e s es e vansnnne 1,701,258 2,019,051
Boating Special FUDA. .. ......vviueeiiiieminrrirmmsirersrrmressensseerrassassnnnsrearasessmnssssnam 925,269 917455
Environmental FUId....c..u..e.covicin i ssiisssrssssssiasansssnstassassesssansesnnssenons 1,044,513 1,115,498
Cigarette Stamnp Administrative Fund 99,878 68,732
Cigarette Stamp Buforcement Fiund 749,099 504,011
Compliance Resolution Fund 0 0
Election Campaign Pand 34,376 19,388
Employment Security Fund 81,647,603 73,337,971
Rental Housing FUNG.......oeciiiiivaiiisrmensesaserssiernscaserssarmrssssranssnsesssveavessemuune 10,089,807 3,613,272
Natural Area Reserve Fond 8,408,173 3613272
Tourism Special Fund......... 39,413,160 36,074,603
Land Conservation Fund 3,363,269 0
Transient Accommodation Tax Trust Fund 6,407,661 5,864,889
Convention Center Enterprise Fund 16,038,589 17,289,755
School Minor Repairs and Maintenance Fund 6,866 6,552
Public Libraries FUnd ........c..sercmessrmmverssasras 5,354 0

SUBLOAL .. vvvvurrurunrrsvvennvssrasanenrsnsesrrsasesrsanessssnnsrsssnrersssnnssssnnsrensssnnnm 2,802,558,640 2.496,561,787
Distributions to Connties™

Fuel tax rrsese e 44,099,857 43,490,748

Transient AccoOmmMOAAHON TaX.....euuiieiiinriaeeeeriraiienrasrnisussrrsrasssasnsessunse 54,162,870 49,574,915
COUNHES TOMAL. -1 eeerrmeescerisserenssennerssserinsssesnssesssasnssrasssennsasessanrssnansennanssn 98,262,727 93,065,663

) U U 2,900.821,368 2,589,627.450

* Refers 1o distributions received by the Counties from the specified taxes.
Source: State Department of Taxation: Tax Research and Planning.

Including preliminary February 2006 data, general fund tax collections for the first eight months of fiscal year
2006 totaled $2.868 billion compared to $2.577 billion collected during the first eight months of fiscal year
2005. This represents a 11,3% increase,

STATE EMPLOYEES’ RETIREMENT SYSTEM

A description of the State’s Retirement System for employees of the State and the counties is provided
under “EMPLOYEE RELATIONS; STATE EMPLOYEES® RETIREMENT SYSTEM-—State Employees’
Retirement System” in Appendix A. The following statistical information addresses the entire Retirement System,
including both State and county employees. The System issues a Comprehensive Annval Financial Report that may
be obtained by writing to the Employees’ Retirement System of the State of Hawaii, 201 Merchant Street,
Suite 1400, Honolulu, Hawaii 96813.
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Employer Contribution Rate

The schedule which follows shows the total actuarially determined employer contribution rate for all

employees based on the last five annmal actuarial vatations.

! Reflects Act 104 of 2001 which amended Section 88-12, HRS.
? Reflects Act 147 of 2002 which amended Section 88-122, HRS,

Total Calculated Employer Contribution
Actnarial Valoation Rate for All
13 of June 30 (% of iotal payroll)
2001 891"
2002 11,387
2003 14.55
2004 13.95%
2003 13.95%

® Reflects Act 181 of 2004 which amended Sections 88-105, 88-122, 88-123, 88-124, 88-125 & 88-126, HRS.

As seen above, the calculated total employer contribution rates as a percentage of total payroll have
fluctuated during the last five acmarial valvations. The increase in 2002 is due to a 3.7% increase in active
membership and the recognition of investment losses. The 2003 increase is due to the recognition of investment
losses caused by the poor investment climate over the past several years, The decrease in 2004 is due to the new

level percentage of pay approach epacted by Act 181.
Summary of Actuarial Certification Statement

The summary of the actuarial certification of the Employees’ Retirement System as of June 30, 2004 and

2005 is set forth below:

FMPLOYEES’ RETIREMENT SYSTEM OF THE STATE OF HAWAI
Summary of Actuarial Certification as of June 30, 2004 and 2005

{Includes all conmties)

_ ASSETS 2004 2005

Total current assets $ 8,797,133,149  § 3,914,839,263
Present valve of future employee contributions 394,088,926 304,989,779
Present value of future employer normal cost contributions 1,228,871.859 1,225,316,907
Unfinded actuarial accrued liability 3.474,197,741 4,071,149,242
Present value of future employer Early Incentive Retirement Program contribution NA NA
TOTAL ASSETS $13.804.207,675  $14.606295.191

LIABILITIES

Present value of benefits to current pensioners and beneficiaries $ 6,278,596,378 $ 6,641,643,502
Present value of future benefits 1o active employees and inactive members 1.615.701.297 1.964.651 689
TOTAL LIABILITIES $13.894.207.673  $14.616.295.191

Source: Gabriel, Roeder, Smith & Company.

As of June 30, 2005, the unfunded actuarial accrued liability (under the entry age normal actuarial cost
method) of the Retirement Systemn amounted to approximately $4.071 billion. The Retirement System’s funded
ratios-assets divided by the actuarial accrued Liability decreased during fiscal year 2005 as shown below:

June 30, 2004

71.7%

Funded Ratios

June 30, 2005

68.6%
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PART II

GENERAL PURPOSE FINANCJAL STATEMENTS
OF THE STATE OF HAWAII AS OF JUNE 30, 2005
AND INDEPENDENT AUDITORS’ REFORT

The following information is excerpted from the State of Hawaii Comprehensive Annual Financial Report

Jor the Fiscal Year Ended June 30, 2005 (“CAFR"). For ease of reference, Part Il of Appendix B retains the
CAFR’s pagination as shown on the immediately following excerpt from the Table of Contents of the CAFR.
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KPMG LLP
PO Box 4150
Honolsh, HI 96812-4150

Independent Auditors’ Report

The Auditor
State of Hawaii:

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggrepate discretely presented component units, each major fund, and the aggregate
remaining find information of the State of Hawaii as of and for the year ended June 30, 2005, which
collectively comprise the State of Hawaii’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the State of Hawaii’s management, Qur responsibility is
to express opinions on these financial staiements based on our audit. We did not audit the financial
statements of the Department of Transportation - Airports and Harbors Divisions, which are major
enterprise funds, which represent 85% and 67%, respectively, of the assets and revenues of the business-
type activities, and the University of Hawaii, the Housing and Community Development Corporation of
Hawaii, the Hawaii Health Systems Corporation, and the Hawaii Hurricane Relief Fund, which represent
all of the assets and revenuves of the aggrepate discretely presented component units. Those financial
statements were audited by other auditors whose reports thereon have been furnished to us, and our
opinions, insofar as they relate to the amounts included for the Department of Transportation — Airports
and Harbors Divisions, the University of Hawaii, the Housing and Community Development Corporation
of Hawaii, the Hawaii Health Systems Corporation, and the Hawaii Hurricane Relief Fund, are based
solely on the reports of the other auditors.

We conducted our audit in accordance with anditing standards generaily accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes consideration of internal control over financial reporting as a basis for
designing andit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the State of Hawaii’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.
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In our opinion, based on our audit and the reports of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Hawaii as of June 30, 2005, and the
respective changes in financial position and, where applicable, cash flows thereof and the respective
budgetary comparison for the General Fund for the year then ended in conformity with U.S. generally
accepted accounting principles,

In accordance with Government Auditing Standards, we have also issued our report dated January 13, 2006
on our consideration of the State of Hawaii’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance, That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit,

The management’s discussion and analysis on pages 15 through 29 is not a required part of the basic
financial statements but is supplementary information required by U.S. generally accepted accounting
principles. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State of Hawaii’s basic financial statements. The introductory section, combining and
individual fond statements and schedules, and the statistical section are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The combining and
individual fund statements and schedules have been subjected to the auditing procedures applied by us in
the audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory section and the statistical
section have not been subjected to the auditing procedures applied by us and the other auditors in the audit
of the basic financial statements, and accordingly, we express no opinion on them.

KPMe L

January 13, 2006
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STATE OF HAWAII
Management’s Discussion and Analysis

June 30, 2005

As management of the State of Hawaii (the State), we offer readers of the State’s basic financial statements this
narrative overview and analysis of the financial activities of the State for the fiscal year ended June 30, 2005. We
encourage readers to consider the information presented here in conjunction with additional information that has
been furnished in our letter of transmittal, which can be found on pages 3 — 7 of this report.

Financial Highlights
Government-Wide Highlights

The assets of the State exceeded its liabilities at June 30, 2005 by $8.8 billion (net assets). Of this amount,
$1.9 billion (unrestricted net assets) may be used to meet the State’s ongoing obligations to citizens and creditors.
Net assets of governmental activities increased by $419.1 million and net assets of business-type activities
increased by $93.0 million for an increase to the State of $512.0 million from the prior fiscal year.

Fund Highlights

At June 30, 2005, the State’s Governmental Funds reported combined ending fund balances of $2.5 billion, an
increase of $616.5 million from the prior fiscal year. Of this amount, $767.6 million, or 30.2%, of total fund
balances are available for spending at the State’s discretion (umreserved fund balance) and the remaining
$1.8 billion represent amounts reserved for specific purposes, The Proprietary Funds reported net assets at
June 30, 2005 of $2.5 billion, an increase of $93.0 million during the fiscal year.

Long-Term Liabilities

The State’s long-term liabilities increased during the current fiscal year to $6.2 billion, an increase of
$250.7 million, or 4.2%. During fiscal 2003, the State issued $450.0 million in general obligation bonds for the
purpose of financing public improvement projects and $741.3 million in general obligation refunding bonds to
advance refund $753.9 million of previously issued outstanding general obligation bonds. The State maintained
its Aaa bond rating with Moody’s Investors Service and AAA bond rating with Standard and Poor’s Corporation
and Fitch IBCA, Inc.

Overview of the Basic Financial Statements

This discussion and analysis is intended to serve as an introduction to the State’s basic financial statements. The
State’s basic financial statements are comprised of three components: (1) government-wide financial statements,
(2) fund financial statements, and (3) notes to basic financial statements. This report also contains other
supplementary information in addition to the basic financial statements themselves.

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of the State’s
finances, in a manner similar to a private sector business.

The statement of net assets presents information on all of the State’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the State is improving or deteriorating.
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STATE OF HAWAII
Management’s Discnssion and Analysis

June 30, 2005

The statement of activities presents information showing how the State’s net assets changed during the most
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement
for some items that will only result in cash flows in futwre fiscal periods (e.g., umcollected taxes and unused
vacation leave).

Both of the government-wide financial statements distinguish functions of the State that are principally supported
by taxes and intergovernmental revenues (governmental activities) from other functions that are intended to
recover all or a significant portion of their costs through user fees and charges (business-type activities). The
governmental activities of the State include general government, public safety, conservation of natural resources,
highways, health, welfare, education, culture and recreation, urban redevelopment and housing, economic
development and assistance, and interest on long-term debt, The business-type activities of the State include the
Department of Transportation — Airports Division (Airports), Department of Transportation — Harbors Division
(Harbors), and the Unemployment Compensation Fund, which are considered to be major finds, while the
remaining business-type activities are combined into a single aggregate presentation.

The government-wide financial statements include not only the State itself (known as the Primary Government),
but also the activities of four legally separate Component Units; the Hawaii Health Systems Corporation, the
Hawaii Hurricane Relief Fund, the Housing and Community Development Corporation of Hawaii, and the
University of Hawaii, comprised of the State’s public institutions of higher education, for which the State is
financially accountable. Financial information for these Component Units is reported separately from the
financial information presented for the Primary Government itself. The Component Units issue separate financial
statements containing management’s discussion and analysis.

The government-wide financial statements can be found on pages 32 — 34 of this report.
Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated
for specific activities or objectives. The State, like other state and local governments, uses fund accounting to
ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the State can be
divided into three categories: (1)} Governmental Funds, (2) Proprietary Funds, and (3) Fiduciary Funds.

Governmental Funds

Governmental Funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, Governmental Funds financial statements focus on near-term inflows and outflows of
spendable resources, as well as on the balances of spendable resources available at the end of the fiscal
year. Such information may be useful in evaluating the State’s near-term financing requirements.

Because the focus of Governmental Funds is narrower than that of the govemment-wide financial
statements, it is useful to compare the information presented for Governmental Funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may betier understand the long-term. impact of the State’s near-term financing decisions. Both
the Governmental Funds balance sheet and the Governmental Funds statement of revenues, expenditures,
and changes in fund balances provide a reconciliation to facilitate this comparison between Governmental
Funds and governmental activities in the government-wide financial statements.
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STATE OF HAWAII
Management’s Discussion and Analysis

Tune 30, 2005

Information is presented separately in the Governmental Funds balance sheet and in the Governmental
Funds statement of revenues, expenditures, and changes in fund balances for the General Fund and Capital
Projects Fund, each of which are considered to be major funds. Data from the other Governmental Funds
are combined into a single, aggregated presentation. Individua! fund data for each of these nonmajor
Governmental Funds is provided in the form of combining financial statements in the supplementary
information section of this report.

The State adopts an annual appropriated budget for its General Fund and Special Revenue Funds., A
budgetary comparison statement has been provided for the General Fund and each Special Revenue Fund
to demonstrate compliance with this budget, The budgetary comparison statement for the General Fund is
located in the basic financial statements and the budgetary comparison statements for each of the Special
Revenue Funds is located in the supplementary information section of this report.

The basic Governmental Funds financial statements can be found on pages 35 — 39 of this report.

Proprietary Funds

Proprietary Funds are used to show activities that operate more Jike those of commercial enterprises. They
are known as Enterprise Funds because they charge fees for services provided to outsiders. They are used
to report the same functions presented as business-type activities in the government-wide financial
statements. The State uses Enterprise Funds to account for the operations of Airports, Harbors, the
Unemployment Compensation Fund, and its other business-type activities.

Proprietary Funds provide the same type of information as the government-wide financial statements, only
in more detail. The Proprietary Funds financial statements provide separate information for Airports,
Harbors, and the Unemployment Compensation Fund, each of which are considered to be major funds of
the State, Conversely, the other business-type activities are combined into a single, aggregate presentation
in the Proprietary Funds financial statements.

The basic Proprietary Funds financial statements can be found on pages 40 — 44 of this report.

Fiduciary Funds

Fiduciary Funds are used to account for resources held for the benefit of parties outside the State. Fiduciary
Funds are not reflected in the government-wide financial statements because the resources of those funds
are not available to support the State’s own programs, The accounting used for Fiduciary Funds is much
like that used for Proprietary Funds.

The basic Fiduciary Funds financial statements can be found on pages 45 — 47 of this report.

Notes to Basic Financial Statements

The notes to basic financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
basic financial statements can be found on pages 51 — 101 of this report.
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STATE OF HAWAII

Management’s Discussion and Analysis

June 30, 2005

Other Supplementary Information

In addition to the basic financial statements and accompanying notes, this report presents the combining
financial statements referred to earlier in connection with non-major Governmental and Fiduciary Funds.
These statements are presented immediately following the notes to basic financial statements. The total
columns of these combining financial statements carry to the applicable fund financial statements,

Government-Wide Financial Analysis

The following financial analysis focuses on the Primary Government (governmental and business-type
activities of the State). Separate financial statements for each of the State’s Component Units, including
their respective management’s discussion and analysis, can be obtained from the Department of
Accounting and General Services.

Net assets are a useful indicator of a govermment’s financial position. For the State, total assets exceed
liabilities by $8.8 billion as of June 30, 2005, and increased $512.0 million, or 6.2%, over the course of this
fiscal year’s operations. The net assets of the governmental activities increased by $419.1 million, or 7.1%,
and business-type activities had an increase of $93.0 million, or 3.9%. The following table was derived
from the government-wide statement of net assets.

Net Assets
Junie: 30, 2005 and 2004
{Amounts n thoussands)
Primary Govermment
Governmental Activitics Basiness-Type Activities Total
2005 204 2005 2004 2005 2004
Assets:
Current and other assets 5 2848673 § 2,156,531 § 1,584,894 5 1,512,552 § 4433567 § 3,669,083
Capital assets 9,005,992 8,951,040 2,011,001 2,034,661 11,106,993 10,985,701
Total assets 11,944,665 11,107,571 3,595,895 3,547,213 15,540,560 14,654,784
Liabilitics:
Long-term liabilities 5,194,709 4,361,410 970,574 1,053,171 6,165,283 5,914,581
Okher liabilities 409,254 324,520 159,910 121,601 569,164 446,121
Total liahilities 5,603,963 5,185,930 1,130,484 1,174,772 6,734,447 6,360,702
Net assets:
Invested in capital assets,
net of related detit 4,318,111 4,654,693 1,186,703 1,129,619 5,504,814 5784312
Restricted 1,163,684 1,062,585 189,003 169,816 1,382,717 1,232.401
Unrestricted 858,907 204,363 1,689,615 1,073,006 1,948,522 1277360

Total net assets ] 6,340,702 3 5;921,641 $ 2@5,41! $ 2&72.441 3 8,8%113 $ 8,294 082
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STATE OF HAWAII

Management’s Discussion and Analysis

June 30, 2005

Analysis of Net Assets

By far the largest portion of the State’s net assets ($5.5 billion or 62.5%) reflects its investment in capital
assets (e.g., land, infrastructure, buildings, and equipment), less any related debt used to acquire those
assets that is still outstanding. The State uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the State’s investment in its
capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt
must be provided from other sources, since the capital assets themselves cannot be used to liquidate these
liabilities.

An additional portion of the State’s net assets ($1.4 billion or 15.4%) represents resources that are subject
to external restrictions or enabling legislation on how they may be used. The remaining balance of
unrestricted net assets ($1.9 biltion or 22.1%) may be used to meet the State’s ongoing obligations to
citizens and creditors.

At June 30, 2005, the State is able to report positive balances in all three categories of net assets for both
governmental activities and business-type activities.

Changes in Net Assets

The State's net assets increased by $512.0 million, or 6.2%, during the fiscal year ended June 30, 2005.
Approximately 60.9% of the State’s total revenues came from taxes, while 26.0% resulted from grants and
contributions (including federal aid). Charges for various goods and services provided 11.8% of the total
revenues, The State’s expenses cover a range of services. The largest expenses were for higher and lower
education, welfare, and transportation (highways, airports, and harbors),
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STATE OF HAWAII

Management’s Discussion and Analysis

June 30, 2005

The following financial information was derived from the government-wide statement of activities and
reflects how the State’s net assets changed during the fiscal year.

Changes in Net Assels
For the Fiscal Years Ended June 30, 2005 and 2004
(Amounts in thonsands)
Governmental Activities Business-Type Activities Total
2005 2004 2005 04 2005 2004
Reverues:
Program revenuss:
Charges for services 5 355668 $ 283459 % 484,164 § 482994 § 239832 § 766,453
Opxrating grants and
contributions 1,667,492 1,687,923 s e 1,667,492 1,687,923
Capita) grants and
contributions 143,183 40,001 35,048 24,253 178,231 64,254
Gieneral revenues:
Taxes 4,321,167 3,145,883 — — 4,321,167 3,745,883
Interest and mvestment
income 64,236 41,903 27,7184 24,159 92,020 66,662
Other (2,847) (6,180) 291 3478 (3,144 (9,658)
Total revenues 6,548,899 5,792,989 546,699 528,528 7,095,598 6,321,517
Expenses:
General govermment 494,174 427820 —_ —_ 494,174 427,820
Public safety 248,685 239,932 —_— - 248685 239932
Highways 282,339 413215 —_ —_ 282,339 413215
Conservation of natoral
resouties 79,545 69,693 — e 79,545 69,693
Health 561,155 520433 s — 561,155 520,433
‘Weliare 1,615,721 1,547,732 — — 1,615,721 1,547,732
Lower education 1,758,596 1,795,482 — — 1,758,596 1,795,482
Higher edication, 559,379 480,296 —_— —_ 559,379 480,296
Other education 19,667 23,092 — — 19,667 23,092
Culture s recreation 72,920 64,052 — — 72,920 64,052
Utrban redevelopment and
housing 53,017 59,394 —_ — 53,017 59,304
Economic devetoprment and
assistance 214,342 214,206 e e 214,842 214,206
Interest expense 169,738 179,357 e —_ 169,738 179,357
Airports — o 273,949 273,546 273,949 273,546
Harbors —_ — 64,568 54432 64,568 54,432
Unemployment cormpensation — — 115329 176,135 112,329 176,135
Nommajor proprietary fuznd — - 2,883 2,496 2,883 2,496
Total expenses 6,129,838 6,034,704 453,729 506,609 6,583,567 6,541,313
Changes in net assets 418,061 (241,713) 92,970 21,919 512,031 (219,796)
Net assets — beginming, as
previously reported 5,921,641 6,163,356 2,3712,44] 2,337,050 £,294,082 8,300,406
Adjustinents — v — 13,472 — 13,472
Net asgets — begioning, 28 testated 3,521,641 6,163,356 2,372.44] 2,350,522 8,294,082 8,513,878
Net assets ~ ending $ 6340702 $ 5921641 & 2465411 $ 2,3&441 $ m,l 3 8 8294082
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STATE OF HAWAII
Management’s Discussion and Analysis

June 30, 2005

The following charts depict revenues of the governmental activities for the fiscal year:

Program Revenues By Source — Governmental Activities

Fiscal Year Ended June 30, 2005
Capital grants and
contribations .
Charges for services

%

16%

Operating grants and
contributions
T7%

Tax Revenues By Source ~ Governmental Activities
Fiscal Year Ended June 30, 2005

Others
15%

Cleneral excise
0%

Net income
35%



STATE OF HAWAIIL

Management’s Discussion and Analysis

June 30, 2005

Analysis of Changes in Net Assets

The State’s net assets increased by $512.0 million during the current fiscal year, This increase is explained
in the governmental and business-type activities discussion below, and is primarily a result of an increase
in tax revenues brought about by the solid recovery of the State’s economy.

Governmental Activities

Governmental activities increased the State’s net assets by $419.1 million. The key element of this increase
is the result of higher tax revenues. Total governmental activities expenses, net of program expenses,

remained comparable to the previous yeatr.

General reveres:
Taxes
Interest and investment income
Other

- Total general revenues

Expenses, net of program revenues:
General government
Public safety
Highways
Conservation of natural resources
Health
Welfare
Lower education
Higher education
Other education
Culture and recreation
Urban redevelopment and housing
Economic development and assistance
Interest expense

Total governmental activities expenses,

net of program revenues

Increase (decrease) in governmental

activities net assets
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Governmental Activities
{Amounts in thonsands)
2005 2004
4,321,167 § 3,745,883
64,236 41,903
(2,847 (6,180)
4,382,556 3,781,606
290,942 203,939
177,590 174,287
137,205 337,774
20,381 7,466
305,389 317,158
626,280 562,381
1,487,166 1,531,996
559,379 480,296
19,451 22,572
62,484 54,760
(5,362) 44,413
112,852 106,922
169,738 179,357
3,963,495 4,023,321
08 s ey



STATE OF HAWAII
Management’s Discussion and Analysis

June 30, 2005

The general tax revenues increased by $575.3 million, or 15.4%, from the previous fiscal year. The
increase was primarily due to increases in general excise taxes of $245.8 million and in individual and
corporate income taxes of $243.8 million. The increase in tax revenues reflects the State’s economic
expansion in tourisin, construction, and real estate as well as the growth in employment and personal
income.

The increase of $87.0 million, or 42.7%, for general government is primarily attributed to increases in the
health benefit premiums, salary adjustments, and related fringe benefit costs. The $200.6 million, or
59.4%, decrease in highways was a result of higher capitalized project costs in the current fiscal year. The
higher education increase of $79.1 million, or 16.5%, was related to repair costs from October 2004
flooding and general repairs and maintenance to various school facilities. The decrease of $49.8 million, or
112.1%, for urban redevelopment and housing was attributable to $45.3 million of capital contributions.

A comparison of the cost of services by function of the State’s governmental activities is shown below,
along with the revenues used to cover the net expenses of the governmental activities. This format
identifies the extent to which each govemmental function is self-financing through fees and
intergovernmental aid or draws from the general revenues of the State:

Expenses and Program Revenues — Governmental Activities
Fiscal Year Ended June 30, 2005

Geoernl Highways Heakh Welfym: Lower Higher Others
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June 30, 2005

Business-Type Activities
The following charts depict revenues and expenses of the business-type activities for the fiscal year:

Program Revenues By Source — Business-Type Activities
Fiscal Year Ended June 30, 2005

Churges for setvices
93%

Capital grants and
coptributions
%

Expenses and Program Revenues — Business-Type Activities
Fiscal Year Ended June 30, 2005

b
£
o
Alrports Harbors Unemployment Nonmajor
j i Fund
B Compensation Proprictary
W Program Revenues
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STATE OF HAWAII
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June 30, 2005

Business-type activities increased the State’s net assets by $93.0 million, or 3.9%, during the current fiscal
year. Key elements of this increase are as follows:

o Airport’s net assets increased $24.9 million during the fiscal year ended June 30, 2005. The

increase was primarily due to $15.2 million of passenger facility charges (PFC) revenues that
were generated between October 1, 2004 and June 30, 2005. Effective October 1, 2004, the
Federal Aviation Administration (FAA) granted authority to Airports to impose and collect
passenger facility charges at the Homolul: International Airport, Kahului Airport, Kona
Intemational Airport, and Lihue Airport. The PFC revenues (including interest) are to be utilized
for seven FAA-approved projects, which must be implemented by September 30, 2006,

Harbor’s net assets increased $15.0 million compared to an increase of $25.0 million in the prior
fiscal year. Operating revenues remained constant; however, operating expenses increased
$11.4 million, primarily attributed to more repairs and maintenance work performed on state
harbor facilities.

The Unemployment Compensation Fund’s net assets increased $53.0 million due primanly to
lower unemployment benefits paid in the fiscal year ended June 30, 2005, and was attributed to
Hawaii’s low unemployment rate, Hawaii’s seasonally adjusted wnemployment rate for June
2005 was 2.7% compared to 3.2% a year ago and is at least two percentage points below the
national rate.

Key elements of the State’s business-type activities for the fiscal years ended June 30, 2005 and 2004 are as

follows:
Businesy Type Activities
Amenmis tn thowmmils)
Promyn Revewnes
Operating/Cupital Progrum Revenuts
Charges for Services Grants and Contributions Total Expemses Net of Expenses
2008 2004 2005 2084 2005 2804 2005 2004 2008 2004
Afrports § 21326 0§ 24878 0§ MHE 0§ 256 0§ 275989 0§ 283 0§ MM 8 ISk § 2040 3 @557
Harbors 74,526 74,768 385 737 7491 75,505 64,568 MA32 10,343 21,073
Unemployiment
cottpensation 165,337 190,580 —_ — 165,337 190,580 112,329 176,135 53,008 14,445
Nommjor projricuary
fand 2975 2,768 — — 2918 2,168 2,883 249 92 272

Total

sﬁm !sawsuimszqsss;;%lzsm7 LI E N sms 65@& g
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STATE OF HAWAII
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Financial Analysis of the State’s Individual Funds

As noted earlier, the State vses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental Funds

The focus of the State’s Governmental Funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the State’s financing
requirements. In particular, unreserved fund balance may serve as a useful measure of a government’s net
resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the State’s Governmental Funds reported combined ending fund
balances of $2.5billion, an increase of $616.5 million over the prior fiscal year. Approximately
$767.6 million, or 30.2%, of this total amount constitutes unreserved fund balance, which is available for
spending at the State’s discretion in the coming fiscal year, The remainder of fund balance is reserved to
indicate that it is not available for new spending because it has already been committed (1) to liquidate
contracts and purchase orders of the prior period or are legally segregated for a specific future use
($1.3 billion), (2) for notes and loan receivable, advances, and investments ($232.0 million), (3) for federal
aid highway projects encumbrances ($179.6 million), or (4) for a variety of other restricted purposes
($51.4 million).

The General Fund is the chief operating fund of the State. At the end of the current fiscal year, unreserved
fund balance of the General Fund was $745.8 million, an increase of $344.4 million, or 85.8%, over the
prior fiscal year, and the reserved fund balance was $219.8 million, an increase of $2.0 million, or 1.0%,
over the prior fiscal year. As a measure of the General Fund’s liquidity, it may be vseful to compare both
unreserved fund balance and total fund balance to total fund expenditures. Unreserved fund balance
represents 20.4% of total General Fund expenditures, an increase of 8.5% over the prior fiscal year, while
total find balance represents 26.4% of that same amount, an increase of 8.0% over the prior fiscal year.

The fund balance of the State’s General Fund increased by $346.5 million during the current fiscal year,
which was due primarily to an increase in tax revenues. The fund balance of the State’s Capital Projects
Fund increased by $202.3 million during the current fiscal year. The increase was due primarily to a
$450.0 million increase in the issuance of general obligation bonds for financing public improvement
projects. The fund balance of the State’s other nonmajor Governmental Funds increased by $67.7 million
during the current fiscal year. The increase was due to increases of $26.3 million in the deposit beverage
container fees and $13.4 million in Medicaid cost reimbursements. Although the boitle recycling bill was
signed into law in June 2002, retailers could not begin charging the five cents (5¢) deposit on deposit
beverage containers until November 1, 2004,

Proprietary Funds

The State’s Proprietary Funds provide the same type of information found in the government-wide
financial statements, but in more detail. At the end of the current fiscal year, Airports had an increase in net
assets of $24.9 million, Harbors had an increase in net assets of $15.0 million, and the Unemployment
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Compensation Fund had an increase in net assets of $53.0 million. Other factors concerning the finances of
Airports, Harbors, and the Unemployment Compensation Fund have already been addressed in the
discussion of the State’s business-type activities.

Fiduciary Funds

The State maintains Fiduciary Funds for the assets of the Hawaiian Home Lands Trust. As of the end of the
current fiscal year, the net assets of the Hawaiian Home Lands Trust totaled $175.2 million, representing
an increase of $11.4 mitlion in total net assets since June 30, 2004,

General Fund Budgetary Highlights

The General Fund revenues were $232.4 million, or 5.6%, more than the final budget. The increase was
primarily attributed to higher general excise and net income taxes of $103.2 million and $74.9 million,
respectively,

The General Fund expenditure budget increased by $257.4 million from the onginal to the final budget.
Most of the increase is due to the original budget consisting only of the appropriations contained in the
general appropriation acts of the executive and judicial branches. Budgets that are not part of this original
budget include: $94.6 million in employees’ salary adjustments, $41.4 million for employees’ heaith
benefits, $23.1 million in various lower education programs, $22.0 million for the flood damages at the
University of Hawaii, $18.8 million for the State Legislature, and $12.8 million for substance abuse
prevention programs. The difference between the final budget and actual expenditures on a budgetary basis
was $99.6 million. The positive variance in general government is primarily attributed to $10.6 miilion of
appropriations made to the State Legislature that can be carried over to the next fiscal year and
$9.0 million appropriated for employees® salary adjustments that lapsed. The positive variance in public
safety resulted when $28.2 million appropriated for consumer protection and regulatory programs was not
required because those programs were instead budgeted from Special Revenue Funds. As in previous fiscal
years, the positive variance in lower education resulted when the Department of Education carried over
$30.7 million of unencumbered appropriations into the next fiscal year. By law, the Department of
Education is allowed to carry over up to 5% of its unencumbered appropriations,

Capital Asset and Debt Administration
Capital Assets

The State’s investment in capital assets for its governmental and business-type activities as of June 30,
2005 amounted to $11.1 billion (net of accumulated depreciation of $6.4 billion). This investment in
capital assets includes land, buildings and improvements, machinery and equipment, park facilities, roads,
highways, and bridges. Major capital improvement projects, which received funding in the fiscal year
ended June 30, 2005, included the following:

s  $33.5 million of additional funding for a new Judiciary Complex in Hilo, Hawaii

e $19.6 million for improvements to the Waimanalo Wastewater Treatment Plant

o $24.0 million for the Ocean Pointe Elementary School, first and second increments

o $17.0 million for improvements to state park facilities
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»  $30.0 million to repair and upgrade facilities at all University of Hawaii campuses

*  $100.0 million for various capital improvement projects and the repairs and maintenance of
public school facilities throughout the State.

Additional information on the State’s capital assets can be found in note 4 of the notes to basic financial
statements,

Debt Administration

At the end of the current fiscal year, the State had total bonded debt outstanding of $5.5 billion. Of this
amount, $4.3 billion comprises debt backed by the full faith and credit of the State and $1.2 billion (i.e.,
revenue bonds) is revenue bonded debt which is payable from and secured solely by the specified revenue
sources. A breakdown of the State’s total bonded debt is shown below:

Long-Term Debt
June 30, 2005 and 2004
{Amouuis in thousands)

Governmental Activities Business-Type Activities Total
June 30,2005  June 30,2004  Juwe 30,2005  Jupe 30,2004  Jupe 30,2005  June 30, 2004

General obligation
bonds $ 4256633 § 3,954,192 § 167 § 196 5 4256800 § 3,954,388
Revenne bonds 319,305 276,680 018,142 1,006,126 1,237,447 1,282,806

Totd 8 A e S i ZSBT2 S e 1B300 3 006322 8 ST S 323T.)04

The State’s total lJong-term debt increased by $257.1 million, or 4.9%, during the current fiscal year. The key
factor in this increase was the issuance of $450.0 million in general obligation bonds for financing public
improvement projects.

The State’s general obligation bonds have been rated by Moody’s Investors Service (Aaa), by Standard and
Poor’s Corporation (AAA), and by Fitch IBCA, Inc., (AAA). The payments of the principal and interest on the
general obligation bonds are guaranteed under an insurance policy. Highways’ revenue bonds have been rated by
Moody’s Investors Service (insured-Aaa, uninsured-Aa3), by Standard and Poor’s Corporation (insured-AAA,
uninsured-AA), and by Fitch IBCA, Inc. (insured-AAA, uninsured-AA-),

The State Constitution limits the amount of general obligation bonds that may be issued. As required by law, the
Director of Finance has confinmed that the State was within its legal debt limit. The legal debt margin at June 30,
2005 was $231.5 million,

Additional information on the State’s long-term debt can be found in notes 5, 6, and 7 of the notes to basic
financial staternents.
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Economic Factors and Next Year’s Budget

Unemployment is at record low levels with the statewide seasonally adjusted uvnemployment rate being 2.7% for
the month of October. One year ago, Hawaii’s seasonally adjusted unemployment rate stood at 3.1%, while the
seasonally adjusted national unemployment rate was 5.5%.

Cumulative tax collections for the first five months of fiscal 2006 exceeded $2.0 billion or $244.4 million more
than the corresponding period last year. General excise and use tax collections, which is the largest source of
revenue and a good measure of economic growth, increased 13.0% in the same period.

The Council on Revenues in September 2005 estimated that the General Fund growth rate would be 6.0% in
fiscal 2006 and 6.6% in fiscal 2007. Actual General Fund tax collections rose by 13.7% in the first five months
of fiscal 2006 over the corresponding 2005 period. Higher general excise and use tax collections and the
substantial rise in corporate income tax collections were the primary factors nnderlying this strong performance.
In November, the Council on Revenues revised its forecast of Hawaii’s growth in 2006 total personal income
from 7.3% to 8.2%.

Requests for Information

Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to the Comptroller, Department of Accounting and (ieneral Services,
P.0O. Box 119, Honolulu, Hawaii 96810-0119. General information about the State can be found at the State’s
website, hitp://www.state.his.
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STATE OF HAWAII

Sec accompanying notes o basic finencial statements,

Statement of Net Assets
June 30, 2005
(Amounts in thousands)
Primary Government
Govermmental  Buxiness-Type Component
ASSETS Activities Activities Total Units
Cash and short-term investments (note 3) 3 37,114 8 L1568 8 1486300 § 300,339
Receivables: '
Tanes 345,400 38,700 384,100 B
Accovnts and acciued juterest, net 13,500 25,763 39,263 146,112
Notes, loans, and mortgages, net 232,004 — 232,004 100217
Federal government 37,500 5232 42,732 %173
Other, nex (note 12) 23,874 473 24,347 27,839
" Internal badances (note 8) 1,238 (1,39 e —
Due from Component 1inits (nove 8) 20,000 o 40,000 —
Due from Primary Government {note 8) - - . 5,026
Tnvestments (note 3) 1,720,341 o 1,720,341 565,686
Inventories: .
Developments in progress and dwelling units o e — 20,961
Materials and supplies o 243 243 22,803
Net investmen in financing lease — — — 16,841
Restricted assats (notes 3, 6, and 10) - 387,250 387,250 436,395
Other assets:
Prepaid expenses ) — 24 o 27,183
Dond issuc and deferred costs, net 83,700 6,738 20,438 2,706
Promissory note receivable — 6,024 6,024 —_
Othor 1 —_— 1 -
Capital assets (notes 4, 5, 6, and 10):
Land and land improvetnents 2379192 555,818 2,935,010 63,527
Infrastroctare 7,731,002 —— 7,731,002 45,308
Construction in progress 793,421 125,552 018,973 220,606
Buildiogs, improvements, and equipment 3,173,950 2,700,017 5,873,967 2,338,333
Acmmulsted deprecintion {4,981,578) (1,370,386) (6,351,959 {1,162,569)
Total Capital Assets, Net 9,095,992 2,011,001 11,106,993 ~ 1,565,205
Total Assots 3,595,805 § 15,540,560 & 3,250,536

511944665 %
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LIABILITIES

Vonchers and contracts payabie

Other accroed liabilities

Prepaid airport use charge find (note 10)

Due to Component Units (note &)

Due o Primary Government (pote §)

Dus to federal government

Deferred revenue

Extimated futars costs of land sold

Unamortized bond preminm

Contracts payable, accroed infersst, and other

Matured bonds and interest payable

Other

Long-teym Iiabilities:

Duc within ane yoar:
Pzyehle from restricted sssets:
Revenue bonds payable, net (notes 6 and 7)
General obligation bonds payabls (notes 5 and 7)
Gianera} obligation bonds paysbie (notes 3 and 7)
Hotes, mortgages, and installment contracts payable
Accrued vacation end retivement benefity payable (note 7)
Revenue bonds payable, net (notes 6 and 7)
Ressrve for losses and loss edjustment costs (nodes 7 and 13)
Claims snd judgments payable (notes 7 and 12) )
Capital Jease obligations (actes 7 and 10)
Deferred commitment fecs
Due in more than one year:

QGeneral obligation bonds payshie (aotes 5 and 7)
Notes, mortgages, and installment contracts payable
Accruod vacation and retirement benafits payabie (note 7)
Revenun bonds paysble, net (notes 6 and 7)
Reserve for Josses and loss adjustment costx (notes 7 and 13)
Claims and judgments payablke (notes 7 and 12)
Capital lease obligations (notes 7 and 10)
Deferred commitment foes

Totel 1.jabilities

NET ASSETS

Tavested in capitel asgets, net of related debt
"Restricted for:
Capital maintenance projects
Health and welfare
Natal resources
Hawaiian programs
Budget stabilization
Other parposes
Bond requiremeants and other

. Unrestricted
Total Not Assers

Primary

Govenmnenial  Dusmesy-Type

. Component
* Activities Activitles Totak Uiy
$ 110,300 § 70,393 180702 $ 100,947
66,419 £0,826 147,245 96,464
- 4,208 4,208 -
9,026 s 9 ozs e
— — 20'00,?
s 3530 3,530 25,037
e o~ - 30,027
223,500 LR 213 500 s
— 37,725 3725 -
73,403 5 73,408 —
— 953 953 15,284
— 34,650 34,690 s
—— 2 21 -
283,368 9 282,377 4,241
—_ — e 1,326
57,689 279 60,430 18,584
13,050 — 13,050 46,009
68,600 1,032 69,632 29462
30,000 e 30,000 e
3,205 : - 3,305 8,134
—_ e —_ (33
3,974,263 157 3,974,402 6,267
—- e —_ 18,733
116,439 7,191 123,630 55,020
306,255 883,452 1,189,707 576,101
20,500 350 24,021 10,035
190,800 — 190,800 —
58,035 — 58,035 42,021
e ~— e 2,333
5,603,963 1,130,484 6,734,447 1,107,548
4,318,111 1,186,703 5,504,514 1,248,978
246,223 e 246,223 —
404 855 —— 404,855 _
96,983 — 96,983
90,847 - 90,847
48,498 — 43,498
276,218 e bt (Mgt ] —
e 189,093 139,093 642,427
853,907 1,089,615 1,948,522 251,582
$ 6340702 8 2465411 8,806,113 § 2142987
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(Amounts in thousands)
No (npmu}_gnrm and Changss ka Mot Asets
Compomnt
Totsl Units
Genenal prvemmt H 494104 3 16242 § 5 $ - ¥ H — 5
248,685 32317 m - (71,500 - m
o ko) 3525 am oo 127,205) b (1‘;‘3‘13
Camservation of nateyel yesouraey D8E a,b7g - ) —
Waltre Wt e ey - (825280 - e
Lonees edocation 158,396 ; 249208 - a9 T amned
ecdncation 19,657 Ld 1 - (19,451} - (19.‘512
U:Mr;fvewmmmm 53,0m m’: 11%‘ 45,2-7-6 (s,;m - (s,m
develogment wd wesistunos 21480 22,469 10,524 — {1 - (113
Jrerent expense 169,758 o — o — ;lgg
“Total Goverrasuntal Astivitios _6JmFB NS LeAM NG (Een o _ OI809
M;vs:w _ 273,949 241,924 366 2,040 2,040
Hrtwss 64,568 14,526 i 388 — 10348 10,34
11200 165,337 — ~— — 53,008 53,008
Norsmeu progyiotasy fimd 2978 P - 02 2
"Tot) Brainess-Type Activities 45393 484164 - 25048 - [T 63483
Total Priewery Grrvemment $_63@567 S EOEm S LeciAva S LI _ (3963495 65,08 (3,808,012
Compeant Uniiz: ’
University of Bwwsdh $ lLoxEn PIEN-i N Mg 8 81,384 $ BRIy
Hoasing sad Tivelopenan
a of 173,835 86,289 14486 22,355 : 9,695
il Heabh Systems Corpoestion 3636 320,92% 2,605 1501 . {18,046)
Hwwail Eucricus Redisf Fond i) e fod - Y- I
Total Componert Unit $_L350R0s 8. SLINM S dngw 3 158 .0
Genwal Revenuss:
T
Gankrel emise b 2,145,603 - -2,145,603 -
Nat incoros boe- corporations snd individnals 1, - 1LA%0.98¢ -
Puoblie sevion comgambes i 108,686 —_— JORGB6 oo
Trsnsjenst wocormvodtion: ey, 110,723 - 110,723 -~
TFobeocs und Yiguor ixxes 128052 —- 128082 —
Lioid foek tax 873 - 82733 -
Taoxon of insance compuniss 84812 - 84872 -
Viltinde wreight snd registrution twe - 057 .
Rantal oteg/toor velioly sorohargs i 41,886 - 4),886 —_
tax — 38520 —
Ohwen EINL ] e BN e
Trkeret e irvestmont 6436 27,784 92020 26,503
Special Searinote 1.5) — — - o9
RBxdrscxdinary itwn (uete 15) - — e (00
W from the Btato — — s 2501
_Q8) 72108 Beg (630
Total Gapmral Revenues 4,380,556 27487 4,410,048 SALAX
Chargs in et Asacly 419,061 J2570 1200 151
Tt Avests - Beglnning, s proviowsly roported 3921,64 237240 2794,082 1,990,349
Adjuziments (note 1) . ) o ot - 1308
Nat Assita — Bogieudug, vx rudated 3,521,641 237240 EIapR 19914
Nt s - Ending SSI0IE S, AN S, RNGID S, 21008,

See scceampanyiog tctes 4 basio finaacial setameds,
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Governmental Funds
Balance Sheet
June 30, 2005
{Amounts in thousands)
Capital Other Total
General Projects Governmental  Governmental
ASSETS Fund Fund Funds Fuands
Cash and short-term investments (note 3) $ 153,227 ¢ 53,075 % 164812 § 371,114
Receivables:
Taxes 338,300 e 7,100 345,400
Accrued interest 3,600 - 3,900 7,500
Nates and loans, net 6,324 e 225,680 232,004
Federal government R e 37,500 37,500
Other 1,579 177 3,418 5,174
Due from other funds (note 8) 131,168 — 184 131,352
Due from Proprietary Funds (note 8) — 1,239 — 1,239
Due from Component Units (note 8) 20,000 — _— 20,000
Investments {note 3) 478,199 315,000 927,142 1,720,341
Other assets o e 1 1

$ 1132397 3% 369491 % 1,369,737 § 2871625

Vouchers and contracts payable 5 85918 § 338 % 21,083 § 110,309
Other accrued liabilities 57,899 s 8,520 66,419
Due to other funds (note 8) 184 89,900 41,268 131,352
Due to Component Units (note 3) 9,026 —_ - 9,026
Payable from restricted assets — matured bonds
and interest payable — — 303 803
Deferred revenue 13,800 — - 13,800
Total Liabilities 166,827 93,208 71,674 331,709
Fund Balances:
Reserved for:
Continuing appropriations 213,464 712,459 383,447 1,309,370
Receivables and advances 6,336 — 225,680 232,016
Federal aid highway projects encumbrances - 179,587 e 179,587
Bond redemption and other e e 51,351 51,351
Unreserved for major fands:
Pesignated for future expenditures 30,701 . e 30,701
Undesignated 715,069 {615,763) . 99,306
Unreserved for nonmajor Special Revenue Funds:
Designated for future expenditures —_ — 291,684 201,684
Undesignated — — 3435,90) 345,901
Tetal Fund Balances 965,570 276,283 1,298,063 2,539,916
Total Liabilities and Fund Balances OoL132397 % 369491 % 1,369,737 2,871,625

See accompanying notes to basic financial statements,
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Reconciliation of the Governmental Funds Balance Sheet

to the Statement of Net Assets

June 30, 2005

(Amounts in thousands)

Total Fund Balance — Governmental Funds

Amounts reported for governmental activities in the statement of net assets
are different because:

Capital assets used in governmental activities are not financial resources
and therefors are not reported in the funds. Those assets consist of:
Land and land improvements
Infrastrocture
Construction in progress
Buildings, improvements, and equipment
Accnmulated depreciation

Accrued interest and other payables ave not recognized in governmental funds,

Other assets are not available to pay for current-period expenditures and
are deferred, or not recognized, in governmental funds, such as deferred
tax revenue.

Some liabilities are not due and payable in the current peried and
therefore are not reported in the funds, Those Habilities consist of:
General obligation bonds payable
Accrued vacation payable
Revenue bonds payable
Reserve for losses and loss adjustment costs
Claims and judgments payable
Capital lease obligations

Net Assets of Governmuental Activities

See accornpanying notes to basic financial statements.
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2,379,192
7,131,002

793,421
3,173,950

{4,981,573)

(4,256,633)
(174,128)
(319,305)

(89,100)
(220,800)

(61,340)

$ 2,539,916

9,095,992
(296,100)

122,200

(5,121,306)

S 6340702 _



STATE OF HAWAI

Governmental Funds
Statement of Revenues, Expenditures, and Changes in Fund Balances

For the Fiscal Year Ended June 30, 2005

{Amounts in thousands)
Capital Other Total
General Projects Governmentn  Governments,
Fung Fund Funds Funds
Reventes:
Taxes:
Geneal excisc tas $ 219798 % - 3 5805 §  2,145603
Net income tax — corporations and individual 1,484,664 — _— 1,484,664
Public service cormpanies ta: 108,686 — — 1
Transient acconmeodations tay 12,689 o 98,034 116,723
Tobacco and liquor taxes 127,805 — 1,177 128,982
Liguid foel tax - — 82,133 82,733
Tax on premiums of inswrance companies g3,0m1 s 1,745
Vehicte weight and ;;flmm - o — 057 54,057
Rental motorftour vehicle surcharge ta — — 43,950 43,950
Franchise tax 36,520 —_ 2,000 38,520
Others 25,207 o 8,894 34,191
Total Taxes 4,018,538 — 298,395 4,316,931
Interest and investment incone 25,1710 — 33,066 58,236
Charges for current services 69215 - 229455 208,670
!ntm'govemmenta 10,729 P 1,564,170 1,574,809
5852 - 830 ,732
Fum, fmfmmm. and pemalties 21,316 - 6,166 27482
Licenses and fees 1,209 — 26,088 27297
Revenues from private sources 3,274 o 38,562 41,836
Other 42 822 s 58565 10,1*387
Total Revennes 4,198,123 — 2277347 64713470
Expenditures:
Current;
General government 384,203 63,805 60,146 508,154
Public safety 204,390 6,033 80,946 291,369
Highways —_— 156,214 145,570 301,784
Conservation of natural resources 26,841 6,188 41,159 74,188
Health 389,984 4,049 170,774 564,807
Welfare 623,599 2,497 088,463 1,614,559
Lower education 1,434,862 83,843 279,503 1,798,208
Higher education 510,194 49,185 o 559,319
Other education 4,197 4,109 11,361 19,667
Culture and recreation 38,485 8,830 26,459 3,174
Urban redevelopment and howsing 7,246 30,000 15452 52,698
Economic development and asststanc: 29,1 13,330 171,256 214377
Other —_ — 4,784 4,784
Debt service - — 321,948 321,948
Total Expenditares 3,653,792 428,083 2,317,821 6,399,696
Excess (Deficittey) of Revenues over Expenditures 344,331 (428,083} (40.474) 78,714
Other Financing Sourees (Uses):
Issonnce ofgenefal cbligation and refunding general obligatios
bonds (notes 5 and 7) — 450,000 741,310 1,191,310
general obhgaﬁun and refanding general obligation bonds -
pmnhzm (notes 5 and 7) 30,378 — 70,845 101,220
Issvance of revenve and refumding revenue bonds - par (potes & xmd 7 —- 60,000 123,915 183,915
Issuance of revenue and refunding revenue bonds — preminm (votes 6 and 7 —_ — 15,000 15,000
Payments 1o refunded bond escrow agent (notes 5, 6, and 7) _ —_ (947,869 (947,869)
Tranafiers in (note 9) 68,225 124,325 302,348 495,008
Transfers out (note 9) (296,458) (5,890) {192,750) (495,098)
Other — 1,755 (4,602) (2,847
Total Other Finaing Sources (Lses) (197,858) 630,390 108,197 540,729
Net Change in Fund Balances 346,473 202,307 67,723 616,503
Fund Balapces - Beginaing 619,097 73,976 1,230,340 1,923,413
Fund Balances — Ending % 965,570 5 276,283 8 __ 1298063 5 2539916

Ser accompanying notes to basic financial statements,
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STATE OF HAWAII

Reconciliation of the Governmental Funds Statement of Revenues,
Expenditures, and Changes in Fund Balances to the Statement of Activities

For the Fiscal Year Ended June 30, 2005
(Amounts in thousands)

Total Net Change in Fund Balances - Governmental Funds $ 616,503

Amounts reported for governmental activities in the statement of activities
are different because:

Capital outlays are reported as expenditures in governmmental fands;
however, in the statement of activities, the cost of capital assets is
allocated over their estimated useful lives as depreciation expense. It
the current period, these amounts are:

Capital outlay 3 443,086
Depreciation expense (note 4) {296,289)
Excess of capital outlay over depreciation expense 146,797

Bond proceeds provide current financial resources to governmental funds;
however, issuing debt increases long-term liabilities in the statement of
net assets. In the current period, this is the amount of proceeds received
from general obligation and revenme bonds issued. {1,491,445)

Repayment of long-term debt is reported as an expenditure in governmental
funds, but the repayment reduces long-term liabilities in the statement of
net assets. In the current year, these amounts consist of:

Bond principal retirement 1,030,159
Capital lease payments 3,145
Claims and judgment payments 30,000
Total Jong-term debt repayment 1,063,304
Revenue timing differences result in greater revenue in the governinent-wide
finangial statements. 31,000
Bond issue and deferred costs reflected 2s other financing uses in governmental
funds and reported in the statement of net assets. 68,075

Some expenses reported in the statement of activities do not require the use of
current financial resources and, therefore, are not reported as expenditures in the

governmental funds:
Change in claims and judgments payable (14,200)
Change in acerued vacation payable (15,373)
Change in reserve for losses and loss adjustment costs 14,400
(15,173)
Change in Net Assets of Govermmental Activities $ 419,061

See accompanying notes to basic financial statements.
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STATE OF HAWAII

General Fund

Statement of Revenues and Expenditures -
Budget and Actual (Budgetary Basis)

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands’
Actual Variance -
Original Final (Budgetary Over
Buodget Badget Busis) (Under)
Revenues:
Taxes:
General exciso tax % 1,949538 $ 2027592 0§ 2,130,798 § 103,206
Net income tax;
Cotporations 37,960 62,835 £5,604 22169
Individnals 1,248,142 1,329,134 1,385,260 52,126
Inheritance and estate tax 5468 5,954 12,112 6,758
Li%.wr pernits and tax 43,822 42,892 43,737 845
Public service companies ta 138,713 107,449 108,686 1,237
Tobaoco tax 94,469 £3,625 84,068 443
Tax on premivwms of insrance companic 73,000 78,000 83,077 5077
Franchise tax (banks and other fivancial instittions 9,784 33,738 36,520 2,782
‘Transient accommuodsations tax 10,374 12,635 12,389 (246)
Other taxes, primarily conveyances ta 5,670 9,670 12,585 2,815
Total Taxes 3,616,940 3,193,524 3,991,436 197,912
Non-taxes;
Interest and investment incoms 25,007 1931 21,823 2,452
Charges for current service: 141,749 147,328 150,998 3,670
Interpovernmenta, 3,157 5412 6,439 1,027
Rentdls 7,219 5832 5852 20
Fines, forfeiures, and penaltie: 19,200 20,058 21,316 1,258
Licenses and fee: 962 1,010 1,209 199
Revenues from private source 1,499 2,552 3,274 722
Debt service requirements 45,728 40,607 41,617 1,010
Other 117,724 122,909 147,040 24,131
Total Non-daxes 362,245 365,019 399,568 4,489
Total Revenues 3,979,185 4,158,603 4,391,004 232 401
Expenditares:
General povernmes 571,814 662,159 633,172 28,987
Public safety 207,448 217,424 187,822 29,602
Highways — 611 — 611
Conservation of natural resource 26,655 21,950 26,767 1,183
Health 350,753 381,539 379424 2,115
Hospitals 27,848 38,689 38,410 279
Welfare 604,541 607,593 608,567 2,026
Lower education 1,487,490 1,549,800 1,518,890 30,910
Higher education 475,112 510,382 510,352 30
Other education 3,819 3,861 3,847 14
Culture and recreation 36,950 38,300 37,160 1,140
Urban redevelopment and housing 1217 824 726 98
Economic development and assistanc 27,444 28,909 27,581 1,328
Housing 7,495 7,516 6,345 LA
Social security and pension contribution 170,541 176,945 176,945 —_
Other o 4,103 003 100
Total Expenditures 3,999,247 4,256,605 4,157,011 99,594
Excess (Deficiency) of Revenues over Expenditures (20,062) (98,002) 233,993 132,807
Other Financing Sources:
Transfers in 12,455 73,143 95,354 23211
Excess (Deficiency) of Revenues and Other Sources over Expenditures $ (7,607 $ (25,359 % 329347 § 156,018

Ses accompanying notes 1o basic financial statements,
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STATE OF HAWAI)

Proprietary Funds
Statement of Net Assets
June 30, 2005
(Amounts in thousands)
Novmajor Totsl
Unemployment Proj r} Proprietary
ASSETS Airpory Harbors vy Funds
Current Assets:
Cash and short-term investments (pote 3, H 537,795 % 89202 % 411,643 § 77046 $ 1115686
Receivables:
Taxes - — 18,700 o 38,700
Acconnts and acerued interest (net of allowsanoe for
doubtful sccounts of $20,685) (note 10) 17,361 8,402 — — 25,763
Promissory note receivabl 6,024 o - — 6,024
Feders] govermnent 4,508 724 _ — 5232
Other 296 177 — - 473
Inventory of materials and supplies 215 28 e e 243
Prepaid expenses and other assets — 24 — e 24
Restricted assets:
Cash and short-term investments {potes 3 and 6 178,048 92,108 — —_— 270,156
Investments - repurchase agreements and certificates of
deposit (notes 3 and 6) 75,252 e — . 15,252
Passenger facility charges receivabl 2717 o e o 2,017
Total Currem Assets 22216 190,665 450,343 77,046 1,540,270
Noneurrent Assets:
Capital assets (notes 4 and 6)
Land and land improvement: 315,260 240,558 — — 555,818
Construction in progress 90,821 34,7131 e o 125,352
Buildings and improvement: 2,041,980 472,524 e — 2,514,504
Equipraent 175,516 9,957 e — 185,513
Less accunmlated depreciatios (1,197,306) (173,080) — = (1,370,386)
Net Capital Assets 142621 584,730 — —_ 2,011,001
Bond issuc costs, net 4247 2,491 — — 6,738
Restricted assets - net direct financing leases (note 10) 39,125 — - — 39,125
Toral Noncurrent Assets 1,469,643 587,221 — e 2056864
Total Assets $__2201859 & TII886 § 450343 $ 79046 S 3,597,134

See accompanying notes to bagic financial statements.




LIABILITIES. Alrports Harbors Compensation Fund Funds
Current Linhilities:
Vouchers and contracts payable $ 17437 § 2608 % 49900 8 M7 8 70,393
Other acoroed lisbilitie 4591 -— —_— 76,235 80,826
Due to Capital Projects Fund (note §) — 1,23¢ — — 1,239
Prepaid nirport use charge fund 4208 e - . 4,208
Deferred revene 3,530 v — o 3,530
Gmetalohhgsﬁonbm&payable.mmpo:ﬁm(mSwﬂ? 9 — - —_— 9
Accroed vacation, corrent portion (note 2,196 595 e — 2,791
Rmforhsmandlouad;usﬂmmm(m? 883 149 - — 1,032
Totel Current Linbilities 32,854 4,592 40,900 16,682 164,028
Lisbfities Payable from Restricted Assets:
Contracts payable, acerued interest, and othe 25044 12,681 e e 31725
Matured bonds and interest payabl - 5 - — 5
Revemie bonds payable (netes § and 7} 26,215 BATS - — 34,690
General obligation bonds payable (notes 5 wd 7 R 21 e e 2]
Total Liabitities Payable frota Rastricted Assets 51,259 21,182 s e 72441
Noucorrent Lisbilithes:
General obligation bonds payable (notes 5 and 7 47 o — .... 137
Aceroed vacation (note 7) 5,406 1,785 —_ — 7491
Revenme bonds payable (net of wnamortized bond prezafum,
bond discount, and loss on refunding) (notes 6 and 7, 107605 173,847 s e 883452
Reserve for losses and loss adjustment costs (note 7 3217 304 _ — 3,521
Other 9353 — — — 953
Totel Long-Term Liabilitics 717,228 178,026 — — 895,254
Total Liabilities 801,341 203,800 49,900 76,682 1,131,723
NELASSETS
Irvested in capital assets, net of related debt 783,916 402,787 — — 1,186,703
Restricted for bond requirements and othes 178,195 10,808 e - 189,093
Unestricted 528,407 160,401 400,443 364 1,089,615
Total Net Assets §__1490518 § 574086 % 400443 3 364 8 2465411
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STATE OF HAWAII

Proprietary Funds
Statement of Revenues, Expenses, and Changes in Fund
Net Assets
For the Fiscal Year Ended June 30, 2005
(Amounts in thousands)
Nonmujor Total
Unemployment Proprietary Proprietary
Airports Harbors Compensution Fund Funds
Operating Revenes(oote 10):
Conwm fors 4 116879 § i ] e — 8 116,379
Unemployment compensation t - e 165,337 n 165,337
Axiation fuel ta 3434 — — — 3,434
Aupoﬂuse charges 35,463 s - — 35 463
66,584 20,256 e e 240
Swnm andl other 656 52,923 e s 53,579
Other 3441 léﬂ — 2,975 7,463
Total Operating Revenues 226,157 74,526 163,337 2,975 468,993
Opevating Expenses:
Persorme] service: 88,730 11,541 — 1,255 101,526
Depreciaton (note 4) 1491 15,998 — - 93,489
Repairs and maintenanct 21,869 2979 — - 31,848
Aixpom operations 30,546 o — o 30,546
Harbors operations — 10,824 — - 10,824
Firebout operadons - 1,597 —_ o 1,597
Gmuall administratior 10,499 4310 112.32—9 —- 1{§§%
Unemployment compensesi — — —
Oﬂm’p - 473 — — 1,628 2,101
Total Operating Expenses 229,608 54,749 112,329 2383 399,569
Operating Income (Loss) 3451y 19,717 53,008 92 69.426
Nuonoperating Revenmes (Expenses
Interest mcgomt o 4 22,992 4,792 —_ e 27,184
Interest expense (43,054) (9,8]9) — s (52,873}
Federal grants 1,523 — — 1,523
Loss on disposal of capital asset (126) a7 - - @7
Passenger facility charge 15,169 e - e 15,169
Other (1287 — — - {1,287)
Total Nonoperating Expenses 4,733 (5,198) — e (9.981)
Incoume (Loss) before Copital Contributions (8:234) 14,579 53,008 ) 59,445
Capital Contributions 33,140 385 — e 33,525
Change in Net Assots 24,906 14,964 53,008 92 92970
Net Assets — Beginning 1,465,612 559,122 347,435 272 23741
Net Assets - Endiog $__ 140518 5 574088 S 4004438 364§ _ 2465411

See accompanying notes to basic fmancial statements.
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STATE OF HAWAI

Proprietary Funds
Statement of Cash Flows

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands)

Cash Flows from Operating Activitles:
Cash received from cnstomers
Cash received from teaxes
Cash received from employee:
Cash paid to suppliers
Cash paid to employees
Cash paid for unemployment conpensatior
Net Cash Provided by Operating Activities
Cash Flows Provided by Noncapital Fizancing
Mﬂmfedmﬂmaﬁmm
Cush Flovws from Caphial and Related
Ammt?and f capital
isition and constraction of capital agsey
Payments 1o refund revenve bonds
Repayment of general oblipation bond princips
Repayment of revenue bond principa
Interest paid on bosds
Procoeds from passenger facility charges progran
Proceeds from foderal, state, and capital grant
Net Cash Ussexd in Capiital and
Retated Financing Activitie
Cash Flows from Investing Activities:
Purchase of investment:
Proceeds from sales snd maturities of investment
Toterest from investments

Net Cash Provided by Investing
Activities

Net Increase (Decrease) i Cash and Cash
Equivalents

Cash and Cash Equivalents, Including Restricted
Amounts — Beginning

Cash and Cash Equivalents, Inclading Restricted
Amounts - Eading

H

Nonmajor Total
o Proprietary
Airports Harbors Compensation Fand Fands
21814 % 7828 § - § — % 296,410
— — 160,637 — 160,637
— o e 35,514 35,514
(93,675) (23,480) e 4,192 (121,351)
(51,748 (11,032) — — (62,780)
= — Q07.029) — AU7029)
72,697 43714 33,608 31,322 201,401
1,833 o s o 1,833
{33,621) (13.454) —_ — (67,075)
(69,300) o o - (69,300)
©) - - e 9
(10,765) (8,575} - - (19,340
(41,821) (8,306) - — (50,127
12,452 — — — 12,452
1042) 0 — - )N V- S
(132,643) (29,634) — —— (162.277)
(75.250) - — - (75,252)
85,084 — - — 85,284
18,953 4420 — 23383
28,985 4,420 s f— 33,405
(29,128) 18,560 53,608 31,322 74,362
744,91 162,750 358,035 45,724 1,311,480
715843 8 181310 S 4116435 77046 5 L3852
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STATE OF HAWAII

Proprietary Funds
Statement of Cash Flows (Cont’d)

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands)
Noumajor Total
Unemployment Proprietary Proprietary
Adrporty Harbory Compensation Fund Funds
Reconclliaifon of Operating Income (Loss) to
Net Cash Proviied by Operating Activities
Operating income (loss, ] (3451) % 19777 % 53,008 5 92 % 69,426
Adjustments to reconcife operating income (loss
1o net cash provided by operating activities
Provision, for uncollectible acommmt 2,355 6,999 — e 9354
iation 71,491 15,998 - — 93,489
of airport use charge to be transferred
1o the prepaid airport use charge fund 1,088 - e - 1,088
Decrease (increase) in assets
Receivables {5,834) (3,34%) (4,700) — (13,282)
Tiventory of materials and supplie 24 17 e e (7)
Incrense (decrease) in linbilities
Vonchers and contracts payable 2,513 3,661 5300 (1,309 10,165
Other acerued linbilitie 1,137 670 — 32,539 34,946
Prepaid airport use charge foné (1,348) — e — (1,348)
Deferred reven {1,830) — o = (L830)
Net Cash Provided by Operating Activities $ 12,697 $ 3774 § 53,608 5 31322 S 201401
Noncash Investing, Capital, and Fivancing
Activities:
Amortization of bond discount, bond issue costs, bone
premiurn, and defesred 1oss on refunding 3 2559 % 616 % — ] 3175
Project costs writien off 126 — e — 126
Contracts paysble avcrma) for the isition o
capitat assets e 6,600 e e e 6,600
i spocial facil it - - — s
Principal payments relating to speci ility revenue bom ' — — — ’
Trterest peyments relating to special facility revenue bong 2,857 e - s 2,857

See secoppanying notes 10 badic financial siatements.



STATE OF HAWAII

Fiduciary Funds
Statement of Fiduciary Net Assets

June 30, 2005
(Amounts in thousands)
Private
Purpose Agency
ASSETS Trast Fund Funds
Cash and short-term investments (note 3) 169941 $ 147,963
Receivables:
Taxes 4 3,400
Accrued interest 800 400
Total Receivables 804 8,800
Investments (note 3):
Repurchase agreements 4,607 3,864
U.S. government securitie: — 11
Total Investments 4,607 3,875
Total Assets 175352 % 160,638
NET TS
Vouchers payable 103 % 1,407
Due to individuals, businesses, and countie: — 159,231
Total Liabilities 103  § 160,638
Net assets — held in trust 1’75§249

See accompanying notes to basic financial staternents.
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STATE OF HAWAII

Fiduciary Funds
Statement of Changes in Fiduciary Net Assets

For the Fiscal Year Ended June 30, 2005

(Amgunts in thousands)
Private
Purpose
Trust Fund
Additions:
Charges for current services $ 634
Rentals 5,483
Interest and investment incom: 8,961
Hawaiian Home Lands Trust settlement (note 12 30,000
Other 1
Total Additions 45,079
Deductions:
Personal services 2,918
Other 30,757
Total Deductions 33,675
Change in Net Assets 11,404
Net Assets — Beginning 163,845
Net Assets — Ending $ 175,249

See accompanying notes to basic financial statements.
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STATE OF HAWAII

Component Units
Statement of Net Assets
June 30, 2005
(Amounts in thousands
Housing and
Community Hawail
Development Health Hawaii Total
University Corporation Systems Hurricane Component
ASSETS of Hawati of Hawaii Corporation Relief Fund Units
Cash and short-tern investments $ 115930 $ 159944 § 20554 8 3961 % 300,389
Receivables:
Accomuts and accrued interest (et of
allowance for doubtful accounts of
$94,787) $9.28] 5,033 50,343 1,455 146,112
Notes, Joans, and mortgages (net of
allowance for doubtful accounts of
$5,251) 27,868 72,349 s . 100,217
Federal govettmen — 9,173 — — 9,173
Other — 27461 = 378 27,839
Due from Primary Government (note 8 9,026 —_ — — 9,026
Investments 372,466 8,083 —_ 185,137 565,686
Inventories:
Developiments in progress and dwelling unit: — 20,961 - - 20,961
Materials and supplies 13,024 87 8,908 — 22,803
Net investment in financing Jeas e 16,841 e — 16,841
Prepaid expenses and other assets 19,070 1,865 6,248 — 27,183
646,665 322,581 86,053 190,931 1,246,230
Restricted assots:
Cash and short-term investment: 13,442 55,746 o o 69,138
Tuvestments:
U.8. governiment securities s 7,332 — o 71332
Guaranteed investment contract: — 100 — —_— 100
Mortgage-backed securities — 205,382 - e 205,382
Repurchase agreements o 144,383 s e 144,383
Private debt obligations — 848 e - 848
Deposits, Rimded reserves, and other — 7456 1,706 —_ 9,162
Total Restricted Assets 13,442 421,247 1,106 e 436,295
Capital assets:
Land and land improvements 11,827 46,519 5,181 o 63,527
Infrastroctore 45,308 i e 45,308
Construction in progress 183,626 66,595 30,385 o 280,606
Buildings, improvements, and equipmen 1,383,980 614,730 339,623 — 2,338,333
Less accumulated depreciation (655,115) (328,058) (179,396) — {1,162,569)
Total Capital Assets, Net 969,626 399,786 195,793 — 1,565,205
Other agsets;
Bond issue costs — 2,706 - — 2,706
Total Assets $ 1,629,733  § 1,146,320 $ 2W3552 8 190931 § 3,250,536

See accompanying notes (0 basic financial statements.
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Housing and

Community Hawaii
Development Health Hawaii Total
University Corporation Systems Hurricane Component
LIABILITIES of Hawail of Hawaii Corporation __Relief Fund Units
Current Liabilities:
Vouchers and contracts payable L 52328 % 1558 § 33002 3 31 % 100,947
Other accrued liabilities 53,246 23,097 20,123 — 96,466
Dug to Pritmary Government (note 8 6,000 e 14,000 - 20,000
Due to federal government 7 e — 7
Deferred revenue 2351 1,526 e o 25,037
Estimated future costs of land sold — 30,027 — - 30,027
General obligation bonds payable (note § 4241 e e — 4241
Notes, mortgages, and installment contracts
payabie 593 39 694 —_ 1,326
Accrued vacation and retirement benefity
payable 17,755 — 829 e 18,584
Revenue bonds payable 3,610 42,399 — e 46,009
Reserve for losses and loss adjustment costs 4,179 e 25283 o 29,462
Capital Jease obligations 308 ~— 1,139 — 8,134
Deferved committnent fees _ 615 o - 615
Other liabilities 11,616 2,392 1,276 o 15,284
Total Current Liabilities 177,474 115,688 102,946 31 396,139
Noncurrent Liabilities:
General obligation bonds payable (note 5 6,267 — —_— — 6,267
MNotes, mortgages, and installment contracts
payable 514 6,683 11,536 — 18,733
Accrued vacation and retirement benefit
payable 31,440 — 24,480 e 55,920
Revenue bonds payable 160,280 415,321 — — 576,101
Reserve for losses and Joss adjustment costs 10,035 —_ — — 10,035
{’apital lease obligations 14,670 p— 27,351 — 42,021
Deferred commritment fees s 2,333 - — 2,333
Total Long-Term Liabilities 223,206 424,837 63,367 — 711,410
Total Liabilities 400,680 540,525 166,313 31 1,107,549
NEX ASSEYS
Invested in capital assets, net of related debt 811,583 288,923 148,472 - 1,248,978
Restricted 219877 421,248 1,302 - 642,427
Unrestricted (deficit 197,593 (104,376) (32,535) 190,900 251,582
Total Net Assets $ 1&2'91053 [ 605,795 8§ 117,239 % 190,900  § 2,142,987
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STATE OF HAWAII
Component Units

Statement of Revenues, Expenditures, and Changes in Net Assets

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands

Expenses

Propram Revenues:
Charges for current services
Operating prants and contribution:
Capital grants and contributions

Total Program Revernes
Net Program Revenues (Expenses)

General Revennes (Expenses)!
Interest and investment mcome
Special item (note 15)
Extraordinary item {note 15)
Payments from (to) the State
Other

Net General Revenues (Expenses)
Change in Net Assets

Net Assets - Beginning, as previously
reported

Adjustaents (note 1)
Net Assets - Bepinning, as restated
Net Assets - Ending

See accompanying notes ko basic financial statements.

Housing and
Community Hawati
Development Health Hawaij Total
University Corporation Systems Hurricane Component
of Hawaii of Hawaii Corporation Relief Fund Units
1025891 % 173,835 % 356936 § 204 1,556,866
213,921 86,289 320,921 - 621,131
343,208 74,886 2,695 - 420,879
87,334 22,388 15,274 124,963
644,553 183,530 338,890 — 1,166,973
(381,338) 9,605 (18,046) (204) (389,893)
22,058 - 253 4,192 26,503
— - 3,521 — (3,527
(300) — — - (300)
491,850 (10) 38,408 (5,147) 525,101
(3,268) - 1,917 — (6,351)
505,340 (10) 37,051 (955) 541,426
124.002 9,683 19,005 {1,159) 151,533
1,105,051 596,110 98,234 190,754 1,990,149
e e — 1,305 1,305
1,105,051 595,110 98,234 192,059 1,991,454
1,229.053 § 605,795 % 117,239 % 150,900 2,142,987
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STATE OF HAWAII
Notes to Basic Financial Statements

June 30, 2005

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The basic financial statements of the State of Hawaii (the State) have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP). The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for establishing governmental
accounting and financial reporting principles. The more significant of the State’s accounting policies are
described below.

A.  Reporting Entity

The State has defined its reporting entity in accordance with GASB Statement No. 14, The Financial
Reporting Entity. The accompanying basic financial statements present the financial activity of the
State (Primary Government) and its Component Units, entities for which the Primary Government is
considered to be financially accountable. Discretely presented Component Units are legally separate
organizations for which the Primary Government is financially accountable or for which the nature
and significance of their relationship to the Primary Government are such that exclusion would cause
the State’s reporting entity to be misleading or incomplete.

Primary Government

The following branches and departments are included in the State’s reporting entity because of the
significance of their operational or financial relationships with the State.

Executive:

Accounting and General Services
Agriculture

Attorney General

Budget and Finance

Business, Economic Development and Tourism
Commerce and Consumer Affairs
Defense

Education

Hawaiian Home Lands

Health

Human Resources Development
Human Services

Labor and Industrial Relations
Land and Natural Resources
Public Safety

Taxation

Transportation

Judicial

Legislative

51 (Continved)



STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2005

Discretely Presented Component Units

The Component Units column in the basic financial statements includes the financial data of the
State’s discretely presented Component Units. They are reported in a separate column to emphasize
that they are legally separate from the State, The governing bodies of these discretely presented
Component Units are appointed by the Governor. The discretely presented Component Units are as
follows:

University of Hawaii

The State’s public institutions of higher education provide instruction and conduct research in, and
disseminate knowledge of, agriculture, economics, history, languages, literature, mathematics,
mechanical arts, natural sciences, philosophy, political and social sciences, physics, and such other
branches of advanced leaming as the Board of Regents of the University of Hawaii (UH) may
prescribe and the federal government require.

Hawaii Revised Statutes (FIRS) Chapter 304 governs the activities of the UH. The activities of the
UH are under the general management of the Board of Regents consisting of 12 members who are
appointed and may be removed by the Govemnor.

Housing and Community Development Corporation of Hawaii

The Housing and Community Development Corporation of Hawaii (HCDCH) was established as a
corporate body to be placed within the Department of Human Services for administrative purposes.
The HCDCH’s housing programs include performing housing finance, housing development, and
residential leasehold functions; and clearing, replanning, and reconstructing areas in response to the
State Legislature’s determination that there exists a critical shortage of safe and sanitary, affordable
housing units for lower income residents, The State has the ability to influence the budget and
programs of the HCDCH.

HRS Chapter 201G states that the HCDCH shall be a public body and a body corporate and politic,
The statute provides that the HCDCH shall be headed by a Board of Directors comprised of
eight members. The eight members consist of the following:

» Five public members appointed by the Governor (one appointed at large, and the remaining
four appointed from each of the counties of Honolulu, Hawaii, Kauai, and Maui);

» The Director of Business, Economic Development and Tourism;
¢ The Director of Human Services; and

» The Representative of the Governor’s Office.
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STATE OF HAWAII
Notes to Basic Financial Statements

Tune 30, 2005

Hawaii Health Systems Corporation

The Hawaii Health Systems Corporation (HHSC) was established as a corporate body to be placed
within the Department of Health for adminjstrative purposes. The HHSC, consisting of the state
hospitals, was created to provide quality health care for all of the people in the State, including those
served by small rural facilities, by freeing the facilities from unwarranted bureaucratic oversight.

Act 262, Session Laws of Hawaii (SLH) of 1996, states that the HHSC shall be a public body
corporate and politic and an instrumentality and agency of the State. The HHSC commenced
operations on July 1, 1996. The statute provides that the HHSC shall be governed by a Board of
Directors. The Board consists of the following 13 members:

s Ten members appointed by the Governor:

~  One member from each of the counties of Honolulu, Kauai, and Maui;
- Two members from the county of Hawaii;

- One member from either the county of Kauai, or the county of Maui (district of
Hana or island of Lanai); and

- Four at-Jarge members;
» The chairperson of the executive public health facility management advisory committee, as
an Ex Officio voting member;

e A physician appointed by the executive public health facility management advisory
committee; and

¢ The Director of Health, as an Ex Officic voting member.

The State provides significant operating subsidies to the HHSC. Accordingly, a financial
benefit’burden relationship exists between the State and the HHSC.

Negotiations between the HHSC and the State relating to the allocation of assets, liabilities, and fund
balances between the Department of Health and the HHSC pursuant to Act 262 were ongoing as of
June 30, 2005. Accordingly, the assets, liabilities, and net assets of the HHSC reflected in the
accompanying basic financial statements at June 30, 2005 may be significantly different from those
included in the final settlement.

In fiscal 2005, the HHSC created a new division, the Yukio Okutsu Veterans Care Home, to develop
and operate a long-term care facility for veterans in Hilo, Hawaii (see note 15).
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STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2005

The HHSC is comprised of the following state hospitals:

Hale Ho’ola Hamakua Lanai Community Hospital

Hilo Medical Center Leahi Hospital

Ka"a Hospital Samuel Mahelona Memorial Hospital
Kauai Veterans Memorial Hospital Maluhia

Kohala Hospital Maui Memorial Medical Center
Kona Community Hospital Yukio Okutsu Veterans Care Home
Kula Hospital

Havwvaii Harricane Relief Fand

The Hawaii Hurricane Relief Fund (HHRF) was organized pursuant to, and operates in accordance
with, HRS Chapter 431P. The HHRF, which began. its operations on July 1, 1993, was established as
a public body and a body corporate and politic to be placed within the Department of Commerce and
Consumer Affairs for administrative purposes. The HHRF was primarily organized to provide
hurricane property insurance policies in Hawaii in the event the private insurance market does not
make such policies readily available to consumers in Hawaii,

Due to the increase in the availability of hurricane property insurance coverage from the private
sector, the HHRF ceased writing hurricane property insurance policies effective December 1, 2000.

In conjunction with the HHRF’s cessation of providing hurricane property insurance coverage,
servicing carriers are exempted from the 3.75% assessment of their gross direct written premiums for
property and casualty insurance in Hawaii, once they begin to offer their own policies. All remaining
carriers are exempted effective September 30, 2001. Further, the collection of the special mortgage
recording fees from mortgagers has also been suspended as of July 1, 2001,

Although the HHRF no longer functions in its capacity to provide hurricane property insurance
coverage subsequent to November 2001, it has been determined at this time that the HHRF should
not be dissolved in the event it may need to re-enter the insurance market.

The HHRF is administered and operated by a Board of Directors. The Board consists of the
following seven members:

o The Insurance Commissioner, as an Ex Officio voting member, appointed by the Governor;
and

* Six members appointed by the Governor with the advice and consent of the Senate:
- Two members appointed by the Governor;

-~ Two members appointed by the Governor from a list of nominations submitted by
the President of the Senate; and

- Two members appointed by the Governor from z list of nominations submitted by
the Speaker of the House of Representatives.

Information for obtaining financial statements for the discretely presented Component Units may be
obtained from the Department of Accounting and General Services.
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STATE OF HAWAII
Notes to Basic Financial Statements

June 30, 2005

B.

The Employees’ Retirement System of the State of Hawaii (ERS), which is administered on behalf
of public employees for both the state and county governments, and the Office of Hawaiian Affairs
(OHA), which exists for the betterment of the conditions of native Hawaiians, are excluded from the
State’s reporting entity because those agencies, based on the fiscal independence and/or separate
legal entity status criteria of GASB Statement No. 14, are not accountable to the State.

Government-Wide and Fund Financial Statements

The government-wide financial statements (the statement of net assets and the statement of
activities) report information of all of the nonfiduciary activities of the Primary Government and its
Component Units. For the most part, the effect of interfund activity has been removed from these
government-wide statements, Governmental activities, which normally are supported by taxes and
intergovernmental revenues, are reported separately from business-type activities, which rely to a
significant extent on fees and charges for support. Likewise, the Primary Government is reported
separately from the legally separate Component Units for which the Primary Government is
financially accountable.

The statement of activities demonstrates the degree to which the direct expenses of a given function,
segment, or component unit are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific fumction, segment, or component unit. Program revenues include
charges to customers who purchase, use, or directly benefit from poods or services provided by a
given fimction, segment, or component unit. Program revenues also include grants and contributions
that are restricted to meeting the operational or capital requirements of a particular function,
segment, or component unit. Taxes and other items not properly included among program revenues
are reported instead as general revenues, Resources that are dedicated internally are reported as
general revenues rather than as program revenues. The State does not allocate general government
(indirect) expenses to other functions,

Net assets are restricted when constraints placed on them are either externally imposed or are
imposed by constitutional provisions or enabling legislation. Internally imposed designations of
resources are not presented as restricted net assets. When both restricted and nnrestricted resources
are available for use, generally it is the State’s policy to use restricted resources first, then
unrestricted resources as they are needed.

Separate financial statements are provided for Governmental Funds, Proprietary Funds, Fiduciary
Funds, and major Component Units, However, the Fiduciary Funds are not included in the
government-wide financial statements, Major individual Governmental Funds and major individual
Proprietary Funds are reported as separate columns in the fund financial statements.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

Government-Wide Financial Statements — The government-wide financial statements are reported
using the economic resources measurement focus and the accrual basis of accounting. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing
of related cash flows. Grants and similar items are recognized as revenue as soon as all eligibility
requirements have been met.
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STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2005

Governmental Funds Financial Statements — The Governmental Funds financial statements are
reported using the current financial resources measurement focus and the modified-accrual basis of
accounting. Revenues are recognized as soon as they are both measurable and available. Revenues
are considered to be available when they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the State considers revenues other
than federal grants and assistance awards to be available if they are collected within 60 days of the
end of the current fiscal year. Revenues susceptible to accrual include taxpayer-assessed tax
revenues. Taxpayer-assessed tax revepues primarily consist of income and general excise taxes.
Other revenues which are not considered susceptible to accrual, and therefore, are not accrued
include fines, forfeitures and penalties, licenses, permits, and franchises.

Federal grants and assistance awards made on the basis of entitlement periods are recorded as
tevenue when available and entitlement occurs which is generally within 12 months of the end of the
current fiscal year, All other federal reimbursement-type grants are recorded as intergovernmental
1eceivables and revenues when the related expenditures or expenses are incurred and funds are
available.

Expenditures are generally recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due.

Encumbrances are recorded obligations in the form of purchase orders or contracts. The State records
encumbrances at the time purchase orders or contracts are awarded and executed. Encumbrances
outstanding at fiscal year-end are reported as reservations of fund balances since they do not
constitute expenditures or liabilities,

Proprietary Funds, Fiduciary Funds, and Component Units Financial Statements — The
financial statements of the Proprietary Funds, Fiduciary Funds, and Component Units are reported
using the economic resources measurement focus and the accrual basis of accounting, similar to the
government-wide financial statements deseribed above.

In accordance with GASB Statement No. 20, Accounting and Financial Reporting for Proprietary
Funds and Other Governmental Entities That Use Proprietary Fund Accounting, the State has
elected not to apply all Financial Accounting Standards Board (FASB) pronouncements issued after
November 30, 1989, unless FASB conflicts with GASB.

Proprietary Funds distinguish operating revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services and producing and delivering goods
in connection with a Proprietary Fund’s principal ongoing operations. Revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses.

D. Fund Accounting

The financial activities of the State are recorded in individual funds, each of which is deemed tobe 2
separate accounting entity, The State uses fund accounting to report on its financial position and
results of operations. Fund accounting is designed to demonstrate legal compliance and to aid
financial manpagement by segregating transactions related to certain government functions or
activities. A fund is a separate accounting entity with a self-balancing set of aocounts.
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The financial activities of the State that are reported in the accompanying fund financial statements
have been classified into the following major and nonmajor Governmental and Proprietary Funds. In
addition, a description of the Fiduciary Funds and Component Units are as follows:

Governmental Fund Types
The State reports the following major Governmental Funds:

General Fund

This fund is the State’s primary operating fund. It accounts for all financial resources of the
general goevernment, except those required to be accounted for in another fund.

Capital Projects Fund

This fund accomnts for substantially all of the financial resources obtained and used for the
acquisition or construction of the State’s capital assets and facilities. Such resources are
derived principally from proceeds of general obligation and revenue bond issues, federal
grants, and transfers from the Special Revenue Funds.

The nonmajor Governmental Funds are comprised of the following:

Special Revenve Funds

These funds account for the financial resources obtained from specific revenue sources and
used for restricted purposes.

Debt Service Fund

This fund accounts for the financial resources obtained and used for the payment of principal
and interest on general and revenue long-term bond obligations.

Proprietary Fund Type — Enterprise Funds
The major Enterprise Funds are comprised of the following:

Department of Transportation — Airports Division (Airports)

Airports operates the State’s airports and air navigation facilities and is responsible for general
supervision of aeronautics within the State,

Department of Transportation — Harbors Division (Harbors)

Harbors maintains and operates the State’s commercial harbors system.
Unemployment Compensation Fund

This fund accounts for the unemployment compensation benefits to qualified recipients.
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The nonmajor Enterprise Fund is comprised of the Heaith Fund, This fund accounts for the Hawaii
Employer-Union Health Benefits Trust Fund (EUTF), which includes medical, dental, and life
insurance coverage.

Fiduciary Fund Types
Private-Purpose Trust Fund

Act 14, Special SLH of 1995, was approved by the Governor on June 29, 1995 and obligates
the State to make 20 annuai deposits of $30,000,000, or their discounted value equivalent, into
the Hawaiian Home Lands Trust Fund beginning in the fiscal year ended June 30, 1996. The
primary purpose of Act 14 is to resolve controversies and claims related to the Hawaiian Home
Lands trust, which arose between August 31, 1959 and July 1, 1988, Act 14 also established in
the State Treasury a trust fund known as the Hawaiian Home Lands Trust Fund.

Agency Fonds
These funds account for assets held by the State in an agency capacity.

Component Units

Component Units are comprised of (1) the UH, which is comprised of the State’s public
institutions of higher education; (2) the HCDCH which provides dwelling units for low- and
moderate-income residents of the State; (3) the HHSC, which was established to provide
quality health care for all of the people of the State; and (4) the HHRF which funds, assesses,
and provides, when necessary, hurricane property insurance to residents of the State.

Cash and Short-Term Investments

Cash and short-term investments include all cash, repurchase agreements, and U.S. government
securities with original maturities of three months or less, and all time certificates of deposit.

For purposes of the statement of cash flows, the State has defined cash equivalents to be all highly
liquid investments (including restricted assets) with a maturity of three months or less when
purchased,

Receivables and Payables

Activities between funds that are representative of lending/borrowing arrangements outstanding at
the end of the fiscal year are referred to as interfund receivables/interfund payables. Any residual
balances outstanding between the governmental activities and the business-type activities are
reported in the government-wide financial statements as internal balances.

Advances between funds, as reported in the fund financial statements, are offset by a find balance
reserve account in the applicable Governmental Funds to indicate that they are pot available for
appropriation and are not expendable available financial resources.

All tax and other receivables are shown net of an allowance for uncollectible accounts and estimated
refunds due.
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G.

L

Investments

Investments in U.S. government securities, corporate debt, and equity securities are carried at fair
value based on quoted market prices. Investments in time certificates of deposit and repurchase
agreements are carried at cost,

Inventories

Inventories of developments in progress and units available for sale are stated at the lower of cost or
estimated net realizable value, with cost being determined by the specific-identification method. All
estimated carrying costs to the anticipated date of disposition are considered in the determination of
estimated net realizable value, Units available for sale include constructed units, developed lots, and
repurchased units available for sale. Developments in progress include construction in progress and
land held for future development.

Materials and supplies inventories are stated at the lower of cost or market, with cost being
determined principally using the first-in, first-out method.

Inventories in the Governmental Funds are recorded as expenditures when consumed rather than
when purchased.

Restricted Assets

Revenue bond indentures authorize the State’s trustees to invest monies in time certificates of
deposit, money market funds, and investment securities, including U.S. government or agency
obligations, certain municipal bonds, and repurchase agreements. Uninsured time certificates of
deposit are required to be collateralized by investment securities of an equal or greater market value,
The underlying securities for repurchase agreements are required to be U.S. govemnment or agency
obligations of an equal or greater market value held by the State’s agent in the State’s name.

Capital Assets

Capital assets, which include land and land improvements, infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items), buildings and improvements, and equipment, are reported in the
applicable governmental and business-type activities columns, as well as the Component Units
column, in the government-wide financial statements, Capital assets are recorded at historical cost or
estimated historical cost if purchased or construcied. Donated capital assets are recorded at their
estimated fair market value at the date of donation.

Major outlays for capital assets and improvements are capitalized as projects are constructed to the
extent the State’s capitalization thresholds are met. Interest incurred during the construction phase of
the capital assets of business-type activities is reflected in the capitalized value of the asset
constructed, net of interest earned, on the invested proceeds over the same period.

The State’s capitalization thresholds are $5,000 for equipment, and $100,000 for land and land
improvements, infrastructure, and buildings and improvements, Maintenance and repairs are charged
to operations when incurred. Befterments and major improvements which significantly increase

59 (Continued)



STATE OF HAWAIIL
Notes to Basic Financial Statements

June 30, 2005

values, change capacities, or extend useful lives are capitalized. Upon sale or retirement of capital
assets, the cost and the related accumulated depreciation, as applicable, are removed from the
respective accounts, and any resulting gain or loss is recognized in the statement of activities.

Capital assets of the Primary Government, as well as the Component Units, are depreciated or
amortized using the straight-line method over the following estimated useful lives:

Infrastructure 12 to S0 years
Buildings and improvements 15 to 30 years
Equipment 5 to 7 years

Works of art and historical treasures held for public exhibition, education, or research in furtherance
of public service, rather than financial gain, are not capitalized. These items are protected, kept
encumbered, conserved, and preserved by the State, It is the State’s policy to utilize proceeds from
the sale of these items for the acquisition of other items for collection and display.

Compensated Absences

It is the State’s policy to permit employees to accumulate earned but unused vacation and sick leave
benefits. There is no liability for unpaid accumulated sick leave since sick leave is not convertible to
pay upon termination of employment. All vacation pay is accrued when incurred in the government-
wide, Proprietary Funds, and Component Units financial statements. A liability for these amounts is
reported in the Governmental Funds only if they have matured, for example, as a result of employee
resignations and retirements.

Long-Term Obligations

In the government-wide financial staternents and Proprietary Fund Type in the fund financial
statements, as well as in the Component Units financial statements, long-term debt, and other long-
term obligations are reported as liabilities in the applicable governmental activities, business-type
activities, Proprietary Fund Type, or Component Units statement of net assets. Initial-issne bond
premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the
bonds using the effective-interest method. The difference between the reacquisition price of
refunding bonds and the net carrying amount of refunded debt (deferred amount on refunding) is
amortized over the shorter of the life of the refunding debt or the remaining life of the refunded debt.
Bonds payable are reported net of the unamortized portion of applicable premium, discount, or
deferred amount on refunding. Bond issuance costs, including underwriters’ discount, are reported as
deferred bond issuance costs. Amortization of bond premiums or discounts, issuance costs, and
deferred amnounts on refunding is included in interest expense.

In the fimd financial statements, Govermnmental Funds recognize bond premiums, discounts, and
issuance costs during the period issued. The face amount of debt issued is reported as other financing
sources. Premiums received are reported as other financing sources, while discounts are reported as
other financing uses. Issuance costs, whether or not withheld from the actual debt proceeds received,
are reported as debt service expenditures.
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M. Net Assets and Fund Equity

In the government-wide financial statements and Proprietary Funds and Component Units financial
staternents, net assets are reported in three categories: net assets invested in capital assets, net of
related debt; restricted net agsets; and unrestricted net assets. Restricted net assets represent net assets
restricted by parties outside of the State (such as creditors, grantors, and contributors), or imposed by
law through enabling legislation, and include umspent procesds of bonds issued to acquire or
constrct capital assets,

In the fund financial statements, Governmental Funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for use for
a specific purpose. Designations of fund balance represent tentative management plans that are
subject to change.

Portions of fund balances are reserved in the fund financial statements for the following:

e Continuing appropriations which are comprised of encumbrances and unencumbered
allotment balances. Encumbrances represent outstanding commitments which generally are
liquidated in the subsequent fiscal year. Unencumbered allotment balances represent
amounts that have been released and made available for encumbrance or expenditure and are
legally segregated for a specific future use.

s Notes and loans receivable, advances, and investments which are not currently available for
expenditure at the Governmental Funds’ balance sheet date.

s Federal aid highway projects encumbrances.
¢ Bond redemption and other.
¢ Private-Purpose Trust Fund balances which are restricted to the purpose of the accounts.

Portions of the unreserved fund balances are designated for futwe capital and operating
expenditures. Those designated fund balances represent appropriations which have not been allotted
and are established to reflect tentative plans for the future use of financial resources.

Nonexchange Transactions

In accordance with GASB Statement No. 33, Accounting and Financial Reporting for Nonexchange
Transactions, which establishes accounting and financial reporting standards for nonexchange
transactions involving financial or capital resources, the Enterprise Funds and Component Units
recognize contributed capital ag nonoperating revenues.

Medicare and Medicaid Reimbursements

Revenues from services reimbursed under Medicare and Medicaid programs are recorded at the
estimated reimbursable amounts. Final determination of the amounts earned is subject to review by
the fiscal intermediary or a peer review organization. The State has the opinion that adequate
provision has been made for any adjustments that may result from such reviews,
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P. Risk Management

The State is exposed to various risks of loss related to torts; theft of, damage to, or destruction of
assets; errors or omissions; and workers’ compensation. The State generally retains the first
$250,000 per occurrence of property losses, the first $3 million with respect to general liability
claims, and the first $500,000 of losses due to crime. Losses in excess of those retention amounts are
insured with commercial insurance carriers. The limit per occurrence for property losses is
$100 million, except for flood and earthquake which is $25 million and terrorism which is
$50 million. The annual aggregate for general liability losses and losses due to crime per occurrence
is $10 million. The State also has an insurance policy to cover medical malpractice risk in the
amount of $20 million per occurrence and in the aggregate. The State is generally self-insured for
workers’ compensation and automobile claims.

The estimated reserve for losses and loss adjustment costs includes the accumulation of estimates for
losses and claims reported prior to fiscal year-end, estimates (based on projections of historical
developments) of claims incurred but not reported, and estimates of costs for investigating and
adjusting all incurred and unadjusted claims. Amounts reported are subject to the impact of future
changes in economic and social conditions. The State believes that, given the inherent variability in
any such estimates, the reserves are within a reasonable and acceptable range of adequacy. Reserves
are continually monitored and reviewed, and as seftlements are made and reserves adjusted, the
differences are reported in current operations. A liability for a claim is established if information
indicates that it is probable that a liability has been incurred at the date of the basic financial
statements and the amount of the loss is reasonably estimable.

Q. Deferred Compensation Plan

The State offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan, available to all state employees, permits employees to defer a
portion of their salary until future years. The deferred compensation is not available to employees
until termination, retirement, death, or unforeseeable emergency.

All plan assets are held in a trust fund to protect them from claims of general creditors. The State has
no responsibility for loss due to the investment or failure of investment of funds and assets in the
plan, but does have the duty of due care that would be required of an ordinary prudent investor.
Accordingly, the assets and liabilities of the State’s deferred compensation plan are not reported in
the accompanying basic financial statements,

R. Estimates and Restatements

The preparation of basic financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the amounts reported in the basic financial statements
and accompanying notes. Actual results may differ from those estimates.
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The financial statements of the HHRF as of and for the fiscal year ended June 30, 2004 were
adjusted from amounts previously reported to correct interest income transferred to the State’s
General Fund. A summary of adjustments to net assets at July 1, 2004 and the change in net assets
for the fiscal year ended June 30, 2004 follows (amounts expressed in thousands):

Net assets at

July 1, 2004

Balance as previously reported $ 190,754
Correction of interest income transferred to the State’s

General Fund for the fiscal vear ended June 30, 2004 1,305

Balance as restated 3 1923059

(2) BUDGETING AND BUDGETARY CONTROL

The budget of the State is a detailed operating plan identifying estimated costs and results in relation to
estimated revenues. The budget includes (1) the programs, services, and activities to be provided during
the fiscal year; (2) the estimated revenues available to finance the operating plan; and (3) the estimated
spending requirements of the operating plan. The budget represents a process through which policy
decisions are made, implemented, and controlled. Revenue estimates are provided to the State Legislature
at the time of budget consideration and are revised and updated periodically during the fiscal year.
Amounts reflecied as budgeted revenues in the statement of revenues, expenditures, and changes in fund
balance — budget and actual (budgetary basis) — general fund are those estimates as compiled by the
Council on Revenues and the Director of Finance. Budgeted expenditures are derived primarily from the
General Appropriations Act of 2003 (Act 200, SLH of 2003), and as amended by the Supplemental
Appropriations Act of 2004, and from other authorizations contained in the State Constitution, the HRS,
and other specific appropriations acts in various SLH.

All expenditures of appropriated funds have been made pursnant to the appropriations in the fiscal 2003-
2005 biennial budget.

The General Fund and Special Revenue Funds have legatly appropriated annual budgets. The Capital
Projects Fund’s appropriated budgets are for projects that may extend over several fiscal years.

The final legally adopted budget in the accompanying statement of revenues and expenditures — budget and
actual (budgetary basis) — general fund represents the original appropriations, transfers, and other legally
anthorized legislative and executive changes.

The legal level of budgetary control is maintained at the appropriation line item level by department,
program, and source of funds as established in the appropriations acts. The Governor is authorized to
transfer appropriations between programs within the same department and source of funds; however,
transfers of appropriations between departments generally require legislative authorization. Records and
reports reflecting the detail level of control are maintained by and are available at the Department of
Accounting and General Services. During the fiscal year ended June 30, 2005, there were no expenditures
in excess of appropriations in the individual funds.

63 (Contintied)



STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2005

&)

To the extent not expended or encumbered, the General Fund’s appropriations generally lapse at the end of
the fiscal year for which the appropriations are made. The State Legislature specifies the lapse dates and
any other contingencies which may terminate the authorizations for other appropriations.

Budgets adopted by the State Legislature for the General Fund are presented in the statement of revenues,
expenditures, and changes in fund balance — budget and actual (budgetary basis) — general fund. The
State’s annual budget is prepared on the modified-accrual basis of accounting with several differences,
principally related to (1) the encumbrance of purchase order and contract obligations and equipment
acquired throngh long-term financing (basis difference) and (2) the accounting for transfers of debt service
payments through the General Fund (perspective difference), which represent departures from GAAP.

A reconciliation of the budgetary to GAAP basis operating results for the fiscal year ended June 30, 2005
follows (amounts expressed in thousands):

General Fund

Excess of revenues and other sources over expenditutes and other uses —

actual (budgetary basis) $ 329,347
Reserve for encumbrances at fiscal year-end® 172,022
Expenditures for liquidation of prior fiscal year encumbrances (179,030)
Revenues and expenditures for unbudgeted programs and capital

projects accounts, net 6,871
Tax refunds payable (16,200)
Accrued liabilities (2,345)
Accrued revenues 35,808

Net change in fund balance — GAAP basis $ 346,473

*Amount reflects the encumbrance balances (inc luded in continuing appropriations) for budgeted
programs only.

CASH AND INVESTMENTS

The Director of Finance is responsible for the safekeeping of all monies paid into the State Treasury. The
Director of Finance pools and invests any monies of the State which in the Director’s judgment are in
excess of the amounts necessary for meeting the specific requirements of the State. Investinent earnings are
allocated to the Primary Government based on its equity interest in the pooled monies. Legally authorized
investments include obligations of or guaranteed by the U.S. government, obligations of the State,
federally-insured savings and checking accounts, time certificates of deposit and repurchase agreements
with federally-insured financial institutions.
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A,

Cash

The State maintains approximately 20 bank accounts for varicus purposes at locations throughout the
State and the nation. Bank deposits are under the custody of the Director of Finance. For financial
statement reporting purposes, cash and short-term investments consist of cash, time certificates of
deposit, and money market accounts. Cash and short-term investments also include repurchase
agreements and U.S, government securities with original maturities of three months or less.

The carrying amount of the State’s unrestricted and restricted deposits (cash, time certificates of
deposit, and money market accounts) as of June 30, 2005 was $1,486,800,000 and $270,156,000,
respectively, for the Primary Government and $317,904,000 for the Fiduciary Funds.

Information relating to the bank balance, insurance, and collateral of cash deposits is determined on a
statewide basis and not for individual departments or divisions. Total bank balances of deposits for
the Primary Government and Fiduciary Funds amounted to $1,674,107,981 at June 30, 2005. Of that
amount, $1,244,375,669 represent bank balances covered by federal deposit insurance or by
collateral held either by the State Treasury or by the State’s fiscal agents in the name of the State.
The remaining bank balances of $429,732,312 represent deposits with the U.S. Department of the
Treasury for the State’s Unemployment Trust Fund, which were uncollateralized and the Special
Revenue Funds’ and Proprietary Funds® cash in bank, which was uninsured and uncollateralized. The
Special Revenue Funds’ and Proprietary Funds’ cash balances were held by fiscal agents in the
State’s name for the purpose of satisfying outstanding bond obligations. Accordingly, these deposits
were exposed to custodial credit risk. Custodial credit risk is the risk that in the event of a bank
failure, the State’s deposits may not be returned to it. For demand or checking accounts and time
certificates of deposit, the State requires that the depository banks pledge collateral based on the
daily available bank balances to limit its exposure to custodial credit risk. The use of daily available
bank balances to determine collateral requirements results in the available balances being under-
collateralized at various times during the fiscal year. All securities pledged as collateral are held
either by the State Treasury or by the State’s fiscal agents in the name of the State. The State also
requires that no more than 60% of the State’s total funds available for deposit and on deposit in the
State Treasury may be deposited in any one financial institution.
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B.

Investments

The State holds investments both for its own benefit and as an agent for other parties. The State’s
investment of funds not required for immediate payments are predominantly comprised of U.S.
government securities.

The following tables present the State’s investments and maturities at June 30, 2005 (amounts
expressed in thousands).

Maturity (in years)
Fair Value Less than 1 1-5 30
Investments - Primary:
Government:
Certificates of deposit $ 68,299 % 53,299 § 15,000 %
115, government securities 1,374,700 e 1,374,700 e
Repurchase agreements 352,5M4 337,062 15,532 —
1,795,593 390,361 1,405,232 —
Less:
Restricted assets
investments (75,252) (75,252) s —
$ 1,720341 § 315i109 $ 15405532 $ —
Investments — Fiduciary Funds:
U.S. government secarities $ 11 3 o= 8 — 8 11
Repurchase agreements 8,471 8,346 125 —
S BARS__ Mo S s U

Interest Rate Risk: As a means of limiting its exposure to fair value losses arising from rising interest
rates, the State’s investment policy generally limits maturities on investments to not more than five
years from the date of investment.

Credit Risk: The State’s investment policy limits investments in state and U.S, Treasury securities,
time certificates of deposit, U.S. government or agency obligations, repurchase agreements,
commercial paper, bankers’ acceptances, and money market funds and student loan resource
securities maintaining a Triple-A rating. As of June 30, 2005, the State held short-term investments
in student loan resource securities maintaining a Triple-A rating.

Custodial Risk: For an investment, custodial risk is the risk that, in the event of the failure of the
counterparty, the State will not be able to recover the value of its investments ot collateral securities
that are in the possession of an outside party. The State’s investments are held at broker/dealer firms
which are protected by the Securities Investor Protection Corporation (SIPC) up to a maximum
amount. In addition, excess-SIPC coverage is provided by the firms’ insurance policies. In addition,
the State requires the institntions to set aside in safekeeping, certain types of securities to
collateralize repurchase agreements. The State monitors the market value of these securities and
obtains additional collateral when appropriate,
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Concentration of Credit Risk: The State’s policy provides guidelines for portfolio diversification by
placing limits on the amount the State may invest in any one issner, types of investment instruments,
and position limits per issue of an investment instrument.

(4) CAPITAL ASSETS

For the fiscal year ended June 30, 2005, capital assets activity for the Primary Government (governmental
activities and business-type activities) was as follows (amounts expressed in thousands):

Governmental Activities
Balance, Balance,
July 1, 2004 Additions Deletions Jupe 30, 2005
Capital assets not being depreciated:
Land and land improvements $ 2,338636 3% 40,907 % (351) & 2,379,192
Construction in progress 796,235 339,083 (342.497) 793,421
Tota] capital assets not
being depreciated 3,134,871 380,590 (342,848) 3,172,613
Capital assets heing depreciated:
Infrastructure 7,603,818 127,184 e 7,731,002
Buildings and improvements 2,686,252 245,059 (2,000) 2920221
Equipment 221,585 32,750 (9,606) 244 729
Total capital assets being
depreciated 10,511,655 404,993 (11,696) 10,904,952
Less accurnulated depreciation:
Infrastructure (3,134,930) (187,409) o (3,322,339)
Buildings and improvements (1,385,921) (91,015) 1,488 (1,475,448)
Equipment (174,635) {17,865) 8,714 (183,786)
Total accnmulated
depreciation (4,695,436) (296,289) 10,202 (4,981,573)
Total capital assets $ 8,951,040 § 489%94 5 !344,342; ] 920953992
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Business-Type Activities
Balance, Balance,
July 1, 2004 Additions Deletions June 30, 2005
Capital assets not being depreciated:
Land and land itprovements L] 551413 % 4405 § - 555,818
Construction in progress 86,479 70,436 (31,363) 125,552
Total capital assets not
being depreciated 637,892 74,841 (31,363) 681,370
Capital assets being depreciated:
Buildings and improvements 2,496,766 17,738 — 2,514,504
Equipment 182,835 8,889 (6,211) 185,513
Total capital assets being
depreciated 2,679,601 26,627 (6,211) 2,700,017
Less accumulated depreciation:
Buildings and improvements (1,123,349) (87,014) — (1,210,363)
Equipment (159,483) (6,475) 5,935 (160,023)
Total accurmlated
depreciation (1,282,832) (93,489) 5,935 (1,370,386)
Total capital assets 3 2,034,661 § 75979 $ 531,6392 $ 2,011,001
W fer e

Depreciation expense for the fiscal year ended June 30, 2005 was charged to functions/programs of the

Primary Government as follows:
Governmental Activities:
General government 5 19,201
Public safety 11,199
Highways 187,544
Congervation of natural resources 7,961
Health 4,456
Welfare 1,415
Lower education 47,018
Culture and recreation 944
Urban redevelopment and housing 16,551
Total depreciation expense — governmental activities $ 256,289
Business-Type Activities:
Airports $ 77,491
Harbors 15,998
Total depreciation expense —~ business-type activities $ 93,489
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(5) GENERAL OBLIGATION BONDS PAYABLE

The State issues general obligation bonds primarily to provide for the acquisition and construction of major
capital facilities. Although certain general obligation debt is being retired from the resources of the
Proprietary Funds and Component Unit — UH and is recorded in those funds, all general obligation bonds
are backed solely by the full faith and credit of the State,

All issves except Series BL, issued December 6, 1988; certain maturities of Series BQ, issued
November 28, 1989; Series BW, issued March 1, 1992; Series BZissued October 1, 1992; Series CA and
CB, issued January 1, 1993; Series CH and CI, issued November 1, 1993; Series CM, issued December 1,
1996; Series CO, issued March 1, 1997; Series CS, issued April 1, 1998; and Seties DC, issued
September 16, 2003, contain call provisions (call prices range from $100 to $103). Stated interest rates
range from 2.625% to 8.0%.

In fiscal 2005, the State issued $225,000,000 of general obligation bonds, Series DE, dated November 10,
2004, with interest rates ranging from 2.625% to 5.00%. Bonds maturing on and after October 1, 2014 are
subject to redemption at the option of the State at any time on and after October 1, 2014 at a price equal to
the principal amount thereof, plus accrued interest to the redemption date. The bonds were issued for the
purpose of financing public improvement projects.

In fiscal 2005, the State issued $225,000,000 of general obligation bonds, Series DF, dated June 15, 2005,
with interest rates ranging from 3.00% to 5.00%. Bonds maturing after July 1, 2015 will be subject to
redemption at the option of the State at any time on and after July 1, 2015 at a price equal to the principal
amount thereof plus accrued interest to the redemption date. The bonds were issued for the purpose of
financing the Hawaiian Home Lands settlement and public improvement projects.

On June 15, 2005, the State issued $722,575,000 and $18,735,000 of General Obligation Refunding Bonds
of 2005, Series DG and DH, with an interest rate of 5.00% to advance refimd $753,930,000 of certain
outstanding general obligation bonds previously issued. The net proceeds of $808,623,839 (including a
premium of $70,844,362 and after payment of $3,530,523 in underwriting fees, insurance, and other
issuance costs) were used to purchase U.S. government securities. Those securities were deposited in an
irrevocable trust with an escrow agent to provide for all future debt service payments on the previously
issued outstanding general obligation bonds. As a result, these bonds are considered to be defeased, and the
liability for these bonds has been removed from the government-wide financial statements.

As a result of the advance refunding, the State reduced its total debt service payments over the next
13 years by $55,363,424 and obtained an economic gain (difference between the present values of the debt
service payments on the old and new debt) of $37,769,514.
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Additionally, the Series DG bonds maturing on and after July 1, 2015 are snbject to redemption at the
option of the State at any time on and after July 1, 2015 at a price equal to the principal amount thereof,
plus accrued interest to the redemption date. The Series DH bonds will mature on June 1, 2006, with

interest payable at maturity.

At June 30, 2005, the general obligation bonds consisted of the following (amounts expressed in
thousands):

Callable b 3,318,575
Noncallable 948,733

Total general obligation bonds outstanding 4,267,308

Less amount recorded as a liability of:
Proprietary Funds (business-type activities), including

$21 payable from restricted assets $ 167
Component Unit — UH 10,508
10,675
Amount recorded in the governmental
activities of the Primary Government $ 4,256,633
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A summary of general obligation bonds outstanding by series as of June 30, 2005 follows (amounts

expressed in thousands):
Date of Interest Amount
Series Issue Rates Maturity Dates OQuistanding

X Angust 1, 1972 4.000% August 1, 2005 —~ 2007 $ 900
BL  December6, 1988 7.681% December 1, 2005 — 2008 16,250
BQ  November28,1989  7.100%-7.150%  December 1, 2005 - 2009 22,223
BW March 1, 1992 6.250% ~ 6,400% March 1, 2006 - 2012 27,680
BZ  October 1, 1992 5.800%~6.000%  October 1, 2005 - 2012 100,000
CA  Juuary1,1993 5.500% ~8.000%  January 1, 2006 - 2013 40,000
CB  Jopuary 1, 1993 5.500% - 5.750%  January 1, 2006 — 2008 24,885
CC  February 1, 1993 5.125% February 1, 2007 - 2000 71,745
CG  July1,1993 4.900% - 5.000%  July 1, 2005 — 2006 2,725
CH  November1,1993 4.750%-6.000%  November 1, 2005 — 2013 124,990
CI November 1, 1993 4.500% — 4.900% November 1, 2005 — 2010 126,750
CK September 1, 1995 5.000% September 1, 2005 5,555
CL March 1, 1996 5.100% - 6.000%  March 1, 2006 - 2010 27,7175
CM  December 1, 1996 6.000% — 6.500%  December 1, 2005 — 2016 99,990
CN March 1, 1997 6.000% - 6.250%  March 1, 2006 — 2009 75,610

CO  March 1, 1997 6.000% September 1, 2005 — 2010,
March 1, 2006 ~ 2011 135,430
cp October 1, 1997 5.500%— 5.500%  October 1, 2005 —2017 90,065
CR April 1, 1998 5.000%~ 5.750%  Aprl 1, 2006 — 2008 37,505
CS  April 1, 1998 5.000%— 5250%  April 1,2006 — 2009 206,805
CT  September 15,1999 5250%— 5.625%  September 1, 2005 - 2012 73,350
Cu October 15, 2000 4.600% —~ 5.750%  October 1, 2005 - 2012 55,805
CV  August1,2001 4,800% ~ 5.500%  August 1, 2005 —2021 254,785
Cw August 1, 2001 3400%— 5.500%  Avgust 1, 2005 - 2015 151,720
CX  February 15, 2002 3.600%— 5500%  Febmary 1, 2007 — 2022 201,645
CY  February 15,2002 3.600%- 5.750%  February 1, 2007 — 2015 317,740
CZ  November26,2002  2.650% - 5.500%  July 1, 2007 — 2020, 2022 170,980
DA September 16,2003  2.800%-5.250%  September 1, 2008 - 2023 217,885
DB September 16, 2003 2.800% - 5.250% September 1, 2008 - 2016 188,650
DC  September 16, 2003 3.000% September 1, 2005 23,730
DD May 13,2004 3.500%-5.250%  May 1,2011—2024 182,825
DE  November 10,2004  2.625%-5.000%  October 1, 2009 - 2024 225,000
DF  June 15,2005 3.000%—5.000%  July 1, 2009 - 2024 225,000
DG Jure 15,2005 5.000% July 1, 2009 - 2017 722,575
DH  June 15, 2005 5.000% June 1, 2006 18,735
$ 4,267,308
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A summary of debt service requirements to maturity follows (amounts expressed in thousands):

Principal Interest Total
Fiscal year;
2006 $ 286,639 §$ 212,024 § 498,663
2007 310,120 221,554 531,674
2008 323,825 207,844 531,669
2009 338,569 193,100 531,669
2010 319,910 161,174 481,084
2011 -2015 1,443,900 505,389 1,949,289
2016 —2020 802,290 203,491 1,005,781
. 2021 -2025 423,010 51,446 474,456
2025 -2026 19,045 462 19,507

$ 4267308 $ 1,756,484 § 6,023,792
e T — ]

The State defeased general obligation bonds by placing the proceeds of new bonds in an irrevocable trust
to provide for all future debt service payments on the refunded bonds. Accordingly, the trust accounts and
the refinded bonds are not included in the State’s basic financial statements. At June 30, 2008,
$1,360,620,000 of bonds outstanding is considered defeased.

The State Constitution limits the amount of general obligation bonds which may be issued. As required by
law, the Director of Finance has confirmed that the State was within its legal debt limit on the
aforementioned issues. The legal debt margin at June 30, 2005 was $231,475,000.

At June 30, 2005, general obligation bonds authorized but unissued was approximately $676,372,000.

(6) REVENUE BONDS PAYABLE

A,

Governmental Activities

On March 15, 2005, the Department of Transportation ~ Highways Division (Highways) issued
$60,000,000 in State of Hawaii Highway Revenue Bonds of 2005, Series A, with interest rates
ranging from 3.00% and 5.00% to finance certain highway capital improvement projects and related
projects. The bonds are payable semiannually on January and July 1 through 2025.

On March 15, 2005, Highways issued $123,915,000 of State of Hawaii Highway Revenue Bonds of
2005, Series B, with interest rates of 5.00% and 5.25% to advance refund $128,705,000 of certain
outstanding highway revenue bonds previously issned. The net proceeds of $139,248,017 (including
a premium of $15,000,441 and after payment of $1,068,439 in underwriting fees, insurance, and
other issuance costs), along with an additional $1,401,015 from the debt service reserve account,
were used to purchase U.S. government securities, Those securities were deposited in an irrevocable
trust with an escrow agent to provide for all future debt service payments on the previously issued
outstanding highway revenue bonds. As a result, these bonds are considered to be defeased, and the
liability for these bonds has been removed from the government-wide financial statements.
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As a result of the advance refunding, the State reduced its total debt service payments over the next
17 years by $12,042,106 and obtained an economic gain (difference between the present values of
the debt service payments on the old and new debt) of $8,943,887.

On March 25, 2003, Highways issued $44,940,000 in State of Hawaii Highway Revenue Bonds,
Series of 2003, with an average interest rate of 4.33% to advance refund $45,350,000 of outstanding
State of Hawaii Highway Revenue Bonds, Series of 1993, with an average interest rate of 4,42%.
The bonds are payable semiannually on January and July 1 through 2014.

On October 25, 2001, Highways issued $70,000,000 of State of Hawaii Highway Revenue Bonds,
Series of 2001. The bonds bear interest at rates ranging from 3.75% to 5.375% and are payable
semiannually on January 1 and July 1 through July 2022.

On October 31, 2000, Highways issued State of Hawaii Highway Revenue Bonds, Series of 2000, in
the principal amount of $45,360,000. The bonds bear interest at rates ranging from 4.40% to 5.50%
and mature in annual installments through fiscal 2011.

On January 15, 1999, the Department of Hawaiian Home Lands (DHHL) issued revenue bonds,
Refunding Series of 1999, in the principal amount of $13,370,000. Bond proceeds related to this
issue amounted to $13,334,000. The difference in the principal amount and proceeds relates to bond
discount and accrued interest. The bonds bear interest at rates ranging from 3.80% to 4.45% and
mature in increasing annual installments through fiscal 2012, The proceeds fiom the bonds were
used to advance refund certain maturities of the Series of 1991 bonds. The bonds are payable from
and secured by the DHHL’s revenues from available lands.

On July 1, 1998, Highways issued State of Hawaii Highway Revenue Bonds, Sexies of 1998, in the
principal amount of $94,920,000. Bond proceeds related to this issue amounted to $97,542,000, of
which $71,921,000 is to be used to finance certain highway improvements and other related projects
for the state highways system, and $25,621,000 was used to refund certain outstanding State of
Hawaii Highway Revenue Bonds. The difference in the principal amount and proceeds relates to
bond premium and accrued interest. The bonds bear interest at rates ranging from 4.00% to 5.50%
and mature in annual installments through fiscal 2019.

On September 1, 1996, Highways issued $55,000,000 in State of Hawaii Highway Revenue Bonds,
Series of 1996. The bonds bear interest at rates ranging from 3.80% to 6.00% and mature in
increasing annual installments through fiscal 2010,

The bonds are payable solely from and collateralized by the revenues consisting primarily of
highway fuel taxes, vehicle registration fees, vehicle weight taxes, and rental motor vehicle and tour
vehicle surcharge taxes.

In addition to the proceeds from the State of Hawaii Highway Revenue Bonds of 2005, Series B, the
proceeds of the State of Hawaii Highway Revenue Bonds, Series of 2003, DHHL's revenue bonds,
Refunding Series of 1999, and a portion of the proceeds of the State of Hawaii Highway Revenue
Bonds, Series of 1998 (see above), were placed in itrevocable trusts and used to purchase securities
of the U.S. government to meet the debt service requirements of the refunded bonds.
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The liabilitics for the refunded bond issues and the related securities and trust accounts are not
included in the accompanying basic financial statements, as the DHHL and Highways defeased its
obligations for payment of those bonds upon completion of those refinding trapsactions. As of
June 30, 2005, bonds outstanding considered defeased amounted to $133,600,000.

The following is a summary of Highways’ and DHHL’s revenue bonds issued and outstanding at
June 30, 2005 (amounts expressed in thousands):

Interest Maturity Outstanding
Series Date of Issne Ratey Dates Amount
Highways:
1996 September 1, 1996  6.00% July 1, 2007 — July 1, 2009 § 8,500
1998 July 1, 1998 4.50% ~ 5.50% July 1, 2005 — July 1, 2018 38,920
2000 October 31, 2000 3.75% July 1, 2008 ~ July 1, 2010 12,515
2001 October 25, 2001 4.00% — 5.25% July 1, 2005 — July 1, 2022 24,490
2003 April 15, 2003 2.50% - 5.00% July 1, 2005 ~ Juty 1, 2013 41,065
2005 A March 15, 2005 3.00% — 5.00% July 1, 2006 — July 1, 2025 60,000
2005 B March 15, 2005 3.00% — 5.25% July 1, 2010 ~ July 1, 2021 123,915
DHHL.:
1999 January 15, 1999 3.80% -~ 4.45% July 1, 2005 —~ July 1, 2011 9,900

$__319305

Debt service requirements to maturity on the DHHL’s and Highways’ revenue bonds are aggregated
below (amounts expressed in thousands):

Fiscal year:
2006
2007
2008
2009
2010
2011 - 2015
2016 - 2020
2021 ~ 2025
2026

Principal Interest Total
$ 13,050 $ 12,947 § 25,997
15,595 14,165 29,760
16,240 13,528 29,768
16,905 12,826 29,731
17,615 12,049 29,664
95,380 47,986 143,366
102,760 22,883 125,643
37,290 4,756 42,046
4.470 101 4,571
$ 319305 § 141,241  § 460,546
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B.

Business-Type Activities

Revenue bonds are backed by a pledge of resources derived from users of the related facilities and
are not supported by the full faith and credit of the State.

Airports System Revenue Bonds

The Airports system revenue bonds are payable solely from and collateralized by airport revenues,
which include all aviation fuel taxes levied. The Airports system revenue bonds are subject to
redemption at the option of the Department of Transportation (DOT) and the State during specific
years at prices ranging from $102 to $100.

On January 5, 2005, Airports redeemed $69,300,000 of Airports System Revenue Bonds, Refunding
Series of 2003. As a result, the liability bas been removed from the accompanying basic financial
statements.

The following is a summary of Airports system revenue bonds issued and outstanding at June 30,
2005 (amounts expressed in thousands):

Final Original
Interest Maturity Amount Outstanding

Series Rates Date (July 1) of Issne Amount

1994, first refonding 4.15% - 5.60% 2004 5 63,455 e
2000A, refunding 5.50% - 6.00% 2021 26415 26415
20008, refunding 5.00% — 8.00% 2020 261,465 249,275
2001, refunding 4.00% - 5.75% 2021 423,255 423,255
2003, refimding 2.00%  vary 2013 80,900 —
3 855 5490 698,945

Add unamortized premium 13,121

Less:

Unamortized discount {862)
Deferred loss on refimding {16,244)
Current portion (25,250)
Noncurrent portion 669,710

The liabilities for the refunded bond issues and the related securities and trust accounts are not
included in the accompanying basic financial statements as Airports defeased its obligations for
payment of those bonds upon completion of those refunding transactions. As of June 30, 2005, bonds
outstanding congidered defeased amounted to $74,030,000.
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The certificate providing for the issuance of revenue bonds provides for the levying and collection of
minimum net revenues to service and provide reserves for maturing debt principal, interest, sinking
fund, and replacement and maintenance reserve requirements, and also provides for the maintenance
of certain insurance coverages for fire, workers’ compensation, and public liability. At June 30,
2005, $183,525,000 was on credit in the revenue bond debt service sinking fund and reserve
accounts.

Airports Special Facility Revenue Bonds

Airports has four special facility lease agreements with Delta Airlines, Inc. in 1987, Continental
Airlines, Inc. in November 1997 and July 2000, and Caterair International Corporation in December
1990, which was subsequently assigned to Sky Chefs, Inc. effective January 2002. The construction
of the related facilities was financed by special facility revenue bonds issued by Airports in the
amounts of $2,300,000, $25,255,000, $16,600,000, and $6,600,000, respectively. Those bonds are
payable solely from and collateralized solely by certain rentals and other monies derived from the
special facilities and aggregated to $38,860,000 at June 30, 2005.

The following is a summary of pertinent information on Airports special facility revenue bonds at
June 30, 2005:

$2,300,000 Issue
The bonds with a stated maturity date of June 1, 2005 were repaid in full on June 1, 2005.

$25,255,000 Issne

The bonds bear interest at 5.625% and are subject to redemption at the option of Airports, upon the
request of Continental Airlines, Inc., at prices ranging from $101 to $100, depending on the dates of
redemption, or at $100 plus interest if the facilities are destroyed or damaged extensively.

Interest only payments are due semiarmually on May 15 and November 15 of each year until the
bonds mature on November 15, 2027, at which time the entire principal amount is due.

$16,600,000 Issue

On July 15, 2000, Airports issued $16,600,000 of term special facility bonds (Continental Airlines,
Inc.), Refunding Series of 2000, with an interest rate of 7.00%, due June 1, 2020, to, in part, refund
$18,225,000 of its outstanding Series of 1990 bonds (Continental Airlines, Inc.), with interest rates
ranging from 9.60% to 9.70%. The bonds are subject to redemption on or after June 1, 2010, at the
option of Airports, upon the request of Continental Airlines, Inc. or, if the facilities are destroyed or
damaged extensively, at 100% of principal plus interest,

$6,600,000 Issve

The bonds bear interest at 10.125% and are subject to redemption on or after December 1, 2000, at
the option of Airports, upon the request of Caterair International Corporation, at prices ranging from
$103 to $100, depending on the dates of redemption, or at $100 plus interest if the facilities are
destroyed or damaged extensively.
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The special facility leases are accounted for and recorded as direct financing leases. The remaining
lease payments to be paid by the lessees (including debt service requirements on the special facility
revenue bonds) are recorded as a restricted asset, and the special facility revenue bonds outstanding
are recorded as a liability in the accompanying basic financial statements.

Harbors Revenue Ronds

The Harbors revenue bonds are collateralized by a charge and lien on the gross revenues of the
commercial harbors system and upon all improvements and betterments thereto, and all funds and
securities created in whole or in part from revenues or from the proceeds of any bonds issued. The
Harbors revenue bonds are subject to redemption at the option of the DOT and the State during
specific years at prices ranging from $102.50 to $100.

On June 10, 2004, Harbors issued $5,730,000 of Harbors Revenue Bonds, Series A of 2004, and
$46,300,000 of Harbors Revenue Bonds, Series B of 2004, The Series A of 2004 bonds will mature
through the year 2008 at an average interest rate of 4.20%, and the Series B of 2004 bonds will
mature through the year 2024 at an average interest rate of 5.12%. The 2004 bonds, totaling
$52,030,000, were issued at an average interest rate of 4.98% to refund $5,760,000 of Series of 1993
bonds (average interest rate of 6.09%) and $45,765,000 of Series of 1994 bonds (average interest
rate of 6.20%). Total net proceeds of $52,474,330 (including a premium of $1,285,009 and after
payment of $840,679 in underwriting fees, insurance, and other issuance costs), along with an
additional $5,323,718 from the debt service reserve account, were deposited into an irrevocable trust
with an escrow agent to provide for the redemption of the refunded portion of the Series of 1993 and
Series of 1994 bonds, on July 1, 2004.

Although the refunding resulted in the recognition of a deferred Joss of $2,184,199, Harbors in effect
reduced its aggregate debt service payments by approximately $7,573,128 over the next 20 years and
obtained an economic gain (difference between the present values of the old and new debt service
payments) of approximately $4,129,526.

The liabilities for the refunded bond issues and the related securities and trust accounts are not
included in the accompanying basic financial statements as Harbors defeased its obligations for
payment of those bonds upon completion of those refunding transactions. Accordingly, as of
Tune 30, 2005, bonds outstanding considered defeased amounted to nil.
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The following is a summary of the Harbors revenue bonds as of June 30, 2005 (amounts expressed in

thousands):
Current
Principal
Final Original  Principal Due
Year Redemption Interest Amount of Due January 1,
of Tssue Date Rates Issue July 1, 2005 2006 ‘Total Noncurrent
1997 Ny 1, 2027 3.95%. 575%% 56,290 % 485 3 - § 485 § 52915
2000  July 1, 2029 4.50% - 6.00% 79,405 2,140 e 2,140 66,145
2002 Julyi,2019 3.00% ~ 5.50% 24.420 2,010 e 2,010 18,290
2004  Janvary1,2024 2.50% - 6.00% 52,030 - 4,390 4,390 43,515
$ 212i145 4,635 4,390 9,025 180,865
Add unamortized premium 23 9263
Less:
Unamortized discount (141) (1,770)
Unaortized deferred loss on refunding (640) (4,211)

$__4635 $ 4390 5 8475 % 175,847

Harbors Special Facility Revenue Bonds

In 1980, the State Legislature authorized the issuance of special facility revenue bonds for the
construction, acquisition, remodeling, furnishing, and equipping of state-owned special facilities for
lease to parties engaged in maritime operations.

Pursuant to this authorization, $15,700,000 of 8-1/2% special facility revenue bond anticipation
notes were issued in 1981 to finance the construction of container terminal facilities on Sand Island
for the exclusive use of Matson Terminals, Inc. In 1983, special facility revenue bonds of
$16,750,000 were issued to refimd the notes and to provide additional funds for construction. On
April 15, 1993, special facility revenue bonds of $16,500,000 were issued to refund the outstanding
Series of 1983 bonds. The bonds, which bear interest at 5.75% per annum, mature on March 1, 2013,
subject to optional redemption on or after March 1, 2003, at prices ranging from $102 to $100 of
face value. Payment of the principal and interest on the bonds has been guaranteed by Matson
Navigation Company, Inc., parent company of the lessee,

On September 18, 2003, the bonds were redeemed in full at a price of 102% of the principal together
with interest accrued to the redemption date. The remaining net investment in direct lease financing
on the date of redemption was reclassified into buildings.
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Debt service requirements to maturity on the business-type activities revenue bonds for fiscal years
ending June 30 are aggregated below (amounts expressed in thousands):

Principal Interest Total
Fiscal year:

2006 $ 40875 $ 51,941 $ 92,816
2007 43,053 49,755 92,808
2008 : 31,680 47.401 79,081
2009 31,403 45,686 71,089
2010 33,270 43,912 77,182
2011-2015 247,850 182,785 430,635
2016 -2020 364,303 93,325 457,628
2021 - 2025 68,223 16,847 85,070
2026 -2029 34,960 4,533 39,493

$ 895,617 % 536,185 § 1,431,802

C. Revenue Bonds Authorized But Unissued
At June 30, 2005, revenme bonds authorized but unissued was approximately $2,826,191,000.

D. Special Purpose Revenue Bonds

HRS Chapter 39A authorizes the State (with legislative approval) to issue special-purpose revenue
bonds. Proceeds from those bonds are loaned to certain enterprises for proiects deemed to be in the
public interest. The bonds are not general obligations of the State and are payable solely from monies
received by the State under project agreements with the recipients of the bond proceeds.
Accordingly, the State has not included those bonds in its basic financial statements. Bonds
outstanding at Jume 30, 2005 amounted to $1,481,501,000. At June 30, 2005, special purpose
revenue bonds of $1,259,809,000 were authorized but unissued.

E. Improvement District Bonds

The Hawaii Community Development Authority is authorized to issue improvement district bonds
under HRS Chapter 206E. Proceeds from the bond issues are utilized to finance the redevelopment
of districts designated by the State Legislature. The bonds are not general obligations of the State and
are payable solely by assessment liens on the real property of the designated district. Accordingly,
the State has not included those bonds in its basic financial statements. Bonds outstanding as of
June 30, 2005 amounted to $900,000.
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@)

CHANGES IN LONG-TERM LIABILITIES

Changes in the long-term liabilities for the Primary Government (governmental activities and business-
type activities) were as follows (amounts expressed in thousands):

Governmental Activities
Balance, Balance, Due within
July 1, 2004 Additions Deductions June 30, 2005 one year
General obligation bonds payable,
net (note 5) $ 3954,192 § 1,191,310 § (888,869) % 4,256,633 % 282,368
Accrued vacation payable 158,755 88,093 (12,720) 174,128 57,689
Revenue bonds payable (note 6) 276,680 183,915 (141,290) 319,305 13,050
Reserve for losses and Joss
adjustment costs (note 13) 103,500 9,800 (24,200) 89,100 68,600
Claims and judgments payable
(note 12) 236,600 14,200 (30,000) 220,800 30,000
Capital lease obligations (note 10) 64,485 — (3,145) 61,340 3,305
Total $ 45'7945212 $_ 1487318 § $1§160§%24! $ 551215306 5 455,012
Business-1ype Activities
Balance, Balance, Due within
July 1, 2004 Additions Deductions June 3, 2005 one year
General obligation bonds payable,
net (note 5) $ 196 § — 8 @29 $ 167 % 30
Accrued vacation snd retirement
benefits payable 9,083 4,755 (3,856) 9,982 2,791
Revenue bonds payable (note 6} 1,017,445 - (89,750) 927,695 35,240
Reserve for losses and loss
adjustment costs 4,100 1,556 (1,103) 4,553 1,032
1,030,824 6,311 (94,738) 042,397 39,093
Add unamortized preminm 16,536 —_ 2,217 14,319 231
Less:
Unamortized net discount (2,930) —_— 204 {2,776) (141)
Deferred amount on refonding (24,875) o 3,719 (21,096) (640)
$§  L,019,505 % 6331 1 3 592,972! b 932844 % 38,543

The accrued vacation liability attributable to the governmental activities will be liquidated by the State’s
Governmental Funds. Approximately 80% and 18% of the accrued vacation liability has been paid by the
General Fund and Special Revenue Funds, respectively, during the fiscal year ended June 30, 2005.
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(8) INTERFUND RECEIVABLES AND PAYABLES
Interfund receivables and payables consisted of the following at June 30, 2005 (amounts expressed in

thousands):
Due From Due To
Governmental Funds:
General Fund:
Capital Projects Fund $ 89,900 § —
Nonmajor Governmental Funds 41,268 184
UH ' 6,000 9,026
HHSC 14,000 —
151,168 9,210
Capital Projects Fund:
General Fund — 89,900
Harbors 1,239 —_
1,239 89,900
Nonmajor Governmental Funds:
General Fund 184 41,268
Proprietary Funds:
Harbors:
Capital Projects Fund — 1,239
Component Units:
UH:
General Fund 9,026 6,000
HHSC:
General Fund — 14,000

$ 161,617 _§ 161,617

The due from Capital Projects Fund in the General Fund consists primarily of funds transferred prior to the
issuance of bonds. Remaining interfund balances result from the time lag between the dates that interfund
goods and services are provided or reimbursable expenditures occur, transactions are recorded, and
payment between funds are made.
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(9) TRANSFERS

Transfers between funds occur when a fund receiving revenues transfers resources to a fund where the
resources are to be expended or when nonrecurring or nonroutine transfers of equity between funds occur.
For the fiscal year ended June 30, 2005, transfers by fund were as follows (amounts expressed in

10

thousands):
Transfers In Transfers Out
Governmental Funds:
General Fund:
Nonmajor Governmental Funds 5 68225 $ 296,458
Capital Projects Fund:
Nonmajor Governmental Funds 124,525 5,890
Nonmajor Governmental Funds;
General Fund 296,458 68,225
Capital Projects Fund 5,890 124,525
302,348 192,750
$ 495,008 $ 495,098

The General Fund transferred approximately $257,700,000 to the Nonmajor Governmental Funds for debt
service payments and approximately $37,900,000 to subsidize various Special Revenue Funds programs.
Approximately $124,500,000 of Highways receipts were transferred from the Nonmajor Governmental
Funds to the Capital Projects Fund to finance capital projects.

LEASES

A,

Lease Commitments

Governmental Activities

The State leases office facilities and equipment under various operating leases expiring through
fiscal 2028. Future minimum lease commitments for noncancelable operating leases as of June 30,

2005 were as follows (amounts expressed in thousands):

Fiscal year:
2006
2007
2008
2009
2010
2011 - 2015
2016 - 2020
2021 - 2025
2026 - 2028

Total future minimum lease payments

82

6,078
4,647
3,168
1,911
1,267
5,450
4210
1,931

112

$ 28,774
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Rent expenditures for operating leases for the fiscal year epded June 30, 2005 amounted to
approximately $47,000,000.

In November 1998, the State issued $54,850,000 in Certificates of Participation (COPS) to purchase
the Kapolei State Office Building (Kapolei Building). The proceeds of the COPS were remitted to
the Kapolei Building’s developer. The holders of the COPS are the current owners of the Kapolei
Building. Accordingly, the State’s rental payments for the use of the Kapolei Building are paid to a
trustee, who then remits those amounts to the holders of the COPS, Payments commenced on May 1,
1999 and continue through May 1, 2018, with interest rates ranging from 3,10% to 5.25%. Title to
the Kapolei Building will transfer to the State upon the payment of all required rents.

In December 2000, the State issued $23,140,000 in COPS to purchase the No. 1 Capitol District
State Office Building (Capitol District Building). The proceeds of the COPS were remitted to the
former owners of the Capitol District Building. Accordingly, the State’s rental payments for the use
of the Capitol District Building are paid to a trustee, who then remits those amounts to the holders of
the COPS. Payments commenced on May 1, 2002 and continue throngh May 1, 2020, with interest
rates ranging from 4.50% to 5.375%. Title to the Capito] District Building will transfer to the State
upon the payment of all required rents.

Future minimum lease payments for these capital leases are as follows (amounts expressed in
thousands):

Fiscal year:
2006 $ 6,357
2007 6,352
2008 6,347
2009 6,354
2010 6,350
20112018 31,752
20162020 22,956
Total future minimum lease payments 86,468
Less amount representing interest (25,128)
Present value of net minimum lease payments $ “W&mw
Lease Rentals

Airports — Airport-Airline Lease Agreement

Airports had an airport-airline lease agreement with certain major airline carriers (signatory airlines)
which expired on July 31, 1992. The expired lease agreement provided the lessees with the
nonexclusive right to use the Airports system facilities, equipment, improvements, and services, in
addition to occupying certain premises and facilities. From Auvgust 1, 1992 through June 30, 1993,
the signatory airlines continued operations under monthly negotiated agreements with the DOT.
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In Janvary 1994, the DOT and the signatory airlines executed a letter agreement to extend the
expired airport-airline lease agreement to June 30, 1994, Under the terms of the letter agreement, the
signatory airlines would continue to operate under the terms of the expired airport-airline lease
agreement, with an adjustment for terms and provisions relating to Airports system rates and
charges, which include landing fees, nonexclusive joint-use premise charges for terminal rentals
(overseas terminal, new interisland terminal, and the international arrivals building), exclusive use
premise rentals, and Airports system support charges. The letter agreement further stipulated that the
aggregate of all such rates and charges, together with aviation fuel taxes (as adjusted for aviation fuel
tax credits), payable to the DOT by the signatory airlines would not exceed $84,175,000. The
foregoing rates and charges were adjusted retroactively to July 1, 1993,

In June 1994, the DOT and the signatory airlines executed a lease extension agreement to extend the
expired airport-airline lease agreement effective July 1, 1994 to June 30, 1997. Under the terms of
the lease extension agreement, the signatory airlines would continue to operate under the terms of the
expired airport-airline lease agreement, with an adjustment for terms and provisions relating to
Airports system rates and charges. The nature of these charges is similar to those of the expired letter
agreement; however, the lease extension agreement does not stipulate a maximum amount for
aggregate Airports system charges. Instead, the lease extension agreement’s residual rate-setting
methodology provides for a final year-end reconciliation containing actual Airports system cost data
to determine whether Airports system charges assessed to the signatory airlines were sufficient to
recover Airports system costs, including debt service requirements under the certificate providing for
the issnance of revenue bonds. Annual settlements based on this final reconciliation are made in
accordance with the terms of the lease extension agreement,

The DOT and the signatory airlines have mutually agreed to continue to operate under the terms of
the lease extension agreement, which provides for an automatic extension on a quarterly basis unless
either party provides 60 days written notice to the other party of termination.

Airports - Prepaid Airport Use Charge Fund

The DOT and the signatory airlines entered into an agreement in August 1995 to extend the prepaid
atrport use charge fund (PAUCF). During fiscal 2000, the parties agreed to transfer the signatory
afrlines’ net excess payments into the PAUCF. Net excess payments for fiscal years 1996 through
2005 have been transferred to the PAUCF. Airports paid $1,348,000 out of the PAUCF to the
signatory airlines in fiscal 2005.

Airports — Aviation Fuel Tax

In May 1996, the Department of Taxation issued a tax information release which stated that effective
July 1, 1996, the Hawaii fuel tax will not apply to the sale of bonded aviation/jet fuel to air carriers
departing for foreign ports or arriving from foreign ports on stopovers before continuing on to their
final destination. The aviation fuel tax amounted to $3,434,444 for fiscal 2005.
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Airports — System Rates and Charges
Signatory and nonsignatory airlines were assessed the following rates and charpes:

o Landing fees, net of aviation fuel tax credits, amounted to $35,463,143 for fiscal 2005 based
on a computed rate per 1,000-pound units of approved maximum landing weight for each
aircraft used in revenue landings.

» Nonexclusive joint-use premise charges for terminal rentals amounted to $26,465,067 for
fiscal 2005. For fiscal 2004, the State waived the signatory airlines’ underpayment of
nonexclusive joint-use premise charges of $1,637,867 and transferred $414,657 of
overpayments into the PAUCF in fiscal 2005, Overseas and interisland joint-use premise
charges were established to recover Airports system costs allocable to the overseas and
interisland terminals joint-use space based on terminal rental rates and are recovered based
on a computed rate per revenue passenger landing.

s Exclusive use premise charges amounted to $27,661,775 for fiscal 2005 and were computed
using a fixed rate per square footage. Exclusive use premise charges for terminal rentals
amounted to $15,418,791 for fiscal 2005.

»  Airports system support charges amounted to $655,759 for fiscal 2005. The charges were
established to recover residual costs of the Airports system and are based on a computed rate
per 1,000-pound units of approved maximum landing weight for each aircraft used in
revenue landings. The Airports system inter-island support charges for nonsignatory airlines
are set at 32% of Airports system support charges for overseas flights.

Airparts — Other Operating Leases

Airports leases building spaces and improvements to concessionaires, airline carriers, and other
airport users. The terms of those leases range from 4 to 15 years for concessionaires and up to
65 years for other airport users, Concessionaire lease rentals are generally based on the greater of a
percentage of sales or a basic minimum rent. Percentage rent included in concession fees revenues
for the fiscal year ended June 30, 2005 was approximately $51,740,336.

Concession fees revenues from the DFS Group L.P. (DFS), which operates the in-bond (duty free)
concession, the Honolulu International Airport retail concession, and the Kona International Airport
at Keahole retail concession, accounted for approximately 44% of total concession fees revenues for
the fiscal year ended June 30, 2005.

As of June 30, 2003, DFS was in significant arrears in the rents due to Airports. A significant cause
of DFS’s financial difficulty stemmed from the downturn in Hawaii’s economy as a result of the
decrease in international visitor travel, Although the Govemor had granted temporary rent relief to
Airports” concessionaires throughout fiscal 2002 and 2003, the major concessionaire was unable to
bring the rent due to a current basis.
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After a significant amount of negotiation between Airports and DFS, both parties entered into a
Withdrawal and Settlement Agreement (Agreement) effective August 1, 2003. Under the terms of
the Agreement, DFS would bring current the amounts due for the in-bond concession and retail
concessions, based on compromised amounts. DFS would execute a promissory note to the State for
the underpaid rent from January through May 2003 under the in-bond lease. In addition, the current
in-bond concession lease would be terminated early and rebid in September 2003, DFS would be
required to submit the minimum amount of the bid set by Airports.

DFS was the only bidder on the new in-bond concession and was awarded the contract on
September 29, 2003. The new contract provides for a minimum annual guarantee rent, as well as
percentage rent on annual gross receipts exceeding certain levels.

The DFS concession contracts provide for quarterly advance payments due on March 1, June 1,
September 1, and December 1 of each year.

Harbors — Aloha Tower Complex Development

The Aloha Tower Development Corporation (ATDC) is a state agency established under HRS
Chapter 206J, primarily to redevelop the Aloha Tower complex. The complex encompasses Piers 5
to 23 of Honolulu Harbor. In September 1993, Harbors entered into a lease with the ATDC
transferring to the ATDC portions of the Aloha Tower complex. The ATDC is required annually to
reimburse Harbors for any losses in revenues during the term of the lease caused by any action of the
ATDC or the developer and to provide replacement facilities for maritime activities at no cost to
Harbors.

In September 1993, the ATDC subleased lands surrounded by Piers 8 and 9 and a portion of land
surrounded by Pier 10 to a developer and entered into a capital improvements, maintenance,
operations, and securities agreement (Operations Agreement) with the developer and Harbors. The
Opezations Agreement allows Harbors to operate the harbor facilities at Piers 8, 9, and 10. The lease
between the ATDC and the developer requires the developer to construct, at the developer’s cost,
various facilities, including a marketplace.

The developer later went into bankruptcy. The subsequent operator of the marketplace assumed the
obligations of the sublease and the Operations Agreement in March of 1998. This replacement
operator has also gone through a bankruptcy proceeding and there is a new operator who has
assumed the same obligations, Although the marketplace construction was substantially completed,
several items on Harbors’ construction punchlist have yet to be completed and are being pursued
with the new operator.

Discussions have been on-going between Harbors and the ATDC to revise the provisions in the lease
requiring the ATDC to annually reimburse Harbors for any losses in revenues during the term of the
lease. The outcome of these discussions may result in an amendment of the lease which will alter the
obligations of the ATDC to reimburse Harbors on an annual basis from and after July 1, 2004,

The loss in revenues for fiscal 2005 amounted to $1,848,086 and has been included in Harbors’
rental revenues. As of June 30, 2005, the amount due to Harbors was $9,899,449. Accordingly,
Harbors have fully provided an allowance for such amount.
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Harbors — Leasing Operations

Harbors leases land, wharf, and building spaces under month-to-month revocable permits and long-
term leases. The long-term leases expire during various years through fiscal 2058. Those leases
generally call for rental increases every five to ten years based on independent appraisals of the fair

rental value of the leased property.

The following schedule presents the approximate future minimum lease rentals under noncancelable
operating leases of the Proprietary Funds as of June 30, 2005 (amounts expressed in thousands):

Proprietary Funds
Airports Harbors Total
Fiscal year:

2006 $ 59,522 9,052 % 68,574
2007 49,595 8,473 58,068
2008 8,291 22,651
2009 8,356 17,403
2010 8,276 16,779
Thereafter 88,215 313,155 401,370

$__.220242 8 333603 § 58485

Net Investment in Direct Financing Leases

Certain leases of state-owned special facilities to parties engaged in airline operations are accounted
for as direct financing leases. At June 30, 2005, net direct financing leases of Airports consisted of

the following (amounts expressed in thousands):
Total minimum lease payments receivable
Less amount representing interest

Cash with trustee and other

87

$ 72,660
(37,486)

35,174

3,951

$ 39,125
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Minimum future rentals to be received under direct financing leases of Airports as of June 30, 2005
consisted of the following (amounts expressed in thousands):

Fiscal year:
2006 $ 3470
2007 3425
2008 3,383
2009 3,357
2010 3,398
Thereafter 39,578

$ 76,611

(11) RETIREMENT BENEFITS

A,

Plan Description

All eligible employees of the State and counties are required by HRS Chapter 88 to become
members of the ERS, a cost-sharing muitiple-employer public employee retirement plan. The ERS
provides retirement benefits, as well as death and disability benefits. The ERS is governed by a
Board of Trustees. All contributions, benefits, and eligibility requirements are established by HRS
Chapter 88 and can be amended by legislative action. The ERS issues a comprehensive annual
financial report that is available to the public. That report may be obtained by writing to the ERS at
201 Merchant Street, Suite 1400, Honolulu, Hawaii 96813.

Prior to June 30, 1984, the plan consisted of only a contributory option. In 1984, legislation was
enacted to add a new noncontributory option for members of the ERS who are also covered under
Social Security. Police officers, firefighters, judges, elected officials, and persons employed in
positions not covered by Social Secwrity are precluded from the noncontributory option. The
noncontributory option provides for reduced benefits and covers most eligible employees hired after
June 30, 1984. Employees hired before that date were allowed to continue under the contributory
option or to elect the new noncontributory option and receive a refund of employee contributions.
All benefits vest after five and ten years of credited service under the contributory and
noncontributory options, respectively.

Both options provide a monthly retirement allowance based on the employee’s age, years of credited
service, and average final compensation (AFC). The AFC is the average salary earned during the
five highest paid years of service, including the vacation payment, if the employee became a member
prior to January 1, 1971. The AFC for members hired on or after that date is based on the
three highest paid years of service, excluding the vacation payment.
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B.

C.

Funding Policy

Most covered employees of the contributory option are required to contribute 7.8% of their salary.
Police officers, firefighters, investigators of the departments of the County Prosecuting Attomey and
the Attorney General, narcotics enforcement investigators, and public safety investigators are
required to contribute 12.2% of their salary. The funding method used to calculate the total employer
contribution requirement is the Entry Age Normal Actuarial Cost Method. Under this method,
employer contributions to the ERS are comprised of normal cost plus level annual payments required
to liquidate the unfunded actuarial liability over the remaining period of 27 years from June 30,
2002.

The State’s contribution requirements as of June 30, 2005, 2004, and 2003 were approximately
$251,685,000, $181,614,000, and $158,622,000, respectively. The State contributed 100% of its
required contributions for those years. Act 233, SLH of 2002, increased the 2003 contribution by
providing a one-time lamp-sum pensioner bonus to retirees who were 70 years and older with at least
20 years of credited service as of June 30, 2002, Also, Act 284, SLH of 2001, provided an increase
in the pension benefits effective 2003 to retirees with military service. Covered payroll for the fiscal
year ended June 30, 2005 was approximately $2,079,054,000.

Post-Retirement Health Care and Life Insurance Benefits

In addition to providing pension benefits, the State, pursuant to HRS Chapter 87, provides certain
health care and life insurance benefits to all qualified employees.

For employees hired before Tuly 1, 1996, the State pays the entire monthly health care premium for
employees retiring with ten or more years of credited service, and 50% of the monthly premium for
employees retiring with fewer than ten years of credited service.

For employees hired after June 30, 1996, and who retire with fewer than 10 years of service, the
State makes no contributions, For those retiring with at least 10 years but fewer than 15 years of
service, the State pays 50% of the retired employees’ monthly Medicare or non-Medicare premium.
For employees hired after June 30, 1996, and who retire with at least 15 years but fewer than
25 years of service, the State pays 75% of the retired employees’ monthly Medicare or non-Medicare
premium; for those retiring with over 25 years of service, the State pays the entire health care
premium,

There are currently approximately 25,000 state retirees receiving such benefits. Free life insurance
coverage for retirees and free dental coverage for dependents under age 19 are also available.
Retirees covered by the medical portion of Medicare are eligible to receive reimbursement of the
basic medical coverage premium. Contributions are financed on a pay-as-you-go basis. During fiscal

2005, expenditures of $177,691,000 were recognized for post-retirement health care and life
insurance benefits, approximately $35,876,000 of which is attributable to the Component Units,

Effective July 1, 2003, the EUTF replaced the Hawaii Public Employees Health Fund under Act 88,
SLH of 2001. The EUTF was established to provide a single delivery system of health benefits for
state and county employees, retirees, and their dependents.
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(12) COMMITMENTS AND CONTINGENCIES

A,

Commitments
General Obligation Bonds

The State has issued general obligation bonds in which repayments, including interest, are
reimbursed from specific revenue sources of the Special Revenue Funds with terms corresponding to
that of the related general obligation bonds (see note 5). At June 30, 2005, outstanding commitments
to repay general obligation bonds consisted of the following (amounts expressed in thousands):

Special Revenue Funds:
Economic Development $ 265,674
Highways 94,784
Agriculture 8,129
Natural Resources 7,926
All Other 7.423
Administrative Support 1,096

§ 385,032

Accumulated Sick Leave

Sick leave accumulates at the rate of one and three-quarters working days for each month of service
without limit, but may be taken only in the event of illness and is not convertible to pay upon
termination of employment. However, a state employee who retires or leaves government service in
good standing with 60 days or more of unused sick leave is entitled to additional service credit in the
ERS. At June 30, 2005, accumulated sick leave was approximately $1,258,181,000,

Intergovernmental Expenditures

In accordance with Act 250, SLH of 2002, 45% of revenues generated by the transient
accommodations tax are to be distributed to the counties.

Guarantees of Indebtedness

The State is anthorized to guarantee indebtedness of others at a maximum amount of approximately
$191,000,000 for aguacultural loans, Hawaijan Home Lands loans, various projects involving
mortgage loans for rental homes made by private nonprofit corporations or governmental
corporations, mortgage loans for housing projects, and rental assistance obligations of Component
Unit — HCDCH. The State has not paid, nor does it expect to pay, any amounts as a result of such
guarantees as of June 30, 2005.

Proprietary Fund Type — Enterprise Funds
Construction and Service Contracts

At June 30, 2005, the Enterprise Funds had commitments of approximately $120,467,000 for
construction and service contracts,

90 (Continued)



STATE OF HAWAII
Notes to Basic Financial Statements

June 30, 2005

C.

Contingencies

The State has been named as defendant in numerous lawsuits and claims arising in the normal course
of operations. To the extent that the outcome of such litigation has been determined to result in
probable financial loss to the State, such loss has been accrued in the basic financial statements. Of
the remaining claims, a nuruber of claims may possibly result in adverse judgments against the State.
However, such claim amounts cannot be reasonably estimated at this time. The litigation payments
relating to the fiscal years ended June 30, 2005, 2004, and 2003 approximated $1,200,000,
$6,200,000, and $14,000,000, respectively.

Tobacco Settlement

In November 1998, the State settled its tobacco lawsuit as part of a nationwide settlement involving
46 other states and various tobacco industry defendants. Under the settlement, those tobacco
companies that have joined in the Master Settlement Agreement will pay the State approximately
$1.3 billion over a 25-year period. Through June 30, 2005, the State has received approximately
$38,008,000. The State is to receive proceeds from this settlement in Jamuary and April of the
subsequent year through 2004 and thereafier on April 15 of each subsequent year, As of June 30,
2005, the State expects to receive $18,700,000 for the first six months of 2005.

Office of Hawaiian Affairs

In 1898, the Republic of Hawaii transferred certain lands to the United States. Upon Hawaii’s
admission to the Union in 1959, the United States reconveyed title to those lands (collectively, the
ceded lands) back to the State to be held as a public trust for five purposes: (1) public education;
(2) betterment of the conditions of native Hawaiians; (3) development of farm and home ownership;
(4) making public improvements; and (5) provision of land for public use. In 1978, the State
Constitution was amended expressly to provide that the ceded lands were to be held as a public trust
for native Hawaiians and the general public, and to establish OHA to administer and manage the
proceeds and income derived from a pro rata portion of the ceded lands for native Hawaiians.

In 1979, the State Legislature adopted HRS Chapter 10, which, as amended in 1980, specified,
among other things, that OHA expend 20% of all funds derived by the State from the ceded lands for
the betterment of the conditions of native Hawaiians.

In 1987, in Trustees of the Office of Hawaiian Affairs v. Yamasaki, 69 Haw. 154 (1987), the Hawaii
Supremne Court concluded that HRS Chapter 10 was insufficiently clear regarding the amount of
monies OHA was entitled to receive from the public trust lands.

In 1990, in response to Yamasaki, the State Legislature adopted Act 304, SLH of 1990, which
(1) defined public land trust'and  fevenue,’{2) specified that 20% of the fevenue derived from

the Public land trust™was to be expended by OHA for the betterment of the conditions of native
Hawaiians, and (3) established a process for OHA and the Director of Finance to jointly determine
the amount of monies which the State would pay OHA to retroactively settle all of OHA’s claims for
the period from June 16, 1980 through June 30, 1991. Since fiscal 1992, the State, through its
departments and agencies, has been paying 20% of fevenue’to OHA on a quarteriy basis.
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In 1993, the State Legislature enacted Act 35, SLH of 1993, appropriating $136.5 million to pay the
amount determined to be OHA’s claims, with interest, for the period from June 16, 1980 through
June 30, 1991,

In January 1994, OHA and its Board of Trustees (the Plaintiffs) filed suit against the State (OHA, et
al. v. State of Hawaii, et al., Civil No. 94-0205-01 (First Circuit) (OHA 1)), claiming that the amount
paid to OHA was inadequate and alleging that the State had failed to properly account for and fully
pay the pro rata share of proceeds and income derived from the public land trust. Among other
things, the Plaintiffs seek an accounting of all proceeds and income, funds and revenue derived from
the public land trust since 1978, and restitution or damages amounting to 20% of the proceeds and
income derived from the public land trust, as well as interest thereon. In its answer to OHA’s
complaint, the State denied all of the Plaintiffs’ substantive allegations, and asserted its sovereign
immunity from suit and other jurisdictional and claim-barring defenses.

The Plaintiffs thereafter filed four motions for partial summary judgment as to the State’s liability to
pay OHA 20% of monies it receives from (1) Airports’ in-bond duty-free airport concession
(including receipts from the concessionaire’s off-airport sales operations); (2) the state-owned and
operated Hilo Medical Center; (3) the State’s public rental housing projects and affordable housing
developments; and (4) interest income, including investment earnings (collectively, the Sources). In
response, the State filed a motion to dismiss on the basis of sovereign immunity and opposed
Plairtiffs® four motions on the merits and raised several affirmative defenses.

On October 24, 1996, the Circuit Court of the First Circuit of the State of Hawaii (First Circuit
Court) filed an order denying the State’s motion to dismiss and rejecting its affirmative defenses.
Also on October 24, 1996, the First Circuit Court filed an order granting the Plaintiffs’ four motions
for partial summary judgment with respect to the State’s liability to pay OHA 20% of the monies it
receives from each of the Sources, and deferred establishing amounts owed from those Sources for
further proceedings or trial. The State’s motion for leave to file an interlocutory appeal from both the
order denying its motion to dismiss and the order granting the Plaintiffs’ four motions for partial
summary judgment was granted, and all proceedings in the suit have been stayed pending the Hawaii
Supreme Court’s disposition of the State’s appeal.

On September 12, 2001, the Hawaii Supreme Court concluded OH4 I by holding in OHA v. State of
Hawaii, 96 Haw., 388 (2001) that Act 304 was effectively repealed by its own terms, and that there
were no judicially manageable standards by which to determine whether OHA was entitled to the
revenue it sought from the Sources because the repeal of Act 304 revived the law which the Hawaii
Supreme Court in Yamasaki had previously concluded was insufficiently clear to establish how much
OHA was entitled to receive from the ceded lands. See OHA v. State, 96 Haw., 388 (2002). The
Hawaii Supreme Court dismissed the case for lack of justiciability noting that it was up to the State
Legislature to enact legislation to give effect to the right of native Hawaiians to benefit from the
ceded lands under the State Constitution. The State Legislature took no action during the 2002
legislative session, and the State’s payments of 20% of fevenue”were discontinued as of the
first quarter in fiscal 2002.

The State Legislature took no action during the 2002 and 2003 legislative sessions to establish a new
mechanism for establishing how much OHA was entitled to receive from the ceded lands. On
January 10, 2003, and pending legislative action to establish such a mechanism, the Governor issued
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Executive Order No. 03-03 directing state agencies to resume transferring 20% of receipts from
leases, licenses, and permits indisputably paid for the use of improved or unimproved parcels of
ceded lands to OHA, if federal or state law did not preclude all or any portion of the receipts from
being used to better the conditions of native Hawaiians, and the transfer of all or any portion of the
receipts to OHA would not cause the state agency to renege on a preexisting pledge, rate covenant,
or other preexisting obligation to holders of revenue bonds or other indebtedness of the State or state
agency. During the 2003 legislative session, the State Legislature appropriated monies from the
various fimds into which the ceded lands receipts had been deposited after the decision in QHA I was
issued and the state agencies ceased making payments to OHA, and directed the state agencies to pay
them to OHA.

OHA continues to pursue its claims for a portion of the revenues from the Sources and other ceded
lands that it made in OHA I, On July 21, 2003, OHA filed a new lawsuit, OHA, ef al. v. State of
Hawaii, et al., Civil No. 03-1-1505-07 (OHA II). There follows additional background information
pertinent to OHA II. In September 1996, the Office of the Inspector General of the U.S. Department
of Transportation (DOT) issued a report (the IG Report) concluding that from 1992 to 1995, the
Hawaii Department of Transportation’s payment t0 OHA of $28.2 million was a diversion of airport
revenues in violation of applicable federal law as OHA provided no airport services in return. The
Hawsii Attorney General disagreed with the 1G Report’s conclusion, stating in November 1996 that
the payments to OHA were simply an operating cost of the airports, and thus not a diversion of
airport revenues in violation of federal law. In April 1997, the Acting Administrator of the FAA
concurred in writing (the FAA Memorandum), with the IG Report and opposed the Hawaii Attorney
General’s position. In support of its appeal of the First Circuit Court’s OHA I decision to the Hawaii
Supreme Court, but differing with the original position of the Hawaii Attorney General, the State
noted in its May 1997 amended opening brief that tinless the federal government’s position, set
forth in the IG Report, changes, Act 304 prohibits the State from paying OHA airport-related
revenues, In its June 1997 reply, the State stated that the DOT Inspector General’s determination
shows that the federal government is on its way to finding such payments illegal and requiring the
State to reimburse past payments of airport-related revenues to OHA *In October 1997, Public Law
105-66, 1997 HR 2169 (the Forgiveness Act) was enacted into federal law. The Forgiveness Act
essentially provides that in exchange for there being no further payments of airport revenues for
claims related to ceded lands, any such payments received prior to April 1, 1996 need not be repaid.
The Hawaii Attorney General submitted the Forgiveness Act to the Hawaii Supreme Court (Court) in
December 1997, Tor the Court’s use’in conjunction with the OHA I appeal, whereupon the Court
requested the parties submit supplemental briefs to address whether the Forgiveness Act affected the
Court’s interpretation of Act 304. The State, in its March 1998 supplemental brief, stated, inter alia,
that paying OHA a pro rata share of airport monies violated federal law, and that there was no live,
ripe controversy regarding those payments because the Forgiveness Act relieved the State and OHA
of any obligation to return improper past payments.

Despite the adverse OHA I decision, the Plaintiffs in OHA IT have now sued the State for alleged
breaches of fiduciary duties as purported trustee of the ceded lands public trust, alleged violations of
Act 304, Chapter 10, and Article XII, Sections 4, 5, and 6 of the Hawaii Constitution, alleged
violations of the Contract Clause of the U.S. Constitution, and alleged misrepresentation and non-
disclosure, by the following alleged acts (but not limited to these acts): (1) failing to oppose positions
set forth in the FAA Memorandum; (2) resolving its dispute with the FAA by obtaining a forgiveness
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of the prior $28.2 million payments in exchange for a promise not to make future airport revenue
payments to OHA and not to appeal the positions set forth in the FAA Memorandum; (3) breaching
the trust duty of impartiality by not opposing the positions set forth in the FAA Memorandum in
order to use as a sword in OHA I (4) failing to timely advise OHA that the State was not going to
continue to oppose the positions set forth in the FAA Memorandum or IG Report, and that it was
planning to settle with the federal government, in order to provide OHA with a fair opportunity to
take measures to step into the State’s position to oppose the FAA; and (5) failing to obtain
instructions from the Court on how to proceed given the State’s conflict between defending the State
against OHA in OHA I, and having a duty to oppose the positions set forth in the FAA
Memorandum.

OHA further alleges that these alleged Yreaches, erro rs, and omissions’were substantial factors that
resulted in the passing of the Forgiveness Act and the issuance of the Hawaii Supreme Court’s
opinion in OHA I Plaintiffs claim that, accordingly, the State is liable to OHA for damages
including, but not limited to: (1) the damages alleged by OHA in OHA I and (2) amounts payable
under Act 304 that have not been paid, including but not limited to, airport landing fees, Plaintiffs
also seek declaratory and injunctive relief ordering the State to reinstate Act 304, pay airport-related
revenues to OHA from sources other than airport revenues (and enjoining the State and its agents,
employees, and officials from opposing any of the above), and seeks appointment of an independent
trustee to temporarily replace the State as trustee of the native Hawaiian public trust with respect to
matters relating to reinstatement of Act 304 and the payment of airport-related revenues to OHA
from the sources other than airport revenues. The State filed a motion to dismiss OHA’s complaint
in OHA JI which the court granted in an order filed on December 26, 2003, The court entered a final
Jjudgment on May 19, 2004, encompassing the order dismissing the complaint and several procedural
orders. On June 8, 2004, OHA filed a notice of appeal from the portions of the May 19, 2004
judgment dismissing its complaint in OHA I, denying leave to amend the complaint and denying a
request for bifurcation of OHA’s claims for liability and damages, The Court affirmed the First
Circuit Court’s order dismissing OHA’s complaint in a decision issued September 9, 2005. On
December 23, 2005, the Court granted OHA’s motion for reconsideration.

In a second lawsuit, OHA filed a complaint for declaratory and injunctive relief on November 4,
1994 (OHA v. Housing Finance and Development Corporation, et al, Civil No. 94-4207-11
(First Circuit)) to enjoin the State from alienating any ceded lands or, alternatively, to preciude the
extinguishing of any rights native Hawaiians may have in ceded lands which may be alienated.

Alternatively, OHA sought a declaration that the amounts the Housing Finance and Development
Corporation (the Corporation) and the State paid to OHA for ceded lands the Corporation planned to
use to develop and sell housing units pursuant to Act 318, SLH of 1992, were insufficient. Act 318
established a separate process for valuing the ceded lands the Corporation used for its two housing
developments at Kealakeke and Lahaina, and quantifying the amounts of income and proceeds from
the ceded lands that the Corporation and State were required to pay OHA for conveying and using
the parcels for the Corporation’s two projects.
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In December 2002, following a trial on the issues, the trial court confirmed the State’s authority to
sell ceded lands, denied the declaratory ruling that the sale of ceded lands did not directly or
indirectly release or limit native Hawaiians’ claim to those lands which the Plaintiff requested, and
ordered that judgment be entered in the State’s and the Corporation’s favor as to Counts I, II, and I
of the Amended Complaint. The Plaintiffs moved for and were granted leave to file immediate
appeals from the trial court’s ruling to the Hawaii Supreme Court. Those appeals are now pending.
Trial to determine the sufficiency of the proceeds paid to OHA by the Corporation and the State from
the sale of particular parcels of ceded lands at issue has not been scheduled.

In a third lawsuit, OHA filed suit against the Hawaii Housing Authority (the HHA), the executive
director of the HHA, the board members of the HHA, and the Director of Finance on July 27, 1995
(OHA v. HHA, et al., Civil No. 95-2682-07 (First Circuit)) to secure additional compensation and an
itemized accounting of the sums previously paid to OHA for five specifically identified parcels of
ceded lands which were transferred to the HHA for its use to develop, construct, and manage
additional affordable public rental housing units under HRS Chapter 201G. On January 11, 2000, all
proceedings in this suit were stayed pending the Hawaii Supreme Court’s decision in the State’s
appeal in OHA v. State of Hawuii, Civil No. 94-0205-01 (First Circuit). The repeal and revival of the
pre-Yamasaki law by the Hawaii Supreme Court’s September 12, 2001 decision in OHA v. State
should also require dismissal of the claims OHA makes in OHA v. HHA, and the case remains
pending.

The State intends to vigorously defend against all of OHA’s claims. It is currently unable to predict
with reasonable certainty the magnitude of its potential liability for such claims, if any. Accordingly,
no estimate of loss has been made in the accompanying basic financial statements. However,
resolution of all of OHA’s claims in OHA’s favor could have a material adverse effect on the State’s
financial condition.

Department of Education and Department of Henlth

Felix v. Lingle, Civil No. 93-00367 (U.S. District Court for the District of Hawaii) (Felix). This case
involves the State’s respomsibility under federal law to provide mental health services as a related
service to children and adolescents who need such services to benefit from special education. After
the U.S. District Court granted partial summary judgment as to liability in the Plaintiffs’ favor, the
parties entered into a consent decree which allowed the State to plan and implement a new system of
care. Under the consent decree and the supervision of the UJ.8. District Court, the State has been
implementing a plan to improve the provision of such services. Because of the failure of the State to
timely complete the implementation plan approved by the U.S. District Court, the State was held in
contempt of court and the consent decree was extended to June 30, 2001 for completion of
infrastructure to support the delivery of services and December 31, 2001 for substantial compliance
with the consent decree.
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The State avoided the U.S. District Court’s imposition of a federal court-appointed receiver by
meeting the court’s revised benchmarks and conditions which the State was ordered to fulfill. At a
hearing held on November 30, 2001, the U.S. District Court determined that the State had made
significant progress in meeting the terms of the consent decree and, therefore, that a federal receiver
was not necessary. On September 10, 2002, the court ruled that the State was in substantial
compliance with the consent decree as of June 30, 2002, However, the court ordered the federal court
gupervision to continue until December 31, 2003,

Due to the scheduling needs of the U.S. District Court and the parties, stipulations were entered into
by the parties extending U.S. District Court oversight and control over the Revised Consent Decree
until April 30, 2004, At a hearing on April 8, 2004, the U.S. District Court approved the parties’
stipulation, which provides for the termination of jurisdiction 30 days after the publication of the
State’s fifth quarterly sustainability report (anticipated to be on or about May 30, 2005). The federal
court’s oversight of special education (Felix) ended with the securing of a judgment and dismissal of
the Felix case. The federal court’s jurisdiction terminated on May 31, 2005. The case has been
resolved.

Department of Hawaiian Home Lands
Hawaiian Home Lands Trust Fund

Act 14, Special SLH of 1995, was approved by the Governor on June 29, 1995 and obligates
the State to make 20 annual deposits of $30,000,000, or their discounted value equivalent, into
the Hawaiian Home Lands Trust Fund beginning in the fiscal year ended June 30, 1996. The
primary purpose of Act 14 is to resolve controversies and claims related to the Hawaiian Home
Lands trust which arose between August 31, 1959 and July 1, 1988. Act 14 also established in
the State Treasury a trust fund known as the Hawaiian Home Lands Trust Fund.

The State transferred $30,000,000 to the Hawaiian Home Lands Trust Fund during the fiscal
year ended June 30, 2005.

As of June 30, 2005, the State has transferred approximately $300,000,000 to the Hawaiian
Home Lands Trust Fund. The State’s remaining $300,000,000 obhgat:on discounted at 6% and
assuming annual payments of $30,000,000 over the remaining term of the obligation is
approximately $220,800,000. Such amount has been included in claims and judgments payable
in the accompanying statement of net assets.

Transfer of Property

Act 95, SLH of 1996, authorizes the transfer of certain parcels of land to the DHHL. The
properties were conveyed in fiscal 1997 and the allocated costs were charged against
contributed capital. The estimated future costs of those parcels will be recognized as
contributions returned to the State and others when costs are incurred. The estimated allocated
project costs incurred to date of those parcels of land were approximately $18,740,000.
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Individual Claims

In 1991, the State Legislature enacted HRS Chapter 674, entitled Thdividual Claims
Resolution Under the Hawaiian Home Lands Trust,” which established a process for
individual beneficiaries of the Hawaiian Homes Commission Act of 1920 to file claims to
recover actual economic damages they believed they suffered from a breach of trust caused by
an act or omission of an official of the State between August 21, 1959, when Hawaii became a
state, and June 30, 1988. Claims were required to be filed no later than August 31, 1995. There
were 4,327 claims filed by 2,753 individuals.

The process was a three-step process which (1) began with informal proceedings presided over
by the Hawaiian Home Lands Trust Individual Claims Review Panel (the Panel) to provide the
State Legislature with non-binding findings and advisory opinions for each claim; (2) provided
for the State Legislature’s review and consideration of the Panel’s findings and advisory
opinions, and appropriations of funds to pay the actual economic damages the State
Legislature deemed appropriate by October 1, 1999; and (3) allowed claimants to bring de
novo civil actions by December 31, 1999 if they were not satisfied with the Panel’s findings
and advisory opinions, or the State Legislature’s response to the Panel’s recommendations.

Legislation to allow the Panel and the State Legislature until September 30, 2000 to act on all
claims, and postpone the deadline for unsatisfied claimants to file suit nntil December 31,
2000, was adopted by the State Legislature, but vetoed by the Governor in the 1999 legislative
session, and the Panel unseated on December 31, 1999, As of September 30, 1999, claims
from 1,376 claimants had not been reviewed by the Panel, and all but the claims of
two claimants had not been acted upon by the State Legislature. In 1997, the State Legislature
declared it to be its intent to postpone acting upon the Panel’s recommendations until all
claims had been reviewed and forwarded to it.

On September 30, 1999, three claimants filed a suit for declaratory and injunctive relief in the
U.S. District Court to secure an injunction prohibiting the enforcement of the notice and suit
filing deadlines specified in HRS Chapter 674. Kalima, et al. v. Cayetano,
Civil No. 99-00671HG/LEK. A motion for preliminary injunction was heard on November 15,
1999 and denied as moot on September 28, 2000. By stipulation filed on November 13, 2000,
the action was dismissed without prejudice.

On December 29, 1999, the same three claimants filed a class motion lawsuit in the First
Circuit Court for declaratory and injunctive relief and for general, special, and pumtive
damages for breach of trust or fiduciary duty under HRS Chapters 674 and 673, violation of
the due process, equal protection and native rights clauses of the State Constitution, and breach
of contract under HRS Chapter 661. Kalima, et al. v. State of Hawail, et al,
Civil No. 99-4771-12VSM (First Circuit Court) (Kalima I). Five other claimants filed similar
individual claims actions for themselves on or before December 31, 1999. Aguiar v. State of
Hawaii, et al., Civil No, 99-612 (Third Circuit Court); Silva v. State of Hawaii, et al., Civil
No. 99-4775-12 (First Circuit Court); Wilhelm v. State of Hawaii, et al., Civil No. 99-4774-12
(First Circuit Court); Williamson v. State of Hawaii, et al., Civil No. 99-4773-12 (First Circuit
Court); Hanohano v. State of Hawaii, et al., Civil No. 99-4775-12 (First Circuit Court). The
Plaintiffs in these other actions have stipulated to stay all proceedings in their actions pending
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the resolution of all questions of law in Kalima I that are common to the questions of law
presented in their suits. Plaintiff Hanohano has since stipulated to the dismissal of her action
without prejudice.

On March 30, 2000, the three named-plaintiffs in Kalima I filed a second class action lawsuit
in the First Circuit Court for declaratory and injunctive relief, and for damages under HRS
Chapter 673, for the Panel’s and the State Legislature’s alleged failure to remedy their breach
of trust claims under HRS Chapter 674. Kalima, et al. v, State of Hawaii, et al,
Civil No. 00-1-1041-03 (First Circuit Court) (Kalima I). All proceedings in this action were
stayed by stipulation, pending the resolution of those questions of law in Kalima I that are
common to both Kalima I and Kalima I1.

On August 30, 2000, the First Circuit Court entered an order in Kalima I granting Plaintiffs’
motion for summary judgment and declaratory relief as to Count I of the Complaint, and
denying Defendants’ motion for judgment on the pleadings. Essentially, the First Circuit Court
rejected Defendants’ sovereign imrmunity, lack of subject matter jurisdiction, and no-cause of
action defenses, and ruled that the Plaintiffs and those similarly situated to them (by an order
filed on August 29, 2000, a class was so certified for purposes of Count I) could pursue their
claims for damages and other relief under HRS Chapters 674 and 661.

The First Circuit Court allowed the State to take an interlocutory appeal from the August 30,
2000 order to the Hawaii Supreme Court, and entered an order staying all proceedings in
Kalima I pending the Hawaii Supreme Court’s disposition of the appeal. By an order entered
on September 20, 2001; however, that appeal was dismissed by the Hawaii Supreme Court for
lack of appellate jurisdiction. Since then, the State has secured a certification of finality for the
August 30, 2000 order from the court, and filed another notice of appeal of the orders so that
the questions of law the court decided can be reviewed by the Hawaii Supreme Court prior to
trial. All briefs have been filed and the parties are awaiting oral argument or a decision from
the court in this second appeal. All proceedings in Kalima I in the court remain stayed, and no
trial date has been set in either Kalima I or any of the other individual claims cases.

At the present time, the State is not able to estimate with any reasonable certainty the
magnitude of the potential Lability related to these individual claims cases. Accordingly, no
estimate of loss has been made in the accompanying basic financial statements. However, an
ultimate decision against the State could have a material adverse effect on the financial
position of the State.
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(13) RISK MANAGEMENT

The State records a lability for risk financing and insurance related losses if it is determined that a loss has
been incurred and the amount can be reasonably estimated. The State retains various risks and insures
cerfain excess layers with commercial insurance companies. The excess layers insured with commercial
insurance companies are consistent with the prior fiscal year. Seitled claims have not exceeded the
coverage provided by commercial insurance companies in any of the past three fiscal years. A summary of
the State’s underwriting risks is as follows:

A,

C.

Property Insurance

The State has an insurance policy with a variety of insurers in a variety of layers for property
coverage. The deductible is $250,000 per occurrence. The deductible for coverage is 3% of loss
subject to a $250,000 per occurrence minimum. This policy includes windstorm, earthquake, flood
damage, tsunami, and volcanic action coverage with a deductible of 3% of loss subject to a $250,000
minimum. The limit of loss per occurrence is $100,000,000, except for flood and earthquake which
is $25,000,000. This policy also includes terrorism coverage whose limit of loss per occurrence is
$50,000,000 with a deductible of $250,000 per occurrence.

The State also has a crime insurance policy for various types of coverages with a limit of loss of
$10,000,000 per occurrence with a $500,000 deductible per occurrence. Losses not covered by
msurance are paid from legislative appropriations of the State’s General Fund.

General Liability (including Torts)

Claims under $10,000 are handled by the risk management office of the Department of Accounting
and General Services. All other claims are handled by the Department of the Attorney General. The
State has personal injury and property damage liability, inclading avtomobile and public errors and
omissions, insurance policy in force with a $3,000,000 deductible per occurrence. The annual
aggregate per occurrence is $10,000,000.

Losses under the deductible amount or over the aggregate limit are paid from legislative
appropriations of the State’s General Fund.

Medical Insurance

The State’s community hospitals included in the HHSC are insured by a comprehensive hospital
professional liability policy. The policy covers losses from persomal mjury, professional liability,
patient property damage, and employee benefits. This policy covers losses up to a limit of
$20,000,000 per occurrence and in the aggregate.

Self-Insured Risks

The State generally self-insures its automobile no-fault and workers’ compensation losses.
Automobile losses are administered by third-party administrators. The State administers its workers’
compensation losses.
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E.  Reserve for Losses and Loss Adjustment Costs

A liability for workers’ compensation and general liability claims is established if information
indicates that a loss has been incurred as of June 30, 2005 and the amount of the loss can be
reasonably estimated. The liability also includes an estimate for amounts incurred but not reported.
The amount of the estimated loss is recorded in the accompanying statement of net assets as those
losses will be liquidated with future expendable resources. The estimated losses will be paid from
legislative appropriations of the State’s General Fund, The following table represents changes in the
amount of the estimated losses and the loss adjustment costs at June 30 (amounts expressed in

thousands):
2005 2004
Unpaid losses and loss adjustment costs at the beginning
of the fiscal year $ 103,500 $ 102,100
Incurred losses and loss adjustment costs:
Provision for insured events of current fiscal year 11,400 18,800
Increase (decrease) in provision for insured events
of prior fiscal years (1,600) 200
Total incurred losses and loss adjustment
costs 9,300 19,000
Payments:
Losses and loss adjustment costs attributable to
insured events of current fiscal year (2,600) (2,000)
Losses and loss adjustment costs attributable to
insured events of prior fiscal years (21,600) (15,600)
Total payments (24,200) (17,600)
Unpaid losses and loss adjustment costs at the
end of the fiscal year $ 89,100 § 103,500
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(14) SPECIAL AND EXTRAORDINARY ITEMS

In fiscal 2005, the HHSC received $5,169,021 from the State for construction of the new veterans’ long-
term care facility. Of this amount, $1,641,894 was expended for planning and design costs, and is included
in construction in progress in the statement of net assets. The remaining $3,527,127 was expended to
demolish an old, existing building on the campus site, and is included as a special item in the statement of
activities, due to the infrequent nature of such expenditures by the HHSC.

The UH at Manoa campus experienced significant flooding as a result of heavy rains that fell on
October 30, 2004. Approximately 35 buildings and their contents sustained moderate to severe damage.
The UH received disaster aid in the form of a $22.0 million appropriation from the State Legislature, as
well as $500,000 in State Civil Defense monies to help in the clean-up, repair, and replacement of
infrastructure, books, and equipment. Clean-up and repair expenditures amounted to approximately
$20.7 million, or 90.8%, of the $22.8 million flood expenditure total.

For fiscal 2006, an additional $31.0 million was appropriated by the Sate Legislatwre to the UH for on-
going flood repairs.
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NONMAJOR GOVERNMENTAL FUNDS

Special Revenue Funds

The Special Revenue Funds are used to account for the proceeds of specific revenue sources that are legally
restricted for specific purposes. Certain Special Revenue Funds are presented separately in the accompanying
combining financial statements, with the remainder grouped as a single entity. The Special Revenue Funds are as
follows:

Highways — accounts for programs related to maintaining and operating land transportation facilities.

Natural Resources — accounts for programs related to the conservation, development, and utilization of
agriculture, aquaculture, water, land, and other natural resources of the State.

Wastewater — accounts for programs related to the water sanitation of the State.

Health — accounts for programs related to mental health, nutrition services, communicable disease, and for other
public health services.

Med-Quest — accounts for the programs related to the health care programs of the State.

Human Services — accounts for social service programs which include public welfare, eligibility and disability
determination, and housing assistance,

Education — accounts for programs related to instructional education, school food services, and student driver
education.

Economic Development — accounts for programs related to the development and promotion of industry and
international commerce, energy development and management, economic research and analysis, and the
utilization of resources.

Employment — accounts for programs related to employment and training, disability compensation, placement
services, and occupational safety and health,

Regulatory — accounts for programs related to consumer protection, business registration, and cable television
regulation.

Hawaiian Programs — accounts for programs related to the betterment of the conditions of native Hawaiians.
Administrative Support — accounts for programs of certain administrative agencies.
All Other — accounts for programs related to water recreation, inmate stores, and driver training and education,

Debt Service Fund

The Debt Service Fund is used to account for the accumulation of resources for, and the payment of, general
obligation bonds serviced by the General Fund and general obligation bonds and revenue bonds serviced by the
Special Revenue Funds.
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Combining Balance Sheet
June 30, 2005
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Combining Statement of Revenues, Expenditures,

and Changes in Fund Balances
For the Fiscal Year Ended June 30, 2005

(Amounts in. thousands

Debt service
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6807 S S, A S, AOSSL S L0408 S LSS LAY 8.3 ¥ L,
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STATE OF HAWAII

Nonmajor Special Revenue Funds

Combining Schedule of Revenues and Expenditures —
Budget and Actual (Budgetary Basis)

For the Fiscal Year Ended June 30, 2005

{Amounts in thousands)
Axinal Variasce -
{Budgetary Over
Budget Bash) (Uniler)
Revennes:
Taxes:
id foed tax:

> ) ] 75,342 80913 § 5471
Vehicle registration fee tix 18,680 20238 1,558
State vehicle weigit tax 26,783 30,828 4,045
Rental motorftour vebicle surcharpe i 3893 43,950 5,037
Employment and training famd Assessmem —_ —_ -
Gemeral exciss tax s - -
Tobaooo tax - e —
Conveyances tax — — —
Environmental respyomse tax — _— —_
Franchise tax — — -
Transient acoommodations tax — — _—
Tax on preminms of insurance conpanies — ot -
Total Taxes 159,18 175,929 16,211

Nouwties:
Toterest and investoent iooome 11,900 9,082 (2,818)
Charges for cuzrent services 934 2,151 1,167
tal 154,402 135,815 (18,587)
Fies, focvies, and penalki 1S 1,188 &

dii- - ¥ »

Licenses and fees 1,796 2,162 366
Revenes from private sources e 30 30
o 28930 28,930
Total Nos-taxes 170,230 179,358 9128
Total Revenues 320,048 355287 25,339
General govermment s — —_—
Fublic safety 214747 164,753 50514

Highways
Congervetion of natural résources o o —
Health o m —
Welfare — —_ —_
Lower education e — s
Other education e e —
Culure and recreation — -— —
Urban redevelopment and housing oo oo e
Economic development and assistancs —- i -
Other — — —
Total Expenditures 214,747 164,233 50,514
Excess (Deficiency) of Revenues over Expenditures $ 115,201 191054  $ 15,853

See accompanying independent suditors” report.
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Natara) Resonrces Wastewater

Actonl Vartames — Actusl Variance -
Budgetary Over {(Budgetary Over
Fudget Basls) (Under) Budeet Basly) (Under)

$ 20 8 24 8 23 8 e | - s

2,686 6,080 3,39 — = -

- 1,000 1,000 — Z —

2,906 1323 4417 [ o o

2,341 2,242 299 7179 1457 278

16,242 16,287 45 1,709 1,948 239

12,557 22,557 10,000 18,903 2487 (16,416

2,070 3,060 L] — J— —

3l 154 123 - e

687 685 @ — — -

1 509 58 - —— —_

y’?ﬁ 5.1 &695 10,161 15,434 5,273
36,505 50,215 13,610 31,952 21326 (10,626) _

39&11 57538 18,027 37,952 21336 (lﬂami

3285 30y 266 —- - -

3808 1,395 2410 — — —

57,950 38,698 19,292 e - o

— -— — 95,692 8,74 36,968

6, 18_7 5048 1,15 : x :

1,663 1,174 489 — . -

72,930 49,334 23,595 935,692 1,704 86,968

3 QH,MD) 3 3&& H 41,623 $ 97,7’40) 4 18602 % 76&3
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STATE OF HAWAII

Nonmajor Special Revenue Funds

Combining Schedule of Revenues and Expenditures —
Budget and Actual (Budgetary Basis) (Cont’d)

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands)

{Under)

Revenues:
Tanes:

Licid fuel tax:
Highways

Bogting
Vehicle registration fos tx
State vehicle weight tax
Rental motoe/tour vehicle surcharge tax
Employment and training fimd assessment
Generdl excise tax
Tobaon tix

-H

Environmental respotiss tax
Franchise tax

8
g
ERE-IRNRRERER

Trensjent acearnmodations tax
Tax on premiums of inwrmee companies

: Ed
FREINEERREIR

—

L]

Total Taxee 1,800

o
boid
<G

Non-taxes:
Interest and investment income 1436
Charges for current services
Intergovermnenial

é’
:
|
%

Urban redevelopment and housing
Economic development and assistance

B
EEERRRE IR

%%’z
i

g
EERERREIRE

Totel Expeaditres 231003

T
(99,503; -

Excess (Deficiency) of Revenves over Expenditures $

See accompanying independent auditors” report,
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1
i

111

Actoal Varisnes — Actual Vartawoe —
(Budgetary Over (Budgetary Over

_ Budge Basis) ) Budget Bas) (Uader)
$ — s - — 8 - % - _
— —_— — —_ 162 162
— 406 406 — 16 16
529,144 35,637 {493,507 229,986 63,057 $33,051
- - — 4 B @13)
— 2422 BAD 850 34,038 3,188

529,144 59465 (459,679) 231,180 797,384 566204

520,144 59485 (469&!2} 231,180 797,384 566,204
575251 562610 12,581 318,703 273 806 45097
” - = 11,902 10,343 1,559
375,251 562,670 1%231 339&5 283,949 46‘&“5“;
$ “s10m s (032058 457,098 $ @425 _$ 51335 8 612,860
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STATE OF HAWAII

Nonmajor Special Revenue Funds

Combining Schedule of Revenues and Expenditures —
Budget and Actunal (Budgetary Basis) (Cont’d)

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands)

Education

Baidget

Basi) {Under)

]
aE

I I I I

N EEEE RN

:
g
!

Welfare

Lower education

Other education
Cultire amd recreation

Urban redevelopment and housing
Eommcm i development and agejetance

£
- INEREN

I

5

[ %Y

w 8
EINERER
p 2
=R

Il
|

§3EI

Total Expenditires

3
2
3
l§

Excess (Deficiency) of Revenoes over Expenditures

|
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Eosamle Devsiopment Employment
Avctwal Varlance — Actual Varlanee ~
| — Over (Swdgetary Over

Budget Bask) (Oader) utger Bew)  _ (Unoe)

$ - — 8 — s ~ - -
— — _ gon o7 7

93,812 96,334 2522 - - -

812 96334 25722 300 247 147

137 1,951 sm 970 1,025 55

589 4830 {1,062) 20,000 15,211 (4,689)

20353 16,089 (14.264) 57317 Qa9 (13.780)

13363 8635 @728) - — —

pd - = P 58 518

6,120 9734 3,614 & 1,004 998

57,107 41,239 (15,868) 78363 61,465 (16398)

150,019 137,573 (13,346) 79,163 62,412 (16,751)

1100 » 1,061 2121 1,934 187

174,562 141,481 33,081 111,883 @279% 9,085

175,662 141,520 4142 114,004 64,132 0272

s 743 com_ s 0% sy s @i s 3252
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STATE OF HAWAII

Nonmajor Special Revenue Funds

Combining Schedule of Revenues and Expenditures —
Budget and Actual (Budgetary Basis) (Cont’d)

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands)

Budget

Artusl Variance ~
(Budgetary COver
Basis) {Under)

S INRRRRRERD

1,100

HEIRRERRRERR

3,100

14,536

636
8,672

2827

25,671

29,771

w
=
)

El1riittiitsl

Total Expenditures

.
glE%li%liiigE

31,719 10561

Excess (Deficiancy) of Revenues over Expenditures -3 ....s.....ﬁ.%é'&. $

See necompynying independent auditors' raport.
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https://Non.ta.ea

Actusl Variance— "Actoal Vatianoe—
Crver Over
Budget Basls) (Under) Budpet Busly) ey
-8 -8 — 3 - 3 — 8 -
- - - 1,350 5308 4453
— - - 1,047 n 130
- — _ 2397 5,982 4,585
840 1075 235 1,194 1,387 193
1 - 28,460 89,536 41,07
3,581 7,044 2,563 10,950 24192 (6.758)
6788 3610 Xt 8,005 5343 (1752)
— - = 301 197 (104)
- —- - 10,708 11,282 $44
— — - 350 350 —
3,240 4,400 1,160 13,428 514,442 560,614
14450 16230 1,780 93,836 687,699 593,813
14,450 16210 1790 96283 694,881 598,308
- — - 399,241 373,881 25360
— - — 21314 9,934 11380
- —- - 375 25 250
- - — 70 7 a
— — = 14,837 9,980 4,857
- — — 5,548 5,548 -
— - - 12302 10316 1,986
1,178 12,117 o - — g
< bl — @ 46 2
— — — 859 245 645 20214
23,128 12117 11011 719,594 655,208 64,196
@618 $ AT 1279 s €331 39288 5 §62,594
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STATE OF HAWAIL

Nonmajor Special Revenue Funds

Combining Schedule of Revenues and Expenditures —
Budget and Actual (Budgetary Basis) (Cont’d)

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands)
Al Other
Actoa} Yariance -
{Budgetary Over
Budget Basly) (Under)
Reveumes:
Taxes:
Liquid fuel tax:
Highways b1 — § — 8 o
Bosting 1 1517
‘Vehicle registration fee tax '33 — —
State vehicle weight tax — — —_—
Pental motor/tone vehicle surcharge tax — — —
Employment and trafning fimd assessmen —_— — —
General excioe tax - o .
Tobaceo tax - — -
Coavtymees iax —_ — —
d feBpORse tax — — —_
Franchise tax - — —
Transient accommodations tx — — _
Tux on greiums of nsnrnce cotmpanits . o — —
Total Taxes 1,300 1,577 277
Non-taxes:
Interest and investment income 236 07 21
Charges for current services 12,400 15,131 3,331
Intergovernuental .477 32,048 4,571
Rentals 1,115 1,196 81
Fines, forfeitares, and penalties 2425 2,065
Licenses apd foes 3958 430 is
Revenues frem privats sowrces —_ - p—
Other 6,334 7239 905
Total Now-taxes 50432 39,016 8,584
Total Revenpes 51,732 60,593 B,861
General governmen 10,258 8,084 2,174
Public safety ' 63,962 36,702 29,260
Highways — — _
Comservation of nabaral reseurees — o -
Health 800 800 e
Wellare 350 n2 238
Lower sducation e — o
Other edincation o —_ e
Culture and recreation 15,908 9,519 6389
Urban redevelopment and housing e —-— o
¢ development and assistance - — -
Total Expenditures 93,478 35417 38,061
Excess (Deficiency) of Reveanes over Expenditmes s (41,748) § 5176 % 46,922

See accompanying independent mditors’ report.
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Over
. Pudget Basis)_ (Under)
$ 75562 § 8L156 & 5,504
1300 1,577 m
18,680 229 4,549
783 30,828 4,045
38,913 43,950 5,087
547 147
1,350 5,805 4,455
1,047 1177 130
2,686 6,080 3,394
1,800 1,867
2,000 2,000 —
93812 97,334 3,512
1100 1,745 645
265,833 297,698 31,862
28203 28311 108
133,975 229,456 95481
1,337,144 1415207 78,063
31,470 22,880 (8,590)
5258 6,166 911
23,880 26,088 2,208
20,889 38,561 17672
47,031 716,534 669,503
1,627,347 2483 204 835,387
1,893,680 2,780,899 887,219
412,784 384,904 27,800
136,582 81,723 54,859
214747 164,233 50514
58,515 38873 19,642
R7M7 204,117 123,300
909,341 846,568 62,173
450,008 275,574 174,434
11,502 10,343 1,559
4,282 28,753 11,529
23,128 12,117 11,011
288,156 205,499 82,657
265,859 245,645 20214

_ 3138721 2,498,420

40292
s (245041 $ 282470 _§ 1527511
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STATE OF HAWAII

Nonmajor Special Revenue Funds
Reconciliation of the Budgetary to GAAP Basis

June 30, 2005
(Amounts in thousands)
Excess of revenues over expenditures — actual (budgetary basis) 3 282,470
Reserve for encumbrances at year-end* 232,992
Expenditures for liquidation of prior fiscal year encumbrance (251,092)
Expenditures for unbudgeted programs, principally expenditures for capital project

accounts and revolving fund: (59,548)
Transfers 100,291
Accrued liabilities (198,931)
Accrued revenues 175,143
Excess of revenues over expenditures — GAAP basis $ 281325

* Amount reflects the encumbrance balances (included in continuing appropriations) for budgeted
programs only.

See accompanying independent auditors’ report.
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STATE OF HAWAII

Fiduciary Funds
Combining Statement of Fiduciary Net Assets — Agency Funds

June 30, 2005
(Amounts in thonsands)
Agency Funds
Total
Tax Agency
ASSETS Collections Custodial Other Funds
Cash and short-term investments b 2461 % 106904 § 38598 8% 147,963
Receivables:
Taxes — — 8,400 8,400
Accied interest — 296 104 400
Total Receivables e 296 8,504 8,800
Investments:
Repurchase agreements — 2,876 988 3,864
(1.8, government securities — —_ 11 11
Total Investments — 2876 959 3,875
Total Assets $ 2461 $ 110,076 % 48,100 § 160,638
LIABILITIES
Vouchers payable $ 48 § 965 § 394 § 1,407
Due to individuals, businesses, and counties 2413 109,111 47,707 159,231
Total Liabilities $ 2461 % 110076 % 48,101 § 160,638

See accompanying independent anditors’ report.
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STATE OF HAWAII

Fiduciary Funds
Combining Statement of Changes in Assets and Liabilities — Agency Funds

For the Fiscal Year Ended June 30, 2005

(Amounts in thousands)
Balance, Balance,
July 1, 2004 Additions Deductions June 30, 2005
Tax Collections:
Assets:
Cash and short-term investments 3 8984 % 5131617 § (5138,140) § 2,461
Total Assets $ 8984 § 5131617 % (5138140) § 2,461
Liabilities:
Vouchers payable 5 7978 % 48 3 (7978) % 48
Due to individuals, businesses, and counties 1,006 5,131,617 (5,130,210) 2,413
Total Liabilities $ 8984 $ 5131,665 $ (5138,188) § 2,461
Custodial:
Assets:.
Cash and short-term investrents % 134514 § 294263 § (2970373 % 106,904
Receivables — 296 — 266
Investments — 2,876 — 2,876
Total Assets $ 134514 $ 2945935 $ (2,970373) $ 116,676
Liabilities:
Vouchers payable $ 22 8 965 § (222) $ 965
Due to individuals, businesses, and counties 134,292 2,943,059 (2,968,240) 109,111
Total Liabilities $ 134514 % 2,944,024 % 521968‘462! $ 1 103076
Other:
Assets:
Cash and short-term investments $ 34836 § 23,156 % (19354) § 38,598
Receivables 7,600 8,504 (7,600) 8,304
Investments 90 999 (90) 999
Total Assets $ 42526 § 32,659 3% (27084) 3 48,101
Liabilities:
Vouchers payable $ 9 § 394 % ©n 3 394
Due to individuals, businesses, and counties 42,429 24,060 (18,782) 47,707
Total Liabilities $ 42526 % 24454 § (18879) % 48,101
Total — All Agency Funds;
Assets:
Cash and short-term investments $ 178,334 § 8,097536 § (8127907 ¢ 147,963
Receivables 7,600 8,800 {7,600) 8,800
Invesimenis 90 3,875 (90) 3,873
Total Assets b 186024 § 8,110,211 $ (8,135597) % 160,638
Liabilities:
Vouchers payable 5 8297 § 1,407 8§ (8,297 §% 1,407
Due to individuals, businesses, and counties 177,727 8,008,736 (8,117,232 159,231
Total Liabilities 5 186,024 $ 8,100,043 § (8.125,529) 5 1603638

See accompanying independent auditors’ report.
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PART III: STATISTICAL SECTION



STATE OF HAWAI
Schedule of Government-Wide Revenues

Last Three Fiscal Years
{Amounts in thousands]
PROGRAM REVENUES GENERAL REVENUES
Charges for Operating Capita Interest and
Fiscal Year Ended Current Grants and Grants and Investiment
June 30, Services Contributions _Contributions Tazes Income Other Tutal
2005 $ $39832 § 1667492 5 178231 % 432,167 % 20O % G4y 3 7,095,598
2004 166,453 1,687973 64,254 3,745,883 66,6622 (©,658) 6.321,517
2003 729516 1,586,719 97,543 3,441,398 94,419 9,760 5,959.355

See accompanying independent auditors’ report.
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STATE OF HAWAII
Schedule of Government-Wide Expenses by Function

Last Three Fiscal Years
(Amounts in thousands)
2005 2004 2003

General government $ 494,174 § 427,820 $ 475,517
Public safety 248,685 239,932 252,741
Highways 282,339 413,215 439,923
Conservation of natural resources 79,545 69,693 48918
Health 561,155 520,433 515,492
Welfare 1,615,721 1,547,732 1,418,224
Lower education 1,758,596 1,795,482 1,660,595
Higher educatior 559,379 480,296 537,709
Other education 19,667 23,092 38,161
Culture and recreation 72,920 64,052 71,738
Urban redevelopment and housing 53,077 59,394 42,713
Economic development and assistanc 214,842 214,206 231,605
Interest expense 169,738 179,357 200,864
Airports 273,949 273,546 291,871
Harbors 64,568 54,432 61,448
Unemployment compensatio 112,329 176,135 204,344
Nonmajor proprietary fund 2,883 2,496 789

Total $ 6,583,567 § 6,541,313 $ 6,492,652

See accompanying independent auditors’ report,

123



STATE OF HAWAII
Schedule of Revenues by Source —

All Governmental Fund Types
Last Ten Fiscal Years
(Amounts in millions)
For the Fiscal Year Ended June 3
Bource “¥05 004 003 1598 Y57 1998
Taxes:
General excise $ 2146 § 15%0¢ $ 5730 %5 15651 § 1642 5 1,542 § 1, M8 $ 1417 % 1430 $ 1426
Income 1,485 1,254 1,051 1,082 1,187 1,132 1,110 1,128 1,023 1,046
Inheritance and estate 13 10 16 17 18 23 29 20 22 17
Liquor 44 4] 4] 39 38 39 39 39 38 a8
Public service companies 109 100 114 93 135 119 121 120 114 104
Tobacco 85 79 T2 65 55 42 42 36 36 40
Insurance companies”
premivms BS 79 T4 69 72 69 53 &7 75 85
Franchise 37 i 23 5 — 7 10 16 13 16
Transient accommodations 111 102 9 87 108 93 58 26 26 24
Ligid foel 83 81 T 75 74 i 70 70 n 71
Moter vehicle 98 £8 85 i 81 s 39 33 37 a7
Hospital apd nursing
facility(1) — — — — — — — 3 12 10
Other 21 18 13 13 13 14 34 32 34 33
Total Taxes 4317 3,753 3,438 3,274 3,428 3,226 3,050 3,032 2,931 2,947
Non-taxes:
Interest and investment
income 58 42 61 71 150 64 N 89 82 92
Charges for current
services 299 29 215 165 136 240 220 233 207 04
Intergovernmental 1,373 1,528 1,362 1,258 1,120 1070 1,001 1,080 1,1 L12%
Rentals 29 3 28 3 29 23 22 24 22 2
Fines, forfeitures,
and penaltics 2 30 4 24 3 5 3 3 2 13
Licenses and fees 27 26 27 24 23 22 20 19 16 16
Other 143 151 215 253 146 165 134 90 118 116
Total Revennes — All
Governmental

Fund Types $_6475 5 5790 $_5370 8 _5100 $ 5150 § 4840 § 4651 8 4500 $ 4567 § 4,550

(1) Effective July 1, 1993, the hospital and musing facility tax levied was authorized by Act 315, SLH of 1993.

See accompanying independent anditors® report.
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STATE OF HAWAII
Schedule of Expenditures by Function —

All Governmental Fund Types
Last Ten Fiscal Years
(Amounts in millions)
For the Fisca] Year Ended June 3
Fupction IS 2004 2003 001 2000 ‘&‘ﬂ 198 57 1996

General $ 508 8 451 8 429 474 5 483 $ 442 5 439§ 413§ 404 § 40
Public safety 201 265 257 240 20 203 199 185 165 164
Highways 302 223 255 236 131 115 m m 115 b4
Conservation of natural

TE50UTCes 4 65 &6 51 51 41 45 37 36 13
Health 565 519 513 500 431 399 386 329 31 29
Welfare 1,615 1,545 1,418 1334 1,248 1,226 1,222 1,210 1,278 1,236
Education 2,377 2,262 2321 2,134 1,050 1,035 1,007 249 888 891
Cultute and recreation 74 67 71 68 57 56 52 52 55 57
Utban redevelopment

and housing 53 58 17 12 10 10 11 15 21 2%
Economric development and

assistance 214 215 31 267 200 192 166 153 163 176
Sotial security and pension

contributions — — — — 91 85 159 222 226 222
Intergovernmental - e - o oo o e o 3 3
Debt service 322 302 N 363 AN 384 3% 406 426 416
Capita] outlay s — — - 335 376 36 Ky X 611 488
Other 3 3 — o 13 9 28 28 20 16

Total Expenditores
All Govermmental
Fund Types $_6400 $ 5972 § 5972 §_ 5685 5 4703 $ 4573 5 4641 34485 § 472 8§ 4505

Sew accompanying independent suditors’ report.
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STATE OF HAWAI

Schedule of Ratio of Net General Obligation

Bonded Debt Per Capita

Last Ten Fiscal Years

(Amounts in thousands except ratio data)

General Net General
Obligation Less Debt Net General Obligation

Bonded Service Monies Obligation Bonded Debt
Fiscal Year Population(1) Debt(2)(3) Available(2) Bonded Debt Per Capita
2005 1,278 § 4,256,633 % 184 4,256,449 3,331
2004 1,263 3,954,192 72 3,954,120 3,128
2003 1,249 3,634,738 148 3,634,590 2,910
2002 1,241 3,568,001 79 3,567,922 2,884
2001 1,225 3,225,635 110 3,225,525 2,629
2000 1,212 3,278,479 258 3,278,221 2,705
1999 1,210 3,166,880 223 3,166,657 2,670
1998 1,215 3,363,517 338 3,363,179 2,824
1997 1,212 3,075,862 435 3,075,427 2,580
1996 1,204 2,841,069 240 2,840,829 2,399

(1) Source: Hawaii State Department of Business, Economic Development and Tourism.

(2) Source: Hawaii State Department of Accounting and General Services, Accounting Divisio:

(3) Excludes Enterprise Funds and Component Unit — UH general obligation bond

See accompanying independent auditors’ report.
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STATE OF HAWAII
Schedule of Ratio of Annual Debt Service

for General Obligation Bonded Debt to
Total General Expenditures

Last Ten Fiscal Years

(Amounts in thonsands except ratio data)

Ratio of

Total Debt Service
Interest Total Debt General to General

Fiscal Year Principal and Fees Service Expenditures Expenditures

2005 128,378 193,570 § 321,948 6,399,696 5.03%
2004 139,227 162,288 301,515 5,972,173 5.05
2003 242,378 151,945 394,323 5,971,576 6.60
2002 233,117 129,483 362,600 5,684,875 6.38
2001 210,518 190,993 401,511 4,703,420 8.54
2000 193,075 190,497 383,572 4,572,956 8.39
1999 202,836 186,762 389,598 4,641,159 8.39
1998 231,756 174,577 406,333 4,485,334 9.06
1997 268,683 156,890 425,573 4,721,851 9.01
1996 260,156 155,888 416,044 4,504,746 9.24

See accompanying independent anditors’ report.
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STATE OF HAWAII
Schedule of Revenue Bond Coverage*

Last Ten Fiscal Years

{Amounts in thousands except coverage data)

@
&)
@)

)
6

Q)]
®

Alrports
Net Revenue
Gross Operating Available for Debt Service Reguirements

Fiscal Year Revenues(l) Expenses(2)  Debt Service  Principal(3)  Interest(d) Total Coverage(S)
2005 $ 245464 § 150332 § 95,132 % 25250 § 21,516 § 46,766 203%
2004 234287 151,117 82,570 22365 18,814 41,179 201
2003 265,714 95,132 98,603 19,550 15,836 35,086 281
2002 218,35¢ 141,409 76,9350 21,185 6,275 33,460 230
2001 334,511 123,973 210,538 48,810 48,020 96,830 247
2000 332,264 135,125 197,139 52,120 53,046 105,166 187
1999 285,353 127,136 158,217 41,705 35,349 71,054 205
1998 294,078 125,007 169,071 31,100 39416 76,516 221
1997 317,943 126,612 191,331 37,595 59,440 97,035 197
1996 314,647 120,632 154,015 42,5718 59,245 101,823 191

Harbors

Debt Serviee
Net Revenue  Requirements  Additional
Gross Operating Available for  Daringthe  Debt Serviee

Fiscal Year Revenues(6) Expenses(7) Debt Sexvice  Fiscal Year  Requirements Total Covernge(8)
2005 $ 79319 % 36,053 % 43266 $ 1924 $ & 19,224 225%
2004 78,433 26,809 51,624 21,317 o 21,317 242
2003 77,571 35,214 42,357 19,652 - 19,652 216
2002 70,873 20,992 49,881 20,093 e 20,093 248
2001 75,353 26,525 48,828 30,590 — 30,590 160
2000 68,931 21,917 47,014 31,347 e 31,347 150
1999 64,729 22,891 41,838 30,152 — 30,152 139
1998 65,639 24,348 41,311 16,815 e 16,815 246
1997 35496 20,824 34,672 16,444 - 16,444 211
1996 52,191 20,568 32,223 15,686 e 15,686 205

(1) Total operating revenues phus interest income and federal operating grants, exclusive of interest carned on investment in financing Jeases.

Total operating expenses other than depreciation Jess (plus) excess of actual disbursernents over (under) required reserve for majo
maintenance, renewal, and replacement plos amounts xequimd to be paid into the General Fond for general obligation bond requirement
On. January 5, 2005, Airports disbursed $692,300 from the Airport Revenue Fund to the paying agent to redeem the outstanding balance
of the Airports System Revenue Honds, Refunding Series of 2003 in its entivety

For fiscal 2005, Airports deposited $20,000 of available funds into the Airport Revenne Fund for credit o the interest acoount in th
current year 1o reduce the amount required purseant o the provisions of Section 6.01 to be paid or credited during fiscal 2005 b

the interest account as required in the “Certificate of the Director of Transportation Providing for the Issuance of State of Hawai
Airports System Revenue Bonds,”

Airports revenue bond indentures require a minimmm debt service coverage percentage of 125%

Total operating and nonoperating revenmes exclusive of interest income on investment in financing leases and special facilit
constroction fund and revenue fund investments

Total operating expenses other than depreciation less State of Hawaii surcharge for central service expense:

Harbors revenue bond indentures require a minimum debt service coverage percentage of 125%

Source:

Adrports: Audited Financial Staternents and Schedules of the State of Hawati Depariment of Tramsportation, Airports Divigics
Harbors: Audited Financial Statements and Schedules of the State of Hawsii Departent of Transportation, Hachors Divisior

* Information for the revenue bonds issued by the Component Units — UH and Enterprise Funds is not available,

See accompanying independent anditors’ report.
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STATE OF HAWAII
Schedule of Legal Debt Margin

June 30, 2005

(Amounts in thousands)

Average General Fund revenues of the three preceding fiscal years

ended June 30, 2003, 2004, and 2005
Constitutional debt limit percentage

Constitutional debt limit for total principal and interest payable in a

current or future year

Less total principal and interest payable on outstanding general
obligation bonds in highest debt service year (fiscal year endio

June 30, 2009)
Legal debt margin

The formula for the legal debt limit is contained in Article VII, Section 13 of the State Constitution.

See accompanying independent auditors’ report.
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$

$

4,043,868
18.50%

748,116

(516,641)

231,475



STATE OF HAWAII

Schedule of Unreserved ~ Undesignated Fund Balance —
Statutory (Cash) Basis to GAAP Basis — General Fund

For the Fiscal Year Ended June 30, 2005

{Amounts in thousands)

Revenues
Expenditures
Excess of Revenues over Expenditures

Other Changes in Unreserved — Undesignated Fund Balance:
Add continuing appropriations, July 1, 2004
Deduct continuing appropriations, June 30, 2004

Excess of Revenues over Expenditures and Other Changes in
Unreserved — Undesignated Fund Balanc

Unreserved — Undesignated Fund Balance, July 1, 2004,
on a statutory (cash) basi

Unreserved — Undesignated Fund Balance, June 30, 2005,
on a statutory (cash) basis

Adjustments from statutory (cash) basis to GAAP basis:
Accrued revenues
Accrued expenditures
Tax refund liability

Unreserved — Undesignated Fund Balance, June 30, 2005,
on a GAAP basis

See accompanying independent auditors’ report.
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$ 4486359
4,162,689

323,670

219,830
241,698

(21,868)

301,802

184,582

486,384

384,100
(99,415)
(56.,000)

$ 715,069



STATE OF HAWAII
Schedule of Demographic Statistics

Last Ten Years

(Population amounts expressed in thousands)

Per Capita School Unemployment
Year Population(1) Income(2) Enrollment(3) Rate(4)

2005 1,278 $ NA NA 2.78%
2004 1,263 ‘NA 183,185 3.40
2003 1,249 30,589 183,609 3.90
2002 1,241 29,628 183,829 4.40
2001 1,225 28,603 184,546 4.40
2000 1,212 28417 NA 4.50
1999 1,210 26,973 185,860 5.60
1998 1,215 26,132 188,069 6.20
1997 1,212 25,587 189,887 6.40
1996 1,204 25,024 186,581 6.40

(1) Source: Hawaii State Department of Business, Economic Development and Tourism.
(2) Source: U.S. Department of Commerce, Bureau of Economic Analysis printouts.
(3) Source: Hawaii State Department of Education records. Data represents September enrollment

for public schools,

(4) Source: Hawaii State Department of Labor and Industrial Relations records, 2005 is based on data

for the first nine months,
N/A Not available for 2005, 2004, and 2000.

See accompanying independent auditors’ report.
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STATE OF HAWAII
Schedule of Bank Deposits

Last Ten Calendar Years
(Amounts in millions)
Bank
Calendar Year Deposits

2005 NA
2004 $ 18,568
2003 17,442
2002 16,708
2001 15,763
2000 16,741
1999 16,107
1998 16,038
1997 14,541
1996 14,033

Source: Hawaii State Department of Commerce and Consumer Affairs. Data represents deposits in state
chartered banks.

N/A  Not available for the calendar year 2005.

See accompanying independent auditors’ report.
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STATE OF HAWAII

Schedule of Ten Largest Private Employers

June 30, 20035
Company Industry
Aloha Airgroup, Inc. Air transpoztation
Banc West Corporation Financial services
Hawaii Pacific Health Health care services
Hawaiian Airlines, Inc. Air transportation
Hawaiian Electric Industries, Inc. Energy and financial services
Kaijser Permanente Medical Care Program Health care services

Kyo-ya Company, Lid,

Marriott International

McDonald’s Restaurants of Hawaii
The Queen’s Health System
Starwood Hotels and Resorts Hawaii

Listed alphabetically.
Source: Hawaii Business, August 2005.

See accompanying independent auditors’ report.
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Hotel, food, retail sales, and insurance
Hotels and resorts

Quick-service restaurants

Health care services

Hotels and resorts



STATE OF HAWAII
Schedule of Miscellaneous Statistics

June 30, 2005

Date of statehood 1959
Form of governmen Legislative-Executive-Judicia
Number of state employees**: 71,500
Area in square miles®” 6,423
Miles of streets and highways*** 4,316
Recreation and cnlture:

Number of parks and historic sites*** 69

Total acreage*** 27,116

Number of libraries*** 51
Public safety:

Number of fire personnel** 1,896

Number of police personnel** 3,442
Sewage (millions of gallons)*** 50,969
Water system:

Number of services*** 254,036

Consumption (millions of gallons)** 78,345
Education:

Number of public schools? 246

Number of teachers®#4 11,010
Hospitals:

Number of hogpitalg**4 68

Number of beds*** 7,685

#**  Represents 2004 data
**  Represents 2000 data
*  Represents 1995 data

Source: Internet (2005) revised as of August 31, 2005, except for public safety personnel and
number of public schools. Public safety personnel reflects data from the counties

comprehensive annual financial reports, and number of public schools reflects data from

Hawaii State Department of Education records

See accompanying independent auditors’ report.
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APPENDIX C

EXTRACT FROM THE CONSTITUTION OF THE STATE OF HAWAII

ARTICLE VII
TAXATION AND FINANCE
LAPSING OF APPROPRIATIONS

Section 11. All appropriations for which the source is general obligation bond funds or general funds shall
be for specified periods. No such appropriation shall be made for a period exceeding three years; provided that
appropriations from the state educational facilities improvement special fand may be made for periods exceeding
three years to allow for construction or acquisition of public school facilities. Any such appropriation or any portion
of any such appropriation that is unencumbered at the close of the fiscal period for which the appropriation is made
shall lapse; provided that no appropriation for which the source is general obligation bond funds nor any portion of
any such approprigtion shall lapse if the legislature determines that the appropriation or any portion of the
appropriation is necessary to qualify for federal aid financing and reimbursement. Where generzl obligation bonds
have been authorized for an appropriation, the amount of the bond authorization shall be reduced in an amount equal
to the amount lapsed.

DEFINITIONS; ISSUANCE OF INDEBTEDNESS
Section 12. For the purposes of this article:
1. The term “bonds” shall include bonds, notes and other instruments of indebtedness.

2. The term “general obligation bonds” means all bonds for the payment of the principal and interest
of which the full faith and credit of the State or a political subdivision are pledged and, unless otherwise indicated,
inclndes reimbursable general obligation bonds.

3 The term “pet revennes™ or “net user tax receipts™ means the revenues or receipts derived from:

a. A public undertaking, improvement or system remaining after the costs of operation,
maintenance and repair of the public undertaking, improvement or system, and the required payments of the
principal of and interest on all revenue bonds issued therefor, have been made; or

b. Any payments or retarn on security under a loan program or a loan thereunder, after the costs
of operation and administration of the loan program, and the required payments of the principa! of and interest on all
revenue bonds issued therefor, have been made.

4, The term “person” means an individual, firm, partership, corporation, association, cooperative or
other legal entity, governmental body or agency, board, bureau or other instrumentality thereof, or any combination
of the foregoing.

5. The term “rates, rentals and charges” means all revenues and other moneys derived from the
operation or lease of a4 public undertaking, improvement or system, or derived from any payments or retura on
security under a loan program or a loan thereunder; provided that insurance premium payments, assessments and
surcharges, shall constitute rates, rentals and charges of a state property insurance program.

6. The term “reimbursable general obligation bonds” means general obligation bonds issued for a
public undertaking, improvement or system from which revenues, or user taxes, or a combination of both, may be
derived for the payment of the principal and interest as reimbursement to the general fund and for which
reimbursement is required by law, and, in the case of general obligation bonds issved by the State for a potitical
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subdivision, general obligation bonds for which the payment of the principal and interest as reimbursement to the
general fund is required by law to be made from the revenue of the political subdivision.

7. The term “revenue bonds™ means all bonds payable from the revenues, or user taxes, or any
combination ¢f both, of a public undertaking, improvement, system or loan program and any loan made thereunder
and secured as may be provided by law, including a loan program to provide loans to a state property insurance
program providing burricane insurance coverage to the general public.

[Subsections 8 and 9 are omitted. ]

The Jegislature, by a majority vote of the members to which each house is entitled, shall authorize the
issnance of all general obligation bonds, bonds issued under special improvement statutes and revenue bonds issued
by or on behalf of the State and sball prescribe by general law the manner and procedure for such issuance, The
legislature by general law shall authorize political subdivisions to issue general obligation bonds, bonds issued under
special improvement statutes and revenue bonds and shall prescribe the manner and procedure for such issuance.
All such bonds issued by or on behalf of a political subdivision shall be authorized by the governing body of such
political subdivision.

Special purpose revenue bonds shall only be anthorized or issued to finance facilities of or for, or to loan
the proceeds of such bonds to assist:

L Manmnfacturing, processing or industrial enterprises;
2. Ultilities serving the general public;
3 Health care facilities provided to the general public by not-for-profit corporations;

4, Early childhood education and care facilities provided to the general public by not-for-profit
corporations;

5. Low and moderate income government housing programs; or

6. Not-for-profit private nonsectarian and sectarian elementary schools, secondary schools, colleges
and nniversities,

each of which is hereinafter referred to in this paragraph as a special purpose entity.

The legisiature, by a two-thirds vote of the members to which each house is entitled, may enact enabling
legislation for the issuance of special purpose revenue bonds separately for each special purpose entity, and, by a
two-thirds vote of the members to which each house is entitled and by separate legislative bill, may authorize the
State to issue special purpose revenue bonds for each single project or multi-project program of each special purpose
entity; provided that the issnance of such special purpose revenue bonds is found to be in the public interest by the
legislature; and provided further that the State may combine into a single issue of special purpose revenue bonds two
or more proposed issues of special purpose revenne bonds, separately authorized as aforesaid, in the total amount of
not exceeding the aggregate of the proposed separate issues of special purpose revenue bonds. The legislature may
enact enabling legislation to authorize political subdivisions to issue special purpose revenue bonds. If so
authorized, a political subdivision by a two-thirds vote of the members to which its governing body is entitled and
by separate ordinance may authorize the issuance of special purpose revenue bonds for each single project or multi-
project program of each special purpose entity; provided that the issuance of such special purpose revenue bonds is
found to be in the public interest by the governing body of the political subdivision; and provided further that the
political subdivision may combine into a single issue of special purpose revenue bonds two or more proposed issues
of special purpose revenue bonds, separately authorized as aforesaid, in the total amount of not exceeding the
aggregate of the proposed separate issues of special purpose revenue bonds. No special purpose revenue bonds shall
be secured directly or indirectly by the general credit of the issuer or by any revenues or taxes of the issuer other
than receipts derived from payments by a person under contract or from any security for snch contract or special
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purpose revenue bonds and no moneys other than such receipts shall be applied to the payment thereof. The
governor shall provide the legislature in November of each year with a report on the cumnlative amount of all
special purpose revenue bonds authorized and issued, and such other information as may be necessary.

DEBT LIMIT; EXCLUSIONS

Section 13. General obligation bonds may be issued by the State; provided that such bonds at the time of
issuance would not cause the total amount of principal and interest payable in the current ot any future fiscal year,
whichever is higher, on such bonds and on all outstanding general obligation bonds to exceed: a sum equal to twenty
percent of the average of the general fund revenues of the State in the three fiscal years immediately preceding such
issuance until June 30, 1982; and thereafter, a sum equal to eighteen and one-half percent of the average of the
general fund revenues of the State in the three fiscal years immediately preceding such issuance. Effective July 1,
1980, the legislature shall include a declaration of findings in every general law authorizing the issuance of general
obligation bonds that the total amount of principal and interest, estimated for such bonds and for all bonds
authorized and unissued and calculated for all bonds issued and outstanding, will not cause the debt limit o be
exceeded at the time of issuance. Any bonds issued by or on behalf of the State may exceed the debt limit if an
emergency condition is declared to exist by the governor and concurred to by a two-thirds vote of the members to
which each house of the legislature is entitled. For the purpose of this paragraph, general fund revenues of the State
shall not include moneys received as grants from the federal government and receipts in reimbursement of amy
reimbursable general obligation bonds which are excluded as permitted by this section.

A sum equal to fifteen percent of the total of the assessed values for tax rate purposes of real property in
each political subdivision, as determined by the last tax assessment rolls pursuant to law, is established as the limit
of the funded debt of such political subdivision that is outstanding and unpaid at any time.

All general obligation bonds for a term exceeding two years shall be in serial form maturing in substantially
equal installments of principal, or maturing in substantially equal installments of both principal and interest. The
first installment of principal of general obligation bonds and of reimbursable general obligation bonds shall mature
not later than five years from the date of issue of such series. The last installment on general obligation bonds shall
mature not later than twenty-five years from the date of such issue and the last installment on general obligation
bonds sold to the federal government, on reimbursable general obligation bonds and on bonds constituting
instruments of indebtedness under which the State or a political subdivision incurs a contingent liability as a
guarantor shall mature not later than thirty-five years from the date of such issue. The interest and principal
payments of general obligation bonds shall be a first charge on the general fund of the State or political subdivision,
as the case may be.

In determining the power of the State to issue general obligation bonds or the funded debt of any political
subdivision under section 12, the following shall be excluded:

1. Bonds that bave matured, or that mature in the then current fiscal year, or that have been
irrevocably called for redemption and the redemption date has occurred or will occur in the then fiscal year, or for
the full payment of which moneys or securities have been irrevocably set aside.

2. Revenue bonds, if the issuer thereof is obligated by law to impose rates, rentals and charges for the
use and services of the public undertaking, improvement or system or the benefits of a loan program or a ican
thereunder or to impose a nser tax, or to impose a combination of rates, rentals and charges and user tax, as the case
may be, sufficient to pay the cost of operation, maintenance and repair, if any, of the public undertaking,
improvement or system or the cost of maintaining a loan program or a loan thereunder and the required payments of
the principal of and interest on all revenue bonds issned for the public undertaking, improvement or system or Joan
program, and if the issuer is obligated to deposit such revenues or tax or a combination of both into a special fund
and to apply the same to such payments in the amount necessary therefor.

3. Special purpose revenue bonds, if the issuer thereof is required by law to contract with a person

obligating such person to make rental or other payments to the issuer in an amount at least sufficient to make the
required payment of the principal of and interest on such special purpose revenue bonds.
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4, Bonds issued under special improvement statutes when the ooly security for such bonds is the
properties benefited or improved or the assessments thereon.

5. General obligation bonds issved for assessable improvements, but only to the extent that
reimbursements to the general fund for the principal and interest on such bonds are in fact made from assessment
collections available therefor,

6. Reimbursable general obligation bonds issued for a public undertaking, improvement or system
but only to the extent that reimbursements to the general fund are in fact made from the net revenue, or net user tax.
receipts, or combination of both, as determined for the immediately preceding fiscal year.

7. Reimbursable general obligation bonds issned by the State for any political subdivision, whether
issued before or after the effective date of this section, but only for as long as reimbursement by the political
subdivision to the State for the payment of principal and interest on such bonds is required by law; provided that in
the case of bonds issued after the effective date of this section, the consent of the goveming body of the political
subdivision has first been obtained; and provided further that during the period that such bonds are excluded by the
State, the principal amount then outstanding shall be included within the funded debt of such political subdivision.

8 Bonds constituting instraments of indebtedness under which the State or any political subdivision
incurs a contingent liability as & guarantor, but only to the extent the principal amount of such bonds does not exceed
seven percent of the principal amount of outstanding general obligation bonds not otherwise excluded under this
section; provided that the State or political subdivision shall establish and maintain a reserve in an amount in
reasonable proportion to the cutstanding Joans guaranteed by the State or political subdivision as provided by law.,

9. Bonds issued by or on behalf of the State or by any political subdivision to meet appropriations for
any fiscal period in anticipation of the collection of revenues for such period or to meet casual deficits or failures of
revenue, if reguired to be paid within one year, and bonds issued by or on behalf of the State to suppress
insurrection, to repel invasion, to defend the State in war or to meet emergencies cansed by disaster or act of God,

The total outstanding indebtedness of the State or funded debt of any political subdivision and the
exclusions therafrom permitted by this section shall be made annually and certified by law or as provided by law.
For the purposes of section 12 and this section, amounts received from on-street parking may be considered and
treated as revenues of a parking undertaking.

Nothing in section 12 or in this section shall prevent the refunding of any bond at any time.

[The remainder of this page left blank]
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APPENDIX D

GENERAL OBLIGATION FUNDED DEBT OF THE STATE OF HAWAI

as of February 1, 2006
ISSUED AND OUTSTANDING
General Obligation bonds and general obligation refunding bonds of the State of Hawaii
Issned and outstanding.
Criginal Principal aad Rate of Outstanding Miturity Dates Ouistanding
Date of Issne Desctiption Tinerest and Amount Doe Principal
August 1,1972 $ 5,125,000, Series X, callable 4.0000%  Aogust 1, 2006 @ 300,000.00
4.000%  August 1, 2007 @ 315,000.00 615,000.00
December 6, 1988 § 65,000,954 43, Series BL, non-callable 7.681% Decewber 1, 2006 @ 4,065,206.24
{eompound interest bonds) 7.681% Decerober 1, 2007 @ 406053165
7.681% December 1, 2008 @ 4,063,039.05 12,190,776,94
Novernber 28, 1989 £ 80,005,159.73, Series B, callable 7.100% December 1, 2006 @ 4,444,323.52
(oertain maturities bear compound 7-150% December 1, 2007 @ 4,444, 176.00
interest, non-callable) 7.150% December 1, 2008 @ 444443249
7.150% December 1, 2009 @ 4444,340.00 17,778.072.01
March §, 1992 $ 100,000,000, Series KW, noncaliable 6.300% March 1, 2006 @ 5,555,000.00
6400%  March 1, 2007-2008 @ 5,535,000,00
6.375% March 1, 2011 @ 5,460.000.00
6.250%  March 1, 202 @ 5,555,000.00 27,680,000.00
October 1, 1992 $ 200,000,000 Series BZ, noncallable 5900% October1, 2006 @ 1250000000
6000% October1, 2007-2012@ 12,500.,000.00 §7,500,000.00
Janoary 1, 1993 § 90,000,000 Series CA, noncailable 5750%  Jonuary 1, 2007-2008 @ 5,000,000.00
6.000%  Janwary 1, 2009 @ 5,000,000.00
5750%  Janmey 1, 2010-2011 @ 5,000,000.00
5500%  Jamuary @, 2012 @ 5,000,000.00
8.000%  Junuary1, 2013 @ 5,000,000.00 35,000,000.00
January 1, 1993 $ 107,845,000 Series CB, noncallable 5750%  Janeary 1, 2007-2008 @ 8,295,000.00 16,590,000.00
(refuling)
February 1, 1993 $ 334,860,000 Series CC, callable 5.125% Febewaryl, 2007-2009 @ 23,915,000.00 71,745,000.00
(refunding)
July 1, 1993 % 21,500,000 Series CG, callable 5.000% huly 1, 2006 @ 1,320,000.00 1,320,000.00
(refunding)
November 1, 1993 $ 250,000,000, Series CH, noncallable 60000 Noverober 1, 2006 - 2000 @ 13,890,000.60
6,000% November1, 2010 @ 13,885,000.00
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Original Principal and Rute of Outstanding Matority Datey Ootstanding
Date of Issue: Description Iptorest and Amount Due Principal

4.750% Novemberl, 2011-2013 @ 13,885,000.00 11%,100,000.00
November 1, 1993 $ 316,915,000, Series CI, noncaliable 4,600 November 1, 2006 @ 21,125,000.00
{refunding) 4700% Novemberl, 2007 @  21,125000.00
4.750% November 1, 2008-2000@  21,125,000.00

4500% November 1, 2010 @ 21,125,00000 105,625,000.00
March 1, 1956 $ 100,000,000, Serisy Cl., callable 3100%  Mach 1, 2006 @ 5,555,000.00
6.000% March 1, 2007 - 2000 @ $,555,000.00

6.000% March 1, 2011 @ 5,555,000.00 27,715,000.00
December 1, 1996 § 156,000,000, Sexies CM, noncallable 6.000% December 1, 2006~2010 @ 8,335,000.00
6.000% December1, 2011-2012@ £,330,000.00

6.500% Decetvber 1, 2013-2016@ 8,330,000.00 91,655,000.00
March 1, 1997 $ 350,000,000, Series ON, callabie 6.250% March 1, 2006 @ 17,410,000.00
6.250% March 1, 2007 ] 18,500,000.00
6.250% March 1, 2008 @ 19,655,000.00

6.000% March 1, 2009 @ 20,045,000.00 73.600,000.00
March 1, 1997 $ 231,755,000, Series CO, noncallable 6.000% March 1, 2006 @ 9,830,000.00
(refunding) 6.000% Sepamber 1, 2006 @  10,125,000.00
6.000% March 1, 2007 @ 10,425,000.00
6.000% September 1, 2007 @  10,740,000.00
6000%  March1, 2008 @ 11,060,000.00
6.000% Scptember1, 2008 @ 11,395,000,00
6000%  Marchl, 2009 @  11,735000.00
6000% Sepwmber], 2009 @ 12,090,000.00
6000%  Marchl, 2010 @  12,450,000.00
6.000% September 1, 2010 @ 12,825,000.00

6000%  Marchi, 2011 @ 1321000000 125,885,000.00
Oclober 1, 1997 £ 200,000,000, Serics CP, calluble 5500%  October1, 2006 @ 9,355,000.00
5500%  Octoberl, 2007 @ 9,885.000.00
5500%  Octoberl, 2008 @ 1044500000
5500%  Octobert, 2009 @ 11,035000.00
5500%  October1, 20i0 @  11,660.000.00
5000% Octoberl, 201 @ 3,525,000.00
5000%  Octoberl, 2012 @ 3,705,000.00
5000%  October1, 2013 @ 3,895,000.00
5000%  Octoberi, 2014 @ 4,005,000.00
5000%  October1, 2015 @ 4,305,000.00
5000%  Octoberl, 2016 @ 4,525.000.00

5.000%  October1, 2017 @ 4,755,000.00 81,185,000.00
April 1, 1998 $ 300,000,000, Serizs CR, callable 5.500% Apritl, 2006 @ 14,380,000.00
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Original Principal and Rate of Outstanding Manurity Dates Owtstanding
Dats of Ipgoe .. Description Intesest and Amount Due Principal
5.500% Aprill, 2007 @ 1517000000
3.750% April 1, 2008 @ 7.955,000.00 37,505,000.00
April 1, 1998 $ 336,620,000, Series S, noncallable 5.250% April), 2006 @  47,895000.00
(refunding) 5.000% Aprl 1, 2007 @ 50,405,000.00
5000%  Aprll, 2008 @ 5293000000
5.000% Aprill, 2009 @ 55,575,000.00 206,8035,000.00
Seprember 15, 1999 $ 300,000,000, Series CT, callsbl: 5.500% Septemober 1, 2006 @  12,870,000.00
5.250% Septewmbert, 2007 @ 13,580,000.00
5.250% September 1, 2008 @ 1431000000
$.250% September 1, 2009 @ 15,080,000.00
5.625% Sepember 1, 2012 @ 4,315,000.00 61,155,000.00
October 15, 2000 $ 150,000,000, Series CU, callsble 4.625%  October 1, 2006 @ 6,080,000.00
5730% October 1, 2007 @ 4,500,000.00
4700%  Qctoler 1, 2007 @ 1,895,000.00
5750%  October 1, 2008 @ 4,565,000.00
4750% October 1, 2008 @ 2,190,000.00
5.750% October 1, 2009 @ 6,110,000.00
4.875% Ootober 1, 2009 @ 1,025,000.00
5750% October 1, 2010 @ 6,980,000.00
4500% October 1, 2010 @ §75,000.00
5750% October 1, 2011 @ 6,795,000.00
5000%  October 1, 2011 @ £25,000.00
5750% October 1, 2012 @ 5,985,000.00
5.100% Ociober 1, 2012 @ 247000000 49,995,000.00
Angust 1, 2001 $ 300,000,000, Series CV, callable 5.000% Avgust 1, 2006 @ 11,680,000.00
5500%  August1, 2007 @ 12,310,000.00
5.500%  Augustl, 2008 @  13,005000.00
5500%  Augustl, 2009 @ 13,745,000.00
5500%  Augustl, 2010 @ 14,520,000.00
5.500%  Augustl, 2011 @ 15,340,000.00
5.375% August 1, 2012 @ 16,200,000.00
5375%  August i, 2013 @ 17.095.000.00
5375%  Augustl, 2014 @ 18,035,000.00
4800%  August], 2006 @ 705,000.00
5375%  Augustl, 2016 @ 6,860,000.00
5.125% Augnst 1, 2017 @ 7,495,000.00
3.375% Avpgust |, 2018 @ 22,305,000.00
4500%  Augustl, 2019 @ 2,385,000.00
5375% Augast 1, 2019 @ 21,145,000.00
5.000%  Avgusel, 2020 @ 24,775,000.00
5000%  Augustt, 2021 @ $,590,000.00
5.250% Angust 1, 2121 @ 20,485,000.00 243,675,000.00
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Date of Issue

Angust 1, 2001

Februsry 1, 2002

Description

$ 156,750,000, Series CW, callable
{refinding)

$ 250,000,000, Series CX, callable
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Rate of
Jmeres
3.600%
3.600%
3.800%
5.500%
4.000%
5.500%
4.100%
5.500%
4.200%
4,300%
5.500%
4.400%
5375%
4.300%
5.375%
4.600%
5375%
4.700%
5.575%

3.600%
3.800%
4.000%
4.125%
3.250%
4.250%
5.250%
4.300%
5.250%
4.500%
5.500%
4.600%
5.500%
4.625%
5.500%
4.750%
5.500%
4.800%
5.500%
5.000%
3000%
5.100%
5.500%
5.125%

Cutstanding Maturity Dates Outsianding
and Atount Drue Principel
Aupnst 1, 2006 @  11,575,000.00
Angust 1, 2007 @ 7,345,000.00
Auvgust 1, 2007 @ 4,705,000.00
August1, 2008 @ 6,505,000.00
August1, 2008 @  6,110,000.00
August], 2009 @ 2,275,000.00
Angust 1, 2009 @ 10,950,000.00
August1, 2010 @  2,420,000.00
Angustl, 2010 @  11,560,000.00
Angust 1, 2011 @ 3,365,000.00
August 1, 2011 @ 11,370,000.00
Augustl, 2012 @ 1,045,000.00
August I, 2012 @  14,490,000.00
Augustl, 2003 @  1.680,000.00
Augnst 1, 2013 @ 14,700,000.00
Avgust 1, 2014 @ 225,000.00
August1, 2014 @ 17,050,000.00
Avgustl, 2015 @ 720,000.00
August 1, 2015 @ 12,475,000.00 140,605,000.00
Febmary 1, 2007 @ 10,830,000.00
February 1, 2008 @ 11,240,000.00
Febroary 1, 2009 @  11,665,000.00
Febroary 1, 2010 @ 6,840,000.00
BFebruary 1, 2010 @ 5,290,000.00
Febrosry 1, 2011 @ 6,095,000.00
February 1, 2011 @ 6,595,000.00
February 1, 2012 @ 6,135,000.00
February 1, 2012 @ 716500000
Febwuary 1, 2013 ] 1,525,000.00
Febreary 1, 2013 @  12,415000.00
Febreary |, 2014 @ 2,140,000.00
Febrary 1, 2014 @ 140,000.00
Febenary 1, 2013 @ AR0,000.00
Febroary 1, 2015 @ 790,000.00
February 1, 2015 @ 410,000.00
February |, 2016 @ 9,055,000.00
Febraary 1, 2017 @ 725,000.00
February 1, 2017 @ ,255,000,00
February 1, 2018 @ 10,520,000.00
February 1, 2019 @ 19,065,000.00
February 1, 2020 @ 2001500000
February 1, 2021 @  21,(40,000.00
Febroary 1, 2022 @ 22,195,000.00 201,645,000.00


https://201,645,000.00
https://22,195,000.00
https://21,040,000.00
https://20.0IS,000.00
https://19,065,000.00
https://10,520,000.00
https://9,255,000.00
https://725,000.00
https://9,0SS,000.00
https://410,000.00
https://790,000.00
https://IB0,000.00
https://140,000.00
https://2,140,000.00
https://12,415,000.00
https://1,525,000.00
https://7,165,000.00
https://6,135,000.00
https://6,595,000.00
https://6,095,000.00
https://5,290,000.00
https://6,840,000.00
https://11,665,000.00
https://11,240,000.00
https://10,850,000.00
https://140,605,000.00
https://12,475,000.00
https://720,000.00
https://17,050,000.00
https://225,000.00
https://14,700,000.00
https://1,680,000.00
https://14,400,000.00
https://1,045,000.00
https://11,370,000.00
https://3,365,000.00
https://ll.s<,0,000.00
https://2,420,000.00
https://lQ,990,000.00
https://2,275,000.00
https://6,110,000.00
https://6,505,000.00
https://4,705,000.00
https://7,345,000.00
https://11,515,000.00

Original Principal and Rate of Ontstanding Mawmrity Dotes - Outstanding
Date of Issue Description Interest and Amount Due Principal

February 1, 2002 $ 319,290,000, Series CY, noncallable 3.600% February 1, 2007 @  11,000,000.00
{refunding) 5250% February 1, 2007 @  17,785,000.00
5.250% Februaryl, 2008 @  30,115000.00
4000% February1, 2000 @ 1069500000
5.250% Februaryl, 2009 @  21,000,00000
5250% Febrvaryl, 2010 @  31,675,000.00
5500% Februaryl, 2011 @  34.970,000.00
5.500% Februaryl, 2012 @ 3689500000
5750% Febmaryl, 2013 @ 3892000000
5.750% Febraary 1, 2014 @  41,160.000.00

5750% Februaryl, 2015 @ 43,525000.00 317,740,000.00
November 26, 2002 £ 300,000,000, Series CZ, callable 2.650% huly1l, 2007 @  10,015000.00
4.000% Julyl, 2007 @ 290500000
2.900% Julyl, 2008 @ 739500000
5.000% Julyl, 2008 @ 547000000
3125% hiyl, 2009 ® 41500000
3.250% July1, 2009 @  9,520,000.00
3.300% July 1, 2010 @ 3,340,000.00
5.250% Julyl, 2010 @ 1106500000
3.500% Tulyl, 2011 @ 1,175,000.00
5.250% Julyl, 2011 @ 1396500000
3.600% Nyl 2002 @  3510000.00
5.250% Tuly1, 2012 @ 1240500000
3.750% Julyl, 2013 @ 194500000
5.500% July1, 2013 @ 1450000000
3.900% hulyl, 2014 @ 1,360,000.00
5.500% Julyl, 2014 @  16,305.000.00
4.000% Ny 1, 2015 @ 230500000
5.250% July1, 2015 @ 1631000000
4,150% July 1, 2016 @ 210,000.00
5.250% hiyl, 206 @ 1680500000
4.250% July1, 2017 @ 375,000.00
5.250% Julyt, 2017 @  20,280,000.00
4300% Tulyl, 2018 @ 60,000.00
5.250% July 1, 2018 @ 2170500000
4.500% Juyl, 2020 @ 1,160,000.00

4.800% Julyl, 2022 @ 8,370,000.00 17,980,000.00
September 16, 2003 $ $250,000,000 Serics DA, callabls 2.500% September 1, 2008 @  9.570,000.00
3.125% September 1, 2009 @  10,270,000.00
3.500% September1, 2010 @  3570000.00
4,000% September1, 2010 @  7,060,000.00
3.750% Seplember1, 2011 @ 757000000
4.000% September 1, 2011 B 3,475000.00
3500% Sepiember1, 2012 ® £30,000.00
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Origins) Principal and Rate of Outstanding Maturity Dates Outstanding
Dhute of Iesue Description Interest and Amount Due Principal
4.000% Septerber 1, 2012 @  10,110,000.00
4350% September1, 2012 @ 550,000.00
4.000% September1, 2613 @ 11,955,000.00
4200% Septermber1, 2014 @ 4,355,000.00
5250% September1, 2014 @ 8,145,000.00
4300% Septemberl1, 2015 @ 1,475,000.00
5.250% Sepiember1, 2015 @  11,6%,000.00
4.400% Septemberl, 2016 @ 10,000.00
5.250% September 1, 2016 @ 13,835,000.00
4.500% September1, 2017 @ 350,000.00
525%0% September 1, 2017 @  7,125000.00
4.600% September 1, 2018 @ 1,240,000.00
5250% September ], 2018 @ 14,135,000.00
5.250% September1, 2019 @  16,195,000.00
4.750% Septemmber 1, 2020 @ 35,000.00
5.250% Sepiember 1, 2020 @  17,035000.00
4.800% Seplember 1, 2021 @ 500,000.00
5.250% September 1, 2021 @ 17,490,000.00
4.900% September 1, 2022 @ 250,000.00
5.250% Septewber 1, 2022 @ 1871000000
4900% September 1, 20023 @ 4,675,000.00
5250% September 1, 2023 @ 15,295,000.00 217,885,000.00
September 16, 2003 $ 188,650,000, Series DB, callable 2.800% September 1, 2008 @ 6,065,000.00
4000% September 1, 2008 & 11,100,000.00
4000% September }, 2009 @ 6,515,000.00
5.000% Septeraber 1, 2009 @ 11,370,000.00
5000% Sepremberl, 2010 @ 18,770,000.00
5.000% September 1, 2011 @  19,730,000.00
5.000% September 1, 2012 @ 20,740,000.00
4.250% September I, 2013 @ 3,380,000.00
5.250% September 1, 2013 @ 1843500000
4000% Sepwmber1, 2014 @ $,000,000.00
5250% Sepiercber1, 2014 @  17.945000.00
5.250% September 1, 2015 @ 24,150,000.00
5250% Seprember1, 2016 @  25450,000.00 188,650,000.00
May 13, 2004 $ 225,000,000, Series DD, callable 1.500% Mayl, 2011 @ 2,140,000.00
3.700% May1l, 2012 @ 1,195,000.00
5.000% Mayl, 2012 @ 9,825,000.00
3.800% May1, 2013 @ 1,000,000.00
5.000% May1, 2013 @  10,465000.00
4.000% Mayl, 2014 @ 4,060,000.00
5.250% May1, 2014 @ 8,055,000.00
4.125% May1, 2015 @ 2,205,000.00
5.250% Mayl, 2015 @ 10,410,000.00



Date of Issue

November 10, 2004

Original Principal and Rate of Outstanding Materity Daes Outstanding
Description Interest and Amount Duoe Principsl

4.200% Mayl, 2016 @ 790,000.00
5.000% Mayl, 2016 @  7,725,000,000
4.250% May1, 2017 @ 575.000.00
5.000% Mayl, 2017 @& 1343000000
4300% May1, 2018 @ 460,000.00
5.000% Mayl, 2018 @ 5,230,000.00
4.400% Mayl, 2019 e 610,000.00
5.000% Mayl, 2019 @ 1482500000
4.500% May 1, 2020 @ 250,000.00
5.000% Mayl, 2020 @  15950,000.00
30004 Mayl, 2021 @  17,010000.00
5.250% Mayl, 2022 @ 17,860,000.00
4.750% Mayl, 2023 @ 1,150,000.00
5.250% May1, 2023 @ 17,643,000.00
4.800% Mayl, 2024 @ 2,045,000.00
5.250% Mayl, 2024 @ 17,735,000.00 182,825,000.00

$ 225,000,000 Series DE, callable 5.000%  October 1, 2009 @ 2.960,000.00
2.625%  October I, 2009 @ 6,815,000.00
5000%  Octoberl, 2010 @ 5,090,000.00
3.000%  Octoberl, 2010 @ 5.,050,000.00
50000  October], 2011 @ 5,715,000.00
3.000%  Octoberl, 2011 @ 4,845,000.00
5.000%  Ocwober1, 2012 @ £,250,000.00
3250%  OQctober 1, 2012 @ 2,775,000.00
5000%  October1, 2013 @ 10,610,000.00
3.375%  October 1, 2013 @ 950,000.00
5000% October], 2014 @ 7,420,000.00
3500%  Octoberl, 2014 @ 4,685,000.00
5000%  October1, 2015 @ 11,665,000.00
3.600%  Octobert, 2015 @ 1,020,000.00
50000  October1, 2016 @ 11,600,000.00
3625%  Ociober 1, 2016 @ 1,715,000.00
5.000%  October 1, 2017 @ 13,855,000.00
3750%  Octoberl, 2017 @ 130,000.00
5.000%  Octoberl, 2018 @  14380,000.00
3.800%  Qctober I, 2018 @ 320,000.00
5.000%  Octoberl, 2019 @ 1395500000
3875%  OctoberI, 2019 @ 1,490,000.00
5.000%  October1, 2020 @} £5,435,000.00
4.000%  October 1, 2020 @ 785,000.00
5.000%  Octobert, 2021 @  16,675,000.00
4000% October 1, 2021 @ 375,000.00
5.000%  October1, 2022 @ 1436000000
4125%  Octoberl, 2022 @ 3,545,000.00
5000%  October1, 2023 @ 17.270,000.00
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Original Principal and
Date of Issue Degcriprion
June: 15, 2005 $ 225,000,000 Series DF, callable
Jume 15, 2005 $722,575,000 Series DG
Tone 15, 2005 §$ 18,735,000 Series DH

Total State of Hawali general obligation bonds and general obligation refunding bonds issned and outstanding,
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Rats of
Interest

4200%  October 1, 2023
S000%  Octoberl, 2024
4300%  October 1, 2024

3.000%
3.125%
3.250%
3375%
5.000%
3.500%
5.000%
3.600%
5.000%
3.6285%
5.000%
3.750%
5.000%
3.800%
5.000%
3.800%
5.000%
3.875%
5.000%
5.000%
1LE15%
5.000%
4.000%
5.000%
5.000%
4.000%
3.000%
4.000%
5.000%

5.000%
5.000%
5.000%
5.000%
A3.000%
5.000%
5.000%
5.000%
5.000%

5.000%

Outstanding Matarity Dates
and Amount Due

@ 153000000

@ 1256500000

@  7,165,000.00
July 1,2009 ® 506000000
July 1,200 @  5,30,00000
July 1,208 ® 964500000
Jaly1,2012 @ 216500000
Suly 1,201 @ 786500000
July 1,2013 @ 18500000
AL @ 8660,00000
Tuly 1, 2014 @ 955,000.00
Jaly 1,2014 @ 1007500000
Jady 1,2015 @ 1,800,000.00
Inly 1, 2015 @  9780.00000
July 1,2016 @ 60,000.00
Tuly 1, 2016 @ 12,100,00000
Joly 1,2017 @ 25,000.00
Inly 1, 2017 @ 12,755,000.00
hily 1,2018 @ 25,000.00
hly 1,2018 @ 1341000000
hily 1,2019 @ 0,000.00
July 1,2019 @  14,055,000.00
July 1, 2020 @ 14,850,000.00
Juty 1,2021 @ 18500000
July 1, 2021 @ 1542500000
July 1,202 @ 12500000
Sy 1,202 @ 1628500000
July 1, 2023 @ 17,250,000.00
July 1,2024 @ 2000000
July 1,2024 @  17,36500000
Sy 1,200 @  2,90,00000
July 1, 2028 @ 16,145,000.00
huly 1,2009 @ 6518500000
Joly 1,2010 ®  68,530,000.00
Juty 1,2011 @ 7204000000
July 1,2012 @ 75,735,000.00
July 1,2013 @ 79,620,000.00
July 1,2014 @ R3,705,000.00
July 1,2015 @ gr.99500000
July 1,2016 ® 251000000
July 1,2017 ® gr255.00000
June 1, 2006 @ 1873500000

Ouistanding
Principal

225,000,000.00

225,000,000.00

T22,575,000.00

18,735,000.00
4,100,028,848.95


https://4,100,028,848.95

APPENDIX E
FORM OF CONTINUING DISCLOSURE CERTIFICATE
State of Hawaii

Dated 2006

$350,000,000
General Obligation Bonds
of 2006, Series DI

This Continuing Disclosure Certificate (this “Disclosure Certificate”) is executed and delivered by the State
of Hawali (the “State™) in connection with the issnance of its $350,000,000 aggregate principal amount of State of
Hawaii General Obligation Bonds of 2006, Series DI, (the “Bonds”). The Bonds are being issued pursuant to the
authority of the Constitution and laws of the State, inclnding, in particular, certain acts of the Legislature of the
State, as implemented by that cestain Certificate of the Director of Finance of the State of Hawaii providing for the
issvance of the Bonds (the “Bond Certificate™), Pursvant to Section 403 of the Bond Certificate, the State covenants
and agrees as follows;

Section 1. Purpose of Disclosure Certificate. ‘This Disclosure Certificate is being executed and delivered
by the State for the benefit of the Holders and Beneficial Owners of the Bonds and in order to assist the Participating
Underwriters in complying with Securities and Exchange Commission Rule 15¢2-12(b)(5).

Section 2. Definitions. In addition to the definitions set forth in the Bond Certificate, which apply to any
capitalized term used in this Disclosure Certificate unless otherwise defined in this Section, the following capitalized
terms shall have the following meanings:

“Annual Reporr” shall mean any Annual Report provided by the State pursuant to, and as described in,
Sections 3 and 4 of this Disclosure Certificate.

“Benefivial Owner” shall mean any person which (a) has the power, directly or indirectly, to vote or

consent with respect to, or to dispose of ownership of, any Bonds (including persons holding Bonds through
nominees, depositories or other intermediaries) or (b) is treated as the owner of any Bonds for federal income tax

purposes.

“Disseminarion Agen:” sball mean the Director of Finance or any successor Dissemination Agent
designated in writing by the State and which has filed with the State a written acceptance of such designation.

“Listed Events” shall mean any of the events listed in subsection 5{a) of this Disclosure Certificate.

“National Repository” shall mean any Nationally Recognized Municipal Securities Information Repository
for purposes of the Rule. The National Repositories currently approved by the Securities and Exchange
Commission are set forth at http/fwww.sec.gov/info/municipal/nrmsir htm.

“Participating Underwriters” shall mean any original underwriter of the Bonds required to comply with the
Rule in connection with offering of the Bonds.

“Repository” shall mean each National Repository and each State Repository.

“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as the same may be amended from time to time.

“Stare” shall mean the State of Hawaii,
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“State Repository” shall mean any public or private repository or entity designated by the State as a state
repository for the purpose of the Rule and recognized as such by the Securities and Exchange Commission. As of
the date of this Disclosure Certificate, there is no State Repository.

Section 3. Provision of Annual Reports. (a) The State shall, or shall cause the Dissemination Agent to, not
later than nine months after the end of the State’s fiscal year (presently June 30), commencing with the report for the
Fiscal Year ending June 30, 2005, to each Repository an Aamal report which is consistent with the requirements of
Section 4 of this Disclosure Certificate. The Annual Report may be submitted as a single document or as separate
documents comprising a package and may cross-reference other information as provided in Section 4 of this
Disclosure Certificate, provided that the audited financial statements of the State may be submitted separately from
the balance of the Annual Report and later than the date required above for the filing of the Annual Report if they
are not available by that date. If the State’s fiscal year changes, it shall give notice of such change in the same
manner as for a Listed Event under subsection 5(c).

(b) Not later than 15 Business Days prior to said date, the State shall provide the Annual Report to the
Dissemination Agent (if other than the State), If the State is unable to provide to the Repositories an Annual Report
by the date required in subsection (a) above, the State shall send a notice to each Repository, the Municipal
Securities Rulemaking Board and the Stats Repository, if any, in substantially the form attached as Exhibit A,

{c) The Dissemination Agent shall:

@ determine each year prior to the date for providing the Annmal Report the name and
address of each Nattonal Repository and the State Repository, if any; and

(1)) (if the Dissemination Agent is other than the State), file a report with the State certifying
that the Annual Report has been provided pursnant to this Disclosure Certificate, stating the date it was
provided and listing all the Repositories to which it was provided.

Section 4. Contents of Annual Reports. The State’s Anoval Report shall contain or include by reference
information of the type included in Appendix B 1o the final Official Statement (the “Official Staterment”™) dated
May 25, 2004, relating to the Bonds.

The andited financial statements of the State for the prior fiscal year shall be prepared in accordance with
generally accepted accounting principles as promulgated to apply to governmental entities from time to time by the
Governmental Accounting Standards Board. If the State’s audited financial statements are not available by the time
the Annual Report is required to be filed pursuant to subsection 3(a), the Annual Report shall contain unaudited
financial statements in a format similar to the financial statements contained in the final Official Statement, and the
andited financial statements shall be filed in the same manner as the Annual Report when they become available.

Any of such information may be included by specific reference to other documents, including official
statemments of debt issues of the State or related public entities, which have been submitted to each of the
Repositories or the Securities and Exchange Commission, If the document included by reference is a final official
statement, it muost be available from the Municipal Securities Rulemaking Board, The State shall clearly identify
each such other document so included by reference.

Section 5. Reporting of Significamt Evenrs. (n) Pursvant to the provisions of this Section 5, the State shall
give, or cause to be given, notice of the occurrence of any of the following events with respect to the Bonds, if
material:

1. principal and interest payment delinquencies;
2, non-payment related defaults;
3 modifications to rights of Bondholders;
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4, bond calls;

5. defeasances;

6. rating changes;

7. adverse tax opinions or events affecting the tax-exempt status of the Bonds;

8. unscheduled draws on the debt service reserves reflecting financial difficulties;
9. unscheduled draws on the ¢redit enhancements reflecting financial difficulties;
10. Substitution of the credit or liquidity providers or their failure to perform; or
11, release, substitution or sale of property securing repayment of the Bonds.

) Whenever the State obtains knowledge of the oceurrence of a Listed Event, the State shall as soon
as possible determine if such event would be material under applicable federal securities laws.

(e) If the State determines that knowledge of the occurrence of a Listed Event would be material
under applicable federal securities laws, the State shall promptly file a notice of such occurrence with the Monicipal
Securities Rulemaking Board and the State Repository. Notwithstanding the foregoing, notice of Listed Events
described in Subsections (1)(4) and (5) above need not be given under this subsection any earlier than the notice (if
any) of the underlying event is given to Holders of affected Bonds pursuant to the Bond Certificate.

Section 6. Termination of Reporting Obligation. The State’s obligations under this Disclosure Certificate
shall terminate vpon the legal defeasance or payment in fu]l of all of the Bonds. If such termination occurs prior to
the final maturity of the Bonds, the State shall give notice of snch termination in the same manner as for a Listed
Event under subsection 5(c).

Section 7. Dissemination Agent. The State may, from time to time, appoint or engage a Dissemination
Agent to assist it in carrying out its obligations under this Disclosure Certificate, and may discharge any such Agent,
with or without appointing a successor Dissemination Agent. The Dissemination Agent shall not be responsible in
any manner for the content of any notice or report prepared by the State pursuant to this Disclosure Certificate.

Section 8. Amendment; Waiver. Notwithstanding any other provision of this Disclosure Certificate, the
State may amend this Disclosure Certificate, and any provision of this Disclosure Certificate may be waived,
provided that the following conditions are satisfied:

(a) If the amendment or waiver relates to the provisions of subsection 3{a), Section4 or
subsection 5(a), it may only be made in connection with a change in circomstances that arises from a change in legal
requirements, change in law, or change in the identity, nature or status of an obligated person with respect to the
Bonds, or the type of business conducted;

(65)] The undertaking, as amended or taking into account such waiver, would, in the opinion of
nationally recognized bond counsel, have complied with the requirements of the Rule at the time of the original
issuance of the Bonds, after taking into account any amendments or interpretations of the Rule, as well as any
change in circumstances; and

{c) The amendment or warver either (i) is approved by the Holders of the Bonds in the same manner
as provided in the Bond Certificate for amendments 1o the Bond Certificate with the consent of Holders or (ii) does
not, in the opinioa of nationally recognized bond counsel, materially impair the interests of the Holders or Beneficial
Owners of the Bonds.
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In the event of any amendment or Waiver of a provision of this Disclosure Certificate, the State shall describe such
amendment in the next Annoal Report, and shall include, as applicable, a narrative explanation of the reason for the
amendment or waiver and its impact on the type (or in the case of a change of accounting principles, on the
presentation) of financial information or operating data being presented by the State. In addition, if the amendment
relates to the accounting principles to be followed in preparing financial statements, (i) notice of such change shall
be given in the same manner as for a Listed Event under subsection 5(c), and (ii) the Annnal Report for the year in
which the change is made should present a comparison (in narrative form and also, if feasible, in quantitative form)
between the financial statements as prepared on the basis of the new accounting principles and those prepared on the
basis of the former accounting principles.

Section 9. Additional Information. Nothing in this Disclosure Certificate shall be deemed to prevent the
State from disseminating any other information, using the means of dissemination set forth in this Disclosure
Certificate or any other means of communication, or including any other information in any Annual Report or notice
of occurrence of a Listed Event, in addition to that which is required by this Disclosure Certificate. If the State
chooses 1o include any information in any Annual Report or notice of pccurrence of 2 Listed Event in addition to
that which is specifically required by this Disclosure Certificate, the State shall have no obligation under this
Disclosure Certificate to update such information or include it in any future Annual Report or notice of occurrence
of a Listed Event.

Section 10. Default. In the event of a failure of the State to comply with any provision of this Disclosure
Certificate, any Holder or Beneficial Owner of the Bonds may take such actions as may be necessary and
appropriate, including seeking mandate or specific performance by court order, to cause the State to comply with its
obligations wiler this Disclosure Certificate. A defaolt under this Disclosure Certificate shall not be deemed an
event of default under the Bond Centificate with respect to the Bonds, and the sole remedy under this Disclosure
Certificate in the event of any failure of the State to comply with this Disclosure Certificate shall be an action to

compe] performance.

Section 11. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of the State, the
Dissemination Agent, the Participating Underwriters and Holders and Beneficial Owners from time to time of the
Bonds and shall create no rights in any other person or entity.

Section 12. Governing Law. This Disclosore Certificate shall be construed and interpreted in accordance
with the laws of the State of Hawaii, and any svits and actions arising out of this Disclosure Certificate shall be
instituted in a court of competent jurisdiction in the State of Hawaii; provided, however, that to the extent this
Disclosure Certificate addresses matters of federal securities laws, including the Rule, this Agreement shail be
construed in accordance with such federal securities laws and official interpretations thereof.

STATE OF HAWAIL

By:
GEORGINA K. KAWAMURA
Director of Finance
State of Hawaii




EXHIBIT A
FORM OF
NOTICE OF REPOSITORIES OF
FAILURE TO FILE ANNUAL REPORT
Name of Issuer: State of Hawaii
Names of Bond Issues:  State of Hawaii General Obligation Bonds of 2006, Series DI

Date of Issuance:

NOTICE IS HEREBY GIVEN that the State has not provided an Annual Report with respect to the above-named

Bonds as required by its Continuing Disclosure Certificate dated . [The State anticipates that the
Annyal Report will be filed by ]
Dates:

STATE OF HAWAII

By:

Title:
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APPENDIX F

FORM OF OPINION OF BOND COUNSEL

[Closing Date]

State of Hawaii
Honolulu, Hawaii

Ladies and Gentlemen:

We have acted as bond counse] in connection with the issuance by the State of Hawaii (the “State™) of $350,000,000
aggregate principal amount of State of Hawaii General Obligation Bonds of 2006, Series DI, (the “Bonds™),
pursuant to the provisions of Part I of Chapter 39, Hawail Revised Statutes, a Certificate of the Director of Finance
ofthe Statedated ___ (the “Certificate™), and various acts of the Legislature of the State identified in the
Certificate.

In such connection, we have reviewed the Certificate, the Tax Certificate of the State, dated the date hereof {the
“Tax Certificate™), certificates and opinions of the Attorney General and certificates of other officers of the State,
and such other docuinents, opinions and matters to the extent we deemed necessary to render the opinions set forth
berein,

Certain agreements, requirements and procedures contained or referred to in the Certificate, the Tax Certificate and
other relevant documents may be changed and certain actions (inclading, without limitation, the defeasance of the
Bonds) may be taken or omitted under the circomstances and subject to the terms and conditions set forth in such
documents. No opinion is expressed herein as to any Bond or the interest thereon if any such change occurs or
action is taken or omitted upon the advice or approval of counse] other than ourselves.

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings and court decisions and
cover certain matters not directly addressed by such authorities. Such opinions may be affected by actions taken or
omitted or events occurring after the date hereof. We have not nadertaken to determine, or to infonm any persen,
whether any such actions are taken or omitted or events do occwr or any other matters come o cur attention after the
date hereof. Owr engagement with respect to the Bonds has coneluded with their issuance, and we disclaim any
obligation to update this letter.

We have assumed the genuineness of all documents and signatures presented to us (whether as originals or as
copies) and the due and legal execution and delivery thereof by, and validity against, any parties othet than the State.
‘We have assumed, without undertaking to verify, the accuracy of the factual matters represented, warranted or
certified in the documents, and of the legal conclusions contained in the opinions, referred to in the second
paragraph hereof. Furthermore, we have assurmed compliance with all covenants and agreements contained in the
Certificate and the Tax Certificate, including (without limitation) covenants and agreements compliance with which
is necessary to ensure that fature actions, omissions or events will not cause interest on the Bonds to be included in
gross income for federal income tax purposes,

We call attention to the fact that the rights and obligations nnder the Bonds, the Certificate and the Tax Certificate
and their enforceability may be subject to bankrupicy, insolvency, reorganization, arrangement, fraudualent
conveyance, moratorium and other laws relating to or affecting creditors’ rights, to the application of equitable
principles, to the exercise of judicial discretion in appropriate cases and to the limitations on legal remedies against
the State of Hawaii. We express no opinion with respect to any indemnification, contribution, penalty, cheice of
law, choice of forum, waiver or severance provisions contained in the foregoing documents. Finally, we undestake



no responsibility for the accuracy, completeness or faimness of the Official Statexnent or other offering material
relating to the Bonds and éxpress no opinion with respect thereto,

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of the following

opinions:
1.

2.

Very truly yours,

‘The Bonds constitute valid general obligations of the State,

The Certificate has been duly executed and delivered by the Director of Finance and constitutes
the valid obligation of the State.

Interest and principal payments on the Bonds are a first charge on the peneral fund of the State to
the punctual payment of which the full faith and credit of the State are pledged.

That under existing law, interest on the Bonds is not includable in the gross income of the owners
thereof for Federal income tax purposes. If there is continuing compliance with the requirements
of the Internal Revemoe Code of 1986 (the “Code™), we are of the opinion that interest on the
Bonds will continue to be excluded from the gross income of the owners thereof for Federal
income tax purposes. We are forther of the opinion that the Bonds are not “private activity bonds”
within the meaning of Section 141(a) of the Code. Accordingly, interest on the Bonds is not an
item of tax preference for purposes of computing individual or corporate alternative mininsum
taxable income. However, interest on the Bonds is inclodable in corporate earnings and profits
and therefore must be taken into account when computing corporate alternative miniomm taxable
income for purposes of the corporate alternative minimum tax. The Bonds and the income
therefrom are exempt from all taxation by the State of Hawaii or any county or other political
subdivision thereof, except inheritance, transfer and estate taxes; provided that no opinion is
expressed with respect to the franchise tax imposed on banks and other financial institutions. We
express no opinion regarding any other tax consequences related to the ownership or disposition
of, or the accrual or receipt of interest on, the Bonds,

KATTEN MUCHIN ROSENMAN LLP
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APPENDIX G
BOOK-ENTRY SYSTEM

General. DTC will act as securities depository for the Bonds. The Bonds will be issued as fully registered
securities registered in the name of Cede & Co. (DTC’s partnership nominee). One fully registered Bond certificate
will be issued for each maturity of the Bonds in the aggregate principal amount of such maturity, and will be
deposited with DTC.

DTC and Iis Participants. DTC is a limited-purpose trust company orgapized under the New York
Banking Law, a "banking organization” within the meaning of the New York Banking Law, a member of the
Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code,
and a “clearing agency” registered pursuant to the provisions of Section 17A of the Securities Exchange Act of
1934. DTC holds securities that its participants (“Participants”) deposit with DTC. DTC also facilitates the
settlement among Participants of securities transactions in deposited securities, such as transfers and pledges,
through electronic computerized Book-Entry changes in Participants’ accounts, thereby eliminating the need for
physical movement of securities certificates, Direct Participants include securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is owned by a number of its Direct
Participants and by the New York Stock Exchange, Inc., the American Stock Exchange, Inc., and the National
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such as securities
brokers and dealers, banks, and trust companies that clear through or maintain a custodial relationship with a Direct
Participant, either directly or indirectly (*Indirect Participants™). The rules applicable to DTC and its Participants
are on file with the Securities and Exchange Commission.

Purchase of Ownership Interests. Purchases of Bonds under the DTC system must be made by or through
Direct Participants, which will receive credit for the Bonds on DTC’s records. The ownership interest of each actual
purchaser of each Bond (for the purposes of the discussion under “Book-Entry System,” a “Bereficial Owner™) is
in tum to be recorded on the Direct and Indirect Participants records. Beneficial Owners will not receive written
confirmation from DTC of their purchase, but Beneficial Owners are expected to receive written confirmations
providing details of the transaction, as well as periodic statements of their holdings, from the Direct or Indirect
Participant through which the Beneficial Qwner entered into the transaction. Transfers of ownership interests in the
Bonds are to be accomplished by entries made on the books of Participants acting on behalf of Beneficial Owners.
Beneficial Owners will not receive certificates representing their ownership interests in Bonds, except in the event
that use of the Book-Entry System for the Bonds is discontinued.

To facilitate subsequem transfers, ]l Bonds deposited by Participants with DTC are registered in the name
of DTC’s partnership nominee, Cede & Co, The deposit of Bonds with DTC and their registration in the name of
Cede & Co. effect no change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of
the Bonds; DTC’s records refiect only the identity of the Direct Participants to whose accounts such Bonds are
credited, which may or may not be the Beneficial Owners. The Participants will remain responsible for keeping
account of their holdings on behalf of their customers,

Notices and Other Communications. Conveyance of notices and other communications by DTC to Direct
Participants, by Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, sobject to any statutory or regulatory
requirements as may be in effect from time to time,

Neither DTC nor Cede & Co. will consent or vote with respect to the Bonds. Under its usual procedures,
DTC mails an Omnibus Proxy to the State as soon as possible after the record date. The Omnibns Proxy assigns
Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts the Bonds are credited on
the record date (identified in a listing attached to the Omnibus Proxy).

Principal and Interest Payments. Principal of and interest payments on the Bonds will be made to DTC.
DTC’s practice is to credit Direct Participants’ accounts on the payment date in accordance with their respective
boldings shown on DTC’s records unless DTC has reason to believe that it will not receive payment on the payment
date. Payments by Participants to Beneficial Owners will be governed by standing instructions and customary
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practices, as is the case with securities held for the accounts of customers in bearer form or registered in “street
name,” and will be the responsibility of such Participant and not of DTC, or the State, subject to any statutory or
regulatory requirements as may be in effect from time to time. Payment of principal and interest to DTC is the
responsibility of the State, disbursement of such payments to Direct Participants shall be the responsibility of DTC,
and disbursement of such payments to the Beneficial Owners shall be the responsibility of Direct and Indirect
Participants,

Discontinuance of Book-Entry System. DTC may discontinue providing its services as securities
depository with respect to the Bonds at any time by giving reasonable notice to the State. Under such
circumstances, in the event that a successor securities depository is not obtained, Bond certificates are required to be
printed and delivered.

The State may decide to discontinue use of the system of Book-Eniry transfers through DTC (or a
successor securities depository). In that event, Bond certificates will be printed and delivered.

Use of Certain Terms in Other Sections of the Official Statement. In reviewing this Official Statement it
should be understood that while the Bonds are in the Book-Entry System, references in other Sections of this
Official Statement to owners or holders should be read to include the person for whomn the Participant acquires an
interest in the Bonds, but (i) all rights of ownership must be exercised through DTC and the Book-Entry System and
(ii) notices that are to be given to owners or holders by the State will be given only to DTC. DTC will forward (or
cause to be forwarded) the notices to the Participants by its usual procedures so that such Participants may forward
(or canse to be forwarded) such notices to the Beneficial Owners.

DTC and Book-Entry Information. Information concerning DTC and the Book-Entry System contained in
thix Official Statement has been obtained from DTC and other sources that the State and the Underwriters believe to
be reliable, and is not guaranteed as to accuracy or completeness by, and is not to be construed as a representation
by, the Underwriters or the State.

Neither the State nor the Underwriters will have any responsibility or obligation to Direct Participants, to
Indirect Participants or to Beneficial Owners with respect to (i) the accuracy of any records maintained by DTC, any
Direct Participants or Indirect Participants, (i) the payment by DTC, any Direct Participants or any Indirect
Participants of any amount in respect of principal of or interest on the Bonds, (jii) any notice which is permitted or
required 1o be given to owners (except such notice as is required to be given by the State to DTC), (iv) any consent
given or other action taken by DTC as Owner of the Bonds or (v) any other event or purpose.
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APPENDIX H
SPECIMEN MUNICIPAL BOND INSURANCE POLICY
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POLIEY 18 NO 0 HED FERTYJCASUALTY INSURANCE SECURITY FUND
SPECINEDSIN ARTIQLE §6 OF TH '

itnabs whereofpFINANCIAL SECYRITY ASSURANCE INC. has caused this Pollcy to be
ehallby s Authorizel Ofcer.

FINANCIAL SECURITY ASSURANCE INC.

Authorized Officer

iary of Fi nancial Security Assurarice Holdings Lid. ' {212) 826-0100
350 Pgrk Avenue, New York, N.Y. 10022-6022
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