NEW 1SSUE~BOOK ENTRY ONLY RATINGS (Insured/Uninsored):
Moody’s: Aasfal

S&P: AAAIAG

Fitch: AAA/A+

{See “Ratings™ herein.}

In the opinion of Bond Counsel, for federal income tax purposes under existing laws, regulations, rulings, fudicie! decisions and other authorities
(i} interest on the Series 2004A Bonds is excludable from the gross income of the owners thergof for federal income 1ax purposes and is net treated as a
preference item for purposes of the federal alternative minimum tax imposed on corporations, individuals and other taxpayers; kawever, such amounts are
inciuded in the adjusted current earnings of ceriain corperations for purposes of computing the corporate alternative minimum rax, and (ii} interest on the
Series 20048 Bonds is excludable fram the gross income of the owners thereof for federal income tax purposes bui is trenied as a preference item for purposes
of the federal alternaiive minioum tax imposed on corporations, individuals and other taxpayers. No opinian is expressed as to the exclusion of interest on
any Series 2004 Bonds for any peripd during which such bond is held by a person who is a substantial user of the facilities financed or refinanced from the
proceeds of the Series 2004 Bonds or by a reiated person as defined in Section 147(a) of the Code {as hereinafter defined). See "TAX MATTERS™ herein
Jor other gualifications 1o the foregoing and jor a description of cerrain other provizions of law which may affect the federal wax rreatment of interest on the
Series 2004 Bonds. In the further opinion of Bond Counsel, under the existing laws of the State of Hawatl, Inierest on the Series 2004 Bonds is exempt from
all taxation in the State of Hawall and any counry or any politival subdivision therecf, exceps inReritance, transfer and estate taxes and excepl (o the extent
the franchise tox imposed by the laws of the State of Hawaii on banks and other financig! institutions may be measured with respect to the Series 2004 Bonds
or income therefrom, See “TAX MATTERS herein,
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Prated: Pate of Delivery Diue: as shown on inside cover

The Series 2004 Bonds are being issued for the purpose of providing funds to refund certain outstanding bonds of the State, to pay the costs of issuance
of such Series 20604 Bonds, and to provide adebt service reserve insurance policy as 8 reserve for the payment thereof. The Series 2004 Bonds are special imied
obligations of the State, paysble solely from and secured by the Net Revenues derived by the State from the ownership or eperation of the statewide system of
commereial harbors after payment of certain outstanding harbor revenue bonds and costs of operation and maintenance.

Ther Serics 2004 Bonds are issuable in fully registered form and when initially issued will be registered in the name of Cede & Co., as nominee of The
Depository Trust Company (“DTC”), New York, New York. Purchases of the Series 2004 Boads will be made in book-eniry form onty, through brokers and
deulers who are, o5 who act through, I¥TC participants. Purchases of the Series 2004 Bonds may be made in the denomination of 35,000 or any integral rauitiple
thereof. Beneficial owners of the Series 2004 Bonds will not receive physical delivery of the Series 2004 Bond centificates so long as DTC or a successor securilies
depository acts as the securities depository with respect to the Series 2004 Bonds. Solong as DTC or its nominee is the registered owner of the Series 2004 Bonds,
payment of the principal of and intereston the Series 2004 Bonds will be made directly to IDTC or its nominee. Disbursement of such payments to DTC participants
is the responsibility of DTC and dishursement of such payments to the beneficial owaers is the responsibility of DTC participants (See “THE SERIES 2004
BONDS-Book-Entry System” herein).

The Series 2004 Bonds will bear interest at the rates per aanum shown on the inside coverhergof, payableon January 1and July 1 of each year, commencing
on January [, 2005, The Series 2004 Bonds are subject to redemption prior to matgrity as and to the extent described herein, See “THE SERIES 2004 BONDS-
Redemption,”

The scheduled paymem of principal of and interest on the Series 2004 Bonds maturing on Janvary 1 of the years 2007 through 2024, inclusive (the “Insured
Series 204 Bonds™), when due will be guaranteed under an insuraines pokicy to be ssued concurrently with the debivery of the Series 2004 Bonds by FINANCIAL
SECURITY ASSURANCE INC,

The Series 2084 Bongds do not constitute a general or moral obligation of the State nor a charge upon the general fund of the State. The full fajth
and credit of neither the State nor any political sabdivision thereof is pledged to the payment of or as security for the Series 2004 Bonds. Nelther the
real property nor the improvements comprising the Harbor System have been pledged or mortgaged to secure payment of the Series 2004 Bonds.

Thiscover pagocontaing information for quick veference only. Itis aot asummary of this issue. Tnvestors mustread the entive Official Statement, ingluding
the Appendices hereto, to obtain information ¢ssential (o the making of an informed investment decision.

The Series 2004 Bonds are offered when, as and If {ssued, subject to the approval of legality by Pillsbury Winthrop LLP, Bond Counsel. Ceriain legal
maniers will be passed upen for the Underwriter by its Counsel, McCorriston Miller Mukai MacKinnonLLP. Itis expecied that the Series 2004 Bomds in definivive
Jorm will be available for delivery to DTC on or about June 10, 2004,
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MATURITY SCHEDULE
State of Hawaii
Harbor System Revenue Bonds

Series A of 2004 (Non-AMT)

Maturity Date

(January 1} Amount Rate
2005* $1,360,000 2.50%
2006* 1,410,000 3.00
2007 1,350,000 4.50
20017 100,000 3.50
2008 1,285,000 4.50
2008 225,000 3.50

Series B of 2004 (AMT)
Maturity Date

(January ) Amount Rate
2005* $2,765,000 2.50%
2006* 2,980,000 3.00
2007 3,120,000 5.00
2008 3,220,000 5.00
2008 75,000 4.00
2009 3,275,000 4.50
2009 150,000 4.00
2010 3,580,000 4.00
2011 2,000,000 5.00
2011 1,770,000 4.00
2012 1,215,000 6.00
2012 75,000 4.25
2013 1,000,000 5.00
2013 365,000 4.25
2014 1,430,000 5.00
2015 1,505,000 4.625
2016 1,580,000 5.25
2017 1,665,000 5.375
2018 1,760,000 5.375
2019 1,855,000 5.375
2020 1,960,000 5.375
2021 2,065,000 5.375
2022 2,180,000 5.375
2023 2,295,000 5.00
2024 2,415,000 5.125

* Uninsured Bonds



STATE OF HAWAII

Linda Lingle, Governor
James R. Aiona, Jr., Licutenant Governor

DEPARTMENT OF TRANSPORTATION

Rodney K. Haraga, Director

Deputy Director Bruce Y. Matsui
Deputy Director Linden H. Joesiing
Deputy Director Brian H. Sekiguchi
Administrator, Airports Division Davis K. Yogi
Adminisirator, Harbors Division Gienn M. Okimoto
Administrator, Highways Division Glenn M. Yasui

COMMISSION ON TRANSPORTATION

Kaza Hayashida, Chair John Romanowski
Kirk T. Tanaka, Vice Chair Stephen E. Smith
Willy Crozier David Sproat
Lester T. Fushikoshi Norman K. Tsuji
Harold K. Kageura Jane N. Yamashiroya

James C. Pacopac

SPECIAL SERVICES

Bond Counsel
Pillsbury Winthrop LLP

Verification Agent
Causey Demgen & Moore Inc.
DPenver, Colorado



NIHAU

HALIMAL AP Al

LANAI

KAHCOLAWE




The information contained in this Official Statement has 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 Underwriter has provided the following sentence for inclusion in this official statement. The Underwriter bas
reviewed the information in this official statement in accordance with, and as part of, their respective responsibilities
to investors under the federal securities laws as applied to the facts and circumstances of this transaction, but the
Underwriter does not guarantee the accuracy or completeness of such informmtion. Other than with respect t©
information concerning Financial Security Assurance Inc. (“Financial Secuority™) contained under the caption
“Insurance for the Bonds” and Appendix F - “Forms of Policy and Reserve Policy” berein, none of the information
in this Official Statement has been supplied or verified by Finuncial Security and Financial Security makes no
representation or warranty, express or implied, as to (i} the accuracy or completeness of such information; {ii) the
validity of the Series 2004 Bonds; or {iii} the tax exempt status of the interest on the Series 2004 Bonds. This
Official Statement, which includes the cover page and appendices, does not constitute an offer 1o sell the Series
2004 Bonds in any state 1o any person to whom it is unlawful to make such offer in such state. No dealer, salesman
or other person has been authorized fo give any information or to make any representations, other than those
contained in this Official Statement, in connection with the offering of the Series 2004 Bonds, and, if given or made,
such information or representations must not be relied opon. The information contained herein is subject to change
without notice and neither the delivery of this Official Statement nor any sale hereunder at any time implies that the
informalion contained herein is correct as of any time subsequent t© i date.

THE SERIES 2004 BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT
OF 1933, AS AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH ACT. THE
SERIES 2004 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 SERIES 2004 BONDS OFFERED HEREBY AT A LEVEL ABOVE THAT WHICH
MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED,
MAY BE DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT
$52,034,008
STATE OF HAWAIL
HARBOR SYSTEM REVENUE BONDS
$3,730,000 Series A of 2004 (Non-AMT)
and
$46,300,000 Series B of 2004 (AMT)

INTRODUCTION

This Official Statement, which includes the cover and appendices (the “Official Statement”™), provides
information with respect to the issuance and saie of $5,730,000 principal amount of State of Hawaii Harbor System
Revenue Bonds, Series A of 2004 (Now-AMT) (the “Series 2004A Bonds™) and $46,300,000 principal amount of
State of Hawaii Harbor System Kevenue Bonds, Series B of 2004 {AMT) {the “Series 2004B Bonds” and, together
with the Series 2004A Bonds, the “Series 2004 Bonds™). Capitalized terms not otherwise defined in this Official
Staternent shall have the respective meanings given to such terms in Appendix C ~ “SUMMARY OF CERTAIN
PROVISIONS OF THE CERTIFICATE - Definitions of Certain Terms,"”

The State of Hawaii {the “State™) will issue the Series 2004 Bonds pursuant to the Constitution, the laws of
the State and the Certificate of the Director of Transportation of the State, dated as of March 1, 1997, as heretofore
supplemented and as further supplemented by the fourth supplemental certificate providing for the issuance of the
Series 2004 Bonds (the “Fourth Supplemental Certificate”™). The foregoing Certificate, as so supplemented and as
hereafier supplemented and amended, is referred to herein as the “Centificate”™ or the “1997 Certificate.” See “THE
SERIES 2004 BONDS” for a description of the Series 2004 Bonds. The Series 2004 Bonds, together with the
5146.416,000 aggregate principal amount of outstanding Harbor System Revenue Bonds, Series of 1997, Harbor
Systemn Revenue Bonds, Series A of 2000, and Harbor System Revenue Bonds, Series A and B of 2002, previously
issued under the Certificate, and any additional panity bonds which may be issued in the fuiure under the Certificaie,
are collectively referred to herein as the “Bonds.™

The Series 2004 Bonds are being issued (1) to provide for the refunding of certain outstanding bonds of the
State, as described below under “PLAN OF FINANCING - Refunding of the Refunded Bonds,” and (2} o provide
for the costs of issuance of such Bonds and the costs of a bond insurance policy and reserve fund insurance policy
for the Senies 2004 Bonds as herein described.

The State has previousty issued Harbor Revenue Bonds under and pursuant to a Certificate of the Director
of Transportation dated as of November 15, 1990 {as amended and supplemented. the “1990 Certificate™), which
have a lien against the Revenues of the Harbor System that is prior and paramount to that of the Bonds issued under
and pursuant to the Cenificate, including the Series 2004 Bonds. Harbor Revenue Bonds issued under the 1990
Certificate (hereinafter referred to as the * 1990 Certificate Harbor Revenue Bonds™) currently remain outstanding in
the aggregate principai amount of $55,130,000. As discussed below, a portion of the proceeds of the Series 2004
Bonds will be used, together with certain funds on deposit under the 1990 Centificate, 1o refund all of the
outstanding 1990 Centificate Harbor Revenue Bonds, As a result of the refunding, none of the 1990 Cerntificate
Harbor Revenue Bonds will remain outstanding upon the issuance of the Series 2004 Bonds. The Department has
covenanted that no further bonds will be issued under the 1990 Certificate.  Accordingly, with certain exceptions,
descriptions of the Bonds and the Certificate herein are presented as if the Hen of the 1990 Certificate and the
provisions thereof are no longer in effect.

The Bonds, ncluding the Series 2004 Bonds, are special limited obligations of the State, payable solely
from and secured solely by the Net Revenues of the Harbor Svstem. As defined in the Certificate, such Net
Revenues consist of the Revenues of the Harbor System remaming after payment of the costs of operating and
maimtaining the Harbor System. The Series 2004 Bonds do not constitute a general or moral obligation of the Siate
not & charge vpon the general fund of the State. The full faith and credit of neither the State nor any political
subdivision of the State is pledged to the payment of or as security for the Series 2004 Bonds. All Bonds, including
the Series 2004 Bonds, are and will be secured equally and ratably by the Net Revenues. See “SECURITY FOR
THE BONDS” and *SOURCES OF REVENUES” for a description of the security for the Bonds and sources of
Revenues.,



Payment of the principal of and interest on the Series 2004 Bonds maturing on January | of the years 2007
through 2024, inclusive (the “Insured Series 2004 Bomds™), will be guaranteed by a municipal bond insurance policy
{the “Policy”™) to be issued by Financial Security Assurance Inc. (“Finaocial Security”) concurrently with the
delivery of the Series 2004 Bonds, Additionally, Financial Security will issue a municipal bomd debt service reserve
insurance policy (the “Reserve Policy™) simultaneously with the delivery of the Series 2004 Bonds in an amount
equal to the Reserve Requirement for the Serics 2004 Bonds pursuant to the Certificate, See “INSURANCE FOR
THE BONDS” and Appendix F ~ “FORMS OF POLICY AND RESERVE POLICY™ for additional information
about Financial Security, the Policy and the Reserve Policy.

The State is an archipelago located over 2,000 miles from the nearest continent. The State imports much of
the food and nearly all of the building materials, manufactured goods, clothing and energy products used in the State
by its 1.2 million residents and eight million annual visitors. Nearly ali goods imported into, exported from and sent
between the islands of the State are shipped through the ports comprising the Harbor Systern, other than crude oil
that is shipped through privately-owned offshore mooring and fuel shipmem facilitics pear the Kalaeloa Barbers
Point Harbor. See “THE HARBOR SYSTEM - Summary of Harbor System Operations.” There are no
economically viable alternatives to transport buik goods to, from and among the islands. Therefore, the Harbor
Systemn is essential to the maintenance of the State’s economy.

The Harbor System is the statewide system of commercial harbors comprised of ten harbors. See “THE
HARBOR SYSTEM.” The Harbor System is owned by the State and is operated as a single statewide svstem for
management and financial purposes on behalf of the State by the Department of Transportation of the State (the
“Department’™) through its Harbors Division (the *“Harbors Division™). See “DEPARTMENT OF
TRANSPORTATION.” The Department is obligated to impose and collect rates and charges for the Harbor System
services and properties to generate Revenues sufficient to pay debt service on the Bonds and certain other
outstanding obligations of the Department, to pay the costs of operation, maintenance and repair of the Harbor
System and to comply with the ferms of the Certificate. See “SECURITY FOR THE BONDS - Rates and Charges,”

The information in this Introduction is intended for general reference only. Such information is not
intended to be a summary of this Gfficial Statement or the information presented elsewhere herein. Investors are
advised to read this entire Official Statemnent to obtain information essential to the making of an informed
investment decision. This Official Statement contains descriptions of the Department, the Harbor System, the Series
2004 Bonds, the security for the Series 2004 Bonds and certain provisions of the Certificate. Al references (o
agreements and documents are qualified in their entirety by the definitive forms of such agreements and documents.
All references to the Cedificate and to the Series 2004 Bonds are qualified by the definitive forms of such
Certificate and Series 2004 Bonds. Any statement or information involving matters of opinion or cstimates are
represented as opinons or estimates made in good [aith, but no assurance can be given that facts will materialize as
30 opined or estimated.

PLAN OF FINANCING
Authority for Issuance

Article VI, Section 12 of the State Constitution and Part III, Chapter 39, Hawaii Revised Statutes (“HRS™),
as amended {collectively, the “General Revenve Bond Law™), permit the issuance of revenue bonds of the State
payable from and secured by the Revenues upon the approval of a majority of the members of each house of the
Legislature and pursuant 1o a certificate of the Director of the Department (the “Director”), which becomes effective
vpon filing with the Director of Finance. The General Revenue Bond Law limits the maximom maturity of revenue
bonds and also sets Torth provisions for the sale, method of execution and other details of al revenue bonds. The
Legislature from time to time enacts laws (including the general appropriations acts) authorizing the issuance of
revenue bonds {without fixing any particular details), defining the purposes for which the bonds are o be issued and
specifying the amount of the procesds of such bonds which may be applied to such purposes; provided that the
Department, with the approval of the Governor, may issue refunding bonds without further authorization of the
Legislature. Pursuant o the General Revenue Bond Law, the Director has issued the Certificate, which, under State
law, constitutes the security document pursuant to which all Bonds are issued and secured. The Certificate provides
the terms of the Bonds including principal amounts, interest rates, maturities, redemption provisions and the



covenanis of the Department.  The Series 20604 Bonds are being issued pursuant to the Certificate and the General
Revenue Bond Law.

Refunding of the Refunded Bonds

Upon delivery of the Series 2004 Bonds, the State and BNY Western Trust Company, as refunding trustee
(the “Frustee™), will enter into a Refunding Trust Agreement (the “Refunding Trust Agreement™)} to provide for the
refunding of all the outstanding $55,130,000 of 1990 Certificate Harbor Revenue Bonds {the “Refunded Bonds™),
consisting of the following:

Harbor Revenue Bonds, Harbor Revenue Bonds,
Refunding Series of 1993 Series of 1994
Maturity Date Inierest Rate Maturity Date Intcrest Rate
July 1, 2005 6.15% Jaly 1, 2005 5.90%
July 1, 2006 6.25 Jaly 1, 2006 600
July 1, 2007 6.35 July 1, 2007 6.10
July 1, 2008 6.40 July 1, 2008 6.20
July 1, 2009 6.25
Taly 1, 2010 6.25
July 1, 2015 6.25
July 1, 2024 6.375

The Refunding Trust Agreement creates an irrevocable trust fund (the “Trust Fund”) which is 1o be held by
the Trustee, and the monies and securities held therein are to be applied to the payment of principal of and premium,
if any, and interest on the Refunded Bonds.

Immediately upon the issuance and delivery of the Series 2004 Bonds, the Depariment will deposit, ur
cause io be deposited, with the Trustee, a portion of the proceeds derived from the sale of the Beries 2004 Bonds,
together with certain funds on deposit under the 1990 Certificate with respect © the Refunded Bonds. Moneys
deposited in the Trust Fund will be invested, at the direction of the State, in noncallable direct obligations of the
United States (the “Trust Securities”) which, together with cash held uninvested in the Trust Fund, will be sufficiond,
without reinvestment, and will be applied on July 1, 2004: (i) to pay the interest on the Refunded Bonds due on such
date; (ii} to pay the principal of the Refunded Bonds maturing on such date; and (iii) 10 redeem the remaining
Refunded Bonds on the such date at the applicable redemption price thereof. The maturing principal of and interest
on the Trust Securities and cash held in the Trust Fund, in the amounts needed to pay the interest on amd principal or
redemption price of the Refunded Bonds, are pledged solely for the benclit of the holders of the Refunded Bonds.
See “ESCROW VERIFICATION™ herein with respect to calculations of the adeguacy of the Trust Fund for such
PUrpOses.

Seurces and Application of IFands

The following table shows the estimaied sources and application of moneys realized by the State vpon the
sale of the Series 2004 Bonds;



Sources:

Principatl Amount of Series 2004 Bonds $52,030.000.00

Net Original Issue Premium 1,285,008.90

Available Funds on Deposit in the Refunded Bonds

Deht Service Fund 5.323,717.30

Total $58.638,726.40
Application:

Depuosit to Refunding Bonds Escrow Fund 357,798,047 .68

Costs of Issuance” 340,678.72

Total $38.038,726 40
" Includes underwriter’s discount, bond insurance premium and debt service reserve surety policy

premium,
THE SERIES 2004 BONDS

General

The Series 2004 Bonds will be issued in fully registered form without coupons, will be in the denomination
of 55,000 or any integral multiple of $5.000, will bear interest from their respective daies at the rates per annum set
forth on the cover of this Official Statement. and wilk mature on the dates and in the priscipal amounts set forth on
the cover of this Official Statement. The Series 2004 Bonds will be dated as of the date of delivery thereof, and will
bear interest payable on January 1 and July [ of each year, commencing January 1, 2003, Interest on the Series
2004 Bonds will be computed on the basis of a 360-day year of twelve 30-day months.

The Series 2004 Bonds, when issued, will be registered in the name of Cede & Co., as nominee for The
Bepository Trust Company, New York, New York (“DTC™. DTC will act as securities depository for the Bonds,
Individual purchases of the Series 2004 Boods will be made in book-entry form onty (the “Book-Entry System™), in
the principal amount of $5,000 or integral multiples thereof. Purchasers will not receive certificates representing
their interest in the Bonds. Principal of and interest on the Series 2004 Bonds will be paid by the Director of
Finance of the State (the “Director of Finance™} to DTC, which will in tern remit such principal and interest o its
participants {as hereinafter defined), for subsequent distribution to the Beneficial Owners (as hereinafter defined) of
the Series 2004 Bonds, as described herein. The Series 2004 Bonds may be transferred or exchanged in the manner
described in such Bonds and as referenced in related proceedings of the State.  See “THE SERIES 2004 BONDS -
Book-Entry System.” below.

The books of registry will be kept and maintained by the Diregtor of Finance. Interest om the Series 2004
Bonds will cease 1o accrue on the respective maturity dates thereof, and a holder will only be entitled to receive the
principal amount and accrued interest on each Series 2004 Bond to such maturity dates. The State may deem and
treat the person in whose name a Series 2004 Bond is registered upon the books of registry as the absolute owner of
such Bond for the purpose of receiving payment of the principal thereof, premium, if any, and interest thereon, and
for all other purposes.

Redemption

Optional Redemptinn. The Series 2004A Bonds and the Series 2004B Bonds maturing on or prior to
January 1, 2014 are not subyject 1o redemption at the option of the State. The Series 20048 Bonds maturing on and
after January 1, 2015 shall be subject to redemption at the option of the State prior to their stated maturity on and
after July 1, 2014 as a whole or in part at any time, from moneys other than moneys required to be credited as
Sinking Fund Installments to the Harbor Principal Account, at 100% of the principal amount thereof plus accrued
interest, if any, to the date fizxed for redemption.

Notice of Redemption; Selection of Bonds. The Department shall cause notice of redemption to be mailed
not less than 30 days prior to the redemption date, by registered or certified mail, 1o each registered holder of a



Series 20048 Bond to be redeemed at its address appearing on the books of registry maintained by the Director of
Finance. At the time notice of any optional redemption is given, the Department may also give notice to certain
national information services selecied by the Depariment and must also so notify certain bond information
repositories. See “CONTINUING DISCLOSURE” and Appendix D.

If less than all of the Series 2004B Bonds are to be redeemed, the Bonds to be redeemed shall be selected in
such order of maturity as may be designated by the Department and by lot within each designated maturity. See
“THE SERIES 2004 BONDS - Book-Entry System” for a discussion of the notice of redemption 1o be given 10
Beneficial Owners {as therein defined for the purposes of such discussion} and the manner of selection of the Series
20(4B Bonds to be redeemed when the Book-Entry System for such Bonds is in effect.

Effect of Redemption. If a Series 2004B Bond is subject by its terms to redemption and has been duly
called for redemption in accordance with the Certificate, and if sufficient moneys available for the payment of the
redemption price and interest to acerue to the redemption date on such Series 2004B Bond are held for such purpose
by the Director of Finance, such Series 2004B Bond so called for redemption shall become due and payable, and
interest on such Bond shall cease to accrue, on the redemption date designated in such notice.

Upon surrender of any Series 2004B Bond to be redeemed in part only, the Department will execute and
deliver to the holder a new Bond (or Bonds) of the applicable series and maturity representing the unredecmed
principal amount of the Bond surrendered.

Book-Entry System

Information en D¥FC and Boek-Entry System. Information concerning DTC and the Book-Entry System
contained in this Official Statement has been obtained from DTC and other sources the Department and the
Underwriter believe to be rglisble, and is not guaranteed as 16 accuracy or completeness by, and is not to be
construed as a representation by, the Department or the Underwriter,

DTC will act as securities depository for the Series 2004 Bonds. The Series 2004 Bonds will be issued as
fully-registered securities registered in the name of Cede & Co. (DTC’s partnership nominee) or such other name as
may be requested by an authorized representative of DTC. One fully regisiered Series 2004 Bond certificate will be
issued for each maturity of the Bonds, each in the aggregate principal amount of such matuniiy, and will be
deposited with DTC.

DTC and Ity Participants. DTC, the world’s largest depository, is a limited-purpose trust company
organized under the New York Banking Law, a “banking organmizatuon”™ 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 Cemmercial Code and a “clearing agency” registered pursuant 1w the provisions of Section 17A of the
Securities Exchange Act of 1934, DTC holds and provides asset servicing for aver 2 million issues of 11.S. and non-
1.8, equity issees, corporate and municipal debt issues, and money market insiruments from over 85 countries that
DTCs participants (“Direct Participants™) deposit with DTC, DTC also facilitaies the post-trade settlement among
Direct Participanis of sales and other securities transactions in deposited securities, through electronic computerized
book-entry transfer and pledges between Direct Participants™ accounts. This eliminates the need for physical
movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and
dealers, banks, (rust companies, clearing corporations and certain other organizations, DTC is a wholly-owned
subsidiary of The Depository Trust & Clearing Corporation ("DTCC”). DTCC, in turn, is owned by a number of
Direct Participants of DTC and Members of the National Securities Clearing Corporation, Government Securities
Clearing Corporation, MBS Clearing Corporation, and Emerging Markets Clearing Corporation, (NSCC, GSCC,
MBSCC. and EMCC, also subsidiaries of DTCC) as weli as by the New York Stock Exchange, Inc.. the American
Stock Exchange LLC, and the National Association of Securities Dealers, Inc. Access to the DTC system 15 also
available fo others, such as securities brokers and dealers, banks, trust companies and clearing corporations that clear
through or mainiain a custodial relationship with a Direct Participant, either directly or indirectly {“Indirect
Participants™), DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable to its Participants are
on fiie with the Securities and Exchange Commission. More information about DTC can be found at
www.dicc.com,


https://www~dtcc.com

Purchase of Ownership Interests. Purchases of the Series 2004 Bonds under the DTC system mwst be
made by or through Direct Partictpants, which will receive 2 credit for the Series 2004 Bonds on DTC’s records.
The ownership interest of each actual purchaser of a Series 2004 Bond (“Beneficial Owner”) is in twrn to be
recorded on the Direct and Indirect Participants’ records. Beneficial Owners will not receive written confirmation
from DTC of their purchase. Beneficial Owners are, however, expected to receive written confirmations providing
details of the transaction, as well as periodic statements of their holdings, from the Direet or Tndirect Participant
through which such Beneficial Owner entered into the fransaction. Transfers of ownership interests in Sertes 2004
Bonds are to be accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of
Beneficial Owners, Beneficial Owners will not recetve certificates representing their beneficial ownership interests
in the Series 2004 Bonds, except in the event that use of the Book-Entry System for such Series 2004 Bonds is
discontinued. :

To facilitate subsequent transfers, all Series 2004 Bonds deposited by Direct Participants with DTC are
registered in the name of ITC's partnership nominee, Cede & Co. or such other name as may be requesied by an
awthorized representative of DTC. The deposit of Series 2004 Bongds with DTC and their registration in the name of
Cede & Co. or such other nominee do not effect any change in beneficial ownership, DTC has no knowledge of the
actual Beneficial Owners of the Series 2004 Bonds; DTC’s records reflect only the identity of the Direct Participants
to whose accounts such Series 2004 Bonds are credited, which may or may not be the Beneficial Owners. The
Direct and Indirect Participants will remain responsible for keeping account of their holdings on behalf of thetr
customers,

Notices and Other Communications. Conveyance of notices and other communications by DTC to Direct
Participants, by Direct Participanis to Indirect Participants and by Direct Participants and Indirect Participants to
Beneficial Owners will be govermed by arrangemients among them, sebject to any statutory or regulation
requirements as may be in effect from time io time.

Redemption notices shall be sent o DTC, IF less than all of the Series 2004 Bonds of a maturity are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such 1ssue to
be redeemed.

Voting Rights. Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with
respect to the Series 2004 Bonds unless authorized by a Direct Participant in accordance with DTC’s procedures.
Under its nsual procedures, DTC mails an Omnibus Proxy to an issuer as soon as possible after the record date. The
Omnibus Proxy agsigns Cede & Co.'s consenting or voting rights to those Dirgct Participants 10 whose accounts the
Series 2004 Bonds are credited on the record date {identified in a listing attached to the Omnibus Proxy).

Principal and Interest Payments. Principal and interest payments on the Series 2004 Bonds will be made
to Cede & Co,, or such other nomines as may be requested by an authorized representative of DTC. DTC's practice
is to credit Direct Participants’ accounts, upon DTC’s receipt of funds and corresponding detail information from the
issuer or paying agent, on the payvable date in accordance with their respective holdings shown on DTCs records.
Payments by Participants to Beneficial Owners will be governed by standing instructions and customary 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 tesponsibility of such Participant and not of DTC nor its nominee, the State or the Department, subject to
any statutory or regulatory reqairements as may be in effect from time to time. Payment of principal, premivm, if
any, and interest 10 Cede & Co. (or such other nominee as may be requested by an authorized representative of
DTC) is the responsibility of the Director of Finance, and disbursement of such payments to Direct Participants will
be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the responsibility
of Diregt and Indirect Participants.

Discontinuance of Book-Entry System. DTC may discontinue providing its services as depository with
respect to the Series 2004 Bomds at any time by giving reasonable notice 10 the State or the Department. Under such
circumstances, in the event that 4 successor securities depository is pot obtained, Series 2004 Bond certificates are
requirad to be printed and delivered.

The Department may decide (0 discontinue use of the system of book-entry transfers through DTC (or a
successor securities depository). In that event, Series 2004 Bond centificates will be printed and delivered.



The State, the Department and the Underwriter will have no responsibility for or obligation to Direct
Participants, to Indirect Participants or to Beneficial Owners, nor can or do they give any assurances with
respect to (i) the accaracy of any records maintained by DTC, any Direct Participants or Indirect
Participants, or (ii) the payment by DTC, any Direct Participants or any Indivect Participants of any amount
in respeet of principal or redemption price of or interest on the Bonds, or (iii) any notice which is permitted
or required to be given to owners {except such netice as Is reguired to be given by the Department to DTC),
or {iv) the selection by DTC of any Participant fo receive payment in the event of a partial redemption of the
Series 2004 Bonds, or {v) any consent given or other action taken by DTC as Owner of the Bond, or (vi) any
other cvent or purpose. The Staie, the Department and the Underwriter are not responsible or liable for the
failure of DTC or any Direct Participant or Indirect Participant to make any payments or to give any notice
10 a Beneficial Owper with respect to the Bonds or any error or delay relating thereto,

SECURITY FOR THE B{}?\EDS

General

The Bomds, including the Series 2004 Bonds, are special imited obligations of the State, payable solely
from and secured solely by the 1997 Cerntificate Harbor Revenne Special Fund, into which the State is obligated to
deposit Revenues. as more fully set forth below and in the Certificate. Such deposits from Revenues shall be made
after and subordinate to the payment of the expenses of operation and maintenance of the properties constituting the
Harbor System, See Appendix C - “SUMMARY OF CERTAIN PROVISIONS OF THE CERTIFICATE.”

The Bonds do not constitule s general or moral obligation of the State nor a charge upon the general
fund of the Stute. The foll faith and credit of neither the State nor any political subdivision thereof is pledged
to the payment of or as security for the Bonds. Neither the real property nor the improvements comprising
the Harbor System have been pledged or morigaged to secure payment of the Bonds,

State law creates a special fund in the Treasury of the State, designated as the Harbor Special Fund.
Pursuant 1o the Certificate, all Revenues are required to be deposited in the Harbor Special Fund, The Certificate
provides that Revenues on deposit in the Harbor Special Fund shall be applied for the purposes and in the order of
priority therein established. Table 1 provides a graphical representation of the flow of Revenues from one fund 1o
another and the application of the Revenues. See Appendix T - "SUMMARY OF CERTAIN PROVISIONS OF
THE CERTIFICATE - Allocation and Application of Revenues™ for a further description of this flow of Revenues.
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" As discussed under “INTRODUCTION” and “PLAN OF FINANCING” above, the Series 2004 Bonds are being
issued to refund all of the outstanding 1990 Certificate Harbor Revenue Bonds. Provisions of the 1990 Certificare
regarding the application of Revenues have therefore been omitied from Table 1,



The Department is obligated to impose rates and charges sufficient © pay the cosis of operation and
maintenance, including reserves therefor, of the Harbor System, to pay when due the debt service. and 10 maintain
the debt service reserves for and to satisfy the requirements of the Certificate, including the requirement that the
deposit into the 1997 Cenificate Harbor Revenue Special Fond be sufficient to pay the debt service on the Boncds
and for cerlain other purposes. See - “Rates and Charges™ below.

Pursuani to Section 266-19, HRS, the Director may transfer from the Harbor Special Fund all or any
portion of available moneys on deposit in such fund determined by the Director to be in excess of 150% of the
requirements for the Harbor Special Fund for the ensuing 12 months. The Director may transfer such excess
moneys to the general revenues of the State or to any other fund under the control of the Department, as permitted
by Section 37-53, HRS. The operaiion and maintenance costs of the Harbor System and debt service requirements
on the Bonds are requirements o be considered by the Director before making any such rransfer. See Appendix C -
“SUMMARY OF CERTAIN PROVISIONS OF THE CERTIFICATE - Allocation and Application of Revenues.”

Under the doctring of sovereign immunity, a state of the Union (including the State) cannot be sued by its
own cilizens. Under the United States Constitution, a state (including the State) cannot 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 ils
mmpunity and consent 1o a st against itself. The State has waived by statute its immunity from contracisal claims,
However, such wajver and consent may subsequently be withdrawn by the Swate. 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 to make timely payment of principal of or
imterest on the Bonds, 2 right of action would lie agains! the State or officials of the State to enforce such payment.

The State has never defaulted in the payment of either principal of or interest on any indebtedness.

Rates and Charges

In the Certificate, the Depariment has covenanted to prescribe and collect rates, rents, fees or charpes for
the services, facilities and commedities of the Undertaking, and to revise such rates, rents, fees and charges from
time to time 50 that the Undertaking shall be and always remain self-supporting. Pursuant 1o this covenant (referred
to herein as the “Rate Covepant™), the Department agrees that such raies, renis, fees or charges will:

{a) be such as will produce Revenues at least sufficient (3) to pay the costs of operation, maintenance and
repair of the Harbor System (including reserves therefor} and the expenses of the Department in connection
therewith; (i) to pay into the 1997 Cenlificate Harbor Revenue Special Fund for credit to each account therein the
amounts required by the Certificate; (iii) to reimburse the general fund of the State for all bond requirements for
reimbursable general obligation bonds issued for the Harbor System; and (iv) to carry out the provisions of the
Certificate; and

{b) at all times and in any and all events, yield Aggregate Net Revenues (as defined in the Certificate} for
the next 12-month period which, (i) together with funds on deposit in the 1997 Harbor Reserve and Contingency
Account, shall be at least equal to 1.25 times the Agpregate Certificate Bond Service on all Bonds for such 12
manths, and (17} without consideration of other funds, shall be at least equal to 1.00 times the Aggregate Certificate
Bond Service for such 12 months.

Harbor Debt Service Reserve Account

In order to provide a reserve for the payment of the principal of. premium, if any, and interest on the
Bonds, the Centificate cregtes a 1997 Centificate Harbor Debt Service Reserve Account in the 1997 Certificate
Harbor Revenue Special Fund. Subject to provisions granting the Department the option to fand the 1997
Ceniificate Harbor Debt Service Reserve Account from Revenues upon the issuance of Bonds, the Certificate
requires that moneys credited to the 1997 Certificate Harbor Debt Service Reserve Account be maintained in an
amount eqoal (subject to the maximum smount permitied under the Internal Revenue Code of 1986, as amended) to
the maximum Aggregate Bond Service for any Bond Year in which any Bonds are outstanding {the “Reserve
Requirement”). In lieu of crediting moneys to the 1997 Certificate Harbor Debt Service Reserve Account, the



Certificate permits the Department to obtain a surety bond or an insurance policy payable to the Department for the
benefit of bondholders of a Series of Bonds or a letter of credit, in cach case in an amount equal o the difference
between the Reserve Requiremient and the amounts then credited to the 1997 Cenificate Harbor Debt Service
Reserve Account. The Department intends to use the Reserve Policy in lieu of depositing moneys into the 1997
Ceriificate Harbor Debt Service Reserve Account fo satisfy the Reserve Requirement applicable under the
Certificate to the Series 2004 Bonds. See Appendix C - "SUMMARY OF CERTAIN PROVISIONS OF THE
CERTIFICATE ~ 1997 Certificate Harbor Imterest Account,” “19%7 Certificate Harbor Principal Account.” “1997
Certificate Harbor Debt Service Reserve Account” and “1997 Certificate Harbor Reserve and Contingency
Account,”

Additional Indebtedness

The Certificate permits the issuance of Additional Bonds payable from and secured by the 1997 Cerntificate
Harbor Revenue Special Fund on a parity with the Serigs 2004 Bonds for the purpose of paying or reimbursing the
cost of zcquiring or constructing properties that constitute part of the Undertaking or adding to, reconstructing,
improving, replacing or expanding the Harbor System so long as:

(a) no default in the payment of any Bond exists, no deficiency exists in the Harbor Special Fund or
the 1997 Certificate Harbor Revenue Special Fund, and the Rate Covenant is satisfied: and

)] (i) the Aggregate Net Revenues as derived from the most recent audited financial statements or for
any consecutive twelve calendar month peried during the preceding eighteen calendar month period, as certified by
the Independent Public Accountant, are at least equal to 1.25 times the Aggregate Certificate Bond Service {as
defined in Appendix () on all Bonds and 1990 Cerntificate Harbor Revenue Bonds for any future fiscal year, or

{ii) (1) the Aggregate Net Revenoes as devived from the most recent audited financial statements
or for any consecutive twelve calendar month period during the preceding cighteen calendar month period, as
certified by the Independent Public Accountant, are at least equal to L.OO tmes the Aggregate Certificate Bond
Service on all Bonds for any foture fiscal vear, and (2) the sum of such Aggregate Net Revenues and the Anticipated
Net Revenue Increase, if any, is not less than 1.25 times such Aggregate Certificate Bond Service for any future
fiscal year. See Appendix C - “SUMMARY OF CERTAIN PROVISIONS OF THE CERTIFICATE - Additional
Bonds and Refunding Bonds.”

If, prior to the delivery of Additional Bonds, the Department has imposed increases in its schedule of
rentals, rates, fees and charges, which increases are or shall be in effect upon the delivery of such Additional Bonds,
the Harbor Consultant may adjust its estimates to reflect such increases for the purposes of making the determination
required in clause (b} ahove,

The Department expects to issue Additional Bonds to finance a portion of future Capital Improvements
Programs. See "THE HARBOR SYSTEM - Capital Improvements Program.”

The Certificate also permits the issuance of Refunding Bonds payable from and secured by the 1997
Cenificate Harbor Revenue Special Fund on a parity with the Series 2004 Bonds to refund Bonds if (2) no defanlt
exists in the payment of any Bond, no deficiencies exist in the Harbor Special Fund or the 1997 Certificate Harhor
Revenue Special Fund, the Rate Covenant is satisfied, and there does not exist an “Event of Default” (as described
in Appendix C - “SUMMARY OF CERTAIN PROVISIONS OF THE CERTIFICATE ~ Events of Default’") or a
condition which upon the passage of time would constitute such an “Event of Default,” and (b) the aggregate Bond
Service for the Refunding Bonds after such refunding shall be less than the aggregate Bond Service for the refunded
bonds had such refunding not occurred.  See Appendix C - “SUMMARY OF CERTAIN PROVISIONS OF THE
CERTIFICATE - Additional Bonds and Refunding Bonds.”

Nothing in the Certificate prohibits the Departenent from incurring additional indebtedness with a lien on
Net Revenues which is subordinate 1o that of the Bonds.
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‘The Policy and the Reserve Policy

Financial Secuority will issue, simultancounsly with the delivery of the Series 2004 Bonds, a municipal bond
insurance policy insuring the payment when due of the principal of and interest on the Insured Series 2004 Bonds.
Additionally, Financial Security will issve, simultaneously with the delivery of the Series 2004 Bonds, a debt service
reserve insurance policy satisfying the Reserve Requirement for the Series 2004 Bonds pursuant to the Certificate,
which will be used in lieo of the deposit of moneys in the 1997 Certificate Harbor Debt Service Reserve Account.
See “INSUURANCE FOR THE BONDS™ and Appendix F - “FORMS OF POLICY AND RESERVE POLICY”

The Department and the Siate have agreed, in conmection with the issyance of the Policy and the Reserve
Policy by Financial Security, that any amendment or supplement to the Certificate, and any acceleration of debt
service on the Series 2004 Bonds upon the occurrence and continuation of an event of default under the Certificate,
which cannat become effective without the prior writicn consent of the holders of such Bonds, shall also require the
prier written consent of Financial Security.

There follows under the caption “INSURANCE FOR THE BONDS” below certain information concerning
Financial Security and the terms of the Policy and the Reserve Policy. Information with respect to Financial
Security and its Policy and Reserve Policy has been supplied by Financial Security, No representation is made by
the State or the Underwriter as to the accuracy or adequacy of such information subsequent to the date hereof. The
Policy and Reserve Policy do not constituie a part of the contract between the State and the holders of the Bonds
evidenced by the Centificate and the Bomds, Except for the payment of the premium on the Policy and Reserve
Policy, the State has no responsibility with respect to such insurance im any way, including mainlenance,
enforcement or collection thereof,

INSURANCE FOR THE. BONDS

The following information concerning the Policy and the Reserve Fund Policy has been provided by
Financial Security Assurance Inc. Ne represeniation is made by the State or the Underwriter as w the accuracy,
completeness or adeguacy of such information, or as 1o the absence of materiad adverse changes in such informaiion
subseguent to the date hereof,

Bond Insurance Policy

Concurrently with the issuance of the Series 2004 Bonds, Financial Security Assurance Ine. ("Financial
Security”) will issue its Municipal Bond Insurance Policy for the Insured Series 2004 Bonds (the "Policy™). The
Policy guarantees the scheduled payment of principal of and inlerest on the Insured Series 2004 Bonds when due as
set forth in the form of the Policy included in Appendix F 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 Inc.

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

At March 31, 2004, Financial Security's total policyholders' surplus and contingency reserves were

approximately $2,156,705,000 and its tota) wnearned premium reserve was approximately $1,391,897.000 in
accordance with siatutory accounting practices, At March 31, 2004, Financigl Security's total shareholders’ equity
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was approximately $2.430,264,000 and its total net unearned premium reserve was approximatety $1,190.846,000 in
accordance with generally accepied accounting principles.

The financial statements included as exhibits to the annual and quarierly reports filed by Holdings with the
Securities and Exchange Commission are hereby incorporated herein by reference.  Also incorporated herein by
reference are any such financial statements so filed from the date of this Official Statement until the termination of
the offering of the Bonds. Copies of materials incorporated by reference will be provided vpon request to Financial
Security Assurance Inc.: 350 Park Avenue, New York, New York 10022, Atention: Communications Departient
{telepbone {212) 826-0100).

The Policy does not protect investors against changes in marcket value of the Insured Series 2004 Bonds,
which market value may be impaired as a result of changes in prevailing interest rates, changes in applicable ratings
or other ¢auses. Financial Security makes no representation regarding the Insured Series 2004 Bonds or the
advisahility of investing in the Insured Series 2004 Bonds. Financial Security makes no representation regarding the
Official Statement. nor has it participated in the preparation thereof, except that Financial Security has provided to
the Department the information presented under this caption for inclusion in the Official Statement.

Reserve Policy

Concurrently with the issuance of the Series 2004 Bonds, Financial Security will issue its Municipal Bond
Debt Service Reserve Fund Policy (the “Reserve Policy™). The Reserve Policy unconditionally guarantees the
payment of that portion of the principal of and interest on the Series 2004 Bonds which has become due for
payment, but shall be unpaid by reason of nonpayment by the Department. provided that the aggregate amount paid
under the Reserve Policy may not exceed the maxinurm amount set forth in the Reserve Policy, which maximum
amount represents $6,723,568.76. Financial Security will make such payments to the payving agent (the “Paying
Agent”) for the Series 2004 Bonds on the later of the daie on which such principal and inferest is doe or on the
business day next following the day on which Financial Security shall have received telepbonic or telegraphic notice
subsequently confirmed in writing or written notice by registered or certified mail from the Paying Agent of the
nonpayment of such amount by the Department. The term “nonpayment” in respect of a Series 2004 Bond includes
any payment of principal or interest made to an owner of a Series 2004 Bond which has been recovered from such
owner pursuant to the United States Bankroptey Code by n trustee in bankrupicy in accordance with a final
nonappealable order of a court having competent jurisdiction.

The Reserve Policy is non-cancelable and the premiom will be fully paid at the time of delivery of the
Series 2004 Bonds. The Reserve Policy covers failure to pay principal of the Series 2004 Bonds on their respective
stated maturity dates, or dates on which the same shall have been called for mandatory sinking fund redemption, and
not on any other date on which the Series 2004 Bonds may have been accelerated, and covers the failure to pay an
installment of interest on the stated date for it payment. The Reserve Policy shall terminate on the carlier of the
scheduled final maturity date of the Series 2004 Bonds or the date on which no Series 2004 Bonds are outstanding
under the Certificate.

Generally, in connection with its issuance of a Reserve Policy, Financial Security requires, among other
things, (i) that, so long as it has not failed 1o comply with its payment obligations under the Reserve Policy, it be
granted the power o exercise any remedies available at law or under the authorizing document other than (A}
acceleration of the Series 2004 remedies which would adversely affect holders in the event that the issver fails to
reimburse Financial Security {or any draws oo the Reserve Policy; and (i1} that any ameadment or supplement to or
other modification of the principal legal documents be subject to Financial Security’s consent. The specific rights, if
any, granted to Financial Security in connection with its issuance of the Reserve Policy are set forth in the
description of the principal legal documents appearing elsewhere in this Official Statement. Reference should be
made as well to sach description for a discussion of the circumstances, if any, under which the issuer of the Series
2004 Bonds is required 1o provide additional or substitute credit enhancement, and related matters.

The Reserve Policy is not covered by any insurance security or puaranty fund established uader New York,
Catifornia, Connecticut or Florida insurance law.
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SOURCES OF REVENUES

General

State law and the Certificate require the State to operate the Harbor System on a self-supporting basis. The
Certificate requires the Departeoent 1o prescribe and collect rates, rentals, fees and charges for the use of and
services provided by the Harbor Sysiem (o generate Revenues which will be sufficient to pay the principal of and
interest on all Bonds, to pay the costs of operation, maintenance and repair of the Harbor System, to reimburse the
general fund of the State for all relmbursable general obligation bonds issued by the State for the Harbor Systern and
10 satisfy other provisions of the Centificate. The Harbor System derives its Revenues from three major sources:
services revenues, rentals income and other operating revenues. See “SECURITY FOR THE BONDS - Rates and
Charges.” The services revenues, rentals income and other operating revenues described below are obtained from
the annual audited financial statements of the Harbor System. The most recent fiscal year for which such audited
financial information is available is the vear ending June 30, 2003. Also see “Other Matters Potentially Affecting
Net Revenues,” below.

Services Revenues

General. Services revenues represent the largest source of operating revenues for the Harbor System.
Services revenues were 342.1 million, $43.0 million and $43.3 million in the fiscal vears ending June 30, 2001,
June 36, 2002 and June 30, 2003, respectively, and accounted for 63%, 65% and 65% of operating revenues in such
fiscal yvears. Services revenues are derived from tarifis assessed on the activities of ships and the handling of cargo
and include wharfage charges, dockage fees, port entry fees, demurrage, mooring charges and fees for other
SErVICes.

The Department esiablishes 1ariff schedules for wharfage charges, dockage fees, demurrage, port eniry fees,
mooring charges and other tariffs that comprise services revenues pursuant 0 the Depariment’s rule-making
authority. Tariffs relating 0 “overseas” voyages and cargoes generally are greater than those relating 1o “inter-
island” voyages or cargoes. An overseas voyage is defined as a voyage between a Hawaii port and a foreign or
United States mainland port. An inter-islend voyage is defined as a vovage between the eight major islands within
the State.

The current tariff rates have been in effect since April 1, 1997, The Department is currently assessing
potential amendments o certain tariffs, but the assessmem of such potential amendments has not been completed
and o final action has been taken with respect thereto as of the date hereof,

Wharfage Charges. Wharfage charges represent the largest component of services revenues. Wharfage
charges accounted for $34.0 million, $35.2 million and $37.8 nullion of operating revenues in the fiscal vears ended
June 30, 2001, June 30, 2002 and June 30, 2003, respectively, and comprised approximately 81%, 82% and 83% of
1o1al services revenues in such fiscal vears.

Wharfage charges are assessed against all shipments of cargo conveved over, an or under any pier, wharf or
weriminal facility or to or from any vessel at such a facility of the Harbor System. Wharfage rates are established by
type of cargo with differing rate categories for incoming foreign overseas shipments (from a foreign port), incoming
domestic overseas shipments {from the mainland United States), outgoing overseas shipments and imer-island
shipmenis. Nearly all non-bulk cargo is shipped through the Harbor System in containers, with respect fo which
wharfage is determined by the length of the container. The following Table 2 presents current wharlage rates for
selected types of cargo.
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TABLE 2
WHARFAGE CHARGES FOR SELECTED CATEGORIES OF CARGOD
(Rates Effective on and After April 1, 1997}

Category Rate
CONTAINERS (per linear foot)

Incorning Foreign Overseas $2.50

Incoming Domestic Overseas 1.93

Outgoing Overseas 1.31

Inter-island 1.31
AUTOMOBILES (per vehicle}

Incoming Foreign Overseas $23.37

Incoming Domestic Overseas 17.50

Outgoing Overseas 17.50

Inter-istand 10.50
LUMBER {per thousand board feet)

Incoming Domestic Overseas $3.31
GENERAL MERCHANDISE {per ton)

Incoming Foreign Overseas $2.87

Incoming Domestic Overseas 212

Outgoing Overseas 212

Inter-igland 1.37
FUEL OML (per barrel)

Incomung, State-owned pipeline . $0.15

Incoming, privately-owned pipeline 0.075
PASSENGER FEES {per passenger)

Embarking (includes in transit) $2.50

Disembarking {includes in transit) $2.50

In transit” 1.85
WATER {per thousand gallons) $2.1875

Located at facilities of the Harbor System.

L . N a . . o “
Congsists of passengers in transit on a vesse! making o continuous trip whose point of
origin and wermination ix a state port.,

The Department collects wharfage on a self-reporting basis. Each of the shipping lines that uses the ports
comprising the Harbhor Sysiem is responsible for reporting 1o the Department the wharfage owed for each voyage
and submitting payment of such wharfage within 45 days after the completion of handling cargo over state wharves,
The Department conducts random sudits to verify the wharfage paid by the shipping lines that use the Harbor
System. During the last fiscal year, the Department performed 16 audits of sclected wharfage reports, involving 8
shipping lines and shipping agents, which represent the shipping lines. The audits revealed no major deficiencies.
A wharfage report is generated for each voyage for each of the four rate categories of wharfage applicable o the
VvOY2ge.

Dockage Fees. Dockage fees represent the second largest component of services revenues, Dockage fees
acconnted for $4.1 million, $4.2 million and $4.3 million of operating revenues in the fiscal years ended June 30,
2001, June 30, 2002 and June 30, 2003, respectively, and comprised approximately 10% of services revenues in
each of such fiscal years.

Dockage fees are assassed against all vessels using a dock or other State-owned structure in a port in the
Harbor System at rates per 12 hours based on the length of the vessel. The dockage fee assessed in conpection with
an inler-island voyage is approximately 60% of the dockage fee assessed in connection with an overseas voyage.
Current dockage fees assessed in connection with an inter-island voyage range from $16 10 31,723, and the current
dockage fees assessed in conpection with an overseas voyage range from $31 o0 §2.875,
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Dockage fees in connection with inter-island voyages are assessed on a self-reporting basis. Each of the
shipping Hnes that uses the ports comprising the Harbor System generally is responsible for reporting to the
Department the dockage owed for each inter-island voyage, which is due and pavable within 30 davs, Dockage fees
in connection with overseas voyages are assessed based upon vessel logs that are maintained by each district of the
Harbor System and are payable 30 days from date of the invoice.

Demurrage. Demurrage is a charge assessed against cargo remaining on a pier or terminal area beyond the
frec time provided for loading or unloading. Demurrage accounted for approximately $1.8 million, $1.5 million and
$1.1 million of operating revenues in each of the fiscal vears ended June 30, 2001, June 30, 2002 and June 30, 2003,
and comprised approximately 4%, 3.5% and 2.4% of services revenues in such fiscal vears, respectively. Current
demurrage rates are typically $.56 per linear foot per day for the first five days and $1.12 per lnear foot per day
thereafier for containerized cargo.

Demurrage fees are self reporied. Therefore each of the shipping lines that use the ports comprising the
Harbor System is responsibie for reporting the demurrage owed for each voyage 1o the Department.

Rentals Income

Remal income is the second major source of operating revenues for the Harbor System. Rental income
accounted for $23.3 million, 322.0 million and $24.2 million of operating revenues in the fiscal years ended June 30,
2044, June 30, 2002 and June 30, 2003, respectively, and comprised approximately 35%, 33% and 35% of total
operating revenues in such fiscal years. Rentals income includes charges for wharf space and land, storage, pipeline
usage and auvtomobile parking space.

The Department derives rental income principally from leasing of land and improvements under revocable
permits and leases. Such permits and leases accounted for $17.4 million, $16.3 million and $18.5 million of rental
income in the fiscal years ended June 30, 2001, June 30, 2002 and June 30, 2003, respectively, and comprised
approximately 75%, 74% and 76% of rentals income in such fiscal years. The rental rates under revocable permits
may be adjusted annually to reflect contemporaneous real estate values in the State. The rental rates under leases
may be fixed for periods of five years or more. Currently, revenues derived from leases constitte approximately
37%, and revenues from revocable permits constitute approximately 63% of the total revenues from ieases and
permits.

Rentais under leases are based upon the independently appraised value of the propenty lessed and are issued
by direct negotiation or by public auction. When rentals are determined by public auction, however, the price at
which bidding is started at a public auction may be less than the appraised value. In leases excecding ten yvears, the
rent generally is fixed for five year periods, with increases of 15% at the end of each five-vear period up w the 15th
vear of the lease term. Subsequently, the rentals are reopened by appraisal in the 15th and 25th years of the lease.

The Diepartment has leased land or building space through revocable permits and leases to over 359 tenants.
The rental income generated from leases by the top ten tenants of the Department represemied 3% of total annual
lease and revocable permuit rents for fiscal vear ended June 34, 2003 and represents approximately 30% of such
amounts for the fiscal year ending June 30, 2004, Under existing leases as of June 30, 2003, 11 is expecied that the
estimated lease rents pavable by the Diepartment’s top ten tenanis represent about 27% of 1otal annoal lease and
revocable permit rents for the pext five fiscal years.

Other Operating Revenues

Other operating revenues, including reimbursement for the cost of atilizies furnished 10 ships, sales of
materials and supplies and other miscellaneons items, accounted for approximately $0.6 million for the year ended
June 30, 2003. This represented 1% of operating revenues. For the fiscal years ended June 30, 2001 and June 30,
2002, other operating revenues amounied 10 $1.3 and $1.1 million, respectively, which were approximately 26 of
operating revenues.
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Interest Income

In addition to operating revenues, the Department receives interest income from investments such as
certificates of deposit, direct finance leases and LS, Treasury obligations. The interest income recerved by the
Department in any fiscal year depends on the amount available for invesiment, prevailing interest rates and
restrictions on the investment practices of the Department that affect the types of investments made. Imerest tncome
from investments other than direct finance leases is included in Net Revenues and totaled 55.6 million, $4.7 million
and $3.9 million in the fiscal years ended June 30, 2001, June 30, 2002 and June 30, 2003, respectively,

Other Matters Potentially Affecting Net Revenues

Honolulu Waterfront Master Plan. The Honolulu Waterfront Master Plan, completed in January 1990,
covered the area from Ala Moana Pack on the cast to the Honeolulu International Airport on the west and Kalaeloa
Barbers Point Harbor on the southwest shore of Oahu, which area includes Kewalo Basin and Honolulu Harbor.
The Plan represents a comprehensive long-range viston for the Honolulu Waterfront. It was designed to recognize
the importance of Honolutu Harbor as the lifeline of Statewide commerce and, at the same time, provide for the
recreational, cultural and economic needs of a growing popuiation. The Plan addresses major planning issues
concerning public access and use of the waterfront, long-term integrity of commercial maritime operations, plan
implementation, relocation needs and financial feasibility. The Plan reflects many competing interests and the effect
on the Revenues and operations of the Harbor System cannot be determined with certainty at this time.

Oahu Commercial Harbory 2020 Master Plan. Since the completion of the Honolulu Waterfront Master
Plan, financial support for non-maritime development of the lands surrounding Honolulu Harbor has declined. The
spatial, facility and support requirements of Hawail’s life-line ccean cargo carriers, on the other hand, have
increased. This shift in trends necessitated a return to a focus on the needs and projected growth of the maritime
community. The Ozhu Commercial Harbors 2020 Master Plan, approved by the Governor on May 6, 1997, used
then current economic indicators to plan the infrastructure required by Hawaii’s essential commeodity carriers. This
Oahm Commercial Harbors 2020 Master Plan incorporates and updates the Honolulu Waterfront Master Plan’s
commercial harbor components, as well as the 2010 master plans for Honolulu and Kalaeloa Barbers Point harbors.

The Oahu Commercial Harbors 2020 Master Plan provides a general, long-range guide for commercial
harbor development. based on the knowiedge and experience of the users of the facilities and their anticipation of
future trends. Implementation of the recommendations of this plan will enbance operational efficiency and
encourage further development of Harbors Division’s revenucs. Many aspects of this master plan have been
comypleted, including the Honolulu Harbor Inter-istand Cargo Terminal at Piers 39-40, acguisition of additional Jand
for cargo operations near Pier 40, the dredging of the Kalaeloa Barbers Point Harbor expansion, and the construction
of the Kalaeloa Barbers Point Harbor Pier P-5 and P-7 extensions. Many other aspects are underway, including the
construction of the Domestic Commercial Fishing Complex in Honolulu Harbor, the Ferry Terminal at Pler 19, the
dredging of the Pier 51 A berth and the design of the Pier 2 cruise passenger terminal.

Huwaii Commercial Harbors 2020 Master Plan, Kahului Harbor 2025 Master Plan, Keuai Commercial
Harbors 2025 Master Plan. Following the completion of the Oahu Commercial Harbors 2020 Master Plan, the
Harbors Division embarked on updating the remaining 2010 Master Plans for commercial harbors statewide. To
date, the aforementioned plans were completed and approved by the Governor on August 7, 1998, September 14,
2000, and September 24, 2001, respectively, These master plans provide a general, long-range guide for
commercial harbor development, based or the knowledge and experience of the users of the facilities and their
anticipation of future wrends. Implementation of the recommendations of this plan will enbance operational
efficiency and encouvrage further development of Harbors Division’s revenues.

Cruise Ships. The inter-island cruise ship industry continues to grow. Since December 2001, Norwegian
Cruise Lines has operated passenger cruises which have included a required stopover in the Republic of Kirabati to
comply with federal restrictions on foreign flagged vessels. In 2003, Morwegian obtained an exemption from
federal maritime faw to operate three ships under the US. flag in Hawail. Two of these ships were partially
constructed under Project America, a loan guarantee provided by the Maritime Administration for American Classic
Voyages to build two cruise vessels in a U.S. shipyard for use in Hawaii. Norwegian purchased the partially built
vessels upon the bankruptey of American Classic Voyages. One of these ships, the Pride of America, is currently
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under construction and anticipated to be in Hawali in 2005, The third ship, Pride of Aloha, is an existing foreign
built vessel, and 15 anticipated to be in service in the summer of 2004. The State’s Harbors Division has several
projects under design 1o improve certain terminal facilites statewide to accommodate the increased activity.

Revenues from debarked and embarked cruise ship passengers totaled $3.9 million for the fiscal vear ended
Tune 30, 2003, Passenger counts increased nearly 44% for such fiscal year as compared 10 the previous fiscal year.
Passenger counts for the fiscal years ended June 30, 2000 through 2003 were as follows:

Fiscal Year Passengers
2000 501,678
2001 661,236
2002 1,088,133
2003 1,565,669

The Depanment expects cruise ship revenues and passenger counts to be lower for the fiscal vear ending
June 30, 2004 due to the removal from service of one of Norwegian Cruise Lines’ vessels. The Department expecss
that the reduction in passenger counts will be temporary based on Norwegian’s stated inlention to return the vessel
to service by the end of the 2004 calendar vear, and the additional vessels being constructed for Norwegian as
described above.

Inter-island Ferry System. Hawaii Soperferry, Inc., a private ferry company, proposes to initiate a roll
on/roll off inter-island ferry service for the transport of passengers and vehicles, including trucks carrying cargo.
Operations are planned between the harbors of Honolule, Kahulal, Nawiliwili, and Kawaihae. Service is estimated
to begin in late 2006, starting with one vessel during the first year and bringing a second vessel in the following 18
to 24 months. It is expected that each vessel will be able to accommodate 280 vehicles and 9040 passengers.

Pasha Hawaii. Pasha Hawaii Transport Lines LLC is currenily constructing the first modern pure car-
truck carrier ever built in the United States. Expected to provide service to Hawail in early 2005, the Jean Annc,
financed under the U.S. Govemnment's Title ] program is being construcled o Pascegoula, Mississippi. The ship
will be designed to carry approximately 4,000 vehicles on 10 decks. The ship will provide Hawaii with new service
by carrying vehicles, rolling siock and other commodities from the West Coast.

Aloha Tewer Development, In 1981, the State created the Aloha Tower Development Corporation
(“ATDC}y 1o redevelop the Aloha Tower area of Honolulu Harbor (the “Aloha Tower Complex™), which
encompasses Plers 3 to 23 of Honolulu Harbor, In 1993, the Harbors Division and ATDC entered into 3 lease
transferring to ATDC portions of the Aloha Tower Complex. ATDC is required annually to reimburse the Harbors
Division for any losses in revenues during the term of the lease caused by any action of ATDC or the developer of
the compiex and to provide replacement facilities for maritime activities at no cost 1o the Harbors Division.

In September 1993, ATDUC subleased lands surrounded by Piers 8 and 9 and a portion of land surrounded
by Pier 10 t0 a developer. The sublease required the developer to construct, at the developer’s cost, various
facilities, including a2 marketplace. The developer and the Harbors Division entered into a capital improvements,
maintenance, operations and securities agreement wilh respect to the marketplace. Althongh the markeiplace
construction was substantially completed, several items of work have yet to be completed.

The losses in revenues for the fiscal years ended June 30, 2003 and 2002 amoumed to $1,726,011 and
$1,696,724, respectively, and have been included in rental revenues in such fiscal years. As of June 30, 2003, the
amount due to the Harbors Division was $6,287,367.

Makai Kakaako Development. Under Act 86, 1990 Session Laws of Hawaii (“Act 86”), the state
Legislature transferred approximately 73 acres of lands at Kewalo Basin and Fort Armstrong under the jurisdiction
of the Harbor System 1o the Hawaii Community Development Authority (the "HCUDA™). HCDA is a state agency
which is responsible for oversceing the development of the Kakaake Community Development District (the
“District™}. The Director of Transportation 18 one of 11 voting members of the HCDA’s board of directors.
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Under Act 86, HCDA is required, as part of the transfer, to gnsure that the State is able to satisfy any
covenant between the State or any county or any department or board thereof and the holders of bonds issued by the
State or such county, department or board, if any. As of the date of this Official Staiement, all acts necessary to
complete the transfer of the subject property to HCDA have been completed, including the execution of the deed and
the canceliation of the relevant Governor's executive orders which had previously set aside the subject property to
the Harbors Division.

As part of HCDA s development of the District, the western portion of the Kewalo Basin area is scheduled
for redevelopment, With respect to Kewalo Basin, the Harbors Division expects to continue operating the harbor
facilities, managing the adjacent land areas, and enforeing its applicable administrative rules. Improvements in this
ares which were constructed under former Harbors Division leases have either been demobished or are scheduled for
demolition. Within the Fort Armstrong area, consisting of Piers | and 2 at Honolulu Harbor, HCDA has extended
Halo Street and realigned Forrest Avenue, both of which are major circelatory roadways in the District. Because the
realignment of Farrest Avenue affected certain facilities and improvements used by harbor users, HCDA has
replaced such facilities and improvements at HCDA’s cost. With respect to Fort Armstrong, the Harbors Divisicn
also expects to continue operating the harbor facilities, managing adjacent land areas, and enforcing its applicable
administrative rules. The Harbors Diviston is and has been negotiating with HCDA 1o resolve issues relating to the
Harbors Division’s continued operation and management of Kewalo Basin and Fort Armstrong, including the
amount of revenues o be retained by the Harbors Division, the costs atfributable to such operation and management
{such as security, maintenance and facility repair costs), the value of improvements that have been or are scheduled
for demolition, and the responsibility for capital improvement projects. The outcome of these negotistions will
impact future revenue projections for the Harbors Division, particularly as the development of the District
progresses, however, the scope and magnitude of such anticipated impacts cannot be aceurately predicted at this
fime.

Kapalama Military Reservation. Between 1990 and 1993, the State acquired three parcels of land totaling
approximately 61.8 acres within the Kapalama Military Reservation area, comprised primarily of areas adjacent or
aear to Piers 39 through 41 at Honolulu Harbor (the “KMR site™). Governor’s Executive Order No. 3047 set asida
two parcels comprising 40.6 acres to the Department for harbor purposes on September 24, 2002, The set-aside of
the remaining 21.2-acre parcel is pending, This parcel was purchased for approximately $34.9 million and involved
the use of approximately $8.2 miltion of the Airports Division's funds. Thers have been ongoing efforts between
the two Divisions to designate the portions of the parcel to be used for their respective purposes. Discussions have
alse been explored regarding the possibility of the Airports Division selling its interest in the parcel 1o the Harbors
Division. As a result, action on the issuance of a further Executive Order for the remaining parcel has been deferred
until the matter has been resolved.

Subject to approval by the Governor, a development plan for improvements ai the KMR site, including a
new container terminal and piers, will be initiated.

Environmental Issues. The Harbors Division has been identified, among others, as a potentially
respongsible party by the State Department of Health with respect to subsurface contamination along the Honolulu
waterfront. The contamination is due to past releases of petroleum-based materials, and the Departmuent of Heazlth is
mitially concentrating on the areas between Piers 13 and 38 of Honolulu Harbor. Remediation is underway at
several harbor sites and the Harbors Division is sharing in the costs of this remediation cffort.  Studies are
continuing to determine the scope of contamination, and it is not possible to predict the ovicome of such studies or
to estimate the costs of remediation at this time. The Department of Health has stawed that it will wake a risk-based
approach to any remediation efforts, that is, remediation consistent with the use of the property. Since the sites
involved are expected to remain in industrial use, such remediation efforts may be limited.

Port Security. The Maritime Transportation Security Act of 2002, and its implementing regulations. bave
created substantial security requirements upon the State of Hawaii. The State, through its Harbors Division, owns
harbot property and facilities at its commercial harbors. Therefore, the Harbors Division has a significant
responsibility to provide port security.

As part of its port security program, the Harbors Division submitted factlity security plans to the Coast
Guard in December 2003, and the plans are currently under review, Nonetheless, the Division is now proceeding fo
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implement those plans. The cost to implement and maintain the plans is uncertain at this time but is expected to be
substantial.

Office of Hawaiian Affairs and Ceded Lands. The property comprising the Harbor System includes
certain lands (*Ceded Lands™) transferred by the Republic of Hawaii to the United States in 1898 and subsequently
reconveyed to the State of Hawaii in 1959 in connection with its admission to the Union. As discussed under
“Office of Hawaiian Affairs and Ceded Lands” in Appendix B hereto, the Ceded Lands are held as a public trust for
certain specified purposes, and the application of the revenues of the Ceded Lands for such purposes is currently
being contested in litigation.

Legislation. Various bills have been introduced at the current session of the State Legislature which could
affect the Department’s operations and revenues. The Department, at this time, cannot predict the likelihood of
passage of any legislation, or if passed, any effect on the Department’s operations or revenues.

Tariff Rate Increases; Rate Covenant. As indicated under the heading “SECURITY FOR THE BONDS -
Rates and Charges,” the Department has covenanted to impose, prescribe and collect rates, rentals, fees and charges
which will enable it to comply with the Rate Covenant. If any event, including any of the foregoing events, causes
an extraordinary decrease in Revenues or increase in operating expenses, the Department will be obligated to adjust
tariffs in order to comply with the Rate Covenant. See “SECURITY FOR THE BONDS - Rates and Charges” and
“SOURCES OF REVENUES.”

DEPARTMENT OF TRANSPORTATION

Department Organization

The Department is one of 18 principal executive departments of the State. Chapter 26, HRS, empowers the
Department to establish, maintain and operate the transportation facilities of the State, including highways, airports,
harbors and such other transportation facilities. The Department’s activities are carried out through three primary
operating divisions: Airports, Harbors and Highways.

Through the Harbors Division, the Department exercises control and management of the harbors, harbor
and waterfront improvements, docks, ports, wharves, quays, bulkheads and landings belonging 10 or controlied by
the State and all vessels and shipping lines using the same. The Harbors Division operates the Harbor System as a
single integrated system for management and financial purposes.

Department Management

The Department is headed by the Director of Transportation, a single executive appointed by the Governor
-and confirmed by the State Senate. The Governor is authorized to appoint, without State Senate confirmation, three
Deputy Directors of Transportation. The Director and Deputy Directors of Transportation serve four-year terms
conterminous with the Governor’s term.

Chapter 26, HRS, establishes the Commission on Transportation which sits in an advisory capacity to the
Director on matters within the jurisdiction of the Department, including the Harbor System. The Commission on
Transportation consists of at least one member from each of the four counties of the State.

The Harbors Division is managed by a Harbors Administrator. Each district of harbors is managed by a
district manager. The Staff Services Office, which is headed by an Administrative Services Officer performs all
personnel; budget; property management; financial management; methods, standards and evalvation; data
processing systems, and office services functions for the Harbors Division. The Engineering Branch, which is
headed by an engineering program manager, performs all planning, design, construction and maintenance
engineering functions for the Harbors Division.

19



Management Personnel

The following are the current sentor executives of the Department respounsible for the management of the
Harbor Systen:

Rodney K. Haraga, Director, assumed his present position in January, 2003, Mr. Haraga retired from the
City of Los Angeles, Department of Public Works as a Deputy City Engineer in 1999, with over 32 vears of design
and construction management experience in the public sector. Prior to this position as the Deputy, he managed and
directed many programs for that City including the establishment of an $8() million program for sound insulation of
‘residential properties and buildings at Los Angeles International Airport in 1992-1994. Upon his retirement, Mr.
Haraga returned to Hawail and worked as a Project Manager for KFC Engineering Maoagement Inc. from 2000 to
his appointment as Director. Mr. Haraga graduated from Purdue University in 1966 with a B.S. 1a Civil Engineering
and holds a Masters in Peblic Administration from California State University and the Executive MBA Program,
University of California, Los Angeles.

Bruce ¥. Matsui, Deputy Director, was appeinted on August 21, 2003, M. Matsusi was previously a
Deputy Attomey General of the State of Hawaii with its Land, Transportation Division advising primarily the State
Department of Traosportation (DOT) since 1987, Mr. Matsui holds a Bachelor of Administration from the
University of Hawaii-Manoa and a Juris Doctor from Hastings Coilege of Law.

Linden H. Joesting, Deputy Direcior, Harbors Division, assumed her position in October 2003, Prior {o
this position, she worked with the Department of the Attorney General advising various state departments on
contracts, business and litigation matters. She graduated from Wellesley College in 1980 and Stanford Law Schoel
in 988,

Brian H. Sekiguchi, Deputy Director, assumed his present position in November 2003. Mr. Sekiguchi
has an extensive background in construction and eagineering, including a combined 26 years of work experience
with the Department of the Navy, the Department of the Air Force and private industry. Mr. Sekiguchi most
recently served as a division director of the Resident Officer in Charge of Construction for the Naval Facilities
Engineering Command at Pear] Harbor, which oversees a $320 million program annually for design, construction
and maintenance of facilities throughout Hawaii. He earned a Mastar of Business Administration Degree from
Chaminade University, a Master’s Degree in Engineering Managerment from the Atr Force Institute of Technology
in Dayton, Ghio, and a Bachelor’s Degree 1 Civil Engineering from the University of Califorma at Berkeley.

Glenn M. Okimoto, Administrator, Harbors Division, assumed his present position in August 2002,
Prior to that time, Mr. Okimoto held various positions in State government as an cconomist and a program
evaluation manager for the Department. He also served as Deputy Director of the Department from January 1994 1o
November 2001, and as Staie Comptroller from December 2031 to July 2002, Mr. Okimoto received his Doctorate
in Agricultural and Resource Economics from the University of Hawaii in 1981.

Jean L. Oshita, Acting Administrative Services Officer, Harbors Division, is the Administrative
Services Officer for the Airports Division on special assignment to the Harbors Division since May 16, 2003, She
oversees the Harbors” financial mapagement, personoel, property management and information systems offices and
provides budget, program evaluation, procurement and management analysis support services. Ms. Oshita
graduated from the University of Hawaii in 1974 with a B.Ed Degree in Elementary Education.

Frederick 8. Nunes, Engineering Program Manager, Harbors Division, has held this position since
1698, Prior to that date, Mr. Nunes worked in various engineering positions with the Department, Mr. Nunes
received a Bachelor of Science degree in engineering from the University of Hawaii in 1971 and obtained his
Hawaii professional engineer’s license in 1975,
Employees

The Harbors Division has a workforce of approximately 250 smployees.  State law gramts public
emplovees, except those excluded from any appropriate bargaining unit, the right to orpanize for the purpose of
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collective bargaining. Each recognized bargaining unit designates an employee organization as the exclusive
representative of all employees of such unit, which organization negotiates with the public emplover. Under State
law, if an impasse in any negotiation 1s declared, only the Umted Public Workers (UPW) blue collar workers have
the right to strike,

The Harbors Division has employees in five separate bargaining units, each of which is operating under
coniracts that were scheduled to expire on June 30, 2003, Blue collar noo-supervisory employees {(Unit 1) are
represented by the United Public Workers (UPW}, Local 646. Blue collar supervisors (Unit 2), white coliar
supervisors (Unit 4) and white collar workers {Unit 3) and professionals (Unit 13) are represenied by the Hawaii
Government Emplovees” Association {HGEAY, Local 152 There are also managers and employees exchuded from
collective barpaining. The HGEA contracts for bargaining enits 2, 3, 4 and 13 have been exiended for two vears,
with specified wage increases, by arbitrated decisions. UPW and the State have agreed o a two-year extension (o
the 1995-2003 contract with both parties apreeing to negotiate wages in the event bargaining units 2, 3,4 or 13 reach
a wage settlement for this two-year period,

THE HARBOR SYSTEM
General

The Harbor System is comprised of ten harbors, which are operated and maintained by the Department as a
single tntegraied system for financial and management purposes. The harbors are: (1) Honolulu Harbor, Kalacloa
Barbers Point Harbor and Kewale Basin on the Island of Oahu, comprising the Gabu Distric; (23 Hilo Harbor and
Kawaihae Harbor on the Isiand of Hawsii, comprising the Hawaii District; (3) Nawiliwili Harbor and Port Allen
Harbor on the Island of Kaval, comprising the Kaugi District; (4) Kahului Harbor on the Island of Mawmn, Kaunakakai
Harbor on the Island of Molokai, and Kaumalapau Harbor on the Island of Lanai, comprising the Maui District.

Table 3 shows the percentage breakdown of operating revenues by district for the fiseal year ended
June 30, 2003,

TABLE 3
BREAKDOWN OF OPERATING REVENUES BY DISTRICT
Fiscal Year Ended June 38, 2003
District Percentage®

{ahu (Honolulu, Kewalo Basin and T0%

Kalaeloa Barbers Point)
Hawaii (Hilo and Kawaihae) 8
Maui (Kahuiui, Kaunakakai and 8

Kaumalapau)
Kaupai (Nawiliwili and Port Allen) 5
TOTAL 160%

* Percentages buased on operating revenues using a modified cash basis.

Source: State of Hawaii Harbors Division.

The locations of the harbors comprising the Harbor System are shown on the map of Principal Commercial
Harbors of Hawaii on the page before the table of contents of this Official Statement.

The term “Harbor System” is used synonymously in this Official Siatement with the term “Undertaking™
under the Certificate. “Undertaking” 1s defined in the Certificate to mean and inciude all harbors, harbor and
waterfront improvements, pors, docks, wharves, quays, bulkheads and landings and other related facilities and
properties (real, personal or mixed) belonging to, controlled by or constructed or acguired by the State under the
administration, jurisdiction, conuol and management of the Department, except facilities principally used for
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recreation or fishing. Neither the Harbor System nor the Undertaking includes any State ferry system, any
properties disposed of or transferred pursuant to the Cerificate, any properties subject to a Net Rent Lease exccuted
in accordance with the Ceriificate, and properties in Kewalo Basin and Fort Armstrong transferred from the
Department te the HCDA, although moneys received on account of the Kewalo Basin and Fort Armstrong properties
continue to be included in Revenues under the Certificate while the transfers are in the process of being completed.
See *SOURCES OF REVENUES - Other Matters Potentially Affecting Revenues; Makai Kakaako Bevelopment.™

There are a number of State-owned shallow-draft small boat harbors and boat launching ramps throughout
the State which are utilized primarily for recreational purposes. These harbors, which are under the administrative
jurisdiction of the State Depariment of Land and Natural Resources, are not part of the Harbor System. These
harbors do not involve the commercial harbor operations and were not financed with Bonds,

Summary of Harbor System Operations

General. The Department operates the Harbor System as a landlord port. The Depanrtment leases land and
building space through revocable permits or leases to shipping companies, terminal operators and other maritime or
related entities. The Department maintains all piers, wharves, cargo sheds, container vards and other back-up
facilities as common areas, which are used by the shipping companies and terminal operators on a nonexclusive
basis for their operations. The shipping companies and terminat operators are responsible for the maintenance of the
leased premises and cargo handling equipment.

The Department estimates that approximately 16% of the land (excluling submerged land) and
improvements comprising the Harbor System on Oshu (Horoluly, Kewalo Basin and Kalaeloa Barbers Point) are
leased or held for lease under revocable permmits or leases. Revocable permits generally are granted where the use of
the feased property is subject to change. Revocable permits have terms of up o a year and can be terminated upon
one monih’s notice. Leases generally are of a long-term period where the tenant intends to make inprovements to
the premises. Leases have terms of five years or more. All leases and non-maritime related revocable permits must
be approved by the State Board of Land and Natural Resources.

The Department derives Revenues from the rentalk under revocable permils and leases. With respect o the
land and improvements comprising the Harbor System that is not under a lease or revocable permit, the Department
derives Revenues only from tariffs assessed on shipping and charges for other services, See “SQURCES OF
REVENUES.”

The terminal operators that use the ports comprising the Harbor System hire longshoremen and other
employees to provide stevedoring, cargo handling and other services in connection with the operation of the leased
property and the use of the common aress. In 2002, labor contracts between the terminal operators and the
International Longshoremen’s and Warehousemen’s Union expired. A new six year agreement was ratified in
January 2003.

The Harbors Division and the U.S. Army Corps of Engineers (the “Corps™) monitor the depths of the
harbors comprising the Harbor System on a periodic basis to ensure timely dredging. The Corps maintaing the
design depths of the entrance channels and furning basins and dredges at intervals of six to 11 years, The Harbors
Iivision maintains the design depths of the berths and dredges at intervals of ten to 2{ years. Kahului Harbor,
Nawiliwili Harbor, Port Allen Harbor, Kalaeloa Barbers Point Harbor and parts of Honolulu Harbor were dredged
by the Corps in 1999

Each barbor has facilities for the loading, unloading, handling and storage of bulk and other cargo, and
some harbors provide passenger facilitics. The major types of bulk cargo shipped through the Harbor System
include cement, oil and petroleum products, sugar, molasses, grain, coal and other solid products, Mearly all non-
bulk cargo is shipped through the Harbor System in containers.

There are approximately thirty principal shipping lines providing service to Hawaii. Table 4 lists the ten
largest contributors of wharfage revenues to the Department. Matson Navigation Company ("Matson™), Horizon



Lines (*Horizor™) and Young Brothers Company, Inc. (“Young Brothers™) are the major cargo operators serving the
Harbor System, accounting for alimost 76% of the wharfage revenues of the system.

Matson operates seven large container ships between Honolulu Harbor and the west coast of the United
States with ships arriving at Honolulu Harbor three times each week. Matson Terminals, Inc. (“Matson Ternminais™),
a wholly owned suhbsidiary of Matson, provides container stevedoring, comainer equipment maintenance and other
terminal services for Matson and other ocean carriers. Matson Tertminals maintains seven gantry cranes on Sand
Island at Piers 51.53 of Honolulu Harbor and maintains facilities for transshipment service at several of the other
harbors, In September 2003, Matson Terminals was issued a permit for use of approximately 453,155 square-feet of
land adjacent to Plers 24-29 to accommodate roll ow/roll off storage of automobiles. In October 2003, Matson
implemented a new dedicated automobile and roll-onfroll-off service every 14 days between Oakland, California
andd Honolulu and Kahului, Hawaii using a charlered ship,

Horizon operates seven container ships between Honolulu Harbor and the west coast of the United States,
with ships arriving at Honoluln Harbor twice a week, one of which proceeds on to the far east. Horizon has three
gantry cranes and a back-up area on Sand Island and maintains offices at several of the other barbors. Young
Brothers operates only inter-island vessels at Plers 39 and 40 of Honelulu Harbor and at most of the other harbors.

Table 4 shows the top 10 shipping agencies for the fiscal vear ended June 30, 2003,

TABLE 4
TOP TEN SHIPPING AGENCIES
Fiscal Year Ending June 30, 2003
AS A
WHARFAGE PERCENTAGE OF TOTAL
SHIPPER REVENUES (x000"s) WHARFAGE REVENUES
1 Matson Navigation Company 516,048 41.93%
2 Horizon Liges, LLC (formerly CUSX Lines, LLC) 6,649 17.37
3 Young Brothers, Lid. 6,538 17.08
4 Quay Cruise Agencies US.A. 2,870 7.50
5 Waldron Steamship Co., Ltd. 1,343 4.03
6 Lavino Shipping Agencies, Inc. 1,154 3o
7  Transmarine Navigation Corporation 619 1.61
8  Tesoro Hawaii Corporation 570 1.49
9 Savse Brothers Ocean Towing Company 393 1.03
10 Aloha Cargo Agency Services, Inc. 64 .95
$30.745 96.00%

Above figures reflect Wharfage Revenues on cask basis only.
Wharfage Revenues Invludes Whatfage, Passenger Fees, Pipeline and Bunkering.

Table 5 presents historical data for cargo traffic in the Harbor System (by type of cargo) for the fiscal years
ended Jupe 30, 1999 theough June 30, 2003, Because different wharfape rates are imposed lor different types of
cargo, trends in ceriain types of cargo traffic may have more significant impacts on tolal revenues than rends in
other types of cargo.
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TABLE 5

ANNUAL TRENDS IN CARGO TRAFFIC FOR HAWAII HARBORS

CARGO VOLUME-UNITS {x000's) REVENUES DOLLARS (x000s)
Fiscat Year
Eaded June 3¢ 1999 2000 2001 2002 2003 992 2000 2001 2002 2003
WHARFAGE:
Containers ! 94 1,013 10644 | 198 125R §199011 322184 $22,757 $26,386 326557
Autos and Trucks 747 818 846 13141 13 4.611 5172 53387 1384 1563
General Merchandise
& Dry Bulk? 2480 2,600 2304 4058 4137 3,124 3,394 3623 4497 4496
Pipelines * 39,552 28974 29977 30,263 26,40 1697 1919 18963 1,731 1.541
Other * A 697 722 718 o4 115 865 946 906 136 203
Passengers 5656 502 661 L1088 1,566 1402 Liss 1510 2,637 3914

! Consainers are expressed in twenty-foot equivalent units (TELL's). Inchades empty containers, loaded containers and mudos & trucks in

Contamers,

* Wems reflected in tons and include cement, molasses, sugar, explosives, lumber, serap metal and vehicles, trucks & trailers,
? Petrolenm and chemtical products expressed in barrels.
* Units are ineaches for livestock and produce. Lumber is measured by foot,

Note a: The above information s presented for illustrative purposes only. The table prezents selected data, and the total revenses are on
cash basis, and therefore does not corvespond directly to those presented in the mudited financial statements.
Note b: Beginsing in fiscal year ended June 30, 2000, pipeline swutisiicy exclude waier pipeline activiry.
Note ¢: Chonge in group classification in fiscal year ended June 30, 2002, Moved explosives, lumber, scrap metal and sugar measured in
tons from other i general merchandise & buik ftem category. Awtos & Trucks transferred containerized autos and trucks 1o

eonmainers TED s, and moved vehicles & irucks & rrailers measured by tons to general merchandise caregory.

Seurce: State of Hawaii Harbors Division,

Table 6 presents historical data for cargo waffic {in tonnage) for the different Hawaii harbors for the fiscal
years ended June 30, 1999 through June 30, 2003. Because charges imposed by the Harbors Division are based
primarily on units as opposed to tonnage, historical trends in tonnage do not necessarily correlate with trends in total

FEVERues.

Fiscal
Year Ended
June 30

1999
2000
201
2002
2003

TABLE 6
ANNUAL TRENDS IN CARGO VOLUME FOR HAWAII HARBORS
SHORT TONS (x000°s)
Fiscal Year 1999 — Fiscal Year 2003
Oahu Maui Hawai} Kanai
Kalaeloa

Honolulu  Barbers Point” | Kahului | Hils Kawaihae | Nawiliwili Port Allen
7.460) 2991 2312 11,208 495 687 23
8,203 3,205 2530 1 L363 586 719 189
8,202 3,229 2580 | 1425 | 649 685 192
8,236 3,268 2475 1,383 626 624 209
7,954 2,847 2.544 1,386 667 582 121

" Kalaeloa Barbers Point Harbor tonnage is mainly cargo passing through pipelines.

Source: State of Hawaii Harbors Division: Most vecent availeble information

Molokai

Kaunakzakai

132
2
94
85
a7

Total

15,546
16,894
17,146
16,908
16238

Table 7 presents historical data for cargo traffic in the Harbor System (by destination) for the fiscal years
ended June 30, 1999 through June 30, 2003,
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TABLE 7
CARGO STATISTICS BY DESTINATION
INROUND/OUTROUND CARGO TRENDS
SHORT TONS (x0606°s)
Fiscal Year 1999 —Fiscal Year 2003

1999 20440 2001 20412 2003*

Amonnt % Amount % Amount % Amouni % Amount %
INBOUND
Domestic 3766 385 4271 389 4360 381 4418 413 498 30.7
Foreign 1.914 195 2253 205 2479 217 L7714 160 2880 17.7
Inter-istand 4112 420 _4464 406 4599 402 _43568 427 _8373 516
Total Inbound 9,782 16,988 11,438 16,700 16,237
OUTBOUND
Domestic 1,227 213 1,253 212 1,168 205 1,538 248 N/A N/A
Foreign Li76 205 93¢ 159 652 114 554 89 N/A N/A
Inter-island 3331 582 3715 629 3838 681 41315 663 NA N/A
Total Qutbound 5,764 5,904 5,708 6,207 NiA N4

* Note:  Inboundiountbound details are unavailable for fiscal vear ended June 34, 2003 due 10 Limitations of newly implemenied computer
system. St tons for inbownd and owbownd shipreris are combined qrul reflecied as inbound short tons.

Seurce: Suate of Hawail Harbers Division,
Table 8 shows the numbers of overseas and inter-island ship calls recerded in the Harbor System for fiscal

years ended June 30, 1999 through June 30, 2003, These figures include arrivals by container, buik and other cargo
ships, passenger ships and tugs and barges, but exclude calls to privately operated facilities.

TABLE 8
ANNUAL TRENDS IN SHIP CALLS
FISCAL YEAR
ENDED JUNE 30 COUNT
1999 8,350
2000 8,325
2001 8,395
2002 9,063
2003 9,134

Sowrce: State of Hawadf Rarbors Division {most recent available information),

The facilities and operations of cach commercial harbor comprising the Harbor System are deseribed in
grealer detail below.

Honeluln Harbor. Honolulu Hasbor, the principal barbor in the Harbor System, has over 30 berths, 22,500
lincar feet of cargo handling pier and over 247 acres of cargo handling area, a significant portion of which is vard
area. Honolulu Harbor is Jocated on the southern (leeward} coast of Oabu in Hawaii's capital city. The harbor is
entered and exited through the Fort Armstrong Chamnel, which has a depth of 45 feet. The main harbor hasin is
dredged to a depth of 40 feet. Fiers 1 through 42 have direct access to Nimitz Highway/Ala Moana Boulevard, the
principal roadway bordering the harbor. Piers 51 through 53 on Sand Island comprise the State's principal container
ship handling area. The area is connected to Nimitz Highway by a four-lane roadway, including two bridges over
the Kalihi Channel. Piers 1 and 2 at Fort Armstrong comprise the other major container handling facility in
Haoncolula Harbor.

The State owns most of the land and waterfront facilities comprising Honolulu Harbor. Some facilities are
owned by the U1.S. government, however, including the 115, Coast Guard Stations at Pier 4 and Sand Island, A few
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facilities are privately-owned, including ChevronTexaco Corporation. petroleum shipping, transfer and storage
facilities and support equipment at Pier 30. A detailed map of Honelulu Harbor is provided on the following page.
Table 9 indicates the principal characteristics of the cargo, shipping and other facilities of piers in Honolulu Harbor,

as of February 28, 2003.
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TABLE 9
PRINCIPAL CHARACTERISTICS OF AVAILABLE PIERS

HONOLULU HARBOR
BERTH LENGTH SHED AREA YARD AREA
PIER (feet) sands of s, fi}  {thousands of sq. fi) R Al PIER USE'
1 1,266 78 1,351 Contatners, Autos, Ro-Ro?, General Cargo
2 1,779 169 -— Foreiga Trade Zone, Containers, Ro-Ro', Lumber, Paper, General Cargo
3 - - - Non-existent
4 - - - Owned and used by 1.5, Coast Guard
53 Small Couise Ships, Auto Parking
6 160 Small Cruise Ships
? 710 e - Smail Cruise Ships, Maritime Muscum
2 615 - - Small Cruise Ships & Passengers
9 624 Cruise Ships & Passengers
107 50 63 Criise Ships & Passengers
11 472 48 - Cruise Ships & Passengers, Auto Patking
123 51 -- i Szt Cruise Vessels, Auto Parking
13 345 28 Tugs, Batges. Avto Parking, fee Machine
14 280 e - Tugs. Auto Parking, Bunker Fuel®, Ice Machine
13 440 45 - Fireboat
16 550 — — Commercial Fishing Boats
7 s64) - - Commercial Fishing Boats
18 21z 5 -— Fishing Loading, Storage/Repair Sheds, Pilot Boats
19 530 142 72 General Cargs, Lumber, Paper Products
20 44} ) 1065 General Cargo, Lumber, Autos, Sand
21 404 o - TFugs, Offices, Busker Fuel
22 470 —- 28 Tugs, Offices, Bunker Fuet®
23 400 13 - Grain Stomge, Conveyor, Gantry, Feedmill
24 358 30 43 General Cargo
25 365 0 - General Cargo
26 683 37 93 General Cargo, Autos, Ro-Ré’
27 850 64 - General Carpo, Autos, Ro-Ro’
28 340 - — General Cargo, Aulos
29 TS 102 53 General Cargo, Auios
kit 270 - 32 Petroleum shipping and storage
KH 400 100 224 Overseas Cargo, Fuel Pipelioes
3A 375 75 - Overseas Cargo, Fuel Pipelines, Paper Products
32 406G 63 37 Overseas Cargo, Fuel Pipelines, Tinplate, Aufos, Causéic Soda
13 33 - 60 QOverseas Cargo, Fucl Pipelines, Autos, Sand
34 550 - - Petroleurn, Cement, Banker Fuel
35 i) - — (il Spill Response Vessel, General Cargo
6 978 - - Water taxi, Commercial Fishing Boats, Commercial Fishing Complex
37 408 - - Commercial Fishing Boats, Commercial Fishing Complex
3g* 1664 - - {iquefied Petroleum Gas, Commercial Fishing Complex
3 2,139 178 416 Inter-island Cargo
4G 2260 128 479 Enter-isiand Cargo, Impoanded Vessels
41 640 - 385 Ship Repair
42 UK - 364 Barges, Ship Repair
34 200 e -—- University of Hawaii research vessels
45 574 - e University of Hawaii research vessels
31A 680 - 1,142 Containers, Pipelines, Autos
%R 536 e i 1,778 Containers, Autos, Molasses, Ro-Ro®, Pipeline
31C 680 - - Centziners, Aulos, Molasses, Ro-Ro®
32,53 1.940 20 2,475 Containers, Autos, Molasses, Ro-Ro’, General Cargo
TOTAL 29.77% 1,508.6 9,026
! AH cargo hundling equipment for loading and moving cargo to, from and around the piers and ships is owned by the shipping and stevedaring
£OMPARIEs.
¢ Ro-Ro = roll onsroll off.
? These piers are currenily planned to be redeveloped by the Aloha Tower Development Corporatiof, a State Agency.
¥ “Bunker" is related to the fueling aperation for ships.
* Pier 30 is owned by ChevronTexace Corp, not the Deparimens.
Z No coentinwous pier; Iwe fixed mooring structures only.

FPier 43 iy owned and uzed by the University of Howalil,

Seurce: State of Howaii Harbors Division.
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Kewalo Basin. Kewalo Basin is located approximately one mile east of the Fort Armstrong Channel in
Honolulu and is adjacent to Ala Moana Boulevard, Kewalo Basin’s facilities are used primarily for the mooring of
sighiseeing, commercial, charter fishing, commercial fishing and small cruising vessels. One hundred sixty-cight
commercial fishing boats, 34 charter boats and 24 cruise vessels currently use Kewalo Basin's faciliies. The land
underiving Kewalo Basin has been transferred 1o the HCDA, but the Department operates (he hathor fzcilities
located there and expecis to continue 1o do so. While the development of lands adjacent to Kewalo Basin has been
proposed, there are no plans by HCDA currently underway to develop this area, See “SOURCES OF REVENUES -
Other Matters Potentially Affecting Revenues; Makai Kakaako Development.”

Kalaelva Barbers Point Harbor, Kalseloa Barbers Point Harbor is located at Kalaeloa, which is
approximately 20 rmiles west of downtown Honelulu, adjacent t the privately-owned Campbell Industrial Park.
The harbor was constructed to provide port facilities for Kapolei, the industrial and commercial development on the
Ewa Plain west of Honoluly, which is presently being developed as Oahu’s *New City.”

The harbor’s entrance channel is 42 feet deep, and the basin is 38 feet deep. The harbor facilities include a
2,730 oot concrete pler with a 38.1-acre paved back-up area, a 260-foot harge pier with a 4.4-acre back-up vard, a
36,000 square-foot transit shed, and 2 150-foot service vessel pier. The harbor’s primary cperations inchide the
transshipment of petroleum products, bulk cargo handling and ship repair. A bulk unloader, coal conveyor and
cement storage facthty, each of which is privately owned, are in operation. Construction of an additional 800-foot
extension 1o Pier 7 was recently completed. See "“THE HARBOR SYSTEM - Capital Improvements Program.”

Ninety percent of the cargo that is shipped through the Kalaeloa area flows through the privately operated
off-shore mooring and fuel shipment facilities near the Kalacloa Barbers Point Harbor. This cargo consists
primarily of crude oil products shipped into refineries and refined fuel being shipped to neighbor island ports and
out of the State. The Department does not receive any tariffs in connecrion with cargo that is shipped through the
privately-operated off-shore mooring and fuel shipment facilities.

Hilo Harbor. Hilo Harbor is located on the northeast coast of the Island of Hawaii, the largest island in the
State, at the commercial center of the Island. Hilo Harbor’s basin measures approximately 2,300 feet by 1,400 feet
and is 35 feet deep. Hilo Harbor has three piers, which primarily handie container and general cargo, petrolenm
products, lumber, cement, livestock and liquefied petrolewn gas. Pier 1 has 1,250 feet of benthing space, 84,000
square feet of shed space, and a back-up area for container storage. Maison loads and unloads containers from its
inter-island barges at Pier 1. Pier 1 also accommodates inter-island cruise ships. Young Brothers uses Pier 2 for
inter-island barge operations. Pier 3 is used for transshipment of petroleum products. general cargo and occasionally
for small passenger ships. A development plan is underway to improve the inter-island barge terminai as well as to
extend Pier 3 to accommodate large cruise ships.

Kawaithae Harbor, Kawathace Harbor is located on the northwest coast of the Island of Hawaii. Kawaihae
Harbor’s basin measures approximately 1,450 feet by 1,500 feet. The depth of the harbor s 35 feet, with the
exception of the barge berth which has a depth of 20 16 24 feet, The Harbor's facilities include s 400-foot barge pier
with 2,000 square feet of cargo sheds and a 1,150-foot pier with 13,000 square feet of cargo shed space. The types
of cargo that are primarily handled at Kawaihae Harbor are container and general cargo, bulk cement. lumber, steei,
produce, petroleum products, bulk fertilizer, livestock, grain and lava cinders. Privately-owned petroleum products
pipelines are available. Both Matson and Young Brothers provide reputarly scheduled tug and barge service.

Nawiliwili Harbor. Nawiliwili Harbor is Jocated near Lihue on the southeast coast of the Island of Kauai.
The harbor has three piers. Matson uses Pier | for inter-island barge cargo traffic and uses the nine-acre container
yard, Pier 2 is used for berthing cruise ships and for handling petroleum products, sugar and molasses. Pier 2has a
wtal of 41,400 square feet of cargo shed space available. Nawiliwili Harbor's support facilities include ten pipelines
for molasses, liguid fertilizer, petroleum products and cement and 2 bulk sugar loading tower with conveyor belis.
Young Brothers uses the facility at Pier 3, which includes a 625-foot pier, a 150-foot roll-on roli-off (“Ro-Ro”) pier
and a 1S5-acre container yard with covered cargo shed. Pier 3 is also used to berth sialler cruise ships. The
facilities were designed both to accommodate existing demand and growth in such demand.

Port Allenn Harbor. Port Allen Harbor i located on the south coast of Kauai, Port Allen Harbor's basin

measures 1,200 feet by 1,500 feet and is 35 feet deep. This harhor has two piers, 1,200 feet of berthing space and a
cargo shed of 35,000 sguare feet. Petroleum products constitute the principal cargo handled at Port Allen Harbor,
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for which pipelines are available. The United States Navy is a principal tenant, using the facilities in connection
with its Pacific Missile Testing Range Facility operations, The piers are also used by excursion vessels.

Kahului Harbor, Kahului Harbor is locawed along the northern shore of the Island of Maui, near the
commercial center of the island. Kahului Harbor’s basin measures approximately 2,000 feet by 2,400 feet and is 35
feet deep. Kahului Harbor has three piers and a total berthing space of 3,319 linear feet. Pier 1 has 49,000 square
feet of cargo shed space and is served by a bulk sugar loading gantry with convevor belts, Pier 1 is used for
containerized cargo, petroleum products, bulk shipment of raw sugar, molasses and liquid fertilizer and by cruise
ships. Pier 2, which has two cargo sheds totaling 38,100 square feet and nine acres of open storage area, is used by
Young Brothers for inter-island barge cargo waffic. Pier 3 1s a Ro-Ro facility for inter-island cargo and also
provides berths for commercial fishing vessels and fuel barges. Kahului Harbor has seven pipelines, including
privately-owned cement and petrolenm product pipelines.

Kaurnakakai Harbor. Kaunakakai Harbor is located on the south central coast of the Island of Molokai,
near the population center of the istand. Kaunakakai Harbor’s basin has a depth of 23 feet. Kaunakakai Harbor has
one 700-foot barge pier, 7,500 square feet of cargo shed space and 125,000 square feet for open cargo storage.
Kaunakakai Harbor has a privately-operated fuel transfer pipeiine.

Kaumalapau Harbor. Kaumalapay Harbor is the only commercial harbor on the island of Lanai. The
Departiment of Transportation recently acquired the harbor from Lanai Company Inc,, a subsidiary of Castle &
Cooke, Inc. By acquiring this area, the State is able to cost-share federal improvements by the Corps of Engineers
for the reconstruction of an existing breakwater which was damaged by Hurricanes Iwa and Iniki. Construction is
anticipated to begin in the fall of 2004,

Capital loprovements Program

The current Capital Improvements Program for the Harbor Division covers the six-year period from Fiscal
Year 2004 through Fiscal Year 2009. The State Legislature must authorize capital improvement projects and
fonding as pant of a biennium capital budget submitted for their review in every odd numbered year. In every even
numbered year, the State Legislature considers additional requests for the second year of the biennium period as pant
of the supplemental budget appropriation process.

The Legislature can appropriate funds for Harbor System capital improvement projects from three sources:
bonds, federal funds and the Harbor Revenue Fund. The appropriation of bond funds for a capital improvement
project serves as the legislative authorization to issue bonds when required in the future. Il bond fumds are
appropriated for a particular capital improvements project. the Deparement may, with the approval of the Govemor,
use funds in the Harbor Revenue Fund rather than bond funds 16 finance that project. Appropriations made for a
fiscal biennium that is not encumbered lapses three years from the first year of that biennium period. However,
appropriations that involve federal matching funds are not subject to lapsing.

Capital iraprovement projects included in the Capital Improvements Program for fiscal years 2004 through
2009 total 3372 mullion, of which $226.5 million is programmed to be financed with revenue bonds. Of this
arnount, the Legislanire has authorized the issuance of $37.5 million for the 2003-2005 fiscal bieanium.

Sammary of Financial Information

General, The Harbors Division maintains its accounting records on a modified cash basis of accounting
whereby revenues are recognized when billed and expenses are recognized when paid, In order to prepare its annual
financial staternents on an accrual basis of accounting, adjustments are made to convert the accounting records from
a modified cash basis to an accrual basis. The annual financial statements of the Harbors Division, including those
presented in Appendix A, are audited by independent auditors retained by the Division. The most recent fiscal year
for which audited financial statements are available is the fiscal year ended June 30, 2003,

Historical Operations. Table 10 seis forth the sources of operating revenues and operating expenses of the
Harbor System for fiscal years 1999 through 2003.
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TABLE 10
STATEMENT OF HISTORICAL OPERATIONS
Fiseal Years Ended June 30, 1999 through 2003

(x000°s)
Fiscal Yewr Ended June 30
OPERATING REVENUES 1999 2000 2001 2002 2003
Services
Wharfage $30,208 $32.436 534,038 $35,168 337,758
Dockage 3664 3.810 4,131 4,233 4,340
Port Batry 1.261 964 1,026 998 955
Pemurage 10614 1,463 1,781 1,525 1,029
Muooring charges 1,052 1,111 1,061 1,022 1,059
Cleaning wharves 95 74 79 95 122
Others 10 14 16 8 38
Total services $372.299 $30.872 842,132 43,049 $45,208
Rentals
Wharf space and land $16,552 Sis410 $17,362 316,324 $18.456
Storage 2,231 2,797 2,606 2,490 2.643
Pipelines 1912 2,191 2,107 2,087 1899
Ao parking 1306 1,261 1,205 1,094 1197
Total rentals 2201 321639 823,280 $21.993 $24.195
{iher Revenues
Sale of utilities § 495 3 534 . 622 5 553 § 3536
Pormiis o vendors 472 528 584 389 0
Miscelianeous 713 12 120 __180 74
Total other revenues 8 1680 1074 $ 1326 § 1122 $ 6o
Total Operating Revenues $60.980 $62.605 56,738 $66.166 £70.103
OPERATING EXPENSES
BEFORE DEPRECIATION
Personal services $ 985 38,570 8111 $9.453 510,630
Harbor operations, maintenance 10,541 11,622 16,350 8,922 22312
and general administration
State of Hawaii surcharge for 1,845 1.872 2,388 2,342 1,906
central service expenses
Fireboat operations 1,529 1,258 1.D86 1,603 1,308
Department of Transportation,
administrative expense 962 1.067 978 1011 963
Total Operating Expenses
Before Depreciation 24736 §23,789 528913 $23333 $37.119
INCOME FROM OPERATHONS
BEFORE DEPRECIATION $36.244 38816 $37.828 $42.833 £32984

Nowe: Effective in the fiscal year ended Jare 30, 2002, fingacial statements reflect net change 10 Aliowance for Doubtful Accounts as contrg
QECONIT 10 PEVRHES.

Historical and Projected Debt Service Coverage, Table 11 presents a supmmnary of historical Revenuss and
debt service coverage on outstanding Bonds and 1990 Certificate Harbor Revenue Bonds for fiscal vears ended June
30, 1999 through 2003, and the projected Revenues and debt service coverage on the Bonds, includiog the Series
2004 Bonds, for the fiscal years ending June 30, 2004 through 2006, The figures for operating revenues and
operating expenses before depreciation are taken from the audited financial statemenis for each fiscal year. The
adjustments and calculations performed to determine debt service coverage are in accordance with the provisions of
the certificates providing for the issuance of such bongds,
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TABLE 11
HISTORICAL AND PROJECTED DEBT SERVICE COVERAGE
Fiscal Years Ended June 38, 1999 through 2006

x000%)
Fiscul Yes
Historical Projected

OPERATING REVENUES 1999 2000 2001 2002 2003 004 ZO03 2066

Services 337.299  $39.872 542032 $43,045  $45,298 346656 347,143 $554.244

Rentals 22,06¢ 21.639 23,280 21,905 24,195 24,678 152006 26,105

Other revenues 1,686 1074 1,326 1322 610 625 46 (4%
Total Operating Revenues 60,930 $62.605 3668738 $66,166 570,103 $71.959 J729UR 0 881013
OPERATING EXPENSES BEFORE DEPRECIATION $24,736  $23.789  $28,413 $23,33%  $37.119 $43.553 BG4 %45,0%6

INCOME FROM OPERATIONS BEFORE DEPRECIATION 526,244 $38,816 37825 42,833 532,084 28,406 $26,573 333977

ADD":
Interest income? $3,748 56,326 $8,615 $4.707 $3,966 $3,344 $3,875 33972
State of Hawail surchatge for centeat services® _ 1845 1,872 2,388 2,342 1,906 2.600 2.603 2,731
REVENUES AVAILABLE FOR DEBT SERVICE $41.837 347014 548828  $49.882  $3B.856 $34.347 833053 $42.680
PEBT SERVICE COVERAGE OF 1990 CERTIFICATE
HARBOR REVENUE BONDS
Harbor Revenve Bond Debt Service 313,346 313,345  $10,369 $9,963 $7.127 - - -
Harbor Revenue Bond Debt Service Coverage® 3.13 352 471 5.01 5.45 - - -

AGGREGATE DEBT SERVICE COVERAGE OF 1998 AND

1997 CERTIFICATE HARBOR REVENUE BONDS
Aggregae Debt Service 3160806 SI1R002  $20,221 820,083 %9652 19578 S19,121 324,384
Aggregate Debt Service Coverage® 2.4% 261 241} 248 1.98 175 173 1.73

REIMBURSABLE GENERAL OBLIGATION BOND DEBT
SERVICE® $571 $493 $543 3520 5474 $15 8§25 §25

I acordance with the deflnition of Revenues sep forrh iy vhe Corviffoace.

B Brechides direct fienncing leases

The Swie assesses @ swrcharge of 3% for cenal services expenses on alf recelprs of the Harbors Division, after deduciing any amowts pledged, charged or encumbered for the payment of bonds aimd dueresy
during the fiscal yoar,

Revenues avadlable for debt service divided by ol debit service vn 1990 Centificare Harbor Bevennue Bonds.  Projections reflect propoesed refinding of afl osassanding 1990 Certificnte Havbor Revere Bomds.
Revemuws avaioble for debi service divided by aggregore anmial dolw sevvice on 1990 and 1997 Certificate Harbor Revenwe Bonds.  Projections reflect proposed refinding of alt omtsianding 199 Cenificare
Harbor Revenue Bonds, esrimated debe service on Series 3004 Bonds to be issued for spch refnding and estimaied debi service on an ampicipaed 386 millton issue of additionu] Bods for fature capisal projeces
in 2005,

The Deparrmens is reguired o reimburse the Suite general fund for debt service on rhese bonds from Revenues.

Nuie: Effective fiscol year ended Tung 30, 2002, finaneiad siotemenys vefloce nes change o Allwanee for Dioubifid Avcownts as o Comra accoumi io revenues.
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Management Discussion and Analysis

Revenues. Revenues include operating revenues and interest income. Revenues for fiscal vears 2003,
2002, 2001 and 2000 were $74.1 milliva, $70.9 million, $75.4 million and $68.9 million, respectively. Operating
revenues {excluding interest income) mcreased 6% from $66.2 million m fiscal year 2002 to §70.1 million in fiscal
year 2003,

Expenses. Operating expenses excludiog depreciation increased by 59% from $23.3 million in fiscal year
2002 to $37.1 mwillion in fiscal vear 2003, This increase of $13.8 million is primarily due to Ceded Land
“assessments of $11.6 million made by the Harbors Division m the fiscal vear. The Harbors Division was directed 10
suspend payment of Ceded Land assessmenis effective as of the first quarter of fiscal year 2002 as a result of a
Hawaii Supreme Court ruling. No payment was made for Ceded Land assessments for fiscal year 2002. On Janvary
1, 2003, and pending legislative action to establish a mechanism, the Governor issued Execcutive Order 03-03
directing state departments o resume payments on Ceded Lands. The 2003 Staie Legislature subsequently passed
Act 34, SLH 2003, which authorized the transfer of funds for Ceded Land payments that were suspended as result of
the earlier Hawaii Supreme Court ruling. As a result. the Harbors Division transferred Ceded Land payments of
$11.6 million in fiscal year 2003 which covered the two fiscal periods. See “Office of Hawaiian Affairs and Ceded
Lands” in Appendix B hereto. The remaining $2.2 million increase in operating expenses was due to increases in
payroil costs, utilities, security, surcharge, insurance and increases in other operational costs.

A summary of operations and changes in net assets for the fiscal vears ended June 30, 2003 and 20412
fellows:

TABLE 12
CONDENSED STATEMENTS OF REVENUES,
EXPENSES AND CHANGES IN NET ASSETS

(x000°s)
Dollar Percent
2003 2002 Change Change
Operating revenues $70.103 $66,166 ¥ 3937 6%
Nonoperating revenues 5043 5.964 (921) {5
Total Revenues §75.146 $72.130 3 3018 4
Depreciation 13,366 11,591 1,775 15
Other operating expenses 37,119 23,333 13,786 59
Nonoperating expenses 11,669 11.392 277 2
Total Expenses 362,154 S4 6 % 3838 34
Income before capital 12,992 25,814 {12.822) {50}
contributions
Capital contributions _ 2,542 92 1,60 173
Increase in net assets $15,534 $26,746 511,212 {42)

Forecast for Fiscal Year 2004. Revenuves including operating revenues and interest income for fiscal year
2004 gre forecast 1o be 575.3 million. Revenues for fiscal year 2003 were $74.1 million. Revenues are forecast to
inceease by $1.2 million or 1.6% in 2004 from 2003 due to projected increases in rentals and services revenues,

Operating expenses for fiscal year 2004 are forecast 10 be $43.6 million. Expenses for fiscal year 2003

were 37,1 million. Expenses are forecast to increase by $6.5 million or 17.5% in 2004 from 2003 due to secunity
costs, special maintenance and other operational expenditures.
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Employee Benefits. All full-time employees of the Departinent are required to participate in the employees
retivement sysiem of the State and are entitled to health care and life nsurance benefits afforded to all Siate
employees on a non-discriminatory basis. Department employees hired afier Tune 30, 1984 participate in a non-
contributory retirement ptan. Employees hired before that date were given the option of remaining in a contributory
retirement plan or joining the new non-contributory plan. Employee benelits for employess of the Harbors Division
are an operating expense of the Harbors Division. The actuartally determined employer coniribution requirements
were met as of June 30, 2003,

INDEBTEDNESS
Harbor Revenue Bonds Issued Under the 1999 Certificate

As of March 31, 2004, there were $55,130,000 aggregate principal amount of Harbor Revenue Bonds
outstanding under the 1990 Certificate. As discussed snder “PLAN OF FINANCING" herein, the Series 2004
Bonds are being issued for the purpose of refunding all of the outstanding 1990 Certificate Harbor Revenue Bonds.
The Depariment has covenanted not 10 issue additional Harbor Revenue Boads under the 1990 Certificate.

Bonds Issued Under the Certificate

As of the date hereof, $146.410,000 in aggregate principal amount of Bonds are onstanding under the
Certificate.  Such ouistanding Bonds, together with the Series 2004 Bonds to be issued, will be equally and ratably
payable from Net Revenues as provided in the Certificate. See Appendix C - "SUMMARY OF CERTAIN
PROVISIONS OF THE CERTIFICATE.” The Department expects to fund all ifs future capital improvement needs
with proceeds of Bonds issued under the Certificate or with funds derived from sources other than indebtedness.

Reimbursable General Obligation Bonds

As of March 31, 2004, 5139,044 in principal amount of reimbursable general obligation bonds issued for
the Harbor System are outstanding. These bonds are general obligation bonds of the State, but since the proceeds of
these bonds were used to finance improvements to the Harbor System, the Depariment is required to reimburse the
State general fund for the payment of the principal of and isterest on such bonds from the Revenues.
Reimbursement is made from the Revenues after the payment of the costs of operation, maintenance and repair of
the Harbor System, the credits to the accounts in the Harbor Revenue Special Fund and payments Tor any other
purpose within the jurisdiction, powers, duties and functions of the Department related to the Harbor System. See
Appendix C -"SUMMARY OF CERTAIN PROVISIONS OF THE CERTIFICATE.” The State does not presently
mtend {0 issue additional retmbursable general obligation bonds for the Harbor System.

Special Facility Revenue Bonds

The Legislature authorized 3100,000,000 of special facility revenue bonds in Par 1 of Chapter 266, HRS,
Pursuant to this authorization, three series of special facility revenue bond anticipation notes and special facility
revenue bonds were fssued between 1981 and 1993 to finance or refinance the construction ol certain container
terrninal facilities on Sand Island. All three issues have been retired in full. The State is not currently contemplating
the issuance of any other special facility revemie bonds for facilities in the Harbor System.

Sammary of Debt Service

Table 13 sets forth the principal and interest requirements for the owstanding Bonds issued under the
Centificate, inciuding the Serics 2004 Bonds, and the outstanding Reimbursable General Obligation Bonds following
isspance of the Series 2004 Bonds. Table 13 does not include any debt service requirements for the 1990 Cenificate
Harbor Revenue Bonds since such bonds are o be refunded by the Series 2004 Bonds and will no longer be
outstanding upon the issuance of the Series 2004 Bonds. Debt service requirements presented on the Table have
been caleulated, and are set forth, as if payments made on July 1 are paid in the prior Fiscal Year,



FY Ending
July 1

2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
2029

TABLE 13

ESTIMATED DEBRT SERVICE TABLE

TOTAL  $254,384,993.77

Noter For purposes of the above Table, debt service amounts are presented based on funding requirements.
Generally, principal paymenits are reguirved to be funded in 12 monith periods and interest payments are
reguired to be funded in six month periods, preceding the date on whick paymenty are due. Accordingly,
principal payments due on July 1, 2003 and interest payments due on January 1, 2003 and July 1, 2003,

Series Aand B
Cutstanding Bonds of 2004 Bonds
$12,535,823.75
12,536,068.76 56.585,543.81
12,339,343.76 6,594 668.76
12.548,765.00 6,598,693.76
12.562,927.50 5.608,718.76
11,400,552.56 5,037,181.26
11.425,457.50 5,043,893.7¢
11.425,020.00 5,076,893.76
14,026,045.00 247345001
14,038,495 00 2.477.650.01
11,165,420.00 2.474,143.76
11,179,120.00 247859063
11,.171,150.00 2,4771,312.50
11,194,467 .50 2.476,000.63
11,208,067 .50 2,479.043.76
11.227.517.50 2.476,890.63
10,141,165.00 2,479,362.50
10,154, 450.00 2,476,190.63
10,157.650.00 2.477,106.26
5,677,862.50 2,476,143, 76
5.679,337.50 2,476,884 38
3.671,725.00
5,682.462.50
5687437.50
1.671,812.50
1.670.850.04
$73,744,453.33

Total Debt
Service Under

1997 Centificate
$12.535,823.75

19,121,612.57
19,133,012.52
19.147.458.76
19,171,646.26
16,437,733.76
16,469,351.26
16,501,913.76
16,499,495.01
16,516,145.01
13,639,563.76
13,657,710.63
13.648.462.50
13.670,558.13
13,687,111.26
13,704 408.13
12.620,527.50
12,630,640.63
12,634,756.26

8.154,006.26

8,156,221 88

5,677,725.00

5,682,462.50

5.687,437.50

1,671,812.50

1,670.850.00)
$328,129,447.10

wonld reguire funding in fiscal year ending June 30, 2003.

In addition, the State is subject to litigation in connection with the day-to-day operations of the Harbor
System by the Department. There is no Htigation now pending or threatened restraining or enjoining the issuance
and delivery of the Series 2004 Bonds or the power and authority of the Department to impose, prescribe or collect
rates, rentals, fees or charges for the use and services of, and the facilities or commodities furnished by, the Harbor
System, or in any manner questioning the power and authority of the Depariment to impose, prescribe or coliect
such rates, rentals, fees or charpes or to issue and deliver the Series 2004 Bonds or affecting the validity of the

Series 2004 Bonds.

LITIGATION
Certain litigation is described in Appendix B hereto under “Office of Hawaiian Affairs and Ceded Lands.”
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Total
Reimbursable
GO, Debt
ervi Gran tal

$24, 78341 512,560.,607.186
24,782.00 19,146,394 .66
25017.32 19,159,029 .84
2476211 19,172,220.87
24, 424,62 19,196,070.88
21,289.25 16,459,623.01
12,503.20 16,481,854 .46
4,795.31 16,306,709.07
770.54 16,500,265.55
27392 16,516,418.93
284.24 13,630,848.00
20023 13,657.816.86
T.16 13,6458.469.66
13,670,558.13
13,687,111.26
13,704,408.13
12,620,527 .50
12,630,640.63
12.634,756.26
£,154,006.26
8,156,221.88
567772500
5,682,462.50
5,687.437.50
1,671,812.50
1,670.850.00
$163,899.40 $328.293,346.50
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TAX MATTERS

In the opinion of Pillsbury Winthrop LLP, Bond Counsel, for federal income tax purposes under existing
laws, regulations, rulings, judicial decwsions and other authorities, all as in effect on the date of the opinion
{“Existing Law™) end assuming compliance with the tax covenants and the material accuracy of the tax
representations that are described herein under the beading “Certain Matters Affecting the Opinion of Bond
Counsel,” (1) interest on the Secries 2004A Bonds is excludable from the gross income of the owners thereof
pursuant to Section 103(a) of the Internal Revenue Code of 1986, as amended (the “Code™), and is not treated as a
preference item in calculating alternative minimum taxable income for purposes of the alternative minitnum tax
imposad on corporations, individuals and other taxpayers under the Code; however, such amounts are included in
the adjusted current eamings of cerlamn corporations for purposes of compuling the corporate alternative minimum
tax, and (i} interest on the Series 20048 Bonds is excludable from the gross income of the owners thereof pursuant
to Section 103(a) of the Code but is treated as a preference item in calculating aliernative minimum taxable income
for purposes of the alternative minimum tax imposed on corporations, individuals and other taxpayers under the
Code, No opinion is expressed as to the exclusion of interest on any Series 2004 Bonds for any period during which
such bond is held by a person who is a substantial user of the facilities financed or refinanced from the proceeds of
the Series 2004 Bonds or by a related person as defined in Section 147(a} of the Code.

In the further opinion of Bond Counsel, under the existing laws of the State, interest on the Series 2004
Bonds is exempt from all taxation by the State and any county or any political subdivision thereof, except
inheritance, transfer and estate taxes and except to the extent the franchise tax imposed by the laws of the Stawe on
hanks and other financial institutions may be measured with respect w the Series 2004 Bonds or income therefrom,

Certain Maiters Affeciing the Opinion of Bond Counsel

The Code establishes certain requirements which must be met subsequent to the issuance and delivery of
the Series 2004 Bonds in order that interest on the Series 2004 Bonds be and remain excludable from gross income
for federal income tax purposes under Section 103(a) of the Code. These requirctnents relate, among other things, 10
the use, investment and expenditire of the proceeds of each series of the Series 2004 Bonds, the use of the proceeds
of the Series 2004 Bonds and the character and nature of the use, of the facilities that were financed and refinanced
thereby, and to the requirement that certein investment earnings be rebated to the federal government.
Noncompliance with such requirements may result in the inclusion of interest on the Series 2004 Bonds in the gross
income of the owners thereof for federal income tax purposes refroactive (o the date of issuance of the Series 2004
Bonds, without regard to when noncompliance occurs or is ascertained. The Department has covenarted to corply
with certain applicable requirements of the Code to assure the exclusion of the interest on the Series 2004 Bonds
from the gross income of the holders thersof for federal mcome tax purposes. The Department has also made
representations in the tax agreement to be delivered on the date of issue of the Series 2004 Bonds (the “Tax
Agreement”) concerning the foregoing matters. Bond Counsel will have readered its opinions in reliance on the
Department complying with the foregoing covenants and upon the material accuracy of the foregoing
representations.

Bond Counsel has not undertaken to advise in the future whether any actions or events after the date of
issuance of the Series 2004 Bonds may affect the federal or state income tax status of interest on the Series 2004
Bonds or the tax consequences of ownership thereof. In addition, no assurance can be given that foture legisiation,
in¢luding amendments to the Code, or changes in the interpretation thereof if enacted into law, or otherwise
promulgated or anpounced, will not contain provisions which could disallow or directly or indirectly reduce the
benefit of the excludability of the interest on the Series 2004 Bonds from the gross income of the owners thereof for
federal income tax purposes. Without limiting the generality of the foregoing, Bond Counsel expresses no opinion
as to any law conseguences with respect to the Series 2004 Bonds or the interest thereon, if any subsequent action is
taken or omitted to be taken with respect to the Series 2004 Bonds or the proceeds thereof upon the advice or
approval of any other bond counsel.

{Other Maiters

Bond Counsel will have rendered tax opinions regarding the federal income tax consequences of the
ownership of the Series 2004 Bonds only 1o the effect that interest on the Series 2004 Bonds is excludable from the
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gross income of the owners thereof for federal income tax purposes and is treated as a preference item for purposes
of the federal altermnative minimum tax as described hereinabove and 8s to the exemption pursuant to the State
statutes of interest on the Series 2004 Bonds from all taxation by the State and any cousty or any political
subdivision thereof, except inheritance, transfer and esiate taxes and except to the extent the franchise tax imposed
by the laws of the State on banks and other financial institations may be measured with respect to the Series 2004
Bonds or income therefrom. Bond Counsel expresses no opinion as to any other federal, state, local or foreign tax
consequences of owning the Series 2004 Bonds.

Nevertheless, a Bondholder's federal tax lability may otherwise be affected by the ownership or
disposition of the Series 2004 Bonds. The nature and extent of these other tax consequences will depend on the
Bondholder's status and its other items of income or deduction. Without Hmiiing the generality of the foregoing,
prospective purchasers of the Series 2004 Bonds should be aware that (1) Section 265 of the Code denies a deduction
for interest on indebtedness incurred or continued 1o purchase or carry the Series 2004 Bonds, or in the case of a
financial institution, that portion of a holder’s interest expense allocated to interest on the Series 2004 Bonds; (i)
with respect 10 life insurance companies, life insnrance company taxable income subject to the tax imposed by
Section 801 of the Code is determined by permitting deductions for certain dividends received but not to the extent
such a dividend is from a non-insurance corporation and is put of tax-exempl interest, such as irgerest on the Series
2004 Bonds; {iil) with respect to insurance companies subject to the tax imposed by Section 831 of the Code,
Section 832(b)35)B)(i) reduces the deduction for loss reserves by 15 percent of the sum of certain items, including
tax-exempt interest, such as interest on the Series 2004 Bonds; {iv} interest on the Series 2004 Bonds earned by
certain foreign corporations deing business in the United States could be subject to a branch profits tax imposed by
Section 884 of the Code; (v) passive mnvestment income, including interest on the Serdes 2004 Bonds, may be
subject o federal income taxation under Section 1375 of the Code for Subchapter § corporations that have
Subchapter C earnings and profits at the close of the taxable year if more than 25 percent of the gross receipts of
such Subchapter S corporation is passive investment income; (vi} Section 86 of the Code requires recipients of
certain Social Security or Railroad Retirement benefits to take into account receipts of accruals of interest on the
Series 2004 Bonds owned by them in determining the taxability of such benefits and (vii} under Section 32(1) of the
Code, the receipt of nvestment income, including interest on the Series 2004 Bonds, may disqualify the recipient
thereof from obtaining the earned income credit. Bond Counsel has expressed no opinion regarding any such
consequences.

The foregoing discussion of selected federal income tax matters with respect to the Series 2004 Bonds does
not purporl to deal with all aspects of federal taxation that could be relevant 1o a particnlar owner of a2 Bond.
Prospective investors, particularly those who may be subject to special roles, are advised to consult their own tax
advisors regarding the federal 1ax consequences of owning and disposing of the Series 2004 Bonds,

Risk of Audit by Internal Kevenue Service

The Internal Revenue Service (the “Service™) has an ongoing program of anditing tax-exempt obligations
to determine whether, in the view of the Service, interest on such tax-exempt obligations is includable in the gross
income of the owners thereof for federal income tax purposes. No assurances ¢an be given as to whether or not the
Service will commence an audit of the Series 2004 Bonds. If an audit is commenced, under current procedures the
Service is likely to treat the State as the taxpayer and the owners of the Series 2004 Bonds may have no right to
participate in such procedure.

Bond Counsel’s opinion represents its legal judgment based upon its review of existing law, regulations,
rulings, judicial decisions, and other authorities, and upon the covepants and representations of the parties and such
other facts as #t has deemed relevant 10 render such opinion, and is not a guarantee of a result.  Neither the
Underwriter nor Bond Counsel are obligated to defend the tax-exempt status of the Series 2004 Bonds. None of the
Department, the State or Bond Counsel is responsible to pay or reimburse the costs of any owner with respect to any
audit or litigation relating 1o the Series 2004 Bonds.
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APPROVAL OF LEGAL PROCEEDINGS

All legal matiters incident 1o the authorization, issuance and sale of the Series 2004 Bonds are subject to the
approval of Pillsbury Winthrop LLP, Bond Counsel for the State. Copies of the approving opinion of Bond Counsel
will be available at the time of delivery of the Series 2004 Bonds. The form of opinion Bond Counsel proposes o
render is set forth in Appendix E hereto.  Certain legal matters will be passed upon for the State by the Attorney
General of the Siate and for the Underwriter by its counsel, McCorriston Miller Mukai MacKinnon LLP, Honolulu,
Hawaii.

RATINGS

Fitch Ratings, Moody's Investors Service and Standard & Poor's Ratings Services are expected to assign
ratings of “AAA™ “Aaa” and “AAA” respectively, to the Insured Series 2004 Bonds, with the understanding that
upon Jelivery of such Bonds, the Policy and the Reserve Policy will be issued by Financial Security. Fitch Ratings,
Moody’s Investors Seevice and Standard & Poor’s Ratings Service have also assigned underlying ratings {without
regard 1o bond insurance) of “A+.” “Al” and “A+." respectively, (o the Series 2004 Bonds. Such ratings reflect
only the views of such organizations and any desired explanation of the significance of such ratings should be
obtained from the rating agencies furnishing the same, at the following addresses: Fich Ratings, One State Street
Plaza, New York, New York 10004; Moody's Investors Service, 99 Church Strect, New York, New York 100607,
and Standard & Poor’s Ratings Services, a division of the McGraw-Hill Companies, Inc,, 535 Water Street, New
York, New York 10004, Generally, a rating agency bases its rating on the information and materials furnished (o it
and on investigations, studies and assumptions of its own. There is no assurance that such ratings will continue for
any given period of time or that such ratings will not be revised downward or withdrawn entirely by the rating
agencies, if in the jndgment of such rating agencies, circumstances so warrant. Any such downward revision or
withdrawal of such ratings may have an adverse effect on the market price of the RBonds.

ESCROW VERIFICATION

Causey, Demgen & Moore, Inc., a firmm of independent centified public accountants, bas been retained to
verify the mathematical accuracy of the computations concerming the adequacy of the maturing principal amounts of
and interest zarned on the Trust Securities, wgether with other meneys, to be placed in the Trust Fund o pay when
due pursuant to stated maturity or call for redemption the principal of and interest and premium on the Refunded
Bonds. Such verification shall be based in part upon information supplied by the Underwriter.

UNDERWRITING

The Series 2004 Bonds are being purchased by the Underwriter pursuant to a bond purchase contract
between the Underwriter and the Department, pursuant to which the State has agreed to sell, and the Underwriter has
agreed o purchase, such Series 2004 Bonds at an aggregate purchase price of $52,938,283.70 reflecling an
underwriting discount of $376,725.20. Such boud purchase contract provides that the Underwriter’s obligation to
purchase such Series 2004 Bonds is predicated on the satisfaction of certain terms and conditions set forth therein,
including the approval of certain legal matters by counsel. The Underwriter will be obligated (o purchase all of the
Series 2004 Bonds if any are purchased.

The Underwriter reserves the right to join with dealers and other underwriters in offering the Series 2004
Bonds to the public. Such Bonds may be offered and sold to certain dealers {including dealers depositing Series
2004 Bonds into investment trusts) at prices lower than the public offering prices appearing on the cover hereof and
the public offering prices may be changed from time to time.

LEGALITY FOR INVESTMENT

The Series 2004 Bonds are legal investments for the funds of all public officers and bodies and all political
subdivisions of the State, and for the funds of all insurance companies and associations, banks, savings banks,
savings institutions, including buikding or savings and loan associations, trust companics, personal representatives,
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guardians, trustees and all other persons and fiduciaries in the State who are regulated by law as 0 the character of
their nvestment,

The Series 2004 Bonds may be deposited by banks with the Director of Finance as secority for State
moneys deposited in such banks.

CONTINUING DISCLOSURE

Mot later than the date of issnance of the Series 2004 Bonds, the Department will enter into a supplement to
its Continuing Disclosure Certificate for the benefit of the holders and beneficial owners of the Series 2004 Bonds o
provide certain financial information and operating data relating to the Department to certain information
repositories annually and to provide notice o the Municipal Securities Rulemaking Board of the occurrence of
certain enumerated events, if material, pursuant to the requirements of Section (b){(5)(i) of Securities and Exchange
Commission Rule 15¢2.12 {17 CFR. §240.15¢2-12) (the “Rule™). A form of the Continuing Disclosure Certificate
and a proposed form of the Second Supplemient to such certificate are attached hereto as Appendix D,

A failure by the Department to comply with the Continuing Disclosure Centificate will not constitute an
event of defapit of the Bonds, although any Bondholder or any beneficial owner may bring action w compel the
Department te comply with its obligations vader the Continuing Disclosure Centificate.  Any such failure must be
reported in accordence with the Rule and must be considered by any broker, dealer or municipal securities dealer
before recommending the purchase or sale. The Department has never failed to comply with any previous
vrdertaking under the Rule.

CAUTIONARY STATEMENTS REGARDING
FORWARD-LOOKING STATEMENTS IN THIS OFFICIAL STATEMENT

Certain statements included or incorporated by reference in this Official Statement constituie
*forward-looking statervents.” Such statements are generally identifiable by the terminoclogy used such as “plan,”
“expect,” Yestimate,” “budget™ or similar words.

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

FINANCIAL STATEMENTS

The financial statements of the Harbors Division as of and for the years ended June 34, 2003 and June 30,
2002 are included in Appendix A hereto. The financial statements were audited by Nishihama & Kishida, CPAs,
Inc., independent auditors, as stated in their report appearing therein.

MISCELLANEOUS

The references herein to Acts of the Legislature or the Certificate (including the supplements thereto) do
not purport to be complote and are subject to the detailed provisions thereof to which reference is hereby made. The
Department bas provided the information in this Official Statement relating to the Harbors Division, and other
matters, as indicated.
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As far as any statements made in this Official Statement involving 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 that any of the estimates will be realized. Neither this Official Statement nor any statement which may have
been made orally or in writing is to be construed as a contract with the holders of any of the Series 2004 Bonds.

DEPARTMENT OF TRANSPORTATION
STATE OF HAWAI

By /s/ Bruce Y. Matsui
Deputy Director
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APPENDIX A

STATE OF HAWAII
DEPARTMENT OF TRANSPORTATION
HARBORS DIVISION

Financial Statements and Schedules of the Public Undertaking
Fiscal Years Ended June 30, 2003 and 2002
{With Independent Auditors’ Report Thereon)
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INDEPENDENT AUDITORS’ REPORT

To the Director
Department of Transportation
State of Hawaii

We have audited the accompanying statements of net assets of the Harbors Division,
Department of Transportation of the State of Hawalii, relating to the Public Undertaking
(Harbors Division) as of June 30, 2003 and 2002, and the related statements of
revenues, expenses and changes in net assets, and cash flows for the fiscal years then
ended. These financial statements are the responsibility of the management of the
Harbors Division. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in
the United States of America and the standards applicable o 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
misstaternent. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As discussed in Note A, the financial staternents of the Harbors Division, are intended to
present the financial position, and the changes in financial position and cash flows, of
only that portion of the business-type activities of the State of Hawaii that is attributable
to the transactions of the Harbors Division. They do not purport o, and do not, present
fairly the financial position ¢of the State of Hawali as of June 30, 2003, and the changes
in its financial position and its cash flows for the fiscal year then ended in conformity
with accounting principles generally accepted in the United States of America.

in our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of the Harbors Division as of June 30, 2003 and 2002,
and the changes in its net assets and its cash flows for the fiscal years then ended in
conformity with accounting principles generally accepted in the United States of
America.
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As discussed in Note O to the financial statements, the State of Hawaii is a defendant in
a lawsuit filed by the Office of Hawaiian Affairs (OHA) related to the inclusion of certain
proprietary revenues received by the State of Mawaii through the Harbors Division in the
determination of ceded lands payments due to OHA.

In accordance with Government Auditing Standards, we have also issued our report
dated October 20, 2003, on our consideration of the Harbors Division’s internal control
over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the resuits of our audit.

The Management's Discussion and Analysis is not a required part of the basic financial
statements but is supplementary information required by the Governmental Auditing
Standards Board. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and
presentation of the supplementary information. MHowever, we did not audit the
information and express no opinion on it.

Qur audit for the fiscal year ended June 30, 2003, was made for the purpose of forming
an opinion on the basic financial statements taken as a whole. The supplementary
information included in Schedules 1 through 8 for the fiscal year ended June 30, 2003,
is presented for purposes of additional analysis and is not a required part of the basic
financial statemenis. Such information has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly stated
in all material respects in relation to the basic financial statements taken as a whole for
the fiscal year ended June 30, 2003.

Nihihame$ Kuihido., CPBiIne.

Honolulu, Hawait
October 20, 2003



MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the Harbors Division, Depariment of Transportation of the State of
Hawaii, relating to the Public Undertaking (Harbors Division) financial report presents
the reader with an infroduction and overview of the Harbors Division’s financial
performance during the fiscal year ended June 30, 2003. Please read it in conjunction
with the Harbors Division's financlal statements, which follow this section.

The statewide system of commercial harbors consists of ten harbors on six islands. The
system plays a vital role in Hawali's economy as the ports serve as the primary means
for goods to enter and exit the state. Hawaii imports approximately 80% of what it
consumes, the majority of which enters the state through the commercial harbors
system.

Despite the events of the September 11 terrorist attack on the U.S. in 2001, the war in
frag and economic uncertainties in Asia which have affected Hawail's tourist-based
economy, the harbors system demonstrated steady revenues for the fiscal year ended
June 30, 2003.

FINANCIAL HIGHLIGHTS
+ The Harbors Division's net assets increased by $15.5 million or three percent.

» Operating revenues increased by $3.9 million or six percent over the prior fiscal
year.

» Total expenses for the fiscal year increased by approximatety $18 million or 34
percent over the prior fiscal year.

Hawaii is becoming an increasingly popular cruise destination and harbors at Honolulu,
Kahului, Hilo, and Nawiliwili, have seen increased passenger activity. Approximately
1.6 million passengers (inbound and outbound) passed through these harbors in fiscal
year 2003, an increase of 60% over fiscal year 2002's passenger count of
approximately 1 million. Norwegian Cruise Line recently announced plans o position
three ships in the Hawaii market in 2004 and further expansion of this industry is
anticipated. Fiscal Year 2003 passenger fees increased 54% over fiscal year 2002, from
$2.6 million to $4 million. This growing cruise traffic presents a business opporiunity to
the harbors as well as challenges to upgrade faciliies to accommodate increased
passenger counts.

The majority of operating revenues are directly related to cargo and ship operations.
Total operating revenues increased by 6% from $66.2 million in fiscal yvear 2002 to
$70.1 million in fiscal year 2003. Service revenues including wharfage,



dockage and passenger fees generated $45.3 million in fiscal year 2003, an increase of
$2.3 million or 5.2% over fiscal year 2002. Rental revenues in fiscal year 2003 were
$24.2 mitlion, an increase of $2.2 million or 10% over fiscal year 2002,

Operating expenses excluding depreciation increased by 59% from $23.3 million in
fiscal year 2002 to $37.1 million in fiscal year 2003. This increase of $13.8 million is
primarily due to ceded land assessments of $11.6 million made by the Harbors Division
in the fiscal year. The Harbors Division was directed to suspend payment of ceded land
assessments effective as of the first quarter of fiscal year 2002 as a result of a Hawaii
Supreme Court ruling. No payment was made for ceded land assessments for fiscal
year 2002. On January 10, 2003, and pending legislative action to establish a
mechanism, the Governor issued Executive Order 03-03 directing state departments to
resume payments on ceded lands. The 2003 State Legislature subsequently passed Act
34, SLH 2003, which authorized the transfer of funds for ceded land payments that were
suspended as result of the earlier Hawaii Supreme Court ruling. As a result, the Harbors
Division transferred ceded land payments of $11.6 million in fiscal year 2003 which
covered the two fiscal periods. The remaining $2.2 million increase in operating
expenses was due {o increases in payroll costs, utilities, security, surcharge, insurance
and increases in other operational costs.

A summary of operations and changes in net assets for the fiscal years ended June 30,
2003 and 2002 follows:

Tahle 1
Condensed Statements of Revenues,
Expenses and Changes in Net Agsels

{in thousands of dollars)

Daltar Percont

203 2002 GChange Change
Operating revenues 3 0103 § 66166 ¥ 3937 8 %
Nonoperafing revanues 5043 5,964 {621} {15} %
Total revenues 75946 72130 3018 1%
Depreciation 13366 11,581 1,775 1% %
Cther opsrating expenses 37118 KA 13,786 59 %
Nonoperating expenses & 11,869 11,392 7 %
Tolal expenses 82,154 48,315 15838 %
income before capital contributions 12,862 25814 (12,822 (50 %
Capilal contributions 2,542 932 15810 173 %
increass in net assely H 15,834 $ 26,746 § 112 42} %




A condensed summary of the Harbors Division’s net assets at June 30, 2003 and 2002
is shown below:

Table 2
Condensed Statements of Net Assets
({in thousands of doliars}

Dollar Percant
2003 2002 Change Change
Cutrent and other assets 5 181,023 $ 174503 § 8,520 4 %
Capitel assels 584,206 583,017 1,188 0%
Tolal assets 185,229 757,520 7,108 i %
tong-lerm debt cutstanding 203915 211447 {7.532 4 %
Qther Eabillites 40,626 46,019 {283 1 %
Tolal Tiabilities 244,541 252,366 {1.525) 8%
Mol assets
invested i capital assels,
net of related dept 364,300 356,261 8,539 2 %
Unrestricted 155 288 148,503 §,995 5 %
Total nel assels § 520688 0§ sS04 0§ 15,534 3%

The largest portion of the Harbors Division's net assets (70% at June 30, 2003)
represents its investment in capital assets (e.g., land, wharves, buildings,
improvements, and equipment), less related indebtedness outstanding to acquire those
capital assets. The Harbors Division uses these capital assets to provide services to its
users of the harbors sysiem; consequently, these assets are not available for future
spending. Although the Harbors Division’s investment in its capital assets is reported
net of related debt, the resources required to repay this debt must be provided annually
from operations, since it is unlikely the capital assets themselves will be liquidated to
pay such liabilities.

The change in net assets is an indicator of whether the overall fiscal condition of the
Harbors Division improved or worsened during the fiscal year. The change in net assets
may serve over time as a useful indicator of the Harbors Division's financial position.
The total assets exceed liabilities by approximately $521 million at June 30, 2003, and
net assets increased by approximately $16 million from June 30, 2002.

BUDGETARY ANALYSIS
The Harbors Division prepares an operating budget that is approved by the State

Legislature with the enactment of an appropriations act. A budget comparison and
analysis is presented below as additional financial information:



Table 3

Budget Variance
{in thausands of dollars)
2003

Unider
{over) Porcant
Budget Attual Budget Change
Fersonal services $ 10566 § W3z § 654 & %
DOther operating sxpendituras 44,208 39432 4856 1M1 %
Geded land assessment 5509 5,508 - 0 %

Total operaiing expenditures 3BT % B O3 5,520 9 %

The variance between budget and actual in personal services was due to savings
caused by delays in the recruitment and filling of vacant positions. The variance in other
operating expenses was due to reduced debt service, deferral of special maintenance
projects and savings in service contracts and other operational expenses. Act 34,
Session Laws of Hawali 2003, authorized the Harbors Division to pay $5.5 million for
ceded land assessments for fiscal year 2002, As a resuif, the Harbors Division made
payments in fiscal year 2003 for ceded land assessments covering two fiscal years.

The events of September 11 has led to an increased national emphasis on maritime
security. The Harbors Division has reprioritized its capital improvements program to
focus on safety and securily concerns. These projects include improved surveillance
systems, structures to better restrict facility access and other measures fo improve
maritime security. Over $1 million in federal grants were approved by the Department of
Homeland Security in fiscal year 2003 to assist the Harbors Division in funding security
enhancements.

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets
As of June 30, 2003, the Harbors Division had $584.2 million invested in capital assets

as shown in Table 4. There was a net increase (additions, deductions and depreciation)
of $1.2 million from the end of the prior fiscal year.



Table 4

Caphtal Assets
(in thousands of dollars)

Poflar Parcont

2003 2002 Change Change
Land and land improvements 3 M7038 0§ M5BW1 5 1147 0%
Wharves 180,499 189,532 %7 1%
{Other improvements 74,635 74,152 484 1%
Buildings and improvements 48,455 42,547 5078 4oy
Equipmant 10476 11,037 {161 (1 %
Subtotal BHIATA  6B29W B515 1 %
Less: Acoumadated depraciation 144100 {130.81) {13,187 0 %
Sublotal 537373 532,045 4672 1) %
Construgtion i progress 56833 50,472 5881 1%
Total §  SB4NN6 0§ 58387 0§ 1188 o %

Major capital asset additions to the statewide harbors system for the fiscal year ended
June 30, 2003, included the following:

L J

»

$4.8 million In building and site improvements for the domestic commercial
fishing village at Pier 36, Honolulu Harbor,

$200,000 in driveway access and parking lot at Sand Island container
terminal; and

$1.3 million to pave the former molasses tank area near Pier 2 in Hilo Harbor.

In addition to these capital asset additions, the Harbors Division is currently constructing
the following projects statewide:

]
»

$782,000 to demolish existing shed at Piers 24-28 for future improvements;

$6.4 million in pier improvements for the domestic commercial fishing village
at Pier 38;

$4.3 million to construct a ferry terminal at Pier 19;
$8.6 million to extend Pier 1¢ in Kahului Harbor, and
$2.7 million to reconstruct the Pier 3 container yard at Kahului Harbor.

Finally the Harbors Division is currently designing improvements, some of which include
the following projects statewide:

. % & 9

Container yard strengthening at Piers 51C - 53;
Construction of Pier 2 Cruise Terminal;

Pier 3 Breasting Dclphins at Hilo Harbor, and
Pier 2 extension at Nawiliwili Harbor.

The Harbors Division is committed under contracts awarded for construction totaling
approximately $21 miltion.
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Credit Rating And Bond Insurance

All harbor revenue bonds issued since 1983 have been issued with bond insurance.
There was no change In credit ratings for harbor revenue bonds during the fiscal year
ended June 30, 2003, which were as follows:

Bond Standard & Poor's Moody's Investors

Series Corporation Service Fitch IBCA, inc.
1993 AAA Aga

1984 AAA Aza

1897 AAA Aan

2000 AAA Aaa AAA
2002 Aaa AAA

Standard and Poor’s Corporation defines “AAA” bond ratings as having the highest level
of pratection against iosses from credit defauits.

Moody's Investors Service defines "Aaa” bond ratings as being of the highest quality
rating with the smallest degree of investment risk. An "Aaa” rating states that interest
payments are protected by a large or by an exceptionally stable margin and principal is
secure. :

Fitch IBCA, Inc. defines “"AAA” bond ratings as having an extremely strong capacity to
meet policyholder and contract obligations. Risk factors are minimal and the impact of
any adverse business and economic factors is expected to be extremely smali.

Ratings made by Standard and Poor's Corporation, Moody's Investors Service, and
Fitch IBCA, inc. may be changed, suspended or withdrawn as a result of changes in, or
unavailability of, information. Ratings provided by these rating companies are not
“market ratings”, as the ratings are not a recommendation to buy, hold, or sell any
security.

Bond Covenants

Bond covenants allow the issuance of additional debt, on parity, as to lien on the net
revenues of the Harbors Division provided certain net revenue ratios are met. Net
revenues of the Harbors Division must be at least 1.35 or 1.25 times the debt service
requirements under the 1990 and 1997 Harbor Revenue Bond Certificates, respectively.
The Harbors Division currently enjoys a coverage ratio of 545 under the 1980 Harbor
Revenue Bond Certificate and 1.98 under the 1897 Harbor Revenue Bond Certificate as
compared to the prior fiscal year's ratio of 5.01 and 2.48, respectively.

11



REQUEST FOR INFORMATION

The financial report is designed to provide a general overview of the Harbors Division's
finances for all interested parties. Questions conceming any of the information provided in
this report or requests for additional information should be addressed in writing o the
Harbors Administrator, State of Hawaii, Department of Transportation, Harbors Division, 79
S. Nimitz Highway, Honolulu, Hawaii 96813, or by e-mail to glenn.ckimoto@hawaii.gov.

12
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State of Hawaii

Department of Transportation

Marbors Division

STATEMENTS OF NET ASSETS OF THE PUBLIC UNDERTAKING

June 30, 2003 and 2002
ASSETS
CURRENT ASSETS
Cash and cash equivalents (Notes B and C)
Receivables

Accounts receivable, less allowance for doubtful accounts
of $7,912,000 in 2003 and $7,835,000 in 2002
interest
Grant
Other
Materials and supplies, at cost
Prepaid insurance and others

Totatl current assets

RESTRICTED ASSETS
Current
Cash and cash equivalents (Notes B and C)

Total current restricted asse!s

Net investment in direct financing lease {Note H)

Total rastricted assels

13

2003 2002
90,878,197 $ 82,403,250
6,437,562 6,445,895
797,675 1,616,876
1,744,878 2,123,343
309,234 -
37,596 41,746
23,800 23,800
100,228,842 92,654,810
59,656,681 60,719,026
59,656,681 60,719,026
18,768,174 18,639,945
78,424,855 $ 79,358,971



Department of Transportation

State of Hawaili

Harbors Division

STATEMENTS OF NET ASSETS OF THE PUBLIC UNDERTAKING (Continued)

HARBOR FACILITIES
Non-depreciable facilities
Land
Land improvemenis
Other improvements

Depreciable facilities
Land improvements
Wharves
Other improvements
Buildings
Equipment

Less accumulated depreciation

Construction in progress

OTHER ASSET
Unamortized bond issue costs

June 30, 2003 and 2002

ASSETS

14

2003 2002
$ 164404485 § 164,404.485
74,223,157 74,038,474
66,908 66,908
238,894,550 238,509,867
108,342,951 107,381,230
190,499,253 189,532,262
74,636,071 74,152,446
48,425,083 42,347 414
10,875,730 11,036,478
432,779,088 424,449 831
144,100,884 130,814,211
288,678,204 283,535,620
56,833,027 50,871,356
584,205,781 583,016,883
2,369,292 2489441

§ 765,228,870

$ _757.520.205



State of Hawaii
Department of Transportation
Harbors Division

STATEMENTS OF NET ASSETS OF THE PUBLIC UNDERTAKING (Continued)

June 30, 2003 and 2002

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES {payable trom current assets}
Accounts payable
Contracts payable, including retainages
Accrued vacation
Due to Department of Budget and Finance

Total current liabifities (payable from current assets)

CURRENT LIABILITIES (payable from restricted assets)
Contracts payabie, including retainages
Matured revenue bonds and interest payable
Revenue bonds payable, current malurities, less unamartized
discount of $203,224 in 2003 and $208,283 in 2002
{Note F}
General obligation bonds payable, current maturities (Note 1)
Accrued interest payable

Security deposits
Due to Department of Budget and Finance

Total current liabilities (payable from restricted assets)

LONG-TERM DEBT, LESS CURRENT MATURITIES

Revenue bonds payable, less unamortized discount of
$2.539,821 in 2003 and $2,743,045 in 2002, and
unamortized deferred loss on refunding of $3,685,828
in 2003 and $3,899,430 in 2002 {(Note F)

Special facility revenue bonds payable (Note H)

General obligation bonds payable (Note 1}

Total long-term debt

Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Unrestricted net assets

Total net assels

2003 2002
1,130,634 $ 997,481
447,902 761,252
2,007,192 1,711,623
1,261,893 1,741,993
4,847,721 5,212,349
1,560,477 1,749,974
311,100 346,800
15,471,776 14,851,717
19,029 458,247
5,914,893 5,827,888
2,500,658 2,473,661
9,999,893 9,999,893
35,777,826 35,706,180
187,284,351 104,797,526
16,500,000 16,500,000
130,743 149,772
203,915,004 211,447,298
244,540,641 252,365,827
364,799,881 358,261,620
155,888,348 148,892,758
520,688,229 505,154,378

$ 765228870 § 757,520,205

See accompanying notes to financial statements.
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State of Hawali
Department of Transportation
Harbors Division
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
OF THE PUBLIC UNDERTAKING

Fiscal Years Ended June 30, 2003 and 2002

OPERATING REVENUES
Services
Rentals
Others

OPERATING EXPENSES BEFORE DEPRECIATION
Personal services
Harbor operations
Maintenance
State of Hawail, surcharge for central service expenses
Fireboat operations
General administration
Department of Transportation, general administration
expenses

Income from operations before depreciation

DEPRECIATION

Income from operations

NONOPERATING INCOME (EXPENSE)
interest income
Deposits in investment pool
Investment in direct financing lease
Interest expense (Note J)
Revenue bonds
Special facility revenue bonds
General obligation bonds
Amortization of bond discount, issue costs and loss on
refunding
Loss on disposal of harbor facilities
Other, net

Net income before contributions

16

2003 2002
45,207,506 $ 43,049,386
24,195,148 21,994,528
610,474 1,122,167
70,103,218 66,166,081
10,830,145 9,453,202
14,084,110 2,049,259
6,350,229 4,491,761
1,805,797 2,341,865
1,308,058 1,605,257
1,878,278 2,380,909
962,692 1,011,208
37,119,309 23,333,461
32,083,009 42 832,620
13,366,629 11,590,577
19,817,280 31,242,043
3,865,819 4,706,731
1,076,879 1,076,103
(8,362,393) (8,758,131)
(948,750) (948,750)
(8,059) (29,397)
(642,035) {637,657)
(707,439) (18,267}
- 181,135
(6,625,878) (5,428,233)
12,991,402 $ 25813,810




State of Hawaii
Departmaent of Transportation
Harbors Division

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

OF THE PUBLIC UNDERTAKING (Continued)
Fiscal Years Ended June 30, 2003 and 2002

2003 2002
NET INCOME BEFORE CONTRIBUTIONS $ 12081402 5 25,813,810
CAPITAL CONTRIBUTIONS 2,542,449 931,703
INCREASE IN NET ASSETS 15,533,851 26,745,513
NET ASSETS AT BEGINNING OF FISCAL YEAR 505,154,378 478,408,865
NET ASSETS AT END OF FISCAL YEAR 3 520,688,220 § 505154,378

See accompanying notes to financial statements.
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State of Hawail
Department of Transportation
Harbors Division
STATEMENTS OF CASH FLOWS OF THE PUBLIC UNDERTAKING
Fiscal Years Ended June 30, 2003 and 2002

2003 2002
Cash flows from operating activities
Cash received from customers $ 69802317 § 64,698851
Cash paid to suppliers (26,728,839) {14,444,161)
Cash paid to employees (10,410,501} (8,172,507}
Net cash provided by operating actvities 4 32,662,877 41,081,983
Cash flows from capital and related financing activities
Government grants received in aid of construction 2,820,914 -
Acquisition and construction of capital assets (15,894,044) (33,838,235}

Payments to refund revenue bonds (24,116,596)

Bond issue costs paid — {428,169)
Principal paid on bonds (7,0086,847) {7,353,140)
Interest paid on bonds (10,232,197) {11,428,977)
Proceeds from issuance of refunding revenue bonds - 24,548,501
Net cash used in capital and related
financing activities {31,112,274) {52,617 616)
Cash flows from investing activities
Interest received on investments 5,861,999 6,040,576
Net cash provided by investing activities 5,861,999 6,040,576
NET DECREASE IN CASH AND CASH
EQUIVALENTS 7.412,602 (5,495,057)
Cash and cash equivalents at beginning of fiscal year 143,122,276 148,617,333
Cash and cash equivalents at end of fiscal year $ 150534878 § 143122278
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State of Hawaii
Department of Transportation
Harbors Division
STATEMENTS OF CASH FLOWS OF THE PUBLIC UNDERTAKING (Continued)
Fiscal Years Ended June 30, 2003 and 2002

2003 2002
RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Income from operations $ 19,617,280 § 31,242,043
Adjustments to reconcile income from operations to
net cash provided by operating activities
Depreciation 13,366,629 11,690,677
Provision for doubtful accounts 277,000 1,603,000
Other nonoperating income, net - 181,135
Changes in assets and ligbilities
{(Increase) decrease in:
Receivables, net (1,057,901} (3,251,565)
Materials and supplies 4,151 5,220
Prepaid insurance and others - 109,118
Increase (decrease) in:
Payables 133,152 150,809
Accrued vacation 295,569 252,238
Payable to harbor user - (1,024,613)
Security deposits 26,997 224,021
Net cash provided by operating activities $ 32662877 § 41,081,983

SUPPLEMENTAL DISCLOSURE OF NONCASH CAPITAL AND RELATED FINANCING ACTIVITIES:

Amortization of bond discount, issue costs and loss on refunding amounted to $642,035 in
2003 and $637,657 in 2002.

See accompanying notes to financial statements.

19



State of Hawail
Department of Transportation
Harbors Division
NOTES TO FINANCIAL STATEMENTS OF THE PUBLIC UNDERTAKING
June 30, 2003 and 2002

NOTE A - FINANCIAL REPORTING ENTITY

In 1959, the Harbors Division was established within the Department of Transportation of
the State of Hawaii (DOT) effective July 1, 1961. All functions and powers to administer,
control and supervise all State of Hawail (State) harbors and water navigational facilities
were assigned to the Director of DOT on that date.

The Harbors Division is part of DOT which is part of the executive branch of the State. The
Harbers Division's financial statements reflect only its portion of the proprietary fund type.
The State Comptroller maintains the central accounts for all state funds and publishes
financial statements for the State annuaily, which includes the Harbors Division's financiai
activities.

The "Certificate of the Director of Transportation Providing for the Issuance of State of
Hawaili Harbor Capital Improvement Revenue Bonds,” dated September 1, 1867 (1967
Certificate), "Certificate of the Director of Transportation Providing for the Issuance of State
of Hawaii Harbor Revenue Bonds,” dated November 15, 1990 (1980 Certificate), and
“Certificate of the Director of Transportation Providing for the Issuance of 1997 State of
Hawaii Harbor Revenue Bonds,” dated March 1, 1897 (1897 Certificate), define the
“Underiaking” as all of the harbor and waterfront improvements and other properties under
the jurisdiction, control and management of the Harbors Division, excepi those principally
used for recreation and the landing of fish.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(1) Measurement focus and basis of accounting - The accounting policies of the
Harbors Division conform to generally accepted accounting principles as applicable to
enterprise activities of governmental units as promulgated by the Governmental
Accounting Standards Board {GASB). In accordance with GASB standards, the
Harbors Division has elected not to apply the Financial Accounting Standards Board
pronouncements ©on accounting and financial reporting that were issued after
November 30, 1888.

An enterprise fund is used to account for the acquisition, operation and maintenance of
government facilities and services that are entirely or predominantly supported by user
charges. The Harbors Division’s operations are accounted for on the flow of economic
resources measurement focus and the accrual basis of accounting is utilized. Under
this method, revenues are recorded when earned and expenses are recorded at the
time liabilifies are incurred.

{2) Use of estimates - The preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of
assels and liabilities and disclosures of contingent assets and liabilities at the date of
the financial statements and the reported amounis of revenues and expenses during
the reporting period. Actual results could differ from those estimates.
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State of Hawaii
Department of Transportation
Harbors Division
NOTES TO FINANCIAL STATEMENTS OF THE PUBLIC UNDERTAKING
June 30, 2003 and 2002

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

(3)

(4)

(8)

(6)

Cash and cash equivalents - Cash and cash equivalents, for the purpose of the
statements of cash flows, includes all cash and investments with original maturities of
three months or less. Cash and cash equivalents aiso include investments of pooled
cash balances. The Director of Finance invesis state treasury cash surpluses where
funds can be disbursed at any time without prior nofice or penalty. As a result, the
cash balances are not reduced for these investments.

Accounts receivable and allowance for doubtful accounts - Accounts receivable
consists primarily of amounts dua from third parties who rent harbor facilities, reduced
by an allowance for doubtful accounts.

Accounts are written-off upon the approval of the Department of the Altornay General,
when it believes, after considering economic conditions, business conditions, and
collection efforts, that the accounts are uncollectible.

The allowance for doubtful accounts is increased by charges to operating income and
decreased by charge-offs (net of recoveries). Management's periodic evaluation of the
adequacy of the allowance is based on the adverse situations that may affect the
harbor user’s ability to repay and current economic conditions. Past due status is
determined based on contractual terms.

Risk management - The Marbors Division is exposed to various risks for losses
related to torts; theft of, damage o, or destruction of assets; etrors or omissions;
natural disasters; and injuries to employees. A Hability for a claim for a risk of loss is
esfabilished if information indicates that it is probable that a liability has been incurred
at the date of the financial statements and the amount of the loss is reasonably
estimable.

Harbor facilities and depreciation - Harbor facilities are stated at cost. Depreciation
of harbor facilities is computed using the composite straight-line method over the
estimated useful lives of the assets, Depreciation is not provided for in the year of
acquisition, but is provided for the entire year in the year of disposal. Disposals of
assets are recorded by removing the cost and related accumulated depreciation from
the accounts with the resulting gain or loss reflected in operations.

Harbor facllities and their related composite straight-line rafes used to compute
depreciation are as foliows;

Raies
Land improvements 1.0% - 4.0%
Wharves 1.0% - 10.0%
Buildings 1.5% - 20.0%
Other improvements 2.0% - 20.0%
Equipment - 8.0%
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NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

{7)

(8

)

(10)

(11)

{(12)

Maintenance and repairs, as well as minor replacements, renewals and betterments,
are charged to operations; major renewals, replacements and betterments are
capitalized. inerest cost is capitalized during the period of construction for all capital
improvement projects except those projects funded by grants from the State or the
federal government.

Bond issue costs - Costs relating to the issuance of bonds are amortized by the
straight-line method over the term of the obligations.

Unamortized debt discount - Debt discount is amortized ratably over the term of the
related debt, and the unamortized balance is reflected as an offset against the long-
term debt in the statements of net assetls.

Refunding of debt - The diflerence between the reacquisilion price and the net
carrying amount of the old debt is deferred and amortized as a component of interest
expense in a systematic and rational manner over the remaining life of the old debt or
the life of the new debt, whichever is shorler. The deferred amount is reported as a
deduction from or an addition to the new debt liability.

Accrued vacation - Employees are credited with vacation at the rate of 168 hours per
calendar year. Accumulation of such vacation credits is limited to 720 hours at
calendar year-end and is convertible to pay upon termination of employment. Such
accumulated vacation has been accrued and reflected in the statements of net assets.

Operating revenues - Qperating revenues are those that result from providing goods
and services. It also includes revenues not related to capital and related financing
activities, noncapital financing activities, or investing activities, if any. Operating
revenues are stated net of the increase for estimated doubtful accounts of $277.000 and
$1,803,000 for the fiscal years erded June 30, 2003 and 2002, respectively.

Capital contributions - The Harbors Division receives federal grants for capital asset
acquisition and facility development, which are reported in the statement of revenues,
expenses and changes in net assets, after non-operating revenues and expenses as
capital contributions.

NOTE C - CASH AND INVESTMENTS

At June 30, 2003 and 2002, information relating to the insurance and coliateral of cash
deposits is not available since such information is determined on a statewide basis and not
for individual departments or divisions. Cash deposits of the State are either federally
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NOTE C - CASH AND INVESTMENTS (Continued)

insured or collateralized with obligations of the State or the United States. 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.

Statutes authorize the Harbors Division to invest, with certain restrictions, in obligations of
the State or the United States, in federally insured savings accounts, time certificatas of
deposit and repurchase agresments with federally insured banks and savings and loan
associations authorized to do business in the State. Money held as reserves may be
invested in obligations of the United States, the State or any subdivision of the State.
Investments are insured or collateralized with securities held by the State or by its agent in
the State's name.

NOTE D - CAPITAL ASSETS
The changes in capital assets were as follows:

Balance Balance
June 36, 2002 Additions Deductions June 30, 2003
Nondepreciable assets
Land and improvements $ 23B5048.867 § 184,683 § -~ § 238,694,550
Depreciable assets
Land improvements 107,381,230 1,625,813 863,882 108,342,951
Wharves 188,532,262 966,991 - 180,499,253
Other improvements 74,152,446 483,825 - 74,638,071
Bulldings 42,347,414 6,077,668 - 48,425,083
Equipment 11,036 479 §2 753 223,502 10,875,730
Total at historical cost _562,959,698 8,401,334 BAY,304 671,473,638
Less accumutated depreciation for;
Land improvemeants 20,016,169 3,787,544 -- 23,803,713
Wharves 83547 342 5,196,372 = 68,743,714
Other improvements 20,837,658 2,301,637 - 23,138,205
Buildings 18,916,761 1,313,163 - 20,229,924
Equipment 7,506,281 767,913 179,656 8,184,238
Tatal accumulated depreciation 130,814,211 13,368,629 179,956 144,100,584
Construction in progress 50,871,398 16,400,702 10,548,071 58833 027

$ 583018883 § 12444407 § 11255508 $ 584205781
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June 30, 2003 and 2002

Balance Balance
June 30, 2001 Additions Deductions June 30, 2002
Nondepreciable gssets
Land and improvements $ 231909887 $ 6600000 $ - $ 238,500,867
Depreciable assels '
Land improvemenis 83,034,223 14,247,007 - 17,381,230
Wharves 177,801,840 11,730,622 - 189,632,282
Other improvements 73,570,434 582,012 - 74,152 446
Buitdings 41,501,935 445479 - 42,347 414
Equipment 10,985,604 133,215 82,340 11,036.479
Total at historicai cost 629,203,703 35,838,335 82,340 862,850 608
Less accumiliated depreciation for:
Land improvements 17,848,054 2,167,075 - 20,018,169
Wharves 58,684,479 4,862 863 - 63,547,342
Gther improvements 18,439,308 2,368,348 - 20,837,668
Buildings 17.518,314 1.398.447 - 18,916,761
Equinment 6,886,512 783,843 84,074 7,586,281
Total accumulated depreciation 118,387,708 11,580,677 84,074 130,814,211
Consgtruction in progress 52,664,180 25,740,288 27,433,082 50,871,388
$ 562480175 $ 470BB0S8 § 27451348 § 583016883
Depraciation expense was $13,366,629 and $11,590,577 for the fiscal years ended
June 30, 2003 and 2002, respectively.
NOTE E - LONG-TERM DEBT
The changes in icng-term debt were as follows:
Balance Balance
June 30, 2002 Additions Deduclions June 30, 2003
Revenue bonds $ 215,600,000 % - § 7415000 § 200185000
Speclal facility revenue bonds 18,500,000 - - 16,500,000
General obligation bonds 606,019 - 456,247 149,772
233,706,019 - 7,871,247 225,834,772
Less:
Unamortized discount {2,851,327) e {208,282) {(2,743,048)
Unamortized deferred loss
on refunding {3,880 430) - {313,802} {3,685,828)
$ 226755262 § - $ 7,348,363 § 219405895
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NOTE E - LONG-TERM DEBT (Continued)

Balance Balance
June 30, 2001 Additions Deductions June 30, 2002
Revenue bonds 222375000 % 24420000 % 30,195,000 § 216,600,000
Special facility revenue bonds 18,500,000 - - 16,500,600
General obligation bonds 1,076 286 2.218 472 485 806,019
239,651,286 24,422,218 30,667,485 233,706,019
Loss:
Unamortized discount (3,621,077) 128,502 (541,248) (2,951,327)
Uinamortized deferred loss
on refunding {3,083,773} {1,185.463) {268,808} {3,986.430)
233,246438 $ _ 23365257 $ _20.856431 §& _226755262

NOTE F - REVENUE BONDS PAYABLE

Pursuant to authorization from the State Legisiature, the Director of DOT issued the 18990
Certificate and the 1997 Certificate, which provide for the issuance of bonds at any time and
from time to time upon compliance with certain conditions of the respective Certificate.

The harbor revenue bonds (Bonds) are collateralized by a charge and lien on the gross
revenues of the Public Undertaking 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 Bonds are subject to redemption at the option of the Director of DOT and the State

during specific years at prices ranging from 102-1/2% to 100% of face vaive.

The following is a summary of the Bonds as of June 30, 2003:

Current
Installment
Paymaeants
Pue in
Anticipation
Year Final Qriginal Principal of Principal
of Redemption Amount of Due Payments on
lssye Date _interest Rates issug July 1, 2003 _Julv 1, 2004 Nongcurrent
1803 July 1, 2008 4.50 - 6.40% § 16525000 $ 1,180,000 $ 1,260,000 $ 5,760,000
1884 July 1, 2024 550 -8.25% 54,010,000 2,215,000 2,345,600 45,765,000
1997 July 1, 2027 395-575% 58,280,000 445000 470,000 53,400,000
2000 July 1, 2028 4.50 -8.00% 79,405,000 1,835,000 2,038,000 68,285,000
2002 July 1, 2018 3.00 - 5.50% 24,420,000 1,860,000 1,920,000 20,300,000
Les § 230650000 7,845,000 8,030,000 183,510,000
=4
Unamortized discount - {203,224} (2,539,821)
Unamortized deferred loss on refunding - e}
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NOTE F - REVENUE BONDS PAYABLE (Continued)

Debt service requirements to maturity for the Bonds are as follows:

Fiscal Year Ending June 30, Principal Interest Total
2004 $ 8,030,000 § 11,548,258 § 19,578,258
2005 8,470,000 11,125,264 19,596,264
2006 8,835,000 10,669,961 19,604,961
2007 9,435,000 10,181,683 19,616,683
2008 9,880,000 9,658,637 19,638,637

2009 - 2013 43,360,000 40,785,945 84,145,045
2014 - 2018 41,805,000 28,244 581 70,049,581
2019 - 2023 46,530,000 14,885,038 61,485,030
2024 - 2028 23,415,000 3,808,031 27,223,031
2029 - 2033 1.580,000 20,850 1.670,850

$ 201040000 $ 141069250 § 342.8600.250

On April 1, 2002, the Harbors Division issued $7,760,000 in Bonds, Series A of 2002, and
$16,660,000 in Bonds, Series B of 2002. Series A of 2002 Bonds will mature through the
year 2008, at an average interest rate of 4.751932%, and Series B of 2002 Bonds will
mature through the year 2019, at an average interest rate of 5.318863%. The 2002 Series,
totaling $24,420,000, were issued at an average Interest rate of 5.240263% to refund
$23,495,000 of Bonds, 1982 Series (average interest rate of £.448649%). Total net
proceeds of $§24,120,331 (after payment of $428,170 in underwriting fees, insurance, and
cther issuance costs), along with an additional $498,193 from the debt service reserve
account, was deposited inlo an irevocable trust with an escrow agent to provide for the
redemption of the refunded portion of the Bonds, 1892 Series, on April 10, 2002.

Although the refunding resulted in the recognition of a deferred loss of $1,185,463, the
Harbors Division in effect reduced its aggregate debt service payments by approximately
$1,974,035 over the next 17 years and obtained an economic gain (difference between the
present vaiues of the oid and new debt service payments) of approximately $916,290.

NOTE G - HARBOR REVENUE BOND REQUIREMENTS

1890 CERTIFICATE

Minimum net revenue requirement. Pursuant to Section 6.03 of the 1990 Certificate, the
Harbors Divislon covenants and agrees that so long as any of the Bonds remain
outstanding, it will enforce and coliect fees, rates, rents and charges for the Public
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Undertaking that will yield net revenue, as defined by the 1990 Certificate, for the
immediately ensuing 12 months, in an amount at least sufficient to:

{1) Pay when due all Bonds issued under the 1967 Certificate {(all Bonds issued under the
1967 Certificate matured on July 1, 1997), interest thergon and reserves therefore;

{2) The amount computed in accordance with Section 6.03 of the 1990 Certificate:

a) Together with funds legally available therefore including any amounts on deposit
in the harbor reserve and contingency account; an aggregate sum equal to at
ieast 1.35 times the total amount of. (a) the interest payments for such 12 months
on all the Bonds outstanding under the 1990 Cerlificate, (b) the principal amount
of the Bonds maturing by their terms during such 12 months and (¢} the minimum
sinking fund payments for all Bonds required to be made during such 12 months;
and

b}  Without consideration of other funds, shall be at least equal to 1.00 times the
bond service for such 12 months.

The harbor revenue bond debt service requirements, inciuding minimum sinking fund
paymenis during the current fiscal year, computed in accordance with Section 6.03 of the
1990 Certificate totaled $7,126,875. Net revenues of the Public Undertaking amounted to
$38,855,525 or 5.45 times the minimum net revenue requirement.

Harbor revenue special fund. This fund was created to provide for payments of principal
and interest on the Bonds and for extraordinary renewals and replacements. Section 5.01 of
the 1890 Certificate requires that the following accounts be established for the purpose of
accounting for ali monies in the harbor revenue special fund;

{1) Harbor Interest Account
Equal monthly installments sufficient to pay for the interest next becoming due on the
Bonds are required to be paid into this account. This reguirement was met as of
June 30, 2003.

(2) Harbor Principal Account
Commencing with the first business day of each fiscal year, equal monthly payments

are required to be made to this account sufficient to redeem the Bonds scheduled for
redemption on the following July 1. This requirement was mat as of June 30, 2003.
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(3)

Harbor Debt Service Reserve Account

In order to provide a reserve for the payment of the principal and interest on the
Bonds, the Harbors Division is required to deposit in the harbor revenue special fund
an amount equal to the lesser of. {a) the average annual bond service on such series
and (b) the amount permitted by the Internal Revenue Code of 1986 in order that the
interest on such series is excluded from gross income for federal income tax purposes.
Furthermore, the Harbors Division is required (o satisfy the reserve requirement of
maximum aggregate bond service by no later than the first date on which a principal
installment is payable (June 30, 2003).

In lieu of the credit of monies 1o the harbor debt service reserve account, the Harbors
Division may cause to be so credited a surety bond or an insurance policy payable to
the Harbors Division for the benefit of the hoiders of the Bonds of a series or a letter of
credit in an amount equal to the difference between the reserve requirement and the
amounts then on credit to the harbor debt service reserve account. In the event a
surety bond, insurance policy, or letter of credit is secured to satisfy that portion of the
reserve requirement aliocable to a series of Bonds, so long as such surety bond,
insurance policy, or letter of credit is in effect, the owners of such series of Bonds shall
not be entitled to payment from or a lien on the funds on deposit in the harbor revenue
special fund credited to the harbor debt service reserve account to satisfy that portion
of the reserve requirement allocable to other series of Bonds, nor shall the owners of
Bonds of such other series be entitled to any payment from such surety bond,
insurance policy, or letter of credit. The surety bond, insurance policy, or letter of credit
shall be payable (upon the giving of notice as required thereunder) on any date on
which monies will be required to be applied from the harbor debt service reserve
account to the payment of the principal of or interest on any Bonds of such series and
such withdrawals may not be made from amounts credited to the harbor debt service
reserve account for such series of Bonds.

Prior to the use of a surety bond, insurance policy, or letter of credit pursuant to the
provisions of this paragraph {other than any such use at the time of issuance of the
1990 Series bonds), DOT shall receive written confirmation from the rating agency that
the rating on the Bonds outstanding as then in effect shall not be reduced as a result of
such use, If a disbursement is made pursuant o a surety bond, an insurance policy, or
a letter of credit provided pursuant to this paragraph, the Harbors Division shall be
obligated either (a) 1o reinstate the maximum limits of such surety bond, insurance
policy, or letier of credit or (b) to credit to the harbor debt service reserve account,
funds in the amount of the disbursement made under such surety bond, insurance
policy, or letter of credit, or a combination of such alternatives, as shall provide that the
amount credited to the harbor debt service reserve account allocable to a series of
Bonds equals that portion of the reserve requirement allocable to such series,
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(4)

provided, however, a failure to immediately restore such reserve requirement shail not
constitute an event of default if the reserve requirement is restored within the time
period permitted by Section 11.01{c)} {90 days following the required notice).
Notwithstanding the provisions of Section 11.01(c), the Harbors Division shall not
permit any surety bond, insurance policy, or letter of credit which has been established
in lieu of a deposit into the harbor revenue special fund for credit to the harbor debt
service reserve account to terminate or expire prior to depositing to such fund for credit
to such account the amount satisfied previously by the surety bond, insurance policy,
or letter of credit.

Harbor Reserve and Contingency Account

Monies on credit to the harbor reserve and contingency account may be used to make
up any deficiency with respect to any series of Bonds in the harbor interest account,
the harbor principal account and the harbor debt service reserve account. To the
extenit not used to make up any such defitiencies, monies on credit to the harbor
reserve and contingency account may be used for any other purpose within the
jurisdiction, powers, duties and functions of the Harbors Division.

1897 CERTIFICATE

Minimum net revenue requirement. Pursuant to Section 6.03 of the 1897 Certificate, the
Harbors Division covenants and agrees that so long as any of the Bonds remain
outstanding, it will enforce and collect fees, rates, rents and charges for the Public
Undertaking that will vield net revenue, as defined by the 1997 Certificate, for the
immediately ensuing 12 months, in an amount at least sufficient to:

(1)

(2)

Pay when due all Bonds issued under the 1990 Certificate, interest thereon and
reserves therefore;

The amount computed in accordance with Section 6.03 of the 1987 Certificate:

a) Together with funds legally available therefore including any amounts on deposit
in the harbor reserve and contingency accouni; an aggregate sum equal to at
least 1.25 times the total amount of; (2) the interest payments for such 12 months
on all the Bonds outstanding under the 1997 Certificate, (b) the principal amount
of the Bonds maturing by their terms during such 12 months and (c) the minimum
sinking fund payments for all Bonds required to be made during such 12 months;
and

b}y Without consideration of other funds, shall be at least equal to 1.00 times the
bond service for such 12 months.
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The harbor revenue bond debt service requirements, including minimum sinking fund
payments during the current fiscal year, computed in accordance with Section 6.03 of the
1997 Certificate totaled $19,651,608. Nat revenues of the Public Undertaking amounted to
$38,855,525 or 1.98 times the minimum net revenue requirement,

Harbor revenue special fund, This fund was created to provide for payments of principal
and interest on the Bonds and for extraordinary renewals and replacements. Section 5.01 of
the 1897 Certificate requires that the following accounts be established for the purpose of
accounting for all monies in the harbor revenue special fund:

(1)

2)

(3)

Harbor intersst Account

Equal monthly instaliments sufficient to pay for the interest next becoming due on the
Bonds are required 10 be paid into this account. This reguirement was met as of
June 30, 2003.

Harbor Principal Account

Commencing with the first business day of each fiscal year, equal monthly payments
are required to be made to this account sufficient to redeem the Bonds scheduled for
redemption on the foliowing July 1. This requirement was met as of June 30, 2003.

Harbor Debt Bervice Reserve Account

in order to provide a reserve for the payment of the principal and interest on the
Bonds, the Harbors Division is required to deposit in the harbor revenue speciat fund
an amount equal 1o the lesser of: (a) the average annual bond service on such series
and (b) the amount permitted by the Internal Revenue Code of 1986 in order that the
interest on such series is excluded from gross income for federal income tax purposes.

Furthermore, the Harbors Division is required to satisfy the reserve requirement of
maximum aggregate bond service by no later than the first date on which a principal
installment is payable (June 30, 2003).

In lieu of the credit of monies to the harbor debt service reserve account, the Harbors
Division may cause to be so credited a surety bond or an insurance policy payable {o
the Harbors Division for the benefit of the holders of the Bonds of a series or a letter of
credit in an amouni equal to the difference between the reserve requirement and the
amounts then on credit to the harbor debt service reserve account. In the event a
surely bond, insurance policy, or lefter of credit is secured to satisfy that portion of the
reserve requirement allocable to a series of Bonds, s¢ long as such surety bond,
insurance policy, or letler of credit is in effect, the owners of such series of Bonds shalf
not be entitled to payment from or a lien on the funds on deposit in the harbor revenue
special fund credited 1o the harbor debt service reserve account to satisfy that portion
of the reserve requirement allocable to other series of Bonds, nor shall the owners of
Bonds of such other series be entitled to any payment from such surety bond,
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#)

insurance policy, or letter of credit. The surety bond, insurance policy, or fetter of credit

shall be payable {upon the giving of notice as required thereunder) on any date on
which monies will be required to be applied from the harbor debt service reserve
account to the payment of the principal of or interest on any Bonds of such series and
such withdrawals may not be made from amounts credited to the harbor debt service
reserve account for such series of Bonds.

Prior to the use of a surety bond, insurance policy, or letter of credit pursuant to the
provisions of this paragraph (other than any such use at the time of issuance of the
1997 Series bonds), DOT shalf receive written confirmation from the rating agency that
the rating on the Bonds outstanding as then in effect shall not be reduced as a result of
such use, If a disbursement is made pursuant to a surety bond, an insurance policy, or
a ietter of credit provided pursuant to this paragraph, the Harbors Division shall be
obligated either {a) to reinstate the maximum limits of such surety bond, insurance
policy, or letter of credit or (b) to credit to the harbor debt service reserve account,
funds in the amount of the disbursement made under such surety bond, insurance
policy, or letter of credit, or a combination of such altematives, as shall provide that the
amount credited to the harbor debt service reserve account allocabie to a series of
Bonds equals that portion of ihe reserve requirement allocable to such series;
provided, however, a failure to immediately restore such reserve requirement shall not
constitute an event of default if the reserve requirement is restored within the fime
period permitted by Section 11.01(¢) (80 days foliowing the required notice).
Notwithstanding the provisions of Section 11.01(c}), the Harbors Division shall not
permit any surety bond, insurance policy, or tetter of credit which has been established
in lieu of a deposit into the harbor revenue special fund for credit to the harbor debt
service reserve account to f@rminate or expire pricr to depositing to such fund for credit
to such account the amount satisfied previously by the surety bond, insurance policy,
or letter of credit.

Harbor Reserve and Contingency Account

Monies on credit to the harbor reserve and contingency account may be used to make
up any deficiency with respect to any series of Bonds in the harbor interest account,
the harbor principal account and the harbor debt service reserve account. To the
extent not used o make up any such deficiencies, monies on credit fo the harbor
reserve and contingency account may be used for any other purpose within the
jurisdiction, powers, duties and functions of the Harbors Division,

NOTE H - SPECIAL FACILITY LEASE AND REVENUE BONDS

The State Legislature, in its 1980 session, 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.
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Pursuani to this authorization, $16,700,000 of 8-1/2% special facility revenue bond
anticipation notes were issued in 1981 io 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 {o refund the notes and fo provide
additional funds for construction. On April 15, 1993, speclal facility revenue bonds of
$16,500,000 were issued to refund the outstanding 1983 Serles bonds.

These 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. Matson Navigation Company, Inc., parent company of the lessee, has provided a
guaranty agreement as to payment of principal and interest on the bonds.

The special facllity lease with Matson Terminals, Inc. is accounted for as a direct financing
lease. The following lists the components of the net investment in direct financing lease as
of June 30, 2003 and 2002:

2003 2002
Total minimum lease payments receivable $ 25671,250 $§ 26,620,000
Estimated unguaranteed residual value 3,600,000 3,600,000
Less unearned income {10,503.076) (11,580.055)

Net investment in direct financing lease $ _18768174 $ 18,635,945

Minimum future rentals to be received as of June 30, 2003 under the direct financing lease are
as follows:

Fiscal Year Ending June 30, Amount

2004 948,750

2005 848,750

2008 648,750

2007 848,750

2008 948,750

2009 - 2013 20,927,500

$ 258671250

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.
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NOTE | - GENERAL OBLIGATION BONDS PAYABLE

The Harbors Division is required to reimburse the State General Fund for principal and
interest on the following state general obligation bonds authorized and issued to finance
certain capital improvement projects of the Public Undertaking:

Currend
Instatiment
Paymenis
Dus in
Anticipation
Year Last Ciriginat Principal of Principat
of Instaiiment Amount of Due Payments on
lssus Due Dals Interest Rates Issug duly 1. 2003 Jduly 1. 2604 Noncurrant
$992  March 1, 2012 5.15 - 6.40% $ 12870 & - § - & 5004
1903  November 1,2010  4.00-5.00% 160,901 - 10,728 75,078
1988  April 1, 2009 5.00 - 5.25% 64,631 - 8,301 48,443
2001 August 1, 2015 3.40 - 5.50% 737 - - 737
2002 February 1, 2015 3.60-575% 1,481 - - 1.481
$ ... 240620 § = $ 19,028 § _ 130743
Debt service requirements to maturity for general obligation bonds are as follows:
Fiscal Year Ending June 30, Principal Interest Total
2004 $ 19,029 § 5788 % 24,817
2005 19,462 5,085 24 527
2006 20,688 4,318 25,008
2007 21,3086 3,500 24 806
2008 21,799 2,668 24,467
2009 - 2013 46,851 3,207 50,068
2014 - 2018 637 15 652

$ 149772 $ _ 24561 $._ 174333

NOTE J - INTEREST COST

Total interest cost incurred for the fiscal years ended June 30, 2003 and 2002, amounted to
$13,518,073 and $14,231,177, respectively. Of this amount, $2,556,836 and $2,857,242
were capitalized in the respective fiscal years as part of the construction cost of harbor
facilities.

NOTE K - LEASING OPERATIONS

The Harbors Division’s Teasing operations consist principally of the leasing of land, wharf
and building space under revocable permits and long-term leases. The revocabie permits
provide for tenancy on a month-to-month basis and are renewable annually at the option of
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NOTE K - LEASING OPERATIONS (Continued)

the State, The long-term leases, which are classified as operating 1eé$es, expire in various
years through 2058, These leases generally call for rental increases svery five to ten vears
based on independent appraisals of the fair rental value of the leased property.

The following is a schedule of approximate future minimum tease rentals on noncanceglable
operating leases as of June 30, 2003:

Fiscal Year Ending June 30, Amaount

2004 $ 8,977,000

2005 9,020,000

20086 8,662,000

2007 8,105,000

2008 7,845,000
Thereafter 253,356,000

$ 295.965.000

The above schedule does not include estimated future rental revenue for certain leases
beyond their first 15 years. An estimate could not be made due to rental re-openings afier
the fifteenth year in which rental rates will be based upon the prevailing fair value.

The Harbors Division estimates that approximately 10% of the land area (excluding
submerged lands) and floor space of the harbor faciities is leased or held for lease.
information regarding the cost and related accumulated depreciation of these facilities,
which is required by Statement of Financial Accounting Standards No. 13, Accounting for
Leases, to be disclosed, is not provided because the accumulation of such data was not
considered practical and because the information, when compared to the future minimum
lease rentals 1o be received, would not be an accurate indication of the productivity of the
property on lease or held for lease, due to the methods by which and the long period of time
over which the properties were acquired.

NOTE L - RETIREMENT BENEFITS

Employees’ retirement system. Substantially all eligible employees of the Harbors Division
are required by Chapter 88, Hawail Revised Statutes (HRS), to become members of the
Employees’ Retirement Sysiem of the State of Hawaii (ERS), a cost-sharing multiple-
employer public employee retirement plan. The ERS provides refirement benefits as well as
death and disability benefits. The ERS issues a publicly available financial report that includes
financial statements and required supplementary information, The report may be obtained by
writing o the ERS at City Financial Tower, 201 Merchant Street, Suite 1400, Honolulu, Hawaii,
96813.
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NOTE L - RETIREMENT BENEFITS (Continued)

Members of the ERS belong fo either a contributory or noncontributory option. Only
employees of the Harbors Division hired on or before June 30, 1884 are gligible to participate
in the contributory option. Members are required by state statute to contribute 7.8% of their
salary to the contributory option and the Harbors Division is required to contribute fo both
oplions at an actuarially determined rate. Contributions by the Harbors Division for the fiscal
years ended June 30, 2003, 2002 and 2001 were approximately $738,000, nil and $155,000,
respectively. The contribution rate for the fiscal year ended June 30, 2003 was 8.87%. The
contribution rate was 5.78% fram July 1, 2000 to November 18, 2000, and nil for the
remainder of the fiscal year ended June 30, 2001 and for the fiscal year ended June 30, 2002.

Post-retirement health care and life insurance benefits. In addition to providing pension
benefits, the State provides certain health care and life insurance benefits to retired state
employees. Contributions are financed on a pay-as-you-go basis. The Harbors Division's
share of the expense for post-retirement health care and life ingurance benefits for the fiscal
years ended June 30, 2003 and 2002, was approximately $599,000 and $452,000,
respectively.

NOTE M - COMMITMENTS

Construction confracis. The Harbors Division is committed under contracts awarded and
orders placed for construction, expenses, supplies, etc. These commitments amounted to
approximately $21,197,000 at June 30, 2003.

Accumulated sick leave pay. Employees earn sick leave credits at the rate of one and
three-quarters working days for each month of service without limit, but can be taken only in
the event of iliness and is not convertible to pay upon termination of employment. However,
a public employee who retires or leaves government service in good standing with sixty
days or more of unused sick leave is entitted to additional service credit in the ERS.
Accumulated sick leave as of June 30, 2003, approximated $4,994,000.

Deferred compensation plan. The State offers its employees a deferred compensation
plan created in accordance with internal Revenue Code Section 457, The plan, available (o
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 State's or Harbors Division's financial statements.
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NOTE N - RISK MANAGEMENT

The Harbors Division is exposed to various risks of loss related to toris; theft of, damage to, or
destruction of assets; errors or omissions; and workers’ compensation. The Stale generally
ratains the first $250,000 per occurrence of property losses and the first $3 million with respect
to general liability claims, Losses in excess of those retention amounts are insured with
commergial insurance carriers. The limit per occurrence for property losses is $25 million ($10
million for earthquake, named huricane, and flood} and the annual aggregate for general
liability losses per occurrence is $7 million. The State also has an insurance policy to cover
medical malpractice risk in the amount of $30 million per occurrence with no annual aggregate
limit.

The State is generally self-insured for workers’ compensation and automobile claims. The
State's estimated reserve for losses and loss adjustment costs inctudes 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
seitlements are made and reserves adjusted, the differences are reporied in current
operations. A fiabifity for a claim is established if information indicates that it is probable that a
liability has been incurred at the date of the financial statements and the amount of the loss is
reasonably estimable.

NOTE O - CEDED LANDS

In 1888, the former Republic of Hawaii transferred certain lands to the United States, Upon
Hawaii's admission 10 the Union in 1959, the United States reconveyed fitie to those lands
{collectively, the ceded lands) to the State to be held as a public trust for five purposes: (1)}
public education; (2) betterment of the conditions of native Hawalians; {3) development of
farm and home ownership; (4) making public improvements; and (8) provision of land for
public use. In 1978, the Sfate Constifution was amended expressly to provide that the
ceded lands were to be held as a public frust for native Hawailans and the general public,
and to establish the Office of Hawaiian Affairs (OHA) tc administer and manage the
proceeds and income derived from a pro rata portion of the ceded lands to better the
conditions of native Hawailans.

in 1979, the State Legislature adopted HRS Chapter 10 (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 native Hawaiians.

in 1987, in Trustees of the Office of Hawaiian Affairs v. Yamasaki, 69 Haw, 154 (1987), the
Hawaii Supreme Court concluded that Chapter 10 was insufficiently clear regarding the
amount of monies OHA was entilled to receive from the pubiic trust lands.
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NOTE O - CEDED LANDS {Continued)

In 1990, in response to Yamasaki, the Stale Legislature adopted Act 304, Session Laws of
Hawaii 1990, which (1) defined “public land trust” and “revenue,” (2} reiterated that 20% of
the now defined “revenue” derived from the “public land trust” was to be expended by OHA
for the beftermeant of native Hawaiians, and (3) established a process for OHA and the
Director of Finance fo jointly determine the amount of monies which the State would pay
OHA to retroactively settle all of OHA's claims for the period June 16, 1980 through June 30,
1881. 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 State Legislature enacted Act 35, Session Laws of Hawaii 1893, appropriating
$136.5 million to pay the amount determined to be OHA’s claims, with interest, for the period
June 16, 1980 through June 30, 1891,

On January 14, 1994, OHA and its Board of Trustees {the Plaintiffs) filed suit against the
State (OHA, af al. v. Stafe of Hawaii, et al., Civil No. 94-0205-01 (First Circuit}), 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 sought an accounting of all proceeds and
income, funds and revenue derived form the public land trust since 1978, and restitution or
damages amounting to 20% of the proceeds and income derived from the public land frust,
as well as interest thereon. In its answer to OHA's complaint, the State denied all of the
Plaintiff's substantive ailegations, 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) the Department of Transportation
Airports Division’s in-bound duty free airport concession {including receipts from the
concessionaire’s off-airport sales operations), (2) the State-owned and operated Hilo
Hospital, (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 Plaintiff’s four motions on the merits and ralsed several affirmative defenses.

On Qctober 24, 1996, the circuit court filed an order denying the State’s motion to dismiss
and rejecting its affirmative defenses. Also on October 24, 1988, the circuit court filed an
order granting Plaintiff's 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 Plaintiff's four partial summary judgments was granted and
all proceedings in the suit were stayed pending the Hawaii Supreme Court's disposition of
the State’s appeal,
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NOTE O - CEDED LANDS (Continued)

On September 12, 2001, the Hawaii Suprame Court concluded that Act 304 was effeciively
repealed by its own terms, and that there was no judicially manageable 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 Hawaii Supreme Court in Yamasaki had
previously conciuded was insufficiently clear to establish how much OHA was entitled fo
receive from the ceded lands, The Hawaii Supreme Courf 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 Hawailans to benefit from the ceded lands under the State Constitution.
Immediately thereafter, agencies ceased paying OMA the receipts from the ceded lands.

The State Legislature took no action during the 2002 and 2003 legisiative sessions to
establish a new mechanism for establishing how much OHA was entitled 1o receive from the
ceded lands. On January 10, 2003, and pending legislative 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 unimproved parcels of ceded lands to OHA, if federal or siate law did
not preclude all or any portion of the receipt from being used to better the conditions of
native Hawaiians, and the transfer of all or any portion of the recaipt 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 State Legislature appropriated moneys from the
various funds into which the ceded lands receipts had been deposited after the decision by
the Hawaii Supreme Court in 2001 was issued and agencies ceased making payments {o
OHA, and directed the 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. On July 21, 2003, OHA filed a new lawsuit, OHA et al. v. State of Hawaii et al.,
Civil No., 03-1-1505-07. The Plainliffs 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 Xli, Sections 4, 5, and 6 of the Hawaii Constitution, alleged vioilations of the
Contract Clause of the U.S. Constitution, and alleged misrepresentation and non-disclosure.
The Plaintiffs claim that, accordingly the State is liable to OHA for damages including, but
not limited to: (1) the damages alleged by OHA in its lawsuit filed in 1894, and {2} amounts
payable under Act 304 that have not been paid. Plaintiffs also seek declaratory and
injunctive relief ordering the State to reinstate Acl 304 (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.

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 recorded in the accompanying financial
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NOTE O - CEDED LANDS {Continued)

statermnents of the Harbors Division. The State Attorney General is of the view that the claims
asserted by OHA in the above suit are meritless. Resolution of all of OHA's claims could
have a material adverse effect on the Harbors Division’s financial condition,

in a third lawsuit, OHA filed a complaint for declaratory and injunctive relief on November 4,
1894 (OHA v. Housing Finance and Development Corporation et al., Civil No, 84-4207-11
(First Circuit)) to enjoin the Stiate from alienating any Ceded Lands or, alternatively, to
preciude the extinguishing of any rights native Hawaiians may have in Ceded Lands that
may be alienated.

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 Hawaitans' claims to those lands which the plaintiffs
requested, and ordered that judgment be entered in the State’s favor. The plaintiffs moved
for and were granted ieave to file immediate appeals from the court's rulings to the Hawaii
Supreme Couri. Those appeals are now pending.

Amounts paid and payable to OHA are treated as operating expenses of DOT's commercial
harbors system. During the fiscal year ended June 30, 2003, payment to OHA was made by
the State on behalf of various state departments, inciuding the Harbors Division. The Siate’s
payment of $11,681,500 for the Harbors Division for the fiscal years ended June 30, 2003
and 2002, is included as an operating expense in the statements of revenues, expenses and
changes in net assels. As a result of the Hawaii Supreme Court’s ruling on Act 304 on
September 12, 2001, no payment was made by the Harbors Division during the fiscal year
ended June 30, 2002

NOTE P - TRANSACTIONS WITH OTHER GOVERNMENT AGENCIES

The State assesses a surcharge of 5% for central service expenses on all receipts of the
Harbors Division, after deducting any amounts pledged, charged or encumbered for the
payment of bonds and interest during the fiscal year. The assessments amounted to
$1,905,797 and $2,341,865 for the fiscal years ended June 30, 2003 and 2002, respectively.

The Harbors Division is assessed a percentage of DOT's general administration expenses.
The assessments amounted to $962,692 and $1,011,208 for the fiscal years ended June 30,
2003 and 2002, respectively,

The Harbors Division incurred costs of $1,308,058 and $1,605,257 for fireboat operation
services provided by the City and County of Honolulu during the fiscal years ended June 30,
2003 and 2002, respectively.
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NOTE P - TRANSACTIONS WITH OTHER GOVERNMENT AGENCIES (Continued)

The Small Boat Harbors Boating Program (Program) was transferred from DOT fo the
Department of Land and Natural Resources (DLNR) in fiscal year 1892, Services performed
by the Harbors Division for the Program are fully reimbursed by the Program. Services
rendered to the Program during the fiscal years ended June 30, 2003 and 2002, amounted
to $101,238 and $84,660, respectively.

NOTE Q - ALOHA TOWER COMPLEX DEVELOPMENT

The Aloha Tower Development Corporation (ATDC) is a state agency established under
HRS Chapter 206J, primarily to redevelop the Alcha Tower complex. The complex
encompasses Piers 5 to 23 of Honolulu Harbor. in September 1893, the Harbors Division
entered into a lease with ATDC transferring to ATDC portions of the Aloha Tower compleax,
ATDC is required annually to reimburse the Harbors Division for any losses in revenues
during the term of the lease caused by any action of ATDC or the daveloper and to provide
replacement facilities for maritime activities at no cost to the Harbors Division.

In September 1993, the ATDC subleased lands surrounded by Piers 8 and 9 and a portion
of land surrounded by Pier 10 lo a developer. The sublease required the developer to
construct, at the developer's cost, various facilities including a Marketplace. The developer
and the Harbors Division entered into a capital improvements, maintenance, operations and
securities agreement (Operations Agreement). The Operations Agreement allows the
Harbors Division to operate the harbor facilities.

The developer later went into bankruptey. The subsequent operator of the Marketplace
assumed the obligations of the sublease and the Operations Agreement in March of 1998,
Although the Markeiplace construction was substantially completed, several items on a
Harbors Division construction punchiist have yet to be completed.

The losses in revenues for the fiscal years ended June 30, 2008 and 2002, amounted to
$1,726,011 and $1,696,724, respectively, and have been included in rental revenues in the
respective fiscal year. As of June 30, 2003 and 2002, amounts due to the Harbors Division
were $6,287,367 and $4,561,357, respectively.

NOTE R - TRANSFER OF LAND TO OTHER STATE AGENCIES

in the 1980 legislative session, the State Legislature enacted Act 86, which transferred
cerfain lands at Kewalo Basin and Fort Armstrong under the jurisdiction of the Harbors
Division to the Hawaii Communily Development Authorily (HCDA), a state agency which
oversees the development of the Kakaako Community Development District (District).

Approximately 73 acres of the Harbors Division's land was transferred to HCDA under Act
86. Act 86 provides for HCDA to ensure due and adequate satisfaction of provisions for any
covenant between the Stale or any county or any department or board thereof and the
holders of bonds issued by the State or such county, department or board, if any.
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NOTE R - TRANSFER OF LAND TO OTHER STATE AGENCIES (Continued)

As part of HCDA's development of the Disfrict, two structures from which the Harbors
Division received revenue were demolished and the land improved. The Harbors Division
expects to enter info negotiations with HCDA regarding the revenues lost due to the
demoiition of those structures, and potential revenue losses as the development of the
District progresses. Besides revenue losses, the Harbors Division expects to enter
negotiations regarding leases, securily, maintenance and repair of facilities, and capital
improvement projects. The Harbors Division continues to operate the harbor facilities at
Kewalo Basin and Fort Armstrong pending completion of the negotiations. Additionally, the
Harbors Division expects {o continue operating Kewalo Basin based on its discussions with
HCDA.

NOTE S - KAPALAMA LAND DEVELOPMENT

In 1883, the State issued a request for proposals {RFP) to have a private developer develop
a portion of the former Kapalama Military Reservation. Negatiations were conducted with a
developer, but were terminated and the State plans to issue another RFP. The future
development of the area is under study, and therefore, the effect on the Harbors Division is
uncertain.

NOTE T - ARBITRAGE

The Harbors Division is required to annually calculate rebates due to the U.S. Treasury on
the harbor revenue bonds issued from 1986. In accordance with the requirements of Section
148 of the Intemal Revenue Code of 1986, as amended, rebates are calculated by bond
series based on the amount by which the cumulative amount of investment income exceeds
the amount that wouid have been earned had funds been invesled at the bond yield. In the
opinion of management, rebates payable as of June 30, 2003, if any, are not material to the
financial statements. Accordingly, no rebates payable have been recorded in the
accompanying financial statements.

NOTE U - CONTINGENCIES

Environmental issues. The Harbors Division is subject to laws and regulations relating to
the protection of the environment. Migration of contamination from the Nimitz Mighway area
to the Harbors Division's property in the Honolulu Harbor area from Piers 19 to 38 was
discovered during the fiscal year ended June 30, 1996. The Department of Health
conducted ssveral studies of the contaminated area from 1997 to 1998. Resulis of the
studies were inconclusive. The Harbors Division has not been identified as a potentially
responsible party.
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However, the Harbors Division entered into an agreement with the Department of Health
and other third parties fo share in the responsibility for remediation of the contaminated
property with all parties to the agreement. The Marbors Division is unable to estimate the
potential cost of remediation. Accordingly, no estimate of loss has been recorded in the
accompanying financial statements.
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Department of Transportation
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CASH AND CASH EQUIVALENTS AND INVESTMENTS IN TIME CERTIFICATES
OF DEPOSIT AND REPURCHASE AGREEMENTS OF THE PUBLIC UNDERTAKING
June 30, 2003

Unrestricted cash and cash equivalents L 90,878,197
Restricted cash and cash equivalents
For consiruction 31,838,432
For matured revenue borkds and interest coupons payable 311,100
For general obligation bond debt service payments - 254 215
For revenue bond debt service payments 13,854,618
For insurance deductibles 887,765
For security deposits 2,500,658
For payment to the Department of Budget and Finance 9,999,803
59,656,681
Total $ _150,534,878
With Director of Finance, State of Hawaii $ 150,208,278
With fiscal agents 311,100
On hand 15,900
Total $ 150,534,878
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State of Hawaii Schedule 2
Department of Transportation
Harbors Division
CONSTRUCTION IN PROGRESS OF THE PUBLIC UNDERTAKING
Fiscal Year Ended June 30, 2003

Additions by Source of Funds

Harbor Harbor
Balance, Special Revenue Capitalized Transfer Balance,
Project June 30, 2002 Fund Bonds Interest Out June 30, 2003
Statewide:
Statewide passenger terminal facility $ 547,931 § - 5 - % - § 547931 § -
Statewide surveying 38,651 - - -- 38,651 -
Statewide removal of architectural barriers 510,330 117,585 == 17.886 179,888 465,913
Statewide harbors environmental services - 62,332 -- ~- 62,332 --
Honolulu Harbor:
Lead paint and asbestos study 188,527 - - 8,397 - 196,924
Sand Island tunnel feasibility study 978,099 - - 11,148 - 989,247
Piers 24-29 shed demolition and site improvement 1,658,769 350 548 80,539 - 1,740,208
Fuel Pier construction and utility 24 537 - - 1,088 25,625 -
Sand Island container yard reconstruction 1,940,943 82 - 87,580 - 2,038,605
Harbor planning 231,147 - - 11,080 - 242,227
Domestic commercial fishing village 12,437,503 4,834 - 581,582 4,814,634 8,209,285
Petroleum, oil and lubricant remediation study 523,468 187,542 - 29,658 - 740,668
Piers 36-38 environmental remediation - 32,570 - 163 - 32,733
Demolition of storage tanks 97,416 1,197 - 4,745 : - 103,358
Pier 19 ferry and cruise passenger terminal 1,736,564 3,515,132 - 69,222 - 5,320,918
Pier 2 cruise ship terminal 691,087 1,277 - 36,364 - 728,728
Keehi Industrial Park development plan - 9,024 - - 9,024 -
Keehi Industrial Park drainage improvements - 7,184 - 199 - 7,383
Risk assessment for Pier 29 -- 22,485 -- 623 - 23118
Sand Island container yard light pole improvements 166,071 2,552 - - 168,623 --
Piers 16-17 electrical panel replacement 6,130 - - - 6,130 --
Pier 39 sprinkler and landscaping installation 1,685 - - -- 1,685 -
Replace air conditioning at Oaht District Office - 3,108 - - 3,108 -
Pier 51 waler lina replacement 152,094 - -- - 152,094 -
Risk assessment for Piers 36-38 124,218 248,656 - 13,259 - 386,133
Pier 11 vehicle barriers - 13,723 - 374 -- 14,097
Piers 1-2 substructure barrier - 17,524 - 476 - 18,000
Aloha Tower lighting improvements 54,183 38,396 - - 92,579 -
Navigational improvements 587,316 - - - 587,316 -
Sand Island stevedore driveway access and parking 166,167 42,223 -- 843 209,233 -
Bullrail installation 25,749 382,248 - 11,969 - 419,966
Concrete column base Improvements at Pier 10 111,227 - - - 111,227 -

Balance forward $ 22999812 $ _ 4710034 % 548 § 977,185 §$ _ 7,010,080 $ 21,677,509
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Harbors Division
CONSTRUCTION IN PROGRESS OF THE PUBLIC UNDERTAKING
Fiscal Year Ended June 30, 2003
Additions by Source of Funds
Harbor Harbor
Balance, Special Revenue Capitalized Transfer Balance,
Project June 30, 2002 Fund Interest Out June 30, 2003

Balance carrled forward 3 22099812 § 4710034 548 8 o977 105 & TN10080 § 21,877 50%
Honclulu Harbor:

Bulkhead improvements at Piers 25-28 20,101 233,147 - 9 e 253,257

Pigr 32 shed wall improvemnent §7,860 30,803 - - 88,563 -

Environmentat invesligation near Pier 32 4,342 1991 - 288 - 6,622

Concrete improvements at Pier 11 ramp 38,528 152,952 - - 191,480 -

Dredge Ewa end of Pier 51A 135015 16,399 - 7,708 - 159,122

Video monitoring system 88,119 4,520 - 3,851 e 77,490

Security surveillance system - 38,235 - 1,054 - 39,280

Relamp floodiights at Piers 51-53 114 84,602 - - - 84,806

Pile improvements at Pier 2 - 142,622 - - 142,922 -

Pile improvements af Pigr 40 a7o 612 - 3 - 085

Reroof Pier 40 office building 103 34,730 - - - : 34,833

8ite survey and instaltation of confrols o 869 e - - 0689

Replace lift station at Pler 27 - 347 - B - 353

Pavemeant improvements at Fort Armstiong - 2,062 - - — 2,082
Kewalo Basin:

Cuatwalk replacement - 1,378 - - 1379 -

Electrical improvements 103,533 365 - - - 103,828

Demolition of former GRG Enterprise 78,480 5,804 - 4372 - 88,746

Electrical padestal improvements at Piers Aand 8 195 306,783 e - 305,978 -
Barbers Point Harbor:

Deep Draft Harbor improvemenis 18,621,635 628,625 - 993,845 11,882 20,233,323

Replace bulireils st Plers 1,54 8 02,387 - - - 90,137 2,250
Kahului Harbor:

Kaumalapau Harbor survey 978 - - - 978 -

Pier 1A cruise terminal development pian - 5832 - - 5,932 -

Cargo yard expansion 297,848 - - 12,387 - 310,235

Drainage master plan 107,806 - - 5,658 - 113,464

Environmental assessment master plan = 51,600 - 1,385 - 52,985
Batance forward $§ 42628026 % 6455123 % 548 § 2007862 $ 7849331 § 43,242 228




State of Hawaii Schedule 2
Department of Transportation (Continued)
Harbors Division
CONSTRUCTION [N PROGRESS OF THE PUBLIC UNDERTAKING
Fiscatl Year Ended June 30, 2003
Additions by Source of Funds
Harbor Harbor
Balance, Special Revenua Capitalized Transter Balance,
Project June 30, 2002 Fund Bonds Interast Qut June 30, 2003

Balance camied forward $ 42628026 § 64585123 § 548 % 2007862 § 7849331 § 43,242,228
Kahului Harbor:

Prer 2 fender system - 881 - - - 861

Pier 2 substructure improverments e 321,085 - e 252,321 68,764

Pler 1 improvements 5,283,700 15,578 4,787,372 411,605 - 40,498,255

Pier 3 container vand reconstruction 255,183 428,315 - 24,882 - 708,380

Pigrs 2 and 3 yard pavement 120 - - - 120 -

Wharf Street shed renovation 2879 - - - 2878 -

Navigational study 54,0860 - - 2,770 - 56,830

o Puunene yard puvement 98,486 ot - - 99 486 -
~ Siding replacement at Pier 1A shad 2,074 181,861 w o 183,955 -

Upgrade perimeter fencing - 7.536 - 188 - 7.724
Kaunakakai Harbor: -

Bulirail installation 10,373 108,661 - 3,208 123,302 -

Substructure improvements - 6,537 o 37 - 6,514
Hilo Harbor:

Hile Harbor improvements 380,155 376,930 - 24,514 184 883 577,516

Pave former molasses tanks area near Pler 3 1,295 267 9,229 - 34,094 1,330,580 -

Pier 1 fender system improvements 145,713 - - - - 145,713

Pier 1 shed waterline improvements -- 185 - - - 185

Piers 1-2 roll up door improvements 1.381 105,428 - 15 106,834 -

Pier 3 breasting doiphins and catwalks 263,151 36,666 - 15,189 - 315,018

Pier 3 pile improvements - 100,312 - - - 100,312

Bullrait instaliation 12,681 67,749 - 2,511 - 82,941

Replacement of timber fender system at Pier 1 31 8,218 - - 8,250 -

Lipgrade parimeter fencing - 13,757 - 369 - 14,126
Kawaihae Harbor:

Pave barge lerminal area - 7,853 — - 7,853 -

Fender system improvements 124,966 115,386 - - 240,352 -

Pile improvemanis -~ 88337 - - - 86337
Balance forward $ 60530836 $ 8454628 § _4.782920 $ _2527314 § 10307036 $ ___ 55911762
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State of Hawaii

Schedule 2

Department of Transportation {Continued)
Harbors Division
CONSTRUCTION IN PROGRESS OF THE PUBLIC UNDERTAKING
Fiscal Year Ended June 30, 2003
Additions by Souree of Funds
Harbor Harbor
Balance, Special Revenue Capitalized Transter Balance,
Proiect June 30, 2002 Fund Bonds Interest SO June 30, 2003

Balance carried forward $ 50530036 $ BAS4B28 5 4787920 $ 2527314 3 W,307038 9 55,911,762
Nawiliwili Harbor:

Pier 3 improvements 38,775 - - - 34,368 2407

Pier 2 shed siding improvemants 3915 111,852 - - 115,767 w

Environmental risk assessment 34,542 1,435 - 1,811 - 37,788

Pier 2 extension 344 350 2,146 - 18,549 - 365,045

Bullrail instaliation 11,649 300,741 - 8,920 - 321,310

Pier 3 shed roof improvements 48 22,851 - - - 22,899

Retamp floodlights - 145,142 - 30 - 145,172

Upgrade perimeter fencing — 7,922 - 212 - 8,134
Port Allen:

Replace siding 281 18,229 - - - 18,510

$ LO0971,396 5 Q0640468 § _4787.920

$ 2566836 § 10480711 3




State of Hawaii Schedule 3
Department of Transportation
Harbors Division
GENERAL OBLIGATION BONDS OF THE PUBLIC UNDERTAKING

514

June 30, 2003
State of Hawail Original Balance, June 30, 2003
General Obligation Date of Last installment Amount of Amount
Bonds Bonds Due Date Interest Rales Issug Repaid Current Noncurrent Total
Series BW March 1, 1992 March 1, 2012 515-640% § 12870 § 5721 § - 3 5004 $ 5,004
Series C! November 1, 1993  November 1, 2010 4.00- 5.00% 160,901 75,096 10,728 75,078 85,806
Sefties CS April 1, 1938 April 1, 2009 5.00 - 5.25% 64,631 7,866 8,301 48,443 56,744
Series CW August 1, 2001 August 1, 2015 3.40 - 5.50% 737 - - 737 737
Series CY February 1, 2002 February 1, 2015 3.60-5.75% 1,481 - -- 1,481 1,481

§ 240620 § 88,683 $ 19029 § 130743 § 149,772
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0s

Refunding issue of 1993
Issue of 1994
Issue of 1997
issue of 2000
Issue of 2002

State of Hawaii Schedule 4
Department of Transportation
Harbors Division
REVENUE BONDS OF THE PUBLIC UNDERTAKING
June 30, 2003
Final Qriginal
Redemption Amount of Balance, June 30, 2003
Date Interest Rates fssue Current Noncurrent Total
July 1, 2008 4.50 - 6.40% 16,625,000 § 2,450,000 $ 5,760,000 8,210,000
July 1, 2024 5.50 - 68.25% 54,010,000 4,560,000 45,765,000 50,325,000
July 1, 2027 3.95 - 5.75% 56,290,000 915,000 53,400,000 54,315,000
July 1, 2029 4.50 - 6.00% 79,405,000 3,970,000 68,285,000 72,255,000
July 1, 2018 3.00- 5.50% 24,420,000 3,780,000 20,300,000 24,080,000
$ 230,650,000 & 15675000 § 193510000 $§ 209,185,000




State of Hawaii Schedule 5
Department of Transportation
Harbors Division
OPERATING REVENUES OF THE PUBLIC UNDERTAKING
Fiscal Year Ended June 30, 2003

51

Amount
Services:
Wharfage $ 33,840,907
Passenger Debark/Embark 3,914,173
Dockage 4,339,423
Demurrage 1,028,037
Port entry 055,139
Mooring charges 1,059,024
Cleaning wharves 122,339
Other 37,554
Total services 45297 596
Rentals:
Wharf space and land 18,456,377
Storage 2,642,392
Auto parking 1,197,126
Pipelines 1,890,253
Total rerdals 24,195 148
Others:
Sale of utilities 536,804
Miscellaneous 73,780
Total others _ 610474
$ _70,103.218



State of Hawaii

Department of Transportation

Harbors Division

Schedule 6

SELECTED OPERATING EXPENSES BY DISTRICT OF THE PUBLIC UNDERTAKING
Fiscal Year Ended June 30, 2003

District
Qahu Hawall Maui . Kauai Administration Total

Personal
services $ 5320732 % B63B72 § 630663 § 705342 § 3300738 $ 10,630,145
Harbor ,
operations 1,605,185 327,503 289,908 163,491 11,688,026 14,084,110
Maintenance 3,794,281 936,608 842,537 518,737 260,066 6,350,228
General
administration 151,599 28,598 23,807 34,873 1,639,001 1,878,278

$ 10880797 $ 1956781 § 1766912 § 1450443 $ 16887829 § 32942762

52



State of Hawali Schedule 7
Department of Transportation
Harbors Division
HARBOR REVENUE BONDS 1990 CERTIFICATE - MINIMUM NET
REVENUE REQUIREMENT OF THE PUBLIC UNDERTAKING
Fiscal Year Ended June 30, 2003

Net revenues, as defined by the 1990 Certificate:
Incorne from operations before depreciation $§ 32,983,909
Add:
interest income, exclusive of investment in direct
financing lease $ 3985819
State of Hawaii, surcharge for central service expenses 1,905,797
Cash available in the harbor reserve and contingency
account - 5,871,616

$ 38,855,525

Harbor revenue bond debt service requirements under the
1880 Certificate, including minimum sinking fund payments
during the current fiscal year $ 7,126,875

Ratic of net revenues to harbor revenue bond debt service
requirements ' 5.45

53



State of Hawaii Schedule 8
Department of Transportation
Harbors Division
HARBOR REVENUE BONDS 1997 CERTIFICATE - MINIMUM NET
REVENUE REQUIREMENT OF THE PUBLIC UNDERTAKING
Fiscal Year Ended June 30, 2003

Net revenues, as defined by the 1897 Certificate;
income from operations before depreciation $ 32,983,909
Add:
Interest income, exclusive of investment in direct
financing lease _ $ 3,965.819
State of Hawaii, surcharge for central service expenses 1,905,797
Cash available in the harbor reserve and contingency
account - 5871616

$ _38:855,525

Harbor revénue bond debt service requirements under the
1897 Certificate, including minimum sinking fund payments

during the current fiscal year % _19,651,608

Ratic of net revenues to harbor revenue bond debt service
requirements 1.98
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APPENDIX B

INFORMATION CONCERNING THE STATE OF HAWAII

The starstical information presented by this Appendix B is the most current information available to the State.
Because such information becomes available at different times, the daies of such information, as presented herein, are
not the sane.

INTRODUCTION
General

The State was admitied into the Union on August 21, 1959, as the fiftieth siate. | is an archipelago of eight
major islands, seven of which are inhabited, plus 124 pamed islets, totaling 6,425 square miles in Jand area, located in
the Pacific Ocean in the Northern Hemisphere, mostly below the Tropic of Cancer, abount 2,40 statute miles from Sap
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 Jargest Istand, with 4,028 square miles in area. The other inhabited Islands in the order of size are Maui, Oahu,
Kauat, Molokai, Lanai and Nithau, According ¢ the US. Census, the total populaticn of the State was 422,770 in
1940, 499,794 in 1950, 632,772 n 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 ihe Union as of 2008. The City and County of Honoluju
consists of the Island of Oahu (plus some minor islets) with a land area of 599.8 square miles. The capital of the Siate
and the principal port are Tocated on Qahu. According to the 2000 ULS. Censuos, abowt 72.3% of the population of the
State lives on Oahu. Hawaii’s population shows greater ethnic diversity than other states because it is descended from
immigrants from the Far East as well as from Eorope and the mainland United States. The 2000 U5, Census indicated
that about 41,6% of the State’s population is of Asian descent and about 24.3% of the State’s population is Caucasian.
Native Hawaitans and other Pacific Islanders constimte 9.4% of the population. The balance consists of other races,
such as African Americans and American Indians.

State Government

The Constitution of the State provides for three separate branches of government: the legislative, the executive
and the judicizl The legislative power is vested in a bicameral Legislature comsisting of a Senate of wenty-five
members ciected for four-year terms and a House of Representatives of fifty-one members elected for two-year terms.
The Legislature convenes annually. The execuntive power is vested in a Goveroor elected for a four-year term. In the
event of the absence of the Governor from the State, or his inabihity to exercise and discharge the powers and duties of
his office, the Lieutenant Governor, alsc elected for a four-vear lerm, serves as the chief executive. Under the
Constitttion, the judicial power is vested in a Supreme Court, one intermediate appellate court, circuit courts, district
courts, and such other courts as the Legistature may from lime to time establish. Porsuant to statute, the Legislature has
established four circuit courts, four district courts and an intermediate appellate court.  The executive and
administrative offices are limited 1o not more than twenty principal departments under the supervision of the Governor,
The executive functions have in fact been grouped into cighteen departments. The heads of the departments are
appointed by the Governor with the advice and consent of the S8enate and hold office for a term to expire with the werm
of the Governor, The Department of Budget and Finance is one of the principal departments permitted by the
Constitution of the Siate, with the head of said department being designated as the Director of Finance, Under the
general direction of the Governor, the Department of Budget and Finance administers the State’s proposed six-year
program and financial plan, the State budget, and fmancial management programs of the Suate,

The Counties and Their Relationship to the State

There are four counties in the State, being the City and County of Honoluly, the County of Maui, the County
of Hawaii and the County of Kauat, and one quasi-coonty, Kalawao. Each of the counties has a separate charter for its
government each of which provides for an glected 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 municipaitties, school disiricts
or townships. The Blate government of Hawaii has total responsibility for many functions which in most other parts of
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the United States are performed by or shared by Jocal governments. For example, the State pays all costs i 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.

GENERAL ECONOMIC INFORMATION
General

Certain of the following material pertaining to economic factors in the State under the captions “State of the
Economy™ through and including “Table B-10" has been excerpied from the March 2004 Quarterly Statistical and
Economic Report (“QSER™ prepared by the State of Hawaii Department of Business, Economic Development &
Tourism (“DBEDT) and may be found at hitp//www. hawaii.govidbedt/qsr/603/index.html. Unless otherwise siated,
the following information is historical; estimated figures are used only when the definitive figures are unavailable.
Unless otherwise specifically stated, all references to years and guarters in the following information are to calendar
vears and calendar quarters, respectively, The text refers to certain enumerated tables found under “GENERAL
ECONOMIC INFORMATEON.” Following desceiptions of the various compenents of the State’s economy and
DBEDT s cutlook for the economy, there is a brief description of the impact of these components on the State’s fiscal
position.

DBEDT s current forecast for real Gross State Product (“GSP™) (the value of all goods and services produced
and consumed within the State adjusted for inflation) growth in 2004 is 5.0%. In real terms {(adjusting for inflation),
DREDT estimates that 2004 GSP growth over 2003 will be 2.6%.

State of the Economy

Despite a concrete strike which hampered construction in February and March, Hawail’s economic condition
continues o show underlying strength. Investment in comstruction and real estate was providing strong support for
growih and, with the sirike now resolved, that sector is expected to provide even more stimulus to the economy, as the
industry struggles to caich up. The Mainland U.S. visitor markets made up the difference for the ongoing weakness in
international arrivals. Jobs and personal income are growing at healthy rates. This positive view of Hawail’s
underlying economic strength is also supported by increasingly optimistic projections for the LS. and Japanese
£CONomies.

The number of wage and salary jobs was up 9,000 or 1.6% for the fourth quarter of 2003 compared to the
fourth quarter of 2002, Ar an average of over 383,000 jobs, there were more jobs in Hawail in the last quarter of 2003
than in recent history. Jobs were up most notably in Food Services, Health Care, and Constroction, gach with an
increase of at least 1,500 jobs.

Nominal personal income rose 4.8% in the second quarter of 2003 comgpared to the second quarter of 2002, the
period for which the most recent data are available. Other labor income showed the highest rate of iocrease (10.0%)
followed by Proprietors’ inconre (8.4%), Wages and salaries (4.9%), and Transfer payments {(6,1%). Dividends,
interest, and rent declined 0.5%, Almost all sectors saw vear-to-vear quarterly increases in sarnings with the exceplion
of Manufacturing and Information.

Tax revenues distributed to the State gencral fund increased 3.9% for the fourth quarter of 2003 compared o
the fourth quarter of 2002, Revenues from the general excise and use tax increased by 6.8%, while net individual
income tax increased by 9.3%, and net corporate income taxes decreased 62.0%. Traasient Accommodations Tax
{TAT) revenues increased 3.3%.

The number of visitors arriving by air increased 0.4% comparing the fourth quarter of 2003 to the same
guarter in 2002, Domestic arrivals were up 3.2% while imernational arrivals were off 53.0%. Hotel occupancy rates
increased from 67.1% in the fourth guarter of 2002 w0 71.3% in the fourth quaner of 2003.


http://www.hawaii.gov/dbedtlqsr/603/index.html

Indicators of Hawaii's construction indusiry activity were down from some earlier peaks for the fourth guarter
of 2003, but levels were still relatively high and there are positive signs for the futore, once the cuvrent labor dispute is
setiled. The contracting tax base decreased by 2.4% in the fourth quarter and private building authorizations were
down 8.5%. Government contracts awarded increased 17.6% and jobs in the construction industry were up 5.5%.

Hawaii bankruptcy fiings, which decreased 11.8% in the fourth quarter of 2003, reflected the eighth
consecutive quarter of decline for bankruptcy filings in Hawaii.

Outlook for the Economy

The quarterly forecast for Hawali’s economy continues 1o anticipale solid growth for tourism, personal
income, and wage and salary employment for 2004. Honolulu consumer prices, however, are expecied 1o be higher in
2004 than carlier foreeasted. In addition, some recent sluggishness in recovery of the Japan visitor market resulted in
slightly lower expectation for other economic measures in 2004 and beyond.

In February, a strike of the two major concrete producers in Hawaii postponed most construction around the
state. However, the stnke was settled recently, and the current forecast reflects the expectation that most of this
construction can be made up.

In recent quarters, Hawaii’s employment and personal income growth rates were higher than those for the U.S.
economy as a whole. The combined effects of the partial recovery of Hawait's visitor sector, increased federal
government spending, and ongoing construction investment are widely held to be responsible for Hawali’s current
economic health. Going forward, however, it is expected that Hawaii's future economic growth will be more moderate.

The level of Hawai's economic growth also depends on the condition of the mainland U.S. and Japano
economies. The March 2004 Blue Chip Ecenomic Consensus Forecast expects real GDP growth in 2004 of 4.7% for
the U.S. and 2.8% for Japan. Growith in 2005 is expected to be 3.8% for the U.S. and 2.3% for Japan. The expectation
for consumer price inflation nationally is expected to be a slightly higher, 1.8% in 2004 and 1.9% for 2005. Japan has
been showing impressive growth recently, although uncentainly related to the massive, non-performing debt held by
Japanese banks is still a cloud over Japan’s fature economic growth.

Based on current conditions, visitor days in 2004 are expected to increase 4.0%, down from the 5.1%
expectation of the previous forecast. Visitor expenditures are now forecast to increase 6,.3% (vs. 7.5% in December)
and visitor arrivals are expecied to increase 5.2% (vs. 6.0% in December). In 2005, visitor arrivals, visilor days, and
visitor expenditures are predicted to increase 3.5%, 2.8%, and 5.1%, respectively, followed by moderate increases in
2005 ang 2006,

The U.5. Burean of Economic Analvsis’s estimate of Hawaii’s nominal {current dollar) personal income
growth was 4. 8% for the third quarter of 20073 over the same period of 2002, A projection closer 1o this level for 2004
is now felt to be more realistic than the 5.5% growth rate previously forecast. The decreased resl personal income
growth rate for 2004 is the product of reduced expectations for nominal growth and recent increases in the Honolulu
CPL

Likewise, the 2004 forecast for total wage and salary jobs growth has been reduced from 2.0% 10 1.5% due to
the iess optimistic visitor forecast and the recognition that the 2003 hiring pace was unusually rapid. Job growth in
2005 is now projected to be 1.3%.

The forecast of Hawaii’s inflation rate for 2004 has been increased slightly in response 1o the 2.9% Honolulo
CPI rate reported Tor the second half of 2003. The housing and transportation price pressures feli in the second half of
2003 are projected (o continue into 2004,



Information On Employment, Wages And Salaries, Tax Revenues And Tax Base

Table B-1

SELECTED ECONOMIC ACTIVITIES: STATE

_ A" OUARTER 7003 YEAR TO DATE
% CHANGE % CHANGE
UNIT NUMBER YEARALO  NUMBEE  YEARAGO

Civilian Labor Force™™ .........ooomnicioore i Persons 626,550 1.7 618,300 6.2
Civilian Employment Persons 599,630 A 391800 6.2
Civitian Unemployment .....ccovcvvenn Vet rseetesens Parsons 26,900 226 26,300 7.1
Unemployment Rate ..o & 4.3 0.5 4.3 0.0
Total Wage & Salary Jobs™............. .. Jobs 583,158 1.6 574,400 1.8
Total Non-Agriculture Wage & Satary'! .., Jobs 376,130 L& 567,300 L9
Natural Resources, Mining, Construatlon Jobs 28,550 55 27,900 7.3
ManufacturiBg e s i Jobs 15,000 0.3 14,800 -2.3
Transp., Wamheusmg, !nformmmm Utilities....... Jobs 26,900 0.2 26,800 L7
Wholesale Trade... . Jobs 16,950 1.5 16,750 2.1
Retail Trade....cvvinnrer Jobs 66,730 1.9 64,450 G.7
Financial Activities fobs 28,600 1.6 28,350 22
Other Services Jobs 24,450 2.3 24,200 21
Food Services and Drinking Places Jobs 52,550 15 51,750 28
COVETHIIRIL . ecorcr cvrsns ceems cvenn s crnes snaens Tobs 121,850 0.2 119,156 1.0
State Iobs 72,330 2 70,600 0.6
Federal Jobs 31,800 0.3 31,650 i3
LOGAE e eerecer s renemrrans crvsmsrece sheens Jobs 16,930 03 16,950 -1.2
Agriculture Wages & Salaries 7,050 2.8 7,100 1.4
State General Fund Revensgs.. .. ccnccinicccnnacenccen 86,513 19 3211431 3l
Transient Accommodations Tax.... 37,963 13 174681 5.8
General Excise And Use TAX o onene v - 438,113 6.8 1,820,498 8.4

Notes: (1} Labor force and jobs based on monthly rounded data were rebenchmarked in Aprif 2003,

{2} Change represents absoluie chanpe in rates rather than percentage change i rates.

Hawaii Stare Department of Labor & Industrial Relations; Hawaii State Department of Taxation; and Smith Travel Research,
FricewaterbouseCoopers LLP. Complied by Haweit State Business Evonomic Devetopment & Tourism Plonsing Information System.

Sources:

Key Economic Indicators

Table B-2
ACTUAL AND FORECAST KEY ECONOMIC INDICATORS
FOR HAWAIZE: 2002 TO 2007

2002 % 26803 % 2084 % 2005 % 2006 % 2007 %
Econsmic Indicators Aptnal  Chamgr  Actuml  Chaonge Forecast Change Enreeast Change Forecast Change Forecast Change

Total population {in thoosands). ... 12370 104 12498 i41 12617 i.0 12746 10 1,287.8 10 1,301.0 1.0
Visitor apivals {(in thousands)......ceeee e BAILE 1.8 54022 0.8 B,736.7 32 489605 35 7,139.7 24 73130 24
Visitor expenditures {in million dollars) .. GBI &7 10,4600 47 1L 635 11,7084 31 22318 43 12,7774 45
Honolalu CPI-U (1982-84=100) cccvine H 1K 11 845 23 885 2.2 192.3 20 1962 2D 2003 2.1
Personal income {in million doflars) ... e 313970 30 39.0%48p 48p 411740 51 43,2327 50 45,178.1 45 47,2563 4.4
Rea! Personal income ($1994 million)..... . 354058 i3 362458p Z4p 37203 28 338 2.5 383110 25 43738 24
Totat wage & salary jobs (in thoasands) .......... 362.6 a0 5747 2.1 3830 1.3 5906 L3 5977 iz 604.3 Li
Grass state product (in million doliaes)............ 451332p 47p 480409p S50p 304430 30 RIEGAZ 48 330960 46 578396 46
Real gross state product {in $1996 million}...... 3Roasp 2T7p 4L0297p 2Bp 420840 26 431036 24 44,0727 22 450635 22
Oross state product defiator {1996=100.......... iM7p 139p 1i7ip 2.ip 198 23 1226 2.3 1255 23 1284 23

p Preliminary.

1/ DBEDT estimate. U.5. Census Bureau is currently reviewing its Hawail estimaes.
Source: Hawaii State Department of Business, Economic Development & Tourism, June §, 2003,
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Labor Force and Jobs

During the fourth guarter of 2003, total wage and salary jobs increased by 1.6% or 9,000 jobs from the fourth
quarter of 2002, for an all-time high total for jobs in Hawaii. For the year 2003, the annual average number of wage
and salary jobs was 574,000, up 1.8% over the 2002 anmal average.

Most private sector indasiries showed positive job growth both for the fourth guarter of 2003 and for 2003 as a
whole. The six private sector industries that reported increases of more than a thousand jobs between the fourth
quarters of 2002 and 2003 were Food Service and Drinking Places (1,800 jobs or 3.5%), Natural Resources, Mining
and Construction {1,500 jobs or 5.5%), Health Care and Social Assistance (1,500 jobs or 2.9%), Retail Trade (1,250
jobs or 1.9%), Professional and Business Services (1,100 jobs or 1.6%), and Educational Services (1,100 jobs or 8.7%).

Private sector jobs that declined during the fourth quarter of 2003 were Information (1,350 jobs or -11.9%},
Transportation, Warehousing and Utilities (50 jobs or -0.2%). and Agriculture {200 jobs or -2.8%).

Based on the annual average jobs for the year 2003, the sector that gained the most jobs was Professional and
Business Services with 2,350 followed by Natural Resowrces, Mining and Construction with 1,900 more jobs than the
average for 2002,

Owerall, in the government sectors, the nomber of jobs increased 0.2% for the fourth quarter of 2003, Federal
government jobs rose (.5% over the fourth quarter 2002 level, while Siate government jobs increased by 0.2% and
local government jobs decreased by 0.3%. For all of 2003, Federal government jobs were up 3.3%, State jobs were up
0.6%, and Local Government jobs declined 1.2%.

Hawaii's civilian employment stood at 599,650 in the fourth quarter of 2003, This figwre is a recent re-
gslimate by the Department of Labor and Industrial Relations and is not comparable with the estimate for the fourth
guarter of 2002 which has not yet been “re-benchmarked.” The same is true for the re-estimated total labor force of
626,550.

Table B-3
CIVILIAN LABOR FORCE AND EMPLOYMENT
{in thousands of persons)
% Change % Change Civilian
Civilian Civilian Civilian Civilian Unemployment
19%4 580.2 -LO 545.0 -2.8 6.1
1993 5764 0.6 5427 -4 38
1996 5934 30 555.8 24 6.4
1997 5947 0.2 556.7 0.2 6.4
1908 594.4 -f.1 3572 0.1 632
1999 3928 0.3 3596 G4 5.6
2000 3914 4.2 566.2 1.2 4.3
2001 5914 0.0 564.2 0.3 4.6
2002 582.2 -15 5375 -12 43
2003 6183 6.2 391.8 6.2 43

Nete: Data from 2000, 2001 and 2002 were rebenchmarked by DLIR.
Source: Hawaii Sigte Department &f Labpr and Industrial Relations.

Income and Prices

Personal income continued (0 grow at a positive rate during the third quarier of 2003 (the period for which the
latest data are available from the Bureau of Economic Analysis) measured over the third quarter of 2002,
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Nominal personal income, not adjusted for inflation, rose $1.8 biflion, or 4.8% in the third quarter of 2003
compared to the third quarter of 2002. The wage and salary component grew by about $1.0 billion, or 4.9% in the third
quarter of 2003. Wages and salaries accounted for aboui 36% of personal income.

Other labor income, consisting of employer payments to retirement plans, privaie group health insurance
plans, private workers’ compensation plans, and other such benefits, increased by $342 million, or 10.0% in the third
guarter of 2003 comparad 10 the same period in 2002, 7

Proprictory’ income, the income most closely related to entrepreneurial activity, grew by $250 million, or 8.4%
in the third quarter of 2003 compared to the third quarter of 2002.

Dividends, interest, and rent declined $3% million, or -0.5% in the third quarter of 2003, Transfer payments,
consisting largely of retirement and medical payments, grew by $289 million, or 6.1% for the quarter. Personal
contributions to social insurance, payments subtracted from personal income, increased $84 million, or 5.4%,

Earnings mcreased across almost all private sector industries between the third guarter of 2002 and the third
quarter of 2003. In dollar terms, the largest increases came in Health Care and Social Assistance followed by
Professional and Technical Services, Accommodation and Food Services, and Retail Trade. Eamings increased by
6.9% in the public sector, largely due to the 84% or 3574 millicn increase in the State and Local Government
component.

Hawaii's inflation rate increased faster than expected in the second half of 2003 after several years of
unusually low inflation. In that half, the Honolulu Consumer Price Index rose by 2.9% compared to the same period ia
2002. This was higher than the 2.0% wnflation experienced on the Mamland during the period. The magnitude of the
merease was driven by the Housing component and the Transportation component, wiich increased 3.2% and 4.5%,
respectively. The average annual CPI was up 2.3% both for the 1.5, and Hawaii in 2003,
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Table B4
PERSONAL INCOME FOR HAWAII BY MAJOR SOURCES
{in millions of dollars at seasonally adjusted annual rates)

Percentage Change
Third Quarter Third Quarter 3™ Quarter 2002 o
Serles 2002 2003 37 Qi 2003
Derivation of Personal Income

Wage and salary disbBISEITERLS v ceervs e 20,926 21,953 4.9
Plis: Other 1abor INCOME ..o cceniecciinsnin e e srnerssssaennar 3420 3,762 00
Plus: Proprietors” income ..., ST 2.973 3,223 84
Less: Personal contribution far socm] INSUTANCE . emnnrcrrvrnes 1,355 1639 54

Dividends, iNEETESE, FEML..... v iise e ccrirerssinssssersomarrscosesasvassen 7,108 T.061 3.5 N

Transfer PAYIMEHES .o vis vt reresrrrssss soesrmsanenecns 4,707 4,995 6.1 L
Persamal INCOME .. cmer s cccs e covrresseceesnmecsn s sesnsaressssasnns 37,370 39,3558 4.8
Eamings by Indiz:&ir‘y 27,318 28,938 5%
Farbt v e snas 203 246 212
efsfarm 27115 28,692 38
Privaie .. - 18,759 19,762 53
Agnculture f@festry, ﬁshery, omer 50 50 0.0
Mining ... 51 57 18
VOIS accr e errrnr i ree s aversscrnnesmsasmasassrsaressancsrvrmessasscres 212 224 5.7
CONBIIIICTION 1eteesesveremcieinsse ereasotbss ssseammesssass et mrmsvatases 1,812 1,80 44
Manufactiring oo esesvrnncrsneer s 616 600 26
Transportation and Warchousing. ..cooco. 1,107 1,119 il
Wholesale Tade ... et Fo4 RO7 36
Retail amde oo ecvnreeeeiveirs e ey errma s e e 1,547 2,047 5.1
Fiance, ISuranee e ecn s isioesecsssnssan 980 1,049 1.0
Professional and Technical Services 1749 1,870 69
Government and SOVEIMIMIERE SIHETPHISES . oo rarens 8,356 8,930 69
Foderal, CvIAR o.viiveiinecine s crssocenseervnse st ere s crvares 2,092 2,276 8.8
Federal, military 2818 3,026 37
State and I0CHY .o e s e s et eres 3,347 3,628 8.4

Source: V.8, Department of Commerce, Burean of Economic Analvsis, State Quarterly Pevsonal Income, January 27, 2004, and
caldeulations by the Hawail State Deparimens of Business, Economic Development & Tourism,

Table B-5
PERSONAL INCOME
{in millions of dollars at seasonally adjusted annual rates)
YEAR ANNUAL AVERAGE % CHANGE '
1994 29,740 23
1995 30,202 1.6
1996 30,393 0.6
1897 31,218 27
1998 31,341 28
1999 32,624 25
2000 34,384 54
2001 35625 38
R 37.348 48
2003 39,355 4.8

f Percentage change from the samme period in previous year.
Source: U.8. Department of Commerce, Burean of Economic Analysis. State Quarierly Personal Income:
Jaruary 27, 2004 and whalations by the Hawai State Department of Business, Economic Development &
Tourigm.
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Table B-6
CONSUMER PRICE INDEX, ALL URBAN CONSUMERS (CPI-1)), AND
SELECTED ITEMS, FOR U.S. AND HONOLULU: 1994-2003
(1982-1984 = 10y

HONOLULU

Apparel Criher

Al Foud & & Medical Education Gonds &

Year U Iems  Beverspes Housing  Upkeep  Trass Care  Recreailon & Commy,  Serviesy
1994 148.2 164.5 1534 1716 187 156.4 206.0 [{MNA} (NA) 2086
1995 1324 168.1 15638 174.7 7.5 1624 2008 {NA) (NA) 2168
1996 136.9 1707 136.6 [76.8 118.3 167.0 215.0 {NAS (NA} 226.5
1997 1605 1718 1562 1771 117.3 166.2 217.3 {NA) {NA} 235.0
1998 163.0 17135 1591 176.0 112.2 [62.5 226.1 100.8 9491 256.1
1999 166.0 1733 162.9 17538 105.4 1622 2313 101.9 645 21546
2000 122 1763 164.8 1779 1135 169.6 2388 102.8 156.5 2797
2001 17714 1784 169.5 1791 H0L.0 174.5 ! 101.6 164.6 2893
2002 1799 {803 719 181.2 102.6 1708 i qa.8 197.8 3022
2003 184.0 184.5 1749 186.2 9835 176.4 ! 1604 1125 e

! No data were available or daia did not meet U.S. Bureau of Eabor Statistics’ publication criteria.
Source: U.S. Bureau of Labor Statisiics, February 20, 2004,

Tourism

Puring the fourth quarter of 2003, both the total number of visitor arrivals and the average daily visitor census
were up from the fourth quarier of 2002. Hotel occupancy rates also improved for the quarter. Visitor arrivals from the
U.5. Mainiand increased while arrivals from Japan deereased, reflecting the effects of unsettled international conditions
that continue to molivate many Mainland U.S. and Japanese travelers to vacation in their owa countries.

The total number of visiters arriving by air was up 0.4% in the fourth quarter of 2003 from the fourth quarter
of 2002. This is an Increase of 6,000 visitors compared with the fourth quarter of 2002.

The overall quarterly increase in arrivals resulted from a substantial increase in domestic arrivals that more
than offset a decrease in internstional arrivals.  Arrivals on domestic flights were up 3.2%, while the number of
travelers on intemational flights decreased by 5.0%. comparing the fourth quarter of 2003 to the fourth guarter of 2002.

Comparing the different major market areas, the U.S. West market produced 19,000 more visitors, or 3.3%
more than the fourth quarier 2002 w the fourth quarter 2003, Amvivals from the US. East also made a positive
contribution to growih, increasing 5.0%, or 17,700 visitors. The Japan market declined again, sending 3.9%, or 13,900
fewer visitors,

The total average daily visitor census was up 1,360 visitors per day or a 2.0% increase in the fourth quarter of
2003. This total increase was produced by an 4.0% increase in domestic visitors’ daily census, those arriving on flights
from U.S. Mainland airports, moderated by an 8.6% decrease for the intemational visitors’ daily census. The average
daily census reflects both arrivals and length of stay.

Hotel occupancy rates rose 4.2% from 67.1% in the fourth quarter of 2002 10 71.3% in the fourth quarter of
2003.
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Table B-7
VISITOR ARRIVALS '
Average Length of Stay, Visitor Days, Average Daily Census
(Percentage Change from the Same Period in Previous Year)

% % January - March %
Change Change Change
2001 2002 01-02 2003 p* 02-03 2003 p* 2004 p 03-04
TOTAL ARRIVALS
TOTAl i s s srernesrecnnennnens 0,303,790 6,389,058 14 6,345,209 -0.7 1,018,401 1,043,502 2.5
DOMESHE oot 4,224,321 4,358,850 32 4,498,655 32 661,573 708,503 7.1
TREernational ...t 2,079,469 2,030,208 -2.4 1,846,554 9.0 356,828 334,999 -6.1
AVERAGE LENGTH OF STAY
TOAL ...ttt 9.16 9.40 2.6 9.75 37 10,2 0.87 NA
PJOMESHIC e 10.20 10.50 29 10.82 3.0 11.70 10.82 NA
Tnternational ........ccoecviieeecvv e et e 7.05 7.04 -0.1 T.15 1.6 7.44 7.85 NA
VISITOR DAYS
TOMAl L. 3 1,100,242 60,068,620 4.0 61,888,312 3.0 10,399,111 10,299,386 NA
Domestic .....vevervnrenne . 43,108,798  45773,226 6.2 48,676,722 6.3 7,743,579 7,668,082 NA
International ............... 14,651,444 14,295,394 -24 13,211,591 -1.6 2,655,532 2,631,304 NA
AVERAGE DAILY CENSUS
TOAL <ottt et ere e e 158,247 164,572 29 169,557 3.0 176,256 171,656 7 NA
DOMESHIC v.cevericerrrsrirr e s srras s vns e venseeanas 118,106 124,061 5.0 133,361 15 “131,247 127,801 NA
International ........cc.ccoveiieereieceeeeeeee e 40,141 38,742 S35 36,196 -6.6 45,009 43,855 NA

" Staying overnight or longer.
p Preliminary

* Due to a revision in data processing methodology in 2004, 2003 Visitor Days, Average Length of Stay, and Average Daily Census are not comparable.
Source: Hawaii State Depariment of Business, Economic Development & Tourism.



Table B-8§
HOTEL QCCUPANCY RATE
{in percent)

Xear Firet Quarier Second Quarter Third Ouarter Fourth Quarter Angual
1994 809 2.7 9.1 748 6.3
1995 79.5 0.3 79.2 75.1 758
1996 319 72.3 77.1 0.0 752
1997 7%.5 70.8 755 9.9 739
1998 774 68.7 729 67.7 715
1999 770 67.7 7540 68.7 723
2000 792 5.2 783 3.1 760
2001 807 77 70.3 375 652
2002 7108 67.5 724 66.8 £9.3
203 74.6 6.6 776 71.3 2.3

Ouarterly averages are computed by Hawall State Depastment of Business, Econemic Development & Tourism from PKF-Hawaif
monthly averages through January 1995 and Hospitality Advisors LI monthly averages from February 1985,
Source: Hawail State Department of Business, Economic Devefopment & Towrism and PEF ~- Hawall and Hospitality Advisors LILC.

Construction

Some indicators of Hawaii's construction industry activity did not reach the high levels achieved in 2003 in
the fourth quarter this year, but levels are &till relatively high and there are positive expectations for the future, Both
contracting tax base and private building authorizations declined in the fourth quarter of 2003 compared with the same
quarter in 2002, but government contracts awarded are up and real estate sales and prices are still increasing.

The contracting tax base, which measures construction activity subject to the General Excise Tax {GET),
decreased 2.4% from the fourth quarter of 2002 to the fourth quarter of 2003, GET was paid on $1,095.1 million worth
of construction io the fourth quarter of 2003. The contracting tax base was up 6.1% from 2002 ro 2003.

Tota} private building authorizations were down 8.3% for the fourth quarter of 2003 from a year earlier.
Single-family unit authorizations were up 17.6%, but multi-family units authorized were down 79.5%. Honolulu's total
private authorizations were down by 23.9% from the fourth quarter of 2002, Hawan County suthorizations increased
26.2%, Kauai County residential permits were down 12.7%, and Maui permits were down 2.3%.

Government contracts awarded were up 17.6% from the fourth guarter of 2002 to the fourth guarter of 2003.
State Government Capital Improvement Project expenditures (CIPY were down 7.4% in the fourth quarter from the
fourth quarter of 2002, Most of the CIP expenditure was from General Obligation bond funds, but large shares were
also from Special Funds and Federal Funds,

Median sale price for both single family and condominium resales in Honolulu continued to increase in the
fourth guarter of 2003 over the fourth quarter of 2002. The single-family median value was up 14.0% to $399,000 and
the median Honolulo condominium price was up 13.8% to $18L000. The number of single-family units resold
increased by 8.6% while the number of condominium unit resales was up 21.8%.

Wage and salary jobs in the construction industry increased statewide in the fourth quarter compared to 2002.
Construction jobs were up 5.5% from the fourth quarter of 2002 to the fourth quarter of 2003. (The Natural Resources,
Mining and Construction jobs category published by the Department of Labor snd Industrial Relations is cwrrently 99%
construction jobs and 1% mining jobs.) Construction jobs grew in three of the four counties. City and County of
Honolulo construction jobs increased 6.4%, Hawaii County increased 10,1%, and Kaunai County construction jobs were
up 3.8%. Maui County construction jobs declined 6.3%.

The Honolulu Construction Cost Index for Single Family Residences rose by 1.9% in the fourth quarter of
2003, over the fourth quarter of 2002, while the comparable index for high-rise buildings rose by 2.3%.
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1904
1995
1996
1997
1698
16RG
2000°
2001
2000°
2003

leraetiﬁlg
33203
31333
3,285.1
25444
301640
29612
3,6813.5
3,766.4
42749
4,536.3
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L1270
-5.7
4.8
~10.4
-24
0.8
208
4.2
135
6.1

Table B-9
ESTIMATED VALUE OF COMPLETED CONSTRUCTION, NEW PRIVATE
BUILDING AUTHORIZATIONS, AND GOVERNMENT CONTRACTS AWARDED
{in mitfions of doMllars and percentage change from the previous period)

6.3
-29.3
806
~30.5
ila
-14.7
87
~11.7
73

Private Buliding Anthorizations’

Gaovi.

Privade Commersial Additionsy Eontracts
Authorizations % Residewtigl® % Iodvswinl’ % Allerations % Awarded %

1,629 7.1 Ra403 .4 33 202 3934 136 6930
15313 5.1 7435 -12.2 368.3 .5 4175 61 43902
1,1178 -27.0 487.0 -34.7 2528 «31.4 3784 9.5 #8535
§,178.2 5.4 3415 1.4 264.5 4.4 372 15 6158
10543 -10.5 4855 -160% 2086 =221 363.2 24 BRAS
13202 282 6288 293 3062 48.9 3RE3 6.l 5848
1,.512.6 146 800.1 27.2 246.2 «188 4662 211 gi09
15857 4.8 fE2.4 16.3 329.1 337 374.2 88 7157
14358 18 et I W1 2532 338 307.3 £%  HeR3
2,352.7 328 1330 0.0 5078 99.8 508.8 257 6634

! Formerly, “Vaiue of Construction Completed, " subject to revision by Hawaii State Department of Taxation.
2 Includes hovels.
* Kauai County detes for November consist of residential data only,
* 2002 Kawai data available for residential only.

-l?ié

Sonrce: Howdil Surie Deparnment of Taxation: county buiiding departments: First Howaiion Benk, Building Industry Magazine (various
issues), and wbularions by Hawail State Department of Business, Economic Develppmprt & Tourism,

Yesr
1984
1995
1996
1997
1998
1999
2008
2001
2002°
2003

State
1,612,899
1.531.317
1117760
L179,182
1,054,281
1,320,218
1,512,601
1,585,739
§TT2028
2,352,730

Table B-10
ESTIMATED VALUE OF PRIVATE BUILDING

CONSTRUCTION AUTHORIZATIONS, BY COUNTY

{in theusands of dollars and percentage change from the previous year)

%

7.8
-5.1
-27.0
535
-10.6
252
1448
4.8
11.7
328

City & County
of Honolulu
1,073.264

980,703
698,697
712,825
624,227
706,358
694,223
682,660
876,051
1,169,568

%
118
-8.6
-288
10.6
-192
13.2
-1.7
=17
283
26.7

Federal Government Expenditures in Hawaii

Hawsii

County
181,059
267,108
171.017
135,776
178,220
243,852
321,704
380,248
449,600
620,634

! Kauai County data for November consist of residensial dara only.
Y2002 Kauai datg available for vesidential only.,
Source: County Building Permits,

%

-27.1
47.5
-36.0
-89
14.4
368
3.9
18.2
18.2
380

Kauai
County
164,681
78,918
101,981
97,808
88,166
144,846
141,313
210,084
173,661
153,242

)4
Gig
-52.1
282
-4.1
9.8
597
G2
487
-1LE
-i13

Maui

County
163,894
204,588
146,065
152,713
163,640
229,162
355,360
312,738
3716
369,277

Total expenditures by the federal government in Hawaii for the fiscal years 1992 1o 2002 were $6.6 billion,

$7.3 billion, $7.6 billion, $7.5 billion, $8.0 billion, $8.2 billion, $8.4 billion, $8.6 billion, $9.0 billion. $%.7 hillion and
$10.5 billion respectively. Federal government outlays for both defense and nondefense activities arg among the
largest expenditures in the State.

in fiscal year 2002, the federal government paid wages and salaries of $2.7 billion to active and inactive

miltary and civilian employees. The Federal government employed 30,700 civilian and 34.608 active-duty mihitary
personnel in 2002,
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Defense expenditures fluctuated between 32.9 billion in 1992 and 34.0 billion in fiscal year 2002. Military
spending in Hawail remains a relatively stable and imporant source of oulside income. Overall, federal spending in
Hawaii is roughly 12.5% of Gross State Product (G5P), with much of that being defense-related. At $8.414 per capita,
federal spending in Hawail in fiscal yvear 2002 ranked sixth highest among the states afier Alaska. Virginia, North
Dakota, New Mexico, and Maryland. Hawail maintained it's ranking as second in per capita federal defense
expenditures in fiscal vear 2002. This wag the seventh year in a row that the federal government spent more than a
billion dollars in procurement in Hawail with more than $1.6 billion in fiscal year 2002, As a result of the strategic
location of Hawaii in the Pacific, the overall Hawaii federal defense sector increased from $3,728 million in fiscal year
2001 1o $3,964 million in fiscal vear 2002, This was an increase of 6.3% compared to an 8.8% increase at the national
level. The latest data from the U.S. Department of Commerce indicate that the total earnings of civilian personnel in
the third quarter of 2003 were §.8% higher than a year carlier, Total U.S. Department of Defense jobs increased by
0.3% in federal fiscal vear 2003 compared to 2002,

As of November 12, 2003 Congress appropriated more than $339.2 million for 22 military consiruction
projects in Hawait. When combined with the $433.1 million in defense-related spending for Hawaii in the Departmment
of Defense Appropriations Bill that was signed into law on September 30, 2003, the total defense-related spending for
the state will be more than $772.3 million in fiscal year 2004, On November 26, 2003, Hawaii-related initiatives of
move than $485 million in the fiscal year 2004 Omnibus Appropriations Rill were agreed upon by the House and Senate
negotiators. On January 23, 2004, President Bush signed the Omnibus Appropriations Bill into law.

Banks and Other Financial Institutions

As of June 30, 2003, total assets of all State-chartered financial institutions, inchuding banks, savings and loan
associations and industrial loan companics were reported at $23.2 billion, a .35% increase from 2002, The four
State-chartered banks accounted for $22.7 billion of such assets.

Transpertation

Because the State’s population resides on seven islands, the State is dependent on fast, efficient, Jow-cost
tranaportation, both inteérstate and intrastate.

Sea Transportation. The Siate is dependent on regular shipping service for overseas lifeline support. While
nearly all visitors to the State areive by air, surface transportation provides the State with bulk of both its imporied
goods and delivery of exported local products. Overseas and inter-island cargo shipments for the fiscal years 2001,
2002 and 2003 amounted to 17,2 million short tons, 16.9 million short tons, and 16.2 million short tons, respectively.

The inter-island cruise ship industry continues to grow. The number of cruise visitor arrivals has increased
from 92,230 in 1996 to 229,400 in 2003, a cumulative increase of nearly 150%; and this number is projected to rise
again in 2004 to over 297,000, Since December 2001, Norwegian Cruise Lines has operated passenger cruises that
have included a required stopover in the Republic of Kirabati to comply with federal restrictions on foreign flagged
vessels. In 2003, Norwegian obtained an exemption from federal maritime law (0 operate three foreign built ships
under the US. flag in Hawall, Two of these ships were partially constructed under project America, & loan guarantes
provided by the Maritime Administration for American Classic Vovages to build two cruise vessels in a U.8. shipyard
for use in Hawaii. Norwegtan purchased the partially built vessels from the bankruptcy of American Classic Voyages.
One of these ships, the Pride of America, is currently under construction and anticipated to be in Hawaii in late 2004 or
early 2005. The third ship, Pride of Alohs, is an existing foreign built vessel, and is anticipated to commence service in
July, 2004. The State’s Harbors Division has several projects under design to improve certain terminal facilities
statewide to accommodate the increased activiey,

The Harbor System is comprised of ten harbors, which are operated and maintained by the Department a3 a
single integrated system for financial and management purposes. The harbors are: {1} Honolulu Harbor, Kalacloa
Barbers Point Harbor and Kewalo Basin oua the Island of Oahu, comprising the Qahu District; (2) Hilo Harbor and
Kawaihae Harbor on the Island of Hawail, comprising the Hawaii District; (3} Nawiliwili Harbor and Port Allen
Harbor on the Istand of Kausi, comprising the Kagai District; {4) Kaholui Harbor on the Island of Maui, Kaunakakai
Harbor on the Island of Malokai, and Kaumalapau Harbor on the Izland of Lanai, comprising the Maui District,


https://Transportati.on

The State uses nine harbors, with the exception of Kewalo Basin, to facilitate the movement of goods from the
mainland, foreign and inter-island ports. The number of commercial vessels entering all ports was 8,376 in fiscal year
2001, 8,063 in fiscal year 2002, and 9,134 in fiscal year 2003.

Honolulu Harbor is the hub of the State’s Statewide System of Harbors, where it serves as a major distribution
point of overseas cargo to the neighbor islands and a primary consolidation cemier for export of overseas cargo.
Overseas and inter-island cargo tonnage handled through the Honolulu Harbor was 8.4 million short tons in fiscal
year 2001, 8.2 million short tons in fiscal year 2002, and 8.0 million short tons in fiscal year 2003, The State manages,
mainiains and operates the statewide harbors syster to provide for the efficient movement of cargo and passengers.

Air Transportation, The Sizie operates and maintains fifieen airports on six islands within the State. The
principal airport which provides facilities for overseas flights (1.e., other than inter-island flights within the State) 13
Honolulu Imernational Airport (HNL} on the Island of Oahu. HNL is Jocated approximately five miles by highway
from the center of the downtown area of Honolulu. 1t has four runways, two of which (12,000 feet and 12,300 feet) are
among the nation’s longest. Approximately 60 aircraft can be handled at one time at the ferminal complex, including
36 wide-bodied aireraft. With 29 overseas gate positions, 18 inter-island and comumnuter positions and public parking
stails for 4,579 vehicles, HNL is the most impaortant in the State airports system. The airfield at Barbers Point Naval
Air Station became Kalaeloa Airporl, a general aviation reliever airport for HNL, in luly 1999,

Kahuhii Adrport on the Island of Maut, Hilo International Aurport at Hilo and Kona International Airport at
Keahole, both on the Island of Hawaii, and Lihue Airpont 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 43" busiest air terminal in the world,
ranking 23" in the United Siates in total passengers serviced in 2002, In 2003, HNL recorded 301,919 aircraft
operations. For the vear 2003, there was a 0.6% reduction in passengers at HNL to 18,447,109 and an §.0% reduction
10 29,615,811 statewide.

In calendar vear 2003, statewide air cargo and mail totaled 535,386 tons, a 4.4% decrease from calendar vear
2002, HNL handled 426,802 tons of cargo and mail in and out in calendar year 2003, a decrease of 6.0% from calendar
vear 2002, Although of high unit value, air cargo still remains relatively insignificant compared with surface shipping.

In July 2002, the iwo major inter-island carriers. Aloha Airines and Hawaiian Airfines, applied for an antitrust
exemption to limig imer-island flights by cooperation. The application was approved by the U.S. Deparument of
Transportation for the period up to October, 2003,

Since January 2003, a number of major airlines have announced the addition of new romes 1o Hawaili. Aloha
Airhines added five new routes, They added service from Orange County o Koena, from Burbank to Kahului, from
Qakland to Lihue {four times per week}, from Oakland to Kona (three times per week) and from Honolulu to Pago
Pago and Rarotonga (two times per week). American Airlines added a daily flight from Chicago to Kahuolui, a second
daily flight from Chicago to Honolulu, a second flight from Los Angeles o Kona (three umes per week) and a second
flight from Los Angeles 1o Lihue (four times per week). Continental Airlines added daily service from Houston to
Kahulw and Delia Airlines added daily flights from Cincinnati and Atlanta respectively to Honolulu. Hawaiian
increased frequency to Kahului from Portland {(three times per week) and San Diego (four times per week). Hawaiian
alsc added a daily flight from Las Vegas and it announced new interpational service from Sydney to Honolulu
commence in May 2004. Northwest added a daily flight from Seattle (0 Kahului and Air Canada added a seccond daily
flight from Vancouver to Honolulu,

Charter carniers also added service to Hawaii in 2003. Hawaiian Vacations added two routes to Kahului from
Boise and Spokane flying once a week. Pleasant/ATA added two weekly flights to Lihue from Los Angeles and San
Francisco. Suntrips added a weekly flight from Oakland 10 Libue. The total nel domestic air seais added to Hawaii in
2003 is estimated at over 332,000,
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While domestic service to Hawaii increased overall during the period, international service from Japan
declined. Additicnaily, inter-island flights were reduced due to the ongoing financial difficulties of Alcha Airlines and
Hawaiian Airlines, the latter of which filed for Chapter 11 bankruptcy on March 21, 2003,

Land Transportation. In the State, three levels of government 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 4,455 linear miles of public highways, streets and roads admimstered by the
Department of Transportation and the counties. An additional 138 miles of public highways, streets and roads open 1o
the public in national parks and military reservations are the responsibility of various federal agencies, including the
United States Naticnal Park Service and the military services,

The State Highway System, which is administered by the Department of Transportation, consists of 937 linear
miles of roadways. The most imporiant component of the State Highway System is the 35 miles of interstate system on
QOahu, which includes Interstates H-1, H-2, H-3 and H-201.

The following table shows the motor vehicle registrations in the State for the years 1999 to 2003, inclusive.

Table B-11
MOTOR VEHICLE REGISTRATION
YEAR VEHICLES
1999 929,474
2000 964,738
2001 992,563
2002 1,013,584
2003 1,057,623

Education

The State operates a statewide public school system for elementary, inlermediate, and high schools and
colleges and universities. In the 2002-2003 school year, system enroliment decreased slightly from the 2001-20G2
school year 10 a total of 182,798 in 283 public schools. The public education systemn at all levels (elementary,
intermediate, high school, colleges and universities} 18 financed at the State Ievel rather than the local level. This
includes both capital cutlays and costs of operation. Public school enroliment has been decreasing from the 1999-2000
and 2000-2001 school years due to a net increase in out-migration and declining birth rates. Within the total student
count, the number of students in regular education has decreased, while the number of charter school students has
increased.

In the fall of 2002, 48,173 students attended Siate colleges andd universitics, 18,706 of them on the Manoa
Campus of the University of Hawail. The University of Hawaii offers bachelors, masters, and doctorae degrees, as
well as a certificate in teaching. The system of community colleges, within the University of Hawaiil sysiem, offers
associate 1o arts and associate in science degrees and centificates, including certificates of achicvement.

In September 2002, the University of Hawaii broke ground on the $300 million John A. Buras Health and
Wellngss Center (the “Project™) in the Kakaako district of Honolulu. The first phase of the Project is anchored by a
new university medical center. A second phase will include a cancer research facility to be relocated from downtown
Honoluly, The State expects that the Project will help to attract private investment in the hiotechnology industry and 1o
revitalize forther the Kakaako area, which lies betwesn downtown Honolulo and Waikiki. The Stale supports the
Project directly through the dedication of 3 share of its annual tobacco settlement receipts. These receipts are used by
the University of Hawaii to offset the debt service cost on $150 miliion of University Bonds that were seld in 2002 io
finance a portion of the Project. Completion of the first phase of the project is expected in June 2005,
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State Housing Programs

Since 1970, the Siate 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 one another and consequently
attempts to cover sl such phases, from construction through permanent financing, and also attempts {0 solve or
miigate the housing 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 units thereon in partnerships
with gqualified developers and contractors. The Siate’s participation in such parinerships has conssted of construction
financing {interim financing}. including land acquisition. Other state efforts include construction and permanent
financing for developers of residential housing; development by the Siate iiself of single and mulifamily residential
heusing units on land owned by the State or on land purchased or to be porchased for such purpose or on land 1o be
leased from others; and loans to qualified residents of the Siate 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 jow-rent public housing unils, the administration of the Section 8 tenant-based housing
agsistance program and other federal and State programs intended 1o provide very low o low-income residens with
safe, decent and sanitary housing.

The Siate housing programs are carried cut by the Housing and Community Development Corporation of
Bawaii (the "HCDCH™). The HCDCH is empowered to raise funds through the issuance of revenve bonds and to use
such funds for housing purposes. The bonds are special obligations of the HCIDICH and do not impact the debt limit of
the State. nor do the bonds constitute general obligations of the State.

Office of Hawaliagn Affairs and Ceded Lands

In 1898 the former 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 Iands (collectively, the *“Ceded Lands™) w0
the State of Hawail (the “State™} to be held as a public trust for five purposes: (1) public education; {2) betterment of
the conditions of native Hawaitans; {3) development of farm and home ownership; (4) making public improvements;
and (5} pravision of land for public use. In 1978, the State Constitotion was amended expressly to provide that the
Ceded Lands were to be held as a public trust for native Hawaitans 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 Lamds to better the conditions of native Hawaiians.

in 1979, the Staie legislature (the “Legiclature™) adopied HRS Chapter 16 {“Chapter 107), 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 ihe betterment of native Hawaiians.

In 1987, m Trustees of the Office of Haowalian Affairs v, Yamasaki, 69 Haw. 134 (1987 {("Yamasaki™), the
Hawaii Supreme Couri 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 o Yamasaki, the Legislature adopted Act 304, Session Laws of Hawail 1990, which (i)
defined “public land trust” and “revenue,” (i) reiterated that 20% of the now defined “revenue” derived from the
“public land trust” was to be expended by OHA for the beterment of native Hawaiians, and (iii) established a process
for OHA and the Director of Finance of the State jointly to determine the amount of monies which the Siate would pay
OHA to retroactively setile all of OHA’s claims for the peniod June 16, 1980 through Jupe 30, 1991, Since fiscal year
1992 and umiil the first quarier of fiscal year 2002, the State, through its depariments and agencies, paid 20% of
“revenues” o OHA on a guarterly basis.

In 1993, the Legislature enacted Act 35, Session Laws of Hawaii 1993, appropriating $136.5 million to pay
the amount determined to be OHAs 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 against the State (OHA, ¢ al,
v, State of Hawail, et al., Civil No. 94-0205-01 (1st Cir. }'OHA '), 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 fand 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 amouanting 10 209
of the proceeds and income derived from the public land wust, 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 Lability to pay OHA
20% of monies it receives from (i} the Department of Transportation Airports Division's in-bound duty free airport
coencession (including receipts from the concessionaire’s off-atrport sales operations), (i) the State-owned and operated
Hilo Hospital, (iil) the State’s public rental housing projects and affordable bousing developments, and (iv) interest
income, including investment earnings (collectively, the “Sources™). In response, the State filed a motion w dismiss on
the basis of sovergign immunity and opposed Plaintiffs’ four motions on the merits and raised several affirmative
defenses.

On October 24, 1996, the circuit court filed an order denying the State’s motion to dismiss and rejecting its
affirmative detenses. Also on QOctober 24, 1996, the circuit court filed an order granting Plainuffs’ four motions for
partial summary judgment with respect to the Suae’s lability to pay OHA 20% of the monies it receives from each of
the Sources, ang 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 o dismiss and the order granting
Plaintiffs’ four partial summary judgments was granted and all proceedings in the sujl were staved pending the Hawaii
Supreme Court’s disposition of the State’s appeal.

On Seplember 12, 2001, the Hawaii Supreme Court concluded OHA [ by holding in OHA v. Stie of Hawaii,
96 Haw. 388 (2001} that Act 304 was effectively repealed by its own terms. and tha: 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 Seources because the repeal of Act 304 revived the law which the court in ¥amasaki had previously concluded
was msufficiently clear to establish how much OHA was entitled to receive from the Ceded Lands, The Supreme Court
dismissed OHA { for lack of justiciability, that is, that the case was not appropriate for review by the Court, noting that
it was up to the Legistature to enact legislation to give effect to the right of native Hawaiians to benefit from the Ceded
Lands under the State Constitution. Immediately thereafier, agencies ceased paying OHA any receipts from the Ceded
Lands,

The 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 lanuary 10, 2003, and pending
legislative 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 unimproved parcels of Ceded Lands to OHA, if federal or state law did not preclude 21! or any portion of
the receipt from being used 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 1o renege on a preexisting pledge, rate covenant, or other preexisting
obligation to holders of revenue boands or other indebtedness of the State or the agency. During the 2003 legislative
session, the Legisiature appropriated moneys from the various funds into which the Ceded Lands receipts had begn
deposited after the decision in OHA [ was issued and agencies ceased making payments to OHA, and directed the
agencies to pay them to OHA,

OHA continues to pursue its claims for a poction of the revenues from the Sources and other Ceded Lands that
it made in OHA L On July 21, 2003, OHA filed a new lawsuit, OHA et al. v. State of Hawail, et al., Civil No.
03-1-1505-07 (“OHA IF"). There follows additional background information pertinent to OHA #, In September 15996,
the Office of the Inspector General of the U.S. Department of Transportation (“DOT™ issued a report (the “HG Report™
concluding that from 1992 10 1993, the Hawarni Department of Transportation’s payment to 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 Attorney General of Hawaii disagreed with the IG Report's conclusion, stating in November (996 that the
payments to OHA were simply an operating cost of the airports, and thus not a diversion of airport revenues io
violation of federal law. In April 1997, the Acting Administrator of the FAA concurred in writing (the “FAA
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Memorandum™) with the 1G Report and opposed the Hawail Attorney General’s position. In support of its appeal of
the circuit court’s OHA 1 deeision to the Hawaii Supreme Court, but differing with the original position of the Attorney
General, the Siate poted 1n 1s May 1997 amended opening brief that “unless the federal government’s position [set
forth i the 1G Report] changes, Act 304 prohibits the Siate from paying OHA airport-related revenues.™ In its June
1997 reply brief, 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 paymenis of airport-related
revenues to OHA” In October 1997, PL 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 funiber payments of airport revenues for
claims related io Ceded Lands, any such payments received prior o April 1, 1996 need not be repaid. The Hawaii
Attorney General submined the Forgiveness Act fo the Hawaill Supreme Court in December 1997, “for the Court’s use”
in conjunction with the OHA [ appeal, whereupon the Court requested the parties to submit supplemental briefs to
address whether the Forgiveness Act affected the Cowrt’s terpretation of Act 304, The Suaie, in its March 1998
supplemental brief, stated, imer alia, that paying OHA 1 pro rata share of airport monies violated federal Jaw, and that
ther¢ was no live, ripe controversy regarding those payments because the Forgiveness Act relieved the State and OHA
of any obligation 1o return improper past payments,

Despite the adverse OHA T decision, the Plaintiffs in OHA IF have now sued the State of Hawaii for alleged
breaches of fiduciary duties as purported trustee of the Ceded Lands public trust, alleged violations of Act 304, Chapter
10, and Article X1, Sections 4, 5 and 6 of the Hawaii Constitution, alleged violations of the Contract (lause of the U.S.
Constiiution, and alleged misrepresentation and non-disclosure, by the following alleged acts (but not limited o these
acts); (1) failing 1o oppose the positions set forth in the FAA Memoranduim; (2) resolving its dispute with the FAA by
obtaining a forgiveness of the prior $28.2 million payment in exchange for a promise not 10 make future airport revenue
payments (0 OHA and not to appeal the positions set forth in the FAA Memorandum: (3) breaching the trost duty of
impartiality by not opposing the positions set forth in the FAA Memorandum in order to use them as a sword in OHA L
(4} failing to umely advise OHA that the State was not going to continue 1o 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 teke measurcs 10 step into the Staie’s position to oppose the FAA; and {5} failing 1o obtain
instroctions from the Court on hbow 1o proceed given the State’s conflict berween defending the State against OHA in
{IHA 1, and having a duty 10 oppose the positions set forth in the FAA Memorandum.

{OHA further alleges that these alleged “breaches, errors and omissions™ were substantial factors that resulied
in the passing of the Forgiveness Act and the issuance of the Hawaii Supreme Court’s opinion in OHA 1. Plainiiffs
claim that, accordingly, the State is lable to OHA for damages inciuding, but not Bmited to: (1) the damages alleged
by OHA n OHA 1, and (2) amounts payabie under Act 304 that have nol been paid, including but not Limited to, amrpont
landing fees. FPlaintiffs also seek declaratory and injunctive relief ordering the Siate to reinstate Act 304, pay
atrpori-related revenues to OHA from sowrces other than airport revesves (and enjoinming the State and its agents,
employegs, and officials from opposing any of the above}, and seecks appointment of an independent trustee to
temporarily replace the Staie as trustee of the native Hawalian public trust with respect w matters relating to
reinstatement of Act 304 and the payment of airport-related revenues to OHA from sources other than airport revenues.
The State of Hawaii filed a motion to dismiss OHAs complaint in OHA /I which the court granted in an order filed on
December 26, 2003, Once other outstanding orders relating to discovery are filed, and a final judgment is entered, an
appeal from the order and judgment dismissing the case is likely to be filed by OHA.

The State intends to vigorously defend against afl of OHAs claims, Tt is currently unable to predict with
reasonable certainty the magnitude of its potential liability for such claims, if any. The Attorney General is of the view
thai the claims asserted by OHA in OHA | are meritless. Resohition of all of OHA's claims could have a material
adverse effect on the State’s financial condition.

In a secomd lawsuil, 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 (151 Cir.}) w0 enjoin the Siate from alienating any Ceded Lands and extinguishing any rights Hawaiians
may have in Ceded Lands that may be alienated. Alternatively, OHA sought a declaration that the amounts the
Houesing Finance and Developinent Corporation (the “Corporation™) and the State paid to OHA for Ceded Lards the
Corporation planned to vse ¢ develop and sell housing units pursaant to Act 318, 1992 Session Laws of Hawaii. were
insufficient.  Act 318 established a sepurate process for valuing the Ceded Lands the Corporation used lor its (wo
housing developments at Kealakche and Lahaina, and quantifying the amoums of income and proceeds from the Ceded
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Lands that the 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 anthority 10 sell Ceded
Lands. denied the declaratory ruling that the sale of Ceded Lands did not directly or indirectly release or Hmit
Hawsiians’ ¢claims 1o those lands which the plaintiffs requested, and ordered that judgment be entered in the State’s and
Corporation’s faver as to Counts I, i1, and HI 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 o determine the sufficiency ot the proceeds paid to OHA by the Corporation and the Staie from the sale of the
particular parcels of Ceded Lands at issue has not been scheduled.

In 2 thicd 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 (tst Cir.})) 1o secure additional compensation and an emized 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 wo develop,
constrxct and manage additional affordable public rental housing units under HRS Chapter 201G, On Januvary 11,
2000, all proceedings in this suit were stayed pending the Hawaii Supreme Court’s decision in the State’s appeal in
CHA 1. OHA disagrees that the repeal and revival of the pre-Yamasaki law by the Hawaii Supreme Court's
September 12, 2001 decision in OHA I should also require dismissal of the claims OHA makes in GHA v, HHA, and the
case remains pending,
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APPENDIX C
SUMMARY OF CCERTAIN PROVISIONS OF THE CERTIFICATE

The following is a summary of certain of the provisions of the Certificate. The summary does not purport to
be complere or to fallow the exact language of the Certificate and, accordingly, is qualified by reference thereto and is
subject to the full 1ext thereof. Capitalized terms not otherwise previously defined in this Official Statement or defined
below have the meanings sef forth in the Ceriificate. For the complete provisions of the Certificate and the precise
wording thereof, reference should be made 1o the Certificate, copies of which are available upon request at the office of
‘Bond Counsel or the Department. Unless clearly indicated otherwise, all section references are to the Certificate only.

The summary includes a discussion of certain provisions of the Certificate which relate to the }990 Certificate
and the 1890 Certificate Harbor Revenue Bonds. However, as discussed under "INTRODUCTION” and "PLAN OF
FINANCING?” in this Official Statement, the Series 2004 Bonds are being issued for the purpose of refunding all of the
outstanding 1990 Certificate Harbor Revenue Bonds. Upon such refunding, the provisions discussed below with
respect to the 1990 Cerntificate and the 1990 Certificate Harbor Revenue Bonds will cease io have any further force and

effect.

Definitions of Certain Terms {Certificate — Section 1.01)

The following are definitions in surnmary form of certain terms contained in the Certificate and used in this
Official Staternent.

"Additional Bonds” means, collectively, any Additional Bonds issved under and pursuant to the provisions of
the Certificate and, unless the context otherwise requires, any Refunding Bonds issued under and pursuant to the
provisions of the Certificate.

“Aggregate Net Revenues” means {A) for any period prior 10 the date of calculstion: {i) Revenues accrued
during such period (after allowance for doubtful accounts deemed appropriate by the Department), minus (i) Operation
and Mainienance Expenses accrued during such peried; and (B} for any period subsequent to the date of calculation,
with respect to Section 6.03 of the Certificate: (i) estimated Revenues for such period, minus (1) estimated Operation
and Maintenance Expenses for such period.

“Aggregate Ceriificate Bond Service” means, as of any date of calculation and with respect to any period, the
sum of the amounts of Bond Service for all Series of Bonds, Capital Improvement Bonds and 1990 Certificate Harbor
Revenue Bonds for such period.

“Bond Service” means, as of any date of calculation and with respect to any period for any Series of Bonds, an
amount equal to the sum of (1) the interest accruing during such pericd on the Bonds of such Series, except to the extent
that such interest is to be paid from amounts credited to the 1997 Certificate Harbor Interest Accoumt, and (i) that
portion of the next succeeding Principal Instaliment for the Bonds of such Series that would have accrued during such
period if each such Principal Installment were deemed w accroe daily (based on 3 vear of 12 months each of 30 days’
duration) in equal amount from the next preceding Principal Insiallment due date (or, in the event there shall have been
1o such preceding Principal Installment due date for such Series, then from a dale one vear preceding the due date of
such Principal Installment or from the date of delivery of the Bonds of such Series, whichever is later). Such interest
and Principal Installments shali be calculated on the assumption that no Bonds of such Series Outstanding at the date of
calculation will cease to be Quistanding except by reason of the payment of gach Principal Installment for the Bonds of
such Series on the due date thereof.

{A) The assumed interest rale on Variabie Rate Bonds for purposes of this definition shall be determined
as follows: {a) with respect to a Series of Variable Rate Bonds against which an Interest Rale Swap Agreement has
been executed pursuant 10 which the Department agrees to pay a fixed rate, the assumed interest rate will equal the
fixed rate 10 be paid by the Department under the Interest Rate Swap Agreement and {B) with respect to any other
Series of Variable Rate Bonds then outstanding or proposed to be issued the interest rate shall be assumed to be z rate
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egual to the long-term revenue bond index rate as published by the Bond Buyer, or other similar publication within 10
days of calculation;

(B) In determining the principal amount due in each Fiscal Year for any Capital Appreciation Bonds,
payment shall (unless a different subsection of this definition applies for purposes of determining principal maturities
or amortizationy be assumed to be made in accordance with any amortization schedule established for such debt,
including any mandatory sinking account payments or any scheduled redemption or payment of Bonds on the basis of
Acereted Value, and for such purpose, the redemption payment or payment of Accreted Value shall be deemed a
principal payment and interest that is compounded and paid as part of Accreted Value shall be deemed due on the
scheduled redemption or payment date of such Capital Appreciation Bond;

() If the Bonds are Paired Obligations, the mterest rate on such Bonds shall be the resulting linked rate
or effective fixed interest vate to be paid by the Department with respect to such Paired Obligations;

§3) If any Interest Rate Swap Agreement is in effect pursuant o which the Department pays a variable
rate, and such swap is payable on a parity with the Bonds to which it relates (provided, however, that any termination
or ather cancellation payment due under the Interest Rate Swap Agreement shall be subordinate to the Bonds) no
amounts payable under such interest rate swap agreement shall be included in the calculation of Bond Service unless
the sum of (i) mierest payable on such Bonds, plus (ii) amounts payable by the Department under such interest rate
swap agreement. less (iil) amounts receivable by the Department under such inlerest rale swap agreement are greater
than the interest payable on the Bonds to which i relates, then, in such tostance, the amount of such payments to be
made that exceed the interest o be paid on the Bonds shall be included in each calculation. For such purposes the
variable amount under any such interest rate swap agreement shall be assumed to be equal 1o 2 rate equal to the
assumead Revenue Bond Index-based rate, as published by The Bond Buyer, or other similar publication, within 10 days
of caleulation;

(Ex if any Bonds feature an option, on the part of the Bondowners or an obligation under the terms of
such Bonds, to tender atl or a portion of such Bonds to the Deparunent, or other fiduciary or agent and require that such
Bonds or portion thereof be purchased if properly presented, then for purposes of determining the amounts of principal
and interest due in any Fiscal Year on such Bonds, the options or obligations of the Owners of such Bonds 1o tender the
same for purchase or payment prior to their stated matority or maturities shall be ireated as a principal maturity
ccgurring on the first date on which Owners of such Bonds may or are required to tender such Bonds except that any
such option or obligation to tender Bonds shall be ignored and not treated as a principal maturity, if (13 such Bonds are
rated in one of the two highest long-term Rating Categories by Moody’s and by Standard & Poor’s or such Bonds are
rated in the highest short-term note or commercial paper Rating Calegories by Moody’s and Standard & Poor's and
{2} funds for the purchase price of such Bonds are to be provided by a Support Facility and the obligation of the
D¢partment with respect to the provider of such Support Facility, other than its obligations on such Bonds (including
any increased interest raie thereon), shatl be subordinated to the obligations of the Depariment on the Bonds;

{F For purposes of calcolating annual debt service on any Balloon Bonds, it shall be assumed that the
principal of those Balloon Bonds, together with mterest thereon af a care equal to the assumed Revenue Bond
Index-based rate, as published in The Bond Buver or other similar publication, wall be amortized in egual annual
installments over a term of 30 years,

When used with reference o Capital Improvement Bonds or 1990 Certificate Harbor Revenue Bonds, “Bond Service”
shall have the meaning set forth in the Capital Improvement Certificate and the 1990 Certificate, respectively.

“Capital Appreciation Bonds” means Bonds of any Series designated as Capital Appreciaion Bonds in the
Supplemental Certificate providing for the issuance of such Series and on which interest is compounded and paid at
maturity or on prior redemption.

“Capital Improvement Bonds” means all Harbor Capital Improvement Revenue Bonds issued and Quistanding
under the Capital Improvement Certificate.




Issuance

“Capiral Improvement Certificate” means the Certificate of the Director of Transportation Providing for the
of State of Hawaii Harbor Capital Improvement Revenue Bonds dated September 1, 1967, as amended and

supplemented.

“Capital Improvement Special Fund” means the second separate harbor special fund created in the treasury of

the State by that paragraph which begins with the word “Fifth™ of Section 266-19, Hawaii Revised Statutes, prior to
amendment by Act 309, Session Laws of Hawaii, Regular Session 1989 and contitnued pursnant to paragraph {a) of
Section 266-19, Hawail Revised Statutes, as amended,

“Code™ means the Internal Kevenue Code of 19886, as from time to time amended, and any successor statute

therete, and any Treasury regulations or proposed regulations therewnder.  Any reference herein to any Section of the
Code shall be deemed 1o refer 1o any amended or successor provision enacted or promulgated afier the date of this
Certtficate, but only with respect to each particular Series of Bonds o the extent effective as to such Series,

YEvent of Default” means any cocurrence or event specified under “Events of Defauit; Remedies” below,
“Federal Securities” means any of the following:

(i) any direct and general obligations of, or any cbligations fully and unconditiomaliy
guaranteed as to the full and tumely payment of principal and interest by, the United States of America;

(i1} any obligations issued or guaraniced by any of the following federal agencies, provided that
such obligations are backed by the full faith and credit of the United States of America: United States
Export-Tmport Bank {direct obligations or fully guaranteed certificates of beneficial ownership), Farmers
Home Adminisiration {certificates of beneficial ownership); Federal Financing Bank: Federal Housing
Administration {debenmres); General Services Administration {participation certificates); Government
National Mortgage Association "GNMA™) (GNMA-guaranteed morigage-backed bonds, GNMA-guaranteed
pass-through obligaticns); United States Mariime Administration {guaraneed Title XI financing); New
Communities Debentures (Linited States Government guaranteed debentures); United States Pubhic Housing
Notes and Bonds (United States Government goaraniced public housing notes and bonds); and United States
Department of Housing and Urban Development {project notes; local authority bonds),

{iii) any obligations of any state or political subdivision of a state (collectively, “Muonicipal
Bonds™) which Municipal Bonds are either (A) rated “Aaa” by Moody’s and "AAA” by S&P (whether such
rating is based vpon the credit of the issuer, an insurance policy, a letter of ¢redit or otherwise) or (B) fully
secured as to principal and interest by an irrevocable pledge of moneys or direct and general obligations of, or
obligations guaranteed by, the United States of America, which moneys or obligations are segregated in trust
and pledged for the benefit of the holder of the Municipal Bonds, and which Municipal Bonds are rated “Aaa”
by Mogdy's and “AAA” by S&P and provided. however, that such Municipal Bonds are accompanied by
{a) an opinion of Bond Counsel to the effect that such Municipal Bonds are nol sabject to redemption prior o
the date the proceeds of such Municipal Bends will be required for the purposes of the invesiment being made
therein and (b} a report of an Independent Public Accountamt verifving that the moneys and obligations so
segregated are sufficient to pay the principal of, premium, if any, and interest on the Municipal Bonds; and

(iv} secorities commonly referred o as CATs, TGRs, STRIPs, other certificates of direct
ownership of the principal of, or interest on, direct and general obligations of the United States of America or
certificates of direct ownership of the interest on obligations of the Resolution Funding Corporation, which
obligations are held by u commercial bank which is a member of the Federal Reserve Sysiem in trust on behalf
of the holders of the derivative product

provided, however, that the term “tederal Securities” shall exclude unit investent trusts or mutval funds which
otherwise meet the criteria sel forih above in clanses (1) through (v} unless the trust or fund is in the highest rating
category of the Rating Agency.
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“Fiscal Year” means the fiscal year for the State as established from time to time by the State, being on the
date of effectiveness of this Certificate the period from July | in any year to and including the following Jane 30.

“Harbor Censultant” means an independent person or ficm or corporation who shall have a widely known and
favorable reputation for special skill, knowledge and experience in methods of the development, operatica and
management of harbors of the approximate size and character as the properties constituting the Undertaking. The
Independent Public Accountant or Consulting Engineer may be appointed as a Harbor Consultant, but the Department
is not limited in its selection to such persons or entities. _

“Interest Pavment Date” means, with respect to any particular Series of Bonds, any date on which interest is
pavable on such Serfes of Bonds as such date shall be established in the Supplemental Certificate providing for the
issuance of such Sertes of Bonds.

“Net Revenues” means (A) for any period prior to the date of caleulation, and so long as there are 1990
Certificate Harbor Revenue Bonds Outstanding or Capital Improvement Bonds OQutstanding:

(i} Revenues accrued during such period (after allowance for doubtful accounts deemed
appropriate by the Department), minus

) {ii) deposits made from Revenues during such period io (so long as there are Capital
Improvement Bonds QOutstanding) the Capital Improvement Special Fund 10 pay debt service on the Capital
Improvement Bonds (including any such deposits made during such period to restore the Capital Iroprovement
Debt Service Beserve Account 1o the amount required to be credited thereto), minus

{1ii) Operation and Maintenance Expenses accrued during such period, minus

(iv) deposits made during such period to the Harbor Revenue Special Fund to pay deht service
on the 1990 Certificate Harbor Revenue Bonds {including any such deposits made during such period to
restore the Harbor Debt Service Reserve Account to the amount required 10 be credited thereto);

(B} for any peried prior to the date of calculation, after there are no Capital Improvement Bonds
Quitstanding and no 1990 Certificate Harbor Revenue Bonds Guistanding, (A)(1) minus {AXii);

) for any period subsequant to the date of calculation, and so Jong as there are Capital Improvement
Bonds Outstanding or 1990 Certificate Harbor Revenue Bonds Outstanding:

{0 estimated Revenues for such period, minus

(i) deposits due from Revenues for such period to (50 long as there are Capital Improvement
Bonds Outstanding) the Capital Improvement Spectal Fund to pay debt service on the Capital Improvement
Bonds (inciuding any such deposits made during such period 10 testore the Capital Improvement Debt Service
Reserve Account to the amount required to be credited thereto), minus

{iii} estimated Operation and Maintenance Expenses for such period, minus

(iv) deposits due for such period (o the Harbor Revenue Special Fund 1o pay debt service on the
1990 Certificate Harbor Revenue Bonds (including any such deposits estimated to be made 1o restore the

Harbor Debt Service Reserve Account to the amount required to be credited thereto);

(D) for any period subsequent to the date of calculation, after there are no Capital Imprevement Bonds
Ctstanding and no 1990 Certificate Harbor Revenue Bonds Quistanding, (CX1) minus (CH{i).

“1990 Certificare” means the Certificate of the Director of Transportation Providing for the Isspance of State
of Hawaii Hasbor Revenue Bonds dated as of November 15, 1990, as amended and supplemented,

C-4



“1990 Certificate Harbor Revenue Bonds” means all State of Hawaii Harbor Revenue Bonds issued and
Outstanding under the 1990 Certificate.

“1997 Certificate Harbor Debt Service Reserve Account” means the separate special account of the
Department created pursuant to the Certificate in the 1997 Certificate Harbor Revenue Special Fund and designated in
that Section as the 1997 Certificate Harbor Debt Service Reserve Account.”

“1997 Certificate Harbor Interest Account’” means the separate special account of the Department created
pursuant to the Certificate in the 1997 Certificate Harbor Revenue Special Fund and designated in that Section as the
“1997 Centificate Harbor Interest Account.”

1997 Certificate Harbor Principal Account” means the separate speeial account of the Department created
pursuant to the Certificate in the 1997 Certificate Harbor Revenue Spectal Fund and designated in that Section as the
<1997 Cenificate Harhor Principal Account,”

“1997 Certificate Harbor Reserve and Contingency Accoun?” means the separate special account of the
Department created pursuant to the Certificate in the 1997 Certificate Harbor Revenue Special Fund and designated in
that Section as the “1997 Certificate Harbor Reserve and Contingency Account.”

“1997 Certificate Harbor Revenue Speciel Fund® means the special fund of that name created in the
Ceriificate.

“Operation and Maintenance Expenses” means the expenses of operation and maintenance of the properties
constituting the Undertaking and the expenses of operation of the Department, including general administrative
overhead, in connection with those properties, but excluding any (i) arbiirage zarnings which are reguired to be paid to
the United States Government pursuant to Section 148 of the Code, (ii) depreciation expense, (iii) surcharges imposed
by the State for central services expenses and (iv) Qualified Litigation Costs {defined under “Undertaking” below).

“Oustanding,” when used with respect to any Bond, shall have the construction given to such word under
“Discharge of Liens and Pledges; Bonds No Longer Deemed Owsstanding Under the Certificate” below, ie., a Bond
shall not be Owtstanding hereunder if such Bond s at the time not deemed 10 be Qutstanding by reason of the operation
and effect of said Section.

For purposes of the Ceruficate, in the event any Bonds of a Series are issued and sold at a price such that a
portion or all of the interest thereon is intended to be camed by accrual of onginal issue discount or the compounding
of interest, the amount of such Bonds deemed 1o be Outstanding for the purpose of calculating the principal amount of
any such Bonds and the principal amount of Bonds Ouistanding in connection with the exercise of any voting right or
privilege, the giving of any consent or direction or the taking of any other action that the holders of the Bonds are
entitled 1o take pursuant o Articles X and X1 of the Certificate or otherwise, shall be the Accreted Value thereof. Prior
0 the jssuance and delivery of any Seres of Bonds of the character described in this paragraph, & certificate of the
Department shall be executed setting forth the accreted valve thereof as of each Interest Payment Date for such Series
of Bonds to the stated maturity date thereof, which certificate shall be conclusive in the absence of manifest error.
Unless otherwise provided in the Supplemental Certificate providing for the issuance of a Series of Bonds, this
paragraph shall apply only 1o issues with an original issue discount in excess of 5% from the par amount thereof.

When used with reference to the 1990 Certificate Harbor Revenue Bonds and the Capital Tmprovement Bonds,
“Outstanding” shall have the meaning set forth in the 1990 Centificate and the Capital Improvement Certificate,
respectively.

“Paired Obligarions” means any Seties {or portion thereof) of Bonds designated as Paired Obligations in the
Supplemental Ceruificate or other document authorizing the issuance or incurrence thereof, which are simuitaneously
issued of ncurred (i) the principal of which is of equal amount maturing and to be redeemed {or canceled after
acquisition thereof) on the same dates and in the same amounts, and {ii) the interest rates which, taken together, result
in an irrevocably fixed interest rate obligation of the Centificate for the terms of such Bonds,
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“Rate Covenant” means the covenant by the State in the Certificate relating to rates and charges, which is
surnmatized in the Official Statement under the heading “SECURITY FOR THE BONDS - Rates and Charges.”

“Reserve Requiremens” means an amount, as of any date of determination, equal to the maximum Aggregate
Bond Service for any Bond Year, beginning with the Bond Year in which the date of determination occurs and ending
with the Bond Year afier which no Bonds are Quistanding; provided, however, the deposit to the 1997 Certificate
Harbor Revenue Special Fund for credit ¢ the 1997 Certificate Harbor Debt Service Reserve Account from the
Proceeds of any Series of Bonds shall be deemed to satisty the Reserve Requirement if such deposit is equal to the
lesser of (1) Average Annual Bond Service on such Series and (2) the amount permitied by the Code in order that the
interest on such Series is excluded from gross income for federal income tax purposes.

“Revenues” means and includes (A} all income, revenues and moneys derived by the State from the ownership
or operation of the Undertaking or the supplying and fumishing of the services, facilities and commodities thereof, and
without limiting the generality of the foregoing, shall include all income, revenues and moneys derived from rates,
rentals, fees, tolls and charges assessable and chargeable by the Department in respect o dockage, wharfage,
demurrage and rates appertatning to the Undertaking or derived from the remal of all or part of the Undertaking or from
the sale or rental of any commodities or goods in connection with the Underiaking; eamings on the imnvestment of
moneys held under the Capital Improvement Certificate, the 1990 Certificate or the Certificate and the proceeds of the
sale of any such investrents; earnings on the investment of the proceeds of Bonds: and (o the extent provided in Article
VI of the Certificate. income derived by the Department or otherwise derived by the Stawe from a Net Rent Lease
{defined under “Cerfain Covenanis by the State — Net Rent Leases” below), (B) income, revenues and moneys paid to
the State or the Department with respect to properties that constitute part of the Undertaking on the effective date of the
Certificate but are sold, leased or otherwise disposed of or transferred pursuant o the provisions of the Certificate sp as
1o no longer constitute part of the Undertaking; and {C) any other moneys or funds deposited by the State or the
Department inie the Harbor Special Fund, the Harbor Revenue Special Fund or the 1997 Cenificate Harbor Revenue
Special Fund; provided, however, that the term “Revenues™ shall not include:

{i} moneys received as proceeds from the sale of Bonds or Special Obligation Bonds;

(ii} condemnation proceeds or insurance proceeds except insurance proceeds received from
rental or business interruption insurance;

(iii) granis-in-aid or similar payments received from public agencies, provided that (1) the
application of such moneys is restricted to a specific purpose or (2} such grants or payments constitute a
reimbursement (o the State tor expenditures previously made from the Harbor Special Fund. the Capital
Improvement Special Fund or the 1997 Certificate Harbor Revenue Special Fund;

{iv} moneys or sectrities received by the State or the Department as gifts or grants, the use of
which is restricted by the donor or grantor;

{¥) investment income derived from any moneys or securities which may be placed in escrow or
rust to defease bonds of the State, including Capital Improvement Bonds, 1990 Centificate Harbor Revenue
Bonds and the Bonds;

{vi} any arbitrage earnings which are required to be paid to the United States Government
pursuant 10 Sectton 148 of the Code; and

(vit) the proceeds of any Support Facility,

“Saries 1997 Bonds™ means the State of Hawaii Harbor System Revenue Bonds, Series of 1997, being the
initial Series of Bonds issued pursuant to the Certificate,

“Sinking Fund Installment” means, with respect to each Series of Bonds, the amount designated as such in the
Supplemental Certificate authorizing such Series of Bonds. The portton of any such Sinking Fond Instaliment
remaining after the deduction of any such amounts credited pursuant to the Certificate toward the same {(or the original



amiunt of any such Sinking Fund Installment if no such amounts shall have been credited toward the same) shall
constitute the unsatisfied balance of such Sinking Fund Installment for the purpose of calculation of Sinking Fund
installments due on a future date,

“Suppart Agreement” means the agreement or agreements, if any, entered into by the Department which
provide for a Support Facility, and any and all modifications, alterations, amendments and supplements thereto.

“Supporr Facility” means any instrument entered into or obtained in connection with a Series of Bonds such as
a letier of credit, a committed line of credit, insurance policy, surety bond or standby bond purchase agreement, or any
combination of the foregoing, and issued by a bank or banks, other financial institution or institutions, or any
combination of the foregoing, which Support Facility provides for the payment of (i) the purchase price equal to the
principal of and accrued interest on Bonds delivered 1o the Remarketing Agent or any depository, tender agent or other
party pursuant to a2 Remarketing Agrecment or Supplemental Certificate and discount, if any, incurred in remarketing
such Bonds and/or (ii) principal of and interest on all Bonds becoming due and payable during the term thereof,

“Underiaking” means and includes ali harbors, harbor and waterfront improvements, poris, docks, wharves,
quays, bulkheads and landings and other related facilities and properties (real, personal or mixed) now belonging to or
controlled by the State and under the administration, jurisdiction, control and management of the Department, and ail
improvements, betterments or extensions thereto hereafier construcied or acquired. except in all cases such facilities
and properties as are principally used for recreaticn or the landing of fish {except propertics located at Kewaio Basin,
Ewza of Ala Moana Park, Honolulu, and its annex}. and without limiting the generality of the foregoing, the term
“Undertaking” shall include each and every, all and singular, the properties and facilities constructed or acquired from
the proceeds of the obligations issued under the Resolugtion of the Board of Harbor Commissioners adopted
September 18, 1950 or constructed or acquired from the proceeds of Caphal Improvement Bonds, 1990 Centificate
Harbor Reverme Bonds or Bonds issved vader the Certificate or constructed or acquired from the proceeds of any other
bonds, notes or other evidences of indebtedness payable. or the principal and interest of which 1s reimbursable, from the
Harbor Special Fund or from a fund maintained therefrom, or constructed or acquired from moneys in the Harbor
Special Fund or in any other fund maintained therefrom and any settlement {negotiated, court-ordered or otherwise),
judzment or order and related costs, arising from any litigation or relating to any of the foregoing properties and
facilities 1o which the State or the Department is a party related to such properties or facilities or 1o which any of such
properties and facilities are bound (any such settlement, judgment or order and related costs are hereinafter referred 10
as “Qualified Litigation Costs™); provided, however, that the term “Undertaking” shall not include:

(n any State Ferry sysiem established, financed and maintained pursuant to Chapter 268, Hawaii
Revised Statutes, or established, financed and maintained pursuant to any other law;

(2} properties sold, leased or otherwise disposed of or ransferred pursuant to the provisions of
the Certificate;

(3 properties subject to 2 Net Rent Lease except to the extent provided in Article VII of the
Certificate; and

4 properties in Kewalo Basin and Fort Armstrong 1o be transferred from the jurisdiction of the
Department o the Hawaii Community Development Authority pursuant to Act 86, Session Laws of Hawail,
1990.

“Value of Investment Securities” and words of like import means the amortized value thereof, provided,
however, that all United States Treasory Obligations—5tate and Local Government Series shall be valued at par and
those obligations which are redeemable or otherwise subject to payment {including purchase) at the option of the owner
thergof shall be valued al the price a1t which such obliganons are then redecmable, or otherwise subject to payment,
The computations made under this definition shall include accrued interest on the Invesiment Securities paid 2s a part
of the purchase price thereof and not collected, For the purposes of this definition, “amortized value,” when used with
respect 10 o sceurity purchased at par, means the purchase price of such security and when used with respect to a
security purchased at a premium above or discount below par means, as of any subsequent dale of valuaiion, the value
obtained by dividing the (ofal premium or discount by the number of interest payment dates remaining 10 maturity on
any such security alier such purchase and by multiplying the amount so calculated by the number of interest payment
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dates having passed since the date of purchase and (i) in the case of a secunty purchased at a premium, by deducting
the product thus obtained from the purchase price, and (1) in the case of a security purchased at a discount, by adding
the product thus obtained to the purchase price.

“Varigble Rare Bonds” means any Bonds issued bearing interest at a rate per annum subject to adjustment
from time to time pursuant to the terms thereof, based upon an index or otherwise caleulaied in 2 manner which
precludes the actual rate for the entire term of such debt from being ascertainable in advance, For the purposes of this
definition, Bands shall not be considered to be Variable Rate Bunds upon the establishment of or conversion of the rate
of interest thereon to a fixed interest rate.

Additional Bonds and Refunding Bonds (Certificate — Sections 4.02, 4.03 and 4.04)

Conditions Precedent to Issnance of Additional Bonds and Refunding Bonds. The Department at any time
and from time w0 time may authorize the issuance of one or more Series of additional Bonds {*Additional Bonds™) or
refunding Bonds (“Refunding Bonds™) payable from the 1997 Certificate Harbor Revenue Special Fund on a parity
with the Series 1997 Bonds and any Additional Bonds or Refunding Bonds thea Outstanding and equally and ratably
secured therewith, upon compliance with the following conditions:

I The issuance of the Additional Bonds or Refunding Bonds shall have been authorized by
law and are issued under and pursuant to a Supplemental Certificate.

2. In the case of the issuance of Additional Bonds, upon compliance with the additional
conditions summarized below.

3 In the case of the issuance of Refunding Bonds, upon compliance with the additional
conditions summarized below,

Nothing in the Certificate shall prohibit or prevent, or be deemed or construed to prohibit or prevent, the Department
from issuing Variable Rate Bonds, Capital Appreciation Bonds, Paired Obligations or emering into an Inferest Rate
Swap Agreement. The Supplemental Certificate providing for the issuance of Variable Rate Bounds, Balloon Bonds (as
defined in the Certificate), Capital Appreciation Bonds or Paired Obligations may provide for, without limitation, the
following: Support Facilities or altermative Support Facilities and Support Agreements in connection therewith;
Remarketing Agreements and the appointment of Remarketing Apents: the appointrent of tender agents to accept
mandatory or optional tenders of Vartable Rate Bonds; the payment, redetermination and acerual over specified periods
of interest or Accreted Value; the establishment, use, composition, adjustment and change-of-interest indices or modes
or the establishment and use of alternative interest indices or modes or the establishment of a fixed intersst rate or rates;
the establishrment of special funds and accounts in connection with the issvance of Varisble Rate Bonds, Capital
Appreciation Bonads or Paired Obhgations; special redemption ar purchase provisioas for such Variable Rate Bonds and
notice provisions in connection with the purchase, redemption, delivery or tender of such Varable Rate Bonds: and any
other terms and provisions not in conflict with the Centificate.

Additional Conditions for the Issuance of Additional Bonds. Fach of the following conditions, in addition to
those set forth above, shall be met upon the issuance of Additional Bonds:

a Such Bonds shall be issued only for the purpose of the payment ot reimbursement of the cost
of the acquisition or construction of properties to constitute part of the Undertaking or the making of additions
1w, expansions of, improvements of, renewals of, replacements of, or reconstructions of, the Undertaking or of
properties which shall constitute part of the Undertaking (including, without limitation, any Qualified
Litigation Costs, as defined in the Certificate);

b. The Supplemental Certificate providing for the issuance of such Bonds shall provide that
any accrued interest received upon the sale of said Bonds or any interest capitalized from the proceeds of said
Bonds shall be paid into the 1997 Certificate Harbor Revenue Special Fued for credit to the 1997 Cenificate
Harbor Iterest Account; '




c. At the time of the issuance of such Additional Bonds, no default exists in the payment of the
principal of and premium, if any, and intersst on any Bond, any 1990 Certificate Harbor Revenue Bond or any
Capital Improvement Bond; no deficiencies exist 1n the Harbor Special Fund, the Capital Improvement Special
Fund, the Harbor Revenue Special Fund or the 1997 Certificate Harbor Revenue Special Fund; the Rate
Covenant 1s satisfied cwirently without regard to provisions concerning curative action; and there does not
exist an Event of Default or a condition which upon the passage of time would constitute an Event of Default;

d. The Aggregate Net Revenues as derived from the most recent andited financial siatements or
for any consecutive twelve calendar month peried during the eighteen calendar month period preceding the
date of adoption by the Deparntment of the Supplemental Certificate authorizing the issuance of such
Additional Bonds {the “Designated Period™), as centified by the Independent Public Accountant, are at least
equal to (1) one and twenty-five hundredths {1.25) times the Aggregate Certificate Bond Service for any future
Fiscal Year on all Bonds, 1990 Certilicate Harbor Revenue Bonds and Capital Improvement Revenue Bonds
to be Cuisianding afier the issuance of such Additional Bonds, or (i) ope (1.0 times the Aggregate
Certificate Bond Service for any future Fiscal Year on all Bonds, 1990 Certificate Harbor Revenue Bonds and
Capital Improvement Revenue Bonds o be Qutstanding after the issuance of such Additional Bonds and the
sum of (1) the Aggregate Net Revenues for the Designated Peniod, as certified by the Independent Public
Agcountant and as adjusted as thereinafter reguired, and (2} the Anticipated Net Revenue Increase (hereinafter
defined), if any, is at Jeast equal to one and twenty-five hundredths (1.25} tmes the Aggregate Certificate
Boend Service for any future Fiscal Year on all Bonds, 1990 Certificate Harbor Revenue Bonds and Capilal
Improvement Revenue Bonds to be Outstanding afier the issuance of such Additional Bonds; and

. Upon the delivery of any Series of Additional Bonds there shall be on deposit in the 1997
Certificate Harbor Revenue Special Fund for credit 1o the 1997 Certificate Harbor Debi Service Reserve
Account an amount equal to the Reserve Reguirement, provided that the Supplemental Certificate providing
for the issuance of such Series of Additional Bonds may provide that part of the proceeds thereof shall be paid
into the 1997 Centificate Harbor Revenuoe Special Fund for credit 10 the 1997 Centificate Harbor Debt Service
Reserve Account.

For the purposes of making the determinations required by clause (ii) of paragraph d. above:

A, In the evemt that at any uime during the Designated Period the Swle acguired existing
properties which at the time of such acquisition were used for harbor purposes and if the Siate shal have title
to and possession of such praperties on the day of such delivery and such properties shalt constitute part of the
Undertaking on such day, or in the event that any existing properties are to be acquired by the State from the
proceeds of the Additional Bonds proposed to be issued, which properties at the time of such acquisition are
psed for harbor purpeses, then in either event (or in both events) the Aggregate Nel Revenues as determined
by the Independent Public Accountant for the Designated Period shall be increased or decreased by the Harbor
Consultant to reflect the revenues (if any} which would have been derived by the Department from, and the
costs of operation and maintenance which would have been incurred by the Department with respect to, such
properties during the said period and otherwise adjusted if necessary, so as o refleet the result had such
properties been operated by the Departtnent as part of the Undertaking throughout the Designuted Period;

B. In the event that at any time prior to the day of the delivery of the proposed Additional
Bonds. or in the event that during the month in which such Additional Bonds are 1o be delivered (but prior to
such delivery}, the Department has imposed increases in its schedule of rentals. rates, fees. wlls and charges,
which increases are or shall be in effect vpon the delivery of such Additionai Bonds. the Aggregate Net
Revenues for the aforesaid period may be adjusted by the Harbor Consultant (o reficet the resulis had such
increased rates been in effect throughout such entire penod; and

C. “Anticipated Net Revenue Increase” wmeans such jncrease in Aggregawe Net Revenues as
estimated by the Harbor Coasuliant for such period the Harbor Consuitant deems reasonable and taking into
account such factors as such consultunt deems pentinent. including, without limitation, {1} of construction of
additional facilities to constitute part of the Undertaking (including in the word “construction” the making of
additions and expansions o or reaovations or reconstractions of existing facilities constituting part of the
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Undertaking, or the zcquisition of properties not theretofore used for harbor purposes which are to constitute
part of the Undertaking) and (2) the Rate Covenant.

Additional Conditions for the Issuance of Refunding Bonds. 'The following conditicns, in addition to those
set forth above, shall be met upon the issuance of Refunding Bonds: Refunding Bonds may be isswed o refund prior o
maturity all or part of the Capital Improvement Bonds, the 1990 Certificate Harbor Revenue Bonds or the Quistanding
Bonds, incloding therein amounts to pay principal. redemption premiom and interest o the redermption date on the
Bonds, the 1990 Certificate Harbor Revenue Bonds or Capital Improvement Bonds to be refunded, which Bonds, 1990
Certificate Harbor Revenue Bonds or Capiial Improvement Bonds to be refunded shall be specified in the Supplemental
Certificate providing for the issuance of the Refunding Bonds, provided (1) at the time of the issuance of such
Refunding Bonds, no default exists in the payment of the principal of and premium, if any, and interest on any Bonds,
1990 Certificate Harhor Revenue Bonds or Capital Improvement Bonds: no deficiencies exist in the Harbor Special
Fund, the Capital Improvement Special Pund, the Harbor Revenue Special Fund or the 1997 Cenificate Harbor
Revenue Special Fund; the Rate Covenant is satisfied currently without regard to provisions concerning curative action,
and there does not exist an Event of Default or a condition which upon the passage of time would coastitute such an
Event of Default: (2) the aggregaie of the Bond Service on such Refunding Bonds shall be less than the aggregate of the
Bond Service on the Capital Improvement Bonds, 1990 Certificate Harbor Revenue Bouads or Bonds o be refunded
were such refunding not 1o oecur; and (3) upon the delivery of such Refunding Bonds there shall be on credit to the
1997 Certificate Harbor Debt Service Reserve Account an amount equal to the Reserve Requirement,

MNothing in the Certificate shall be deemed o apply o or construed 1o prevent a refunding at one time of all
Bonds then Outstanding,

Nothing in the Centificate shall prevent the Department from issuing Additional Bonds without compliance
with the provisions for issuance of Refunding Bonds, for the purpose of refunding all or any portion of Outstanding
Bonds, 1990 Certificate Harbor Revenue Bonds or Capital Improvement Bonds.

Allocation and Application of Revenues (Certificate — Section 5.01.)

There is created the 1997 Cectificate Harbor Revenue Spectal Fend, which shall be comprised of the following
accounts: 1997 Certificate Harbor Interest Account, 1997 Certificate Hacbor Principal Account, 1997 Certificate
Harbor Debt Service Reserve Account and Harbor Reserve and Contingency Account.

So long as any Capital Improvement Bonds are QOutstanding, (1) the Harbor Special Fund and the Capital
Improvemernt Special Fund shall both be continued and {2} all Revenues shall be deposited in the Harbor Special Fund
and applied in the onder of priority set forth in the Capital Improvement Certificate with the exception that, in
accordance with the Capital Improvement Certificate, the Revenues shall be deposited into the Harbor Revenue Special
Fund after and subordinate o the payments, deposits and credits required by all the provisions of pricaty items FIRST
and SECOND of Section 5.01 of the Capital Improvement Certificate and before and senior 1o the payments, deposits
and credits requirad by all the provisions of priority items THIRD through NINTH of said Section 3.01.

S long as any 1990 Certificate Harbor Revenue Bonds are Ouistanding (1) the Harbor Revenue Special Fund
shall be coatinued and (2} all Revenues shall be deposited in the Harbor Revenue Special Fund and applied o the order
of priority set forth in the 1990 Cenificate, with the exception that, in accordance with the 1990 Certificate, the
Revenues shall be deposited into the 1997 Certificate Harbor Revenue Special Fund after and subordinaie 1o the
payments, deposits and credits required of all the provisions of priority items FIRST and SECOND of Section 5.01 of
the 1990 Centificate and before and senior 10 the payments, deposits and credits required by all the provisions of
priority tiems, THIRD through SEVENTH of said Section 5.01.

The Revenves deposited or 10 be deposited into the 1997 Certificate Harbor Revenue Special Fund shall be
applied, used and disposed of as follows, and in the following order of priority:

KIRST: for Operation and Maintenance Expenses;
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SECOND: for credit (o the following accounts in the following order of pricrity in the amounts
required pursuant o the provigions of the Certificate:

a. 1997 Certificate Harbor Interest Account;
b. 1997 Certificate Harbor Principal Account; and
c. 1997 Certificate Harbor Debt Service Reserve Account;

THIRD: for any other purpose within the jurisdiction, powers, duties and fumctions of the
Department related 10 the Undertaking, including, without lmitation, Operation and Maintenance Expenses,
acquisitions (including real property and interests thereim), constructions, additions, expansions,
improvements, remewals, replacements, reconstruction, engineering, investigation, amnd planning for the
Undertaking, and Qualified Litigation Costs, all or any of which in the judgment of the Department are
necessary to the performance of its duties or functions;

FOURTH: to reimburse the genera) fund of the State for Reimbursable General Obligation Bonds;
FIFTH: for deposit into the 1997 Certificale Harbor Reserve and Contingency Account;

SIXTH: to provide funds for other special reserve funds and other special funds as may be created by
law; and

SEVENTH: all or any portion of available moneys on deposit in the 1997 Centificate Harbor
Revenue Special Fund, after satisfying the requiremenis of priority items FIRST through FIFTH above,
determined by the Direcior of Transporiation to be in excess of 130% of the requirements for the ensuing
12 months for the 1997 Certificate Harbor Revenue Special Fund may be transferred from the 1997 Certificale
Harbor Revenue Special Fund as permitied by and in accordance with Sections 37-33 and 266-19, Hawaii
Revised Statutes, as amended, or any successor statute thereto.

At such time as there are no longer any Capital Improvemen! Bonds Outstanding, the Capital Improvement
Special Fund and the Harbor Revenue Sgecial Fund shiall be consolidated into the Harbor Special Fund, all references
therein to the Harbor Revenue Special Fund shall be deemed to refer 10 the Harbor Special Fund, and the Revenues
shali continue 1o be deposited into the Harbor Special Fund.

At such time as thers are no longer any 1990 Cenificate Harbor Revenue Bonds Qutstanding, the 1997
Certificate Harbor Revenue Special Fund shall be consclidated into the Harbor Special Fund, all references therein to
the 1997 Certificate Harbor Revenue Special Fund shall be deemed to refer to the Harbor Special Fund, and the
Revenues shall continue 1o be deposited in the Harbor Special Fund,

1997 Certificate Harbor Interest Account, (Certificate - Section 3.02.) The monevs credited 10 the 1997
Certificate Harbor Interest Account shall be disbursed solely for the purpose of paving interest on the Bonds as the
same becomes due. In each month, commencing with the first Business Day of the month which follows the last month
for which interest on a Series of Bonds, if any, i provided for from the proceeds of a Series of Bonds, (a) with respect
to each Series of Bonds {other than Variable Rate Bonds which have Interest Payment Dates oceurring at intervals of
one month or less), commencing on such first Business Day and continuing on the first Business Day of each month
thereafier so long as any of the Bonds of such Series are Quistanding, the Department shall credit to the 1997
Certificate Harbor Interest Accoum from amounts on deposit in the 1997 Certificate Harbor Revenue Special Fund an
amount such that, if the same amount were so credited on the first Business Day of each succeeding month thereafler,
the aggregate of such amounts credited on the first Business Day of the month: preceding an Interest Payment Date will
be equal to the installment of nterest Ialling due on the Bonds on such Interest Payment Date or the amount required 10
reimburse the Support Provider for a draw on the Support Facility made to provide funds for the payment thereof; and
{b) with respect to Vanable Rate Bonds which have Tnterest Payment Dates occurring al imlervals of one month or less,
on the first Business Day of the month prior 10 each Interest Payment Date the Department shall credit 1o the 1997
Ceruficate Harbor Interest Account from amounts on deposit in the 1997 Certificate Harbor Revenue Special Fund the
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amognt required, together with other funds available therefor credited o such account, to pay, or o reimburse the
Support Provider for a draw on the Support Facility made to provide funds for the payment of, the interest payable on
such Interest Paymeni Date or Dates on the Ouistanding Variable Rate Bonds. In making the credits to the 1997
Certificate Harbor Interest Account required by this paragraph, consideration shall be given to and allowance made for
accrued interest received upon the sale of a Series of Bonds, and for interest capitalized from the proceeds of a Series of
Bonds (which accrued or capitalized interest shall in each case be deposited in the 1997 Certificate Harbor Revenue
Special Fund for credit to the 1997 Certificate Harbor Interest Account), and for any other credits otherwise made o
said account, Variable Rate Bonds shall be assumed to bear interest at the assumed interest rate as determined pursuant
1o subparagraph (A) of the definition of “Bond Service,” and monthly ¢redits made with respect to Variable Rate Bonds
“shall be adjusted to the extent possible w reflect the actual interest rate on Variable Rate Bonds in the preceding month
so that, as of any Interest Pavmen Date, the amount available is sufficient 10 pay the interest then due; provided,
however, that any payments to a Support Provider pursuant to a Support Agreement as Holder of 2 Bond which are in
excess of the stated rate of interest on such Bond, whether denominated additional interest, penalty rate or otherwise,
shall not constitute interest for purposes of this paragraph.

1997 Certificate Harbor Principal Account. (Cenificate ~ Section 5.03.) In the event of the issuance of any
Series of Bonds under the Certificate maturing at times customarily known as maturing serially, in order to provide for
the payment of principal of such Bonds of such Series, or to egimburse the Suppon Provider for a draw on the Support
Facility made to provide funds for the payment of such Bonds maturing serially, commencing with the month which is
12 months prior to the first principal payment date of any of such Bonds maturing serially and in each month thereafter
so long as any of such Bonds s0 maturing are Outstanding, there shall be credited to the 1997 Cernsificate Harbor
Principal Aceount an amount such that, if the same amount were g0 credited to this account on the first Business Day of
such first month and each succeeding month thereafter prior to the next date upon which the principal of any of said
Bonds maturing senially becomes doe and payable, the aggregate of the amounts on credit will on the first Business
Day of the month preceding each such pext principal payment date be equal to the principal amount of said Bonds
becoming due on such principal payment date.

In the event of the issuance of any Series of Bonds under the Certificale in the form customarily known as
“term bonds,” for the purpose of retiring such Bonds, or to reimburse the Support Provider for a draw on the Support
Facility made to provide funds for the payment of such termn Bonds, commencing with the month which is 12 months
immediately prior to the date upen which the first Sinking Fund Instailment to provide for the retirement of such term
Bonds is due, and in each month thereafter so long as any of such Bonds are Ouistanding, there shall be credited to the
1997 Certificate Harbor Principal Account from amounts on deposit in the 1997 Certificate Harbor Revenue Special
Fund an amount such that, if the same amount were so credited on the fiest Business Day of such first month and each
succeeding month thereafter prior 1o the next date upon which 2 Sinking Fund Installment falls due, the aggregate of
the amounts so -credited will on the first Business Day of the month preceding each such next date wpon which a
Sinking Fund Instaliment falls due be sufficient to redeem the term Bonds of each Series in the principal amounts and
at the times specified in the Supplemental Certificate authorizing the issuance thereof

The amounts of moneys credited to the 1997 Centificate Harbor Principal Account for the purpose of
providing for the retirement of Bonds issued in the form of term bonds shall be applied by the Director of Finance,
without further authorization or direction, to the redemption of the Bonds of a Series on each date on which a Sinking
Fund Installment for said Series of Bonds is due in the respective principal amounts required to be credited on sich
dates, or, if so directed by the Diepartimient, commencing with respect to each Series of Bonds with the second Sinking
Fund Installment for each such Series, semiannually on both such due date and the day six months prior to such due
date so that the aggregate amount so applied in each calendar year will equal the respective principal amount required
to be credited on such Sinking Fund Installment dates. The Director of Finance shall give notice of all such
redemptions, in the name amd on behalf of the State, in accordance with the provisions of Article III of the Certificate.
The Director of Finance may also, without further authorization or direction, apply the moneys credited to the 1997
Certificate Harbor Principal Account for the retirement of term Boods of a Series to the purchase of said Bonds;
provided, however, that no Bonds shall be purchased during the interval between the date on which notice of
redemption of said Boods from Sinking Fund Installments for sech Series is given and the date of redemption set forth
in such notice, unless the Bonds so purchased are Bonds called for redemption in such notice or are purchased from
meneys other than those credited to the 1997 Certificate Harbor Principal Account for such Series, and provided,
further, that no purchases of Bonds shall be made if such purchase would require the safe at a loss of securities credited
to the 1997 Certificate Harbor Principal Account unless the difference between the actual purchase price (including



acerped interest and any brokerage or other charge) paid for such Bonds and the then maximum purchase price {plus
accrued interest) permitted 1o be paid therefor is greater than the loss wpon the sale of any such securities. Any
purchase of Bonds pursuani to this paragraph may be made with or without tenders of Bonds and at either public or
private sale, but in any event al a purchase price {including accrued interest and any brokerage or other chargel not o
exceed the then applicable Redempiion Price, plus accrued interest. All Bonds purchased or redeemed pursuant to this
paragraph shall be canceled and not reissued.

If the principal amount of Bonds purchased and retired through application of any Sinking Fund Installment
shall exceed the amount of such Sinking Fund Installment, or in the event of the purchase or redemption of Bonds of
any Series and maturity for which Sinking Fund Instaliments have been established from moneys other than Sinking
Fund Installments, such excess or the principal amount of Bonds so purchased or redeemed, a3 the case may be, shall
be credited toward future Sinking Fund Installments either (i) in order of their due dates or (i) in such order as the
Department establishes in a Centificate of the Director of Transportation and delivered 10 the Registrar on or prior to the
forty-fifth day preceding the next Sinking Fund Installment due date established for such Bonds.

1997 Certificate Harbor Debt Service Reserve Account. (Certificate ~ Section 5.05.) The 1997 Certificate
Harbor Debt Service Reserve Account shall be maintained in an amount equal to the Reserve Requirement and shall be
dishursed solely for the purpose of paying principal of and interest on Bonds for the payment of which there shall be
msufficient money in the 1997 Cerlificate Harbor Interest Account or 1997 Certficate Harbor Principal Account. The
Reserve Requirement shall be determined at the time of issuance of a Series of Bonds, July 1 of each vear, a1 the time
any Variable Rate Bonds of a Series cease 10 be Variable Rate Bonds, and such other time or times as the Departrnent
shall determine and shall be funded upon the issuance of each Series of Bonds.

Subject to the remaining provisions of this paragraph, (2} if at any time during & Fiscal Year the moneys on
credit 1o the 1997 Ceroficate Harbor Debt Service Reserve Account are less than the Reserve Requirement (including
any deficiency in a Support Facility used o fund all or a portion of the Reserve Requirement), the amount of the
deficiency shall be restored from the first available Net Revenues; (b} if at the end of any Fiscal Year, the moneys
credited to the 1997 Centificate Harbor Debt Service Reserve Account are Jess than the Reserve Requirement, the
Department shall (after making the deposits and credits reguired by the Centificate) credit an amount to the 1997
Certificate Harbor Debt Service Reserve Acconnt from Net Revenues on deposit in the 1997 Centificate Harbor
Revenpe Special Fund so that there shall then be credited to the 1997 Certificate Harbor Debt Service Reserve Account
an amount equal to the Reserve Requirement; (¢) if the deficiency in the 1997 Certificate Harbor Debt Service Reserve
Account 1s due to the application of moneys credited thereto to pay principal of or interest on a Series of Bonds, then in
each month, commencing with the month which follows the month in which such application is made from the 1997
Certificate Harbor Debt Service Reserve Account, the Department shall (after making the required deposits and credit)
credit from the Net Revenues on deposit in the 1997 Certificate Harbor Revenue Special Fund to the 1997 Certificate
Harbor Debt Service Reserve Account an amowunt which, if the same amount were so credited in each month thereafter
uril the day which 15 60 months from the making of the first of such crediis, there shall be credited to such account on
such day an amount not less than the Reserve Requirement; and (d) if at any time and for so long as the moneys
credited to the 1997 Cerntificate Harbor Debt Service Reserve Account are at least equal to the Reserve Requirement, no
further credits shall be made 10 the account, and any amounts io excess of the Reserve Requirement may be retained in
the 1997 Certificate Harbor Revenue Special Fund for use and application as are all other moneys on deposit therein,

When a Series of Bonds is refunded in whole or in part or is otherwise paid so that all of the Bonds of such
Series are no longer Outstanding, moneys credited to the 1997 Certificate Harbor Debt Service Reserve Account may
be withdrawn from the 1997 Cenificate Harbor Revenue Special Fund 1o pay or provide for the payment of such Bonds
or refunded Bongds, as the case may be, or may be transferred and applied 1o any reserve fund or account established for
the Refunding Bonds issued to refund such refunded Bonds, provided that immediately after such wathdrawal or
transfer there shall be on credit to the 1997 Cenificate Harbor Debt Service Reserve Account an amount equal to the
Reserve Requirement.

In lien of the credit of moneys to the 1997 Certificate Harbor Debt Service Reserve Account, the Department
may cause to be so credited a surety bond or an insurance policy payable o the Department for the benefit of the
Holders of the Bonds of a Series or a letter of credit in an amount equal (o the difference between the Reserve
Requirement and the amounts then credited (o the 1997 Centificate Harbor Debt Service Reserve Account. In the event
a surely bond, imsurance policy or letier of credit is secured to satisfy a portion of the Reserve Requirement allocable to
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a Series of Bonds, so long as such surety bond, insurance policy or letter of credit is in effect, the Owners of such
Series of Bonds shall not be entitled to payment from or a lien on the funds on deposit in the 1997 Certificate Harbor
Revenue Spectal Fund credited o the 1997 Certificate Harbor Debt Service Account to satisfy that portion of the
Reserve Requirement ailocable (o other Series of Bonds, nor shzall the Owners of Bonds of such other Series be entitled
o any payment from soch surety bond, insurance policy or letter of credit. The surety bond, insurance policy or leiter
of credit shall be payable {upon the giving of notice as required thereunder) on any date on which moneys will be
required to be applied from the 1997 Centificate Harbor Debt Service Reserve Account 1o the payment of the principal
of or interest on any Bonds of such Series and such withdrawals may not be made from amounts credited to the 1997
Centificate Harbor Debt Service Reserve Account for such other Series of Bonds. Prior to the use of a surety bond,
insurance policy or letter of credit pursuant to the provisions of this paragraph (other than any such use at the time of
issuance of the Series 1997 Bonds), the Department shall receive written confirmation from the Rating Apency that the
rating on the Bonds Ouistanding as then in effect shall not be reduced as a result of such use. If a disbursement is made
pursuant to a surety bond, an insurance policy or a letter of credit provided pursvant to this paragraph, the Departient
shall be obligared either (i) to reinstate the maximum limits of such surety bond, insurance policy or lener of credit or
(ii) to credit to the 1997 Certificate Harbor Debt Service Reserve Account, funds in the amount of the disbursement
made under such surety boad. insurance poiicy or letter of credit, or a combination of such alternatives, as shall provide
that the amoune credited o the 1997 Certificate Harbor Debt Service Reserve Account allocable w a Series of Bonds
equals that portion of the Reserve Requirement allocable to such Series; provided, however, 2 failure to immediarely
restire such Reserve Requirement shall not constitute an Event of Default if the Reserve Requirement is restored within
the time period permutted by clause ¢ under “Events of Default; Remedies — EBvents of Defaudt” below.
Notwithstanding the provisions of said clause ¢, the Department shall not permit any surety bond, insurance policy or
jetter of credit which has been established in lies of a deposit into the 1997 Centificate Harbor Revenue Special Fund
for credit to the 1997 Ceruficate Harbor Debt Service Reserve Account o terminate or expire prior to depositing to
such fund for credit to such account the amount satisfied previously by the surety bond, insurance policy or ktter of
credit,

1997 Certificate Harbor Reserve and Contingency Account. (Certficate — Section 5.06.) Moneys on credit
to the 1997 Certificate Harbor Reserve and Comtingency Account may be used (i) to make up any deficiency with
respect to any Series of Bonds, Capital Improvement Bonds or 1990 Certificate Harbor Revenue Bonds in the 1997
Certificate Harbor Interest Account, the 1997 Certificate Harbor Principal Account and the 1997 Certificate Harbor
Debt Service Reserve Account, (i) to the extent pot used to make up any such deficiencies and to the extent all other
legally available moneys have been applied, moneys on credit to the 1997 Certificate Harbor Reserve and Contingency
Account may be used for any other purpose within the jurisdiction, powers, dutics and functions of the Department
related to the Undertaking and (iii) to the extent not required pursuant to clauses (1) and (ii) abave, moneys on credit to
the 1997 Certificate Harbor Reserve and Contingency Account in excess of 25% of the maximum Aggregate Certificate
Bond Service due in any future fiscal yvear may be transferred out of the 1997 Certificate Harbor Reserve and
Contingency Account and applied in any legally permissible manoer.

Tnvestment of Moneys in Funds and Accounts. (Certificate — Section 5.07.) Moneys in the 1997 Certificate
Harbor Revenve Special Fund credited to the 1997 Certificate Harbor Interest Account and the 1997 Certificate Harbor
Principal Account therein shall be invested by the Director of Finance in Investment Securities 5o as to mature i such
amounts and af such times so that the principal of and interest and premium, if any, on the Bonds can be paid when due,
whether at maturity or upon the redemption thergof. Moneys in the 1997 Certficate Harbor Revenue Special Fund on
credit to the 1997 Certificate Harbor Diebt Service Reserve Account therein shall be invested by the Director of Finance
in Federal Securities so as o mature within five years from the date of investment, but in any event by no later than the
last or final maturity date of the Bonds then Outstanding. The Depactment thereby grants its approval for all
investmenis made by the Director of Finance pursuant te this paragraph, and no further approvals of the Department
shall be necessary therefor.

Income dernved from investments made pursuant to Section 5.07 of the Certificate shall be treaied as
Revenues; expenses of purchase, safekeeping, sale and redemption, and all other expenses attributable to such
investments shall be proper ¢xpenses of the Undertaking. Securities so purchased shall be considered as being
deposited in the custody or conirol of the Director of Finance by the Department.
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Al moneys in the 1997 Certificate Harbor Revenue Special Fund, the invesument of which is not provided for
in Section 5.07 of the Centificate, may be invested, and the income Irom such investments disbursed or applied, as may
be provided by applicable law.

All securities shall constitvie a part of the respective fund or account from which the investment thersin was
made. For the purposes of making apy calculations or computations at any time and from time to time of the amounts
in the 1997 Centificate Harbor Special Fund, or any fund or account therein, which may be required for the purposes of
the Certificate, the Value of Investment Securities shall be deterniined at the time of any withdrawal therefrom and as
of July 1 of each vear.

The Department will maintain records to enable it to cause to be made the computations necessary to
determine whether a Series of Bonds the interest on which 15 excludable from gross income for federal income tax
purposes meets the requirements of Section 148 of the Code, including, but not limited to, records showing the dates
and amounts of all investmenis of funds credited to the 1997 Cenificate Harbor Interest Accourt, the 1987 Centificate
Harbor Principal Account and the 1997 Certificate Harbor Debt Service Reserve Account and the dates and amounts of
the receipts of the earnings, sales proceeds and maturities of such investments.

Certain Covenants by the State

The Rate Covenant is summarized in this Official Statement under the heading “SECURITY FOR THE
BOKDS - Rates and Charges.” As to certain other subjects, sammaries of the State’s covenants follow:

Accounts — Independent Public Accountant. (Certificate — Section 6.06.) The Department shall maintain
and keep, or cause to be maintained and kept, praper books, records and accounts in which complete and correct entries
shall be made of all dealings and transactions relating 10 the Undertaking., Such accounts shall show the amount of the
Revernes and the application of such Revenues to the purposes specified in the Certificate and in the Capital
Improvement Certificate and the 1990 Certificate and all financial transactions in connection therewith, including all
deposits into and disbursements from the Harbor Special Fund, the Harbor Capital Iinprovement Special Fund, the
Harbor Revenue Special Fund and the 1997 Certificate Harbor Revenue Special Fund.

The Departiment shall cause i1s accounts 1o be audited by an accountant {the “Independent Public Accountant’™}
employed by it, such period of appoiniment or emplovment to be from vear to year. Such Independent Public
Accountant shall be selected with special reference to his gencral knowledge, skill and expenience in auditing books
and sccounts and shall be a certified or licensed accountant or firm of certified or licensed accountants who, or each of
whom, is in fact independent and not under the domination of the State (including the Department) and who, or each of
whom, is not connecied with the State {including the Department) as an officer or emiployee thereof, but who may be
regularly retained to make anmwal or similar audits of any of the books of the State (including the Department). Such
audit shell be made annually and shall be completed within 270 days after the close of each Fiscal Year, shall set forth
the ftems required to determine compliance with the Rate Covenant and shall include a detailed statement of the
Revenues and the expenditure and application thereof for such year and a detailed balance sheet of the Undertzking as
of the close of such year, including therein a statement of the Harbor Special Fund, the Capital Improvement Special
Fund and accounts therein, the Harbor Revenoe Specizl Fund and accounts therein and the 1997 Centificate Harbor
Revenue Special Fund and sccommis therein, and be accompanied in writmg by a certificate of the Independent Public
Accountant. Each such audit shall certify as to the correcmess of the schedules contained in the andit report. A copy of
each such annual audit shall be filed with the Director of Finance and shall be open for public inspection and shall be
mailed (0 any Holder of the Bonds filing with the Department a request for same. The cost of any such audit shall be
an Operation and Maintenance Expense,

Consulting Engineer. {Certificate — Section 6.07.) The Depariment shall appoint and retain from time to
time a Consulting Engineer who shall be an independent engineer or engineers, engineering firm or corporation having
# national and favorable reputation for skill and experience in respect to development, operation and management of
harbor facilities and who. or cach of whom, shall be paid by the Department buot shall in fact be independent and not
under the domination of the State (including the Department) and who, or each of whom, shall not be connecied with
the State (including the Departmentt as an officer or employee thereof, bot who may be regularly retained to make
triennial or ather permdic reporis i 1he State (including the Department) as to other properties thereof. The Consulting
Engineer shall be uvadlabie 1o advise thee Depariment opon request and 1o make such investigations and determinations
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as may be necessary from lime 1o time under the provisions of the Certificate. The Consulting Engineer shall once in
every third Fiscal Year make an examination of and report on the operations of the Undertaking, such report to clude
recommendaltions as o amounts to be accumulated in the 1997 Certificate Harbor Reserve and Contingency Account
created in the 1997 Certificate Harbor Revenue Special Furd and as to any changes in the operation and maintenance of
the propertics constituting the Undertaking, including changes required in the schedule of rates, rents, fees or other
charges for the use of the Undertaking in order to prodoce the amount of Revenues reguired to be produced by the Rate
Covenant, A copy of each such report shall be filed in the office of the Direcitor of Finance, and a copy shall be
forwarded 1o any Holder of Bonds filing a request therefor with the Department. The cost 1o the Department of the
Consulting Engineer shall be an Operation and Maintenance Expense.

For purposes of determining compliance with the Rate Covenant, satisfaction of the requirements for the
issuance of Additional Bonds, and certain other matters, the Department is authorized to use a Harbor Consultant,
which may be the Independent Public Accountant or Consulting Engineer.

Insurance. {(Certificate — Section 6.09.) The Department will carry, or cause to be carried, insurance with
generally recognized responsible insurers with policies payable to the Department against such risks, accidents or
casualties and in such amounts as the Depariment determines 1o be prudent. Any wnsurance carried by the Department
may be procured and maintained as part of or in conjunction with any other policy or policies carried by it or by the
State. The Departroent and the State may be self-insured and establish special funds for self-insurance. The
Department shall seek advice and counsel from time to time from the State Risk Management staff or their consultants
o advise and assist the Departrnent with respect to the insurance program of the Undertaling, and the Department shall
take into consideration the advice of such persons in the placement of insurance and the establishment of any
sell-insurance fund or fands.

The proceeds of all insurance, to the extent the same shall be paid directly to the Department, shall be held by
the Department under and subject to the Capital Improvement Certificate. the 1990 Certificate and the Certificate and
applied as follows: (1} the proceeds of property insurance shall be deposited in the treasury of the State and held as a
speciai trust fund, separate and apart from all other funds and moneys, to the exd that such proceeds of insurance shall
be applied to the reconstruciion, resioration or replacement of the properties of the Undertaking damaged or destroyed;
(it} the proceeds of rental or business interruption insurance shall be deposited in the 1997 Certificate Harbor Revenue
Special Fund for use and application as are all other moneys deposited in that fund; and (i) the proceeds of personal
injury insurance and any worker's compensation insurance shall be held separate and apart in the 1997 Centificate
Harbor Revenue Special Fund and applied toward extinguishing or satisfying or remedying the Hability or loss with
respect to which such procesds may be paid.

The Department will, with respect to each such logs, promptly and with all reasonable dispatch, repair, restore.
reconstruct or replace the property damaged or destroved or replace the same with other revenue-producing property or
facilities to constitute part of the Undertaking, insofar as the same may be accomplished from proceeds of insurance
carried pursuant (o clause (i) above, to the extent necessary to the proper conduct of the operation of the business of the
Underiaking and in any event so that the Undertaking shall possess at least the same revenuve-producing capability as
existed prior to the damage and shall apply the proceeds of any insurance policy or policies or sel-insurance fund or
funds covering such daiage or loss for that purpose 10 the extent required therefor. Notwithstanding the foregoing
provisions of this paragraph, no repair, restoration, reconstruction or replacement shall be required if the Department
finds that repeir, restoration, reconstruction or replacement of the damaged or destroyed property is not in the best
interest of the Department and, based on 2 certificate of the Harbor Consuliant, that the failure to repair. restore,
reconsiruct or replace the damaged or destroyed property will not cause the Revenues in any future Fiscal Year o be
less than an amount sufficient to enable the Drepartment to comply with ali covenants and conditions of the Capital
Improvement Certificate, the 1990 Certificate and the Certificate or impair the security or the payment of the Capital
Improvement Bonds, the 1990 Ceruficate Harbor Revenue Bonds and the Bonds. Any proceeds of any insurance
pelicy or policies or self-insurance fund or funds not required for the purpose of repair, reconstruction, restoration or
replacement as aforesaid shall be paid into the Harbor Special Fund, to be wsed and applied as are other moneys
deposited in that fund.

The cost to the Department of all insurance so required by the Certificate shall constitute an Operation and
Maintenance Expense.
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Annual Budget. (Centificate — Section 6.10.) The Department shall prepare and file with the proper officers
of the Siate, al the time and in the manner prescribed by law, an estimated budget of Revenues and Operation and
Maintenance Expenses. Bond Service, capital improvements and any other proposed expenditures for the Undertaking
for each Fiscal Year, which budgets shall be open to inspection by any Helder of Bonds or other interested party,

Not To Alienate Ownership, Operation, Manocgement and Comirel of Undertaking; Disposition of
Worn-Thui or Useless Properry; Right Te Alienate Certain Properties for Noncompetitive Uses. (Certificate ~ Section
6.11.} The State, whether acting by and through the Department or otherwise, will not sell, lease or otherwise dispose
of any properlies constituting part of the Undertaking, nor take any action or cause any action to be taken, 10 alienate
from the State the ownership, management and control of the Undertaking and any and all properties constituting a part
thereof, including any land or rights in land comprising the site thereof or necessary to the use or operation thereof,
unless simultaneously with any such sale, lease, disposition or alienation due and adequate provision is made for the
payment of the Bonds, including interest and premium (if any} thereon, or there is paid into, or due and adequate
provision is made for the paying inlo, the treasury of the State for deposit in a separate fund therein, of an amount of
cash sufficient to retire, and 10 pay the interest to accrue prior o such retirement on, all Bonds then Outstanding,
together with any premiom upon the redemption thereof; provided, however, that (i) the provisions of this Section shall
not be deemed 1o prohibit, or construed as prohibiting, the leasing in the normal and customary course of business
according 10 the schedule of rates, rentals and charges of the Department, of properties constituting the Undertaking,
which rates, rentals and charges shall be part of the Revenues and which properties shall remain part of the
Undertaking, but any such leasing shall be subject 1o the rights of the Holders of the Bonds and all the provisions of the
Certificate; (i) the Siate, whether acting through the Department or otherwise, may from ume to ume sell, lease or
otherwise dispose of any portion of the Undertaking (including any real and personal property comprising a part
thereof) which the Departrment has determined has become unserviceable, inadequate, obsolete, worn-out or unfit o be
used, or no longer required for use, in connection with the operation of the Undentaking or the maintenance of the
Revemies therefrom; (iii) the State, whether acting through the Department or otherwise, may transfer to any other
department, board, bureau, agency or other subdivision of the Stale or o any city, county or other municipal
corporation in the State or any department, board, bureau, agency or other subdivision thereof, or to any nonprofit
corporation or associalion, any property constituting part of the Undertaking and such property shall thereafier ne
lonper constitute part of the Undentaking and any moneys derived therefrom shall no ionger constitule part of the
Revenues under clanse {A) of the definition thereof, and such property may be sold, leased or otherwise disposed of as
the transferee thereof may determine, if (@) the use thereafier 1w be made of such property afier such transfer is
noncompetitive with the Undertaking and (b} in the opinion of the Harbor Consultant such wansfer will net redoce the
Revenues below the amount required to be produced the Rate Covenant without any increase in the schedule of rates,
rents, fees and charges then in effect for the Undenaking or if in the opinion of the Harbor Consultant such transfer
would reduce the Revennes below the amount required to be preduced in accordance with the Rate Covenant, due and
adequate provision is made for the payment of the Bonds, including interest and premium (if any) thereon, or due and
adequate provision is made for the payment into the 1997 Ceruficate Harbor Revenue Special Fund in each vear in
which any of the Bonds remain Ouistanding of an amount equal to the difference between the Revenues produces in
each such vear and the amount of Revenues required to be produced in such vear in accordance with the Rate
Covenant: and (v} the State, whether acting through the Department or otherwise, may from time 1o time sell, ransfer
or otherwise dispose of any property constituting part of the Undertaking and such property shall thereafier no longer
constinie part of the Undertaking and any moneys derived therefrom shall no longer constitute part of the Revenues
under clanse {A) of the definition thereof, and such property may be sold, ieased or otherwise disposed of as the
transferse may determine, if (a) the proceeds of any such sale or transfer are deposiled in the 1997 Centificate Harbor
Revenpe Special Fund as security for the payment of all Bonds then Outsianding, (b) in the opinien of the Harbor
Consaltant such sale, ransfer or other disposition will not reduce Aggregate Net Revenues below the amount equal to
one and twenty-five hundredihs {1.25) times the amowunt required to be produced by the Rate Covenant without any
increase in the scheduie of rates, rents, fees and charges then in effect for the Undertaking and (¢) the Department shall
receive wrirten confirmation from the Rating Agency that the rating on the Bonds Outstanding as then in effect shall
not be reduced as a result of such sale, transfer ¢r disposition. For the purposes of the provisos numbered {iil) and ¢iv)
to the preceding sentence, the Harbor Consultant may assume that all parties to contractual or other agreements will
comply with the terms and provisions of such contracts or agreements, including any commitmoent (o pay amounis into
the 1997 Certificate Harbor Revenue Special Fund, and any iransfer of properiy 1o the University of Hawaii or other
educational insutution for use by it for oceanographic research and study (including therein any such research or study
for which such institation may receive income or compensation) shall be considered o be noncompetitive.
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Not To Pilute Security for the Bonds. {Certificate — Section 6.12.) Unless, and only while and so long as,
due and adeguate provision is made for the pavment of the Bonds, inciuding interest and premium (if any) thereon, or
due and adequate provision is made for the payment into the 1997 Cenificate Harbor Revenue Special Fund for use and
application in accordance with the provisions of the Centificate the same as all other moneys depasited in that fund, in
each year while any of the Bonds remain Outstanding, from moneys lawlully available therefor other than the
Revenues, of amounts which when added o the Revenues paid into the 1997 Certificate Harbor Revenue Special Fund
in such year, will at least equal the amount of Revenues required to be produced in such year in accordance with the
provisions of the Rate Covenant, the State, whether acting by and through the Department or by and through any other
department, bureau, board or other agency thereof, shall not own, engage in, erect, construct, maintain or operate any
harbors, ports, docks, wharves, piers. warehouses or other waterfront or harbor facilities and improvements of a
commercial nature (excluding properties principally used for recreation or the landing of {ish, except properties located
at Kewalo Bagin, Ewa of Ala Moana Park, Honolulu, and its annex) which are competitive with the Undertaking unless
the income derived therefrom constituies part of the Revenues, 1o be deposited, used and applied as ave all other
Revenues, in which event such properties and facilides may constitute part of the Undertaking; provided, however, that
nothing in this Section shall be construed as prohibiting the State from rewaining or placing under the management and
contrel of some department board, bureau or agency other than the Department, harbor propertivs and facilities
constituting or to constitute a Foreign Trade Zone within the meaning of Chapter 212, Hawaii Revised Statutes, so long
as in the opinion of the Harbor Consuitant the operations of such Foreign Trade Zone are noncompetitive with the
Undertaking, or if in the opinion of the Harbor Consultant the operations of the same are at any time competitive with
the Undertaking, either (i) all income derived with respect to such properties through the loading or unloading of cargo
from vessels or from wharfage or from harbor fees or demurrage or other fees and charges normally and customarily
paid as part of the loading and unloading of cargo and which would normally accrue to or be under the adminisiration
and control of the Department constitutes by law part of the Revenues and is paid into the Harbor Special Fund, in
which event the coss of operation and maintenance of those properties from which such income is derived may be paid
as costs of operation and maintenance of the Undertaking to the same extent as would be the case if such properties
were in fact part of the Undertaking, or {ii} due and adequate provision is made for the payment of the Bonds, including
interest and premium (if any) thereon, or due and adequate provision (s made for the payment, in each vear while any of
the Bonds remain Outstanding, from moneyvs lawfully available therefor other than the Revenues, into the 1997
Certificate Harbor Revenue Special Fund for use and application in sccordance therewith the same #8 all other moneys
paid into that fund, of amounts which, when added to the Revenues paid into that fund in each such year, will produce
the 1otal amount required to be produced in such year in accordance with the Rate Covenant, and provided, further, that
the operations of any such Foreign Trade Zone which is in existence at the time of effectiveness of the Certificate shall
be deemed to be noncompetitive with the Undertaking.

Net Rent Leases. (Certificate —~ Section 7.01.) The State, either in its own name or acting by and through the
Department, may enter into contracts, leases or other agreements pursuant to which the Department will agree to
construct a pler. dock, wharf, warehouse or other harbor or waterfront facility on land constituting part of the
Undenaking or will agree to acquire or construct a pier, dock, wharf, warehouse or other harbor or waterfront facility
on land not then constituting part of the Undertaking {which land if not then owned by the State may be acquired for
such purpose), or to acquire and remodel, renovate or rehabilitate a building, structure or other faoility (including the
site thereaf) for harbor purposes {all said piers, docks, wharfs, warebouses, buildings, structures and Tacilities herein
referred o as the “Improvement”), and lease such Improvement under the following conditions:

1. No Improvement will be constructed or acquired and leased for use or occupation (&) if the
Improvement would provide services, facilities or supplies which then may be adeguately made available
through the Undertaking as then existing and (b) if the result of the use or occupation of such Improvement
under the contract, lease or agreement therefor would result in a reduction of Net Revenues below the
minimum Net Revenues reguired 1o be produced and maintained in accordance with the Raie Covenant.

2. A Net Rent Lease (hercinafter defined) shall be entered into between the State (either in the
name of the State or by and throogh the Department), as lessor and the user or occupier of such Improvement,
as lessee, pursuant o which the lessee shall agree 1o pay the Department in each year during the term thereof,
which term shall not extend beyond the useful life of the Improvement as estimated by the Harbor Consultant,
{i) fixed rentals in periodic installmenis which will be sufficient to pay during such term the principal of and
interest on all Special Obligation Bonds to be issued to pay the cost of construction or acquisition of the
Improvement as the same respectively mature, and (ii) such further rentals as shall be necessary or reguired 10
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provide or maintain all reserves required for such obhgations and to pay all trustee’s, fiscal agents” and paying
agents’ fees and expenses in connection therewith,

3. The Net Rent Lease shall provide for payments in periodic installments and as additional
remal thereunder to the Department, free and clear of all charges under said lease, (i) of a properly allocable
share of the (a) paymenis to the State to reimburse the general fund of the State for Keimbursable General
Obligation Bonds, (b) payments to the State to reimburse administrative costs incurred by the State treasury in
maintaiping funds and accounts relating 1o the Undenaking and (¢} administrative costs of the Deparimen,
and (i1} if the land on which the Improvement is to be consiructed constitules a part of the Undertaking, of a
ground rental for the ground uvpon which such Improvement is located, in amounts not less than shall be
required pursuant to the schedule for rental of ground space in the Undertaking as fized from time 1w ume by
the Department.  All such addivonal rentals shall constitute Revenues and be paid into the Harbor Special
Fund, to be used and applied as are other moneys deposited therein,

4, The Net Rent Lease shall provide that all rentals payable thereunder pursuant to paragraph 2.
above which are not required to pay Special Obligation Bonds issued for the Improvement leased thereby,
including reserves for such obligations, or required to pay trustee’s, fiscal agenis’ and paving agents’ fees and
expenses in connection therewith, shall be paid to the Department for its own use and purposes, and, 1o the
extent permitted by law, such excess amounts shall constituie Revenuves and be paid into the Harbor Special
Fund, 10 be used and applied as are other moneys deposited therein,

The term “Net Rent Lease” shall mean a lease of property encompassed within the introductory sentence of
this Section, under and pursuant 10 which the lessee agrees w0 pay to the Depaniment the rentals required by
paragraphs 2. and 3. sbove, and to pay In addition all costs connected with the ownership, operation, maintenance,
repair, repewal and rehabilitation of the leased propeny (including, without limitation, nsurance, utilities, taxes or
payments in leu of taxes), under such conditions so that the amounis payable to the Department pursuant (0 said lease
{exclusive of the ground rental, If any, payable pursuant to said paragraph 3.} shall be certainly paid whether or not the
leased property is capable of being occupied and used by the lessee.

Special Obligation Bands. (Certificate ~ Section 7.02.)} The State, acting by and throngh the Department or
otherwise, may issue Special Obligation Bonds for the purpose of constructing Improvements on ground then
comstituting part of the Undertaking or on ground not then constituting part of the Undertaking {which ground may then
be owned by the State or acquired for that purpose), or 1o acquire and rencvate and rehabilitate an Improvement
{including the acquisition of necessary land), for lease pursuant o the provisions of the Certificate. (8See “Certain
Covenants by the State - Nel Rent Leases” above.) Such Special Obligation Bonds (i) shall be payable solely from the
rentals payable by the lessee under the Net Rent Lease entered into with respect to the Improvement to be financed
from such Special Obligation Bonds; (ii) shall not be a charge or claim against or payable from the Revenues or any
other moneys in the Harbor Specizl Fund, Capital Improvement Special Fund, Harbor Revenue Special Fund or 1997
{entificate Harbor Revenue Special Fund; {iii) shall mature within both the useful life of the Improvement {as estimated
by the Harbor Consulant) to be financed from such Special Obligation Bonds and the term of the Net Rent Lease
emered into with respect to such Improvement; and (iv) shall not be issued unless and until 1he following conditions
have been met:

A, a certificate of the Harbor Consultant has been fled with the Department setting forth the
opinion of such conpsultant as to the estimated useful life of the Improvement, the costs of acquisition or
construction of which are to be financed from such Special Obligation Bonds, and centifying (i) that the
construction or acquisition and leasing for use or occupation of such Improvement would not violate the
conditions of paragraph | under “Net Rent Leases above; (ii) that the lease referred to in paragraphs 2, 3 and
4 under “Certain Covenanis by the Sigte — Net Rent Leases” above has been entered inmg; (iii) that the
paymenis t0 be made by the lessee pursuant to the provisions of such paragraph 2 will be sufficient o pay the
principal of and interest and premium (if any) on the Special Obligation Bonds as the same maiure and (o pay
all trusice’s, fiscal agents’ and paying agents’ fees and expenses in connection therewith; and (iv) that the
additional rentals to be paid by the lessee pursuant 1o such paragraph 3 are fair and reasonmable and as to the
ground rental required by that paragraph (if any such ground rent be required) is in compliance with the
schedule established by the Depariment for the rental of lands of the Undertaking; and
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B. there shall have been filed with the Department an Opintion of Counsel that the lease for the
Improvement to be financed from such Special Obligation Bonds entered into pursuant to the Certificaie is
valid according o its terns and complies with the provisions of such paragraphs 2. 3 and 4.

Refunding of Specigl Obligation Bonds, (Certificate - Section 7.03) Outstanding bonds of an issue of
Special Ohligation Bonds may be refunded by an issue of refunding Special Obdigation Bonds, provided that: (1) the
refunding Special Obligation Bonds shall be secured by and payable solely from the rentals from that Improvement,
from the rentals of which the Special Obligation Boods 1o be refunded were payable; (2) the aggregate amount of
principal, interest and premuum {if any) upon the redemption thereof from any sinking fund which shall be pavable on
the refunding Special Obligation Bonds shall not be greater than the aggregate amount of principal, interest and
preminm (if any} upon the redemption thereof from any sinking fund which would be pavable on the Special
Obligation Bonds to be refunded were such refunding not to oceur; (3) the refunding will not decrease the rentals
payable for the Improvement payable pursuant to paragraph 3 wnder “Certain Covenants by the State — Net Rent
Leases™ above; (4) the Net Rent Lease for the Improvement during the life of such refunding bonds shall comply with
paragraphs 2. 3 and 4 under “Certain Covenants by the State — Net Rent Leases” above; (5) the refunding Special
Obligation Bonds shall mature within the useful life of the Improvement (as estimated by the Harbor Consultant) and
within the term of the new or amended lease entered into with respect to such refunding; (6) the termination date of the
term of any new or amended lease entered into with respect to such Improvement shall not be Iater than the termination
date of the term of the lease entered into upon the issuance of the Special Obligation Bonds 1o be refunded; and (7} the
Certificate of the Harbor Consnltant and the Opinion of Counsel reguired under “Certain Covenants by the State —
Special Obligation Bonrds™ above shall be filed with respect to such refunding Special Obligation Bonds. Special
Obligation Bonds may also be refunded by Additional Bonds if (i} all such Special Obligation Bonds pertaining o a
particular Improvement are refunded at one time from such Additional Bonds; {if) the conditions contained in the
Certificate for the issuance of Additional Bends are complied with upon such refunding, and, for the purposes of any
such refunding, such refunding shall be considered as though the Department were acquiring such Improvement by the
issuance of such Additional Bonds; and (iii} upon any such refunding all leases pertaining to the Improvernent shall be
amended to include a provision to the effect that such lease {5 subject to the rights of the Holders of the Bonds,

When Improvement Shall Constitute Part of the Undertaking; Priority of Pavinents and Credits for Bonds
Issued Under the Certificate. (Certificate — Section 7.04.) So long as any Special Obligation Boads issued for an
Improvement are culstanding and unpaid, or until the payment thereof shall have been duly and adequately provided
for, such Improvement shall not be considered to be part of the Undertaking. Upon the reterement of the indebtedness
evidenced by such Special Obligation Bonds or evidenced by refunding Special Obhigation Bonds, unless such
Improvement is subject to an option 1o purchase by the lessee and such option shall have been exercised. all rentals and
other income thereafter received by the State {(including by the Department) from the Improvement for which such
Special Obligation Bonds were issued shall, to the extent permitted by law, constitute Revenues and be paid into the
Harbor Special Fund, to be used and applied as are other moneys deposited therein. and il such remtals and other
income shall constitute Revenues, such Improvement shall, uniess contrary to law, constituie part of the Uindertaking:
provided, however, that if any such Special Obligation Bonds are retired through the refunding thereof from the
proceeds of Additional Bonds. such Improvement may not be subject 1o any purchase option und in all events (subject
to the provisions of the Certiftcate permitting alienation or dispositien of Property) shall thereafler constitute part of the
Undertaking and the reatals and other income therefrom shall constitmte part of the Revenues: and provided, further,
that, except with respect to properties which have become part of the Undertaking by reason of the issuance of
Additicnal Bonds to refund the Special Obligation Bonds issved therefor (the costs of operation and mainlenance of
which properties shall be paid or provided for in the same manner as are such costs incurred with respect to all other
properiies constituting part of the Underaking), any expenditure of moneys from the Revenues or the Harbor Special
Fund for operation and maintenance of any property constituting or which constitited an Improvement shall be made
only after the payments and credits required by priority items “FIRST™ and “SECONIDY™ described above under the
caption “Aflocation and Application of Revenues” have been duly made or provided for,

Right of State To Execate Supplemental Certificates Without Consent of Holders of Bonds. (Cerlificate -
Section 10.01.) The State, acting by and through the Department or as may otherwise then be provided by law, from
time to time and at any time and without the consent or concurrence of the Holder of any Bond, may make and execute
a Supplemental Ceetificate (i) for the purpose of providing for the issuance of Additional Bonds or the issuance of
Refunding Bonds, (i) to make any changes or modifications of the Certificate or amendmenis, additions or deletions to
the Certificate which may be required to permit the Certificate to be gualified under the Trust Indenture Act of 1939 of
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the United States of America and (iii) if the provisions of such Supplemental Certificate shall not materially adversely
affect the rights of the Holders of the Bonds then Outstanding, for any one or more of the following purposes:

1. To make any changes or corrections in the Certificate or any supplement as to which it shall
have been advised by its counse] that the same are minor clerical or typographical corrections or changes or
are required for the purpose of curing or correctling any ambiguity or defective or inconsistent provision or
omission or mistake or manifest error contained in the Certificate or in any such supplement thereto, or to
insert in the Certificate such provisions clarifying matters or questions arising under the Certificate as are
necessary or desirable;

2. To add additional covenants and agreements of the State for the purpose of further securing
the payment of the Bonds, provided that such additional covenants and agreements are not contrary to or
inconsistent with the covenants and agreements contained in the Certificate as originatly issued or as amended
with the consent of Bondholders;

3. To surrender any right, power or privilege reserved to or conferred upon the State by the
terms of the Certificate or any supplement thereto;

4, To confirm as further assurance any lien, pledge or charge, or the subjection of any
additional revenue, property or collateral to any lien, pledge or charge, created or 10 be created by the
provisions of the Certificate or any supplement thereto;

5. To grant 1o or confer upon the Holders of the Bonds or any Support Provider any additional
rights, remedies, powers, authority or security that lawfully may be granted to or conferred upon them,

6. To prescribe further limitations and restrictions upon the issuance of Bonds and the
incurring of indebtedness by the State payable from the Revenues;

7. To include any modifications, amendments or supplements as may be required with respect
to any Series of Bonds in order to obtain a favorable rating or ratings from any Rating Agency;

8. To add or modify any provision of the Certificate as a result of enactment of any State or
federal law which changes the treatment of the Bonds or interest thereon for tax purposes;

9. To include any modifications, amendments or supplements as may be required with respect
to any Series of Bonds in order to permit such Series to be available through a book-entry system maintained
by, or 10 be cleared through, The Depository Trust Company, New York, New York, or other securities
depository, clearing corporation, or clearing agency;

10. To make any changes or corrections o the Certificate as are necessary to provide for the
issuance of Bonds in a form not contemplated by the express provisions of the Certificate, including, without
limitation, in the form of commercial paper, indebtedness which converts from a variable rate to a fixed rate,
indebtedness which initially compounds or accrues interest and then converts to a current-inierest-bearing
instrument, and a Series of Bonds whereby the State pays a particular rate of interest and such interest
payment is divided in a manner such that certain Bondholders receive a variable interest rate determined by
the market and other Bondholders receive a residual interest rate approximating the difference between the
interest payment paid by the State and such variable rate of interest; or

1. To modify, amend or supplement in any other respect any of the provisions of the
Certificate. provided ithat such modifications shall have no adverse affect as to any Bond or Bonds which are
then Ouistanding.

Except tor Supplemental Certificates providing for the issuance of Additional Bonds or Refunding Bonds, the

State shall not make and execute any instrument or Suppliemental Certificale, unless in the Opinion of Counsel the
making and cniering ainto ol such instrument or such Supplemental Certificate is permitted by the provisions of the
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Certificate and the provisions of such instrument or of such Supplemental Certificate are not contrary {o or inconsistent
with the covenants or agreements of the State contained in the Certificate as originally issued or as amended with the
consent of the Bondholders.

Execution of Supplemental Certificates With Consent of Bondholders. (Certificate — Section 10.02.) With
the consent of the Holders of not less than a majority of the principal amount of the Bonds then Outstanding, the State,
acting by and through the Department or as may otherwise then be provided by law, from time to time and at any time,
may make and execute an instrument or certificate amending or supplementing the provisions of the Certificate for the
purpose of adding any provisions to, or changing in any manner or eliminating any of the provisions of, the Certificate
or of any supplement thereto, or modifying or amending the rights and obligations of the Department thereunder, or
modifying in any manner the rights of the Holders of the Bonds; provided, however, that, without the specific consent
of the Holder of each Bond which would be affected thereby, whether or not such Bond shall then be deemed to be
Outstanding under the Certificate, no such instrument or certificate amending or supplementing the provisions of the
Certificate shall: (1) extend the fixed maturity date for the payment of the principal of any Bond, or reduce the principal
amount of any Bond, or reduce the rate or extend the time of payment of interest thereon, or reduce any premium
payable upon the redemption or prepayment thereof, or advance the date upon which any Bond may first be called for
redemption prior to its fixed maturity date; (2) reduce the aforesaid percentage of Bonds, the Holders of which are
required to consent to any such instrument or certificate amending or supplementing the provisions of the Certificate;
(3) give to any Bond or Bonds, whether Series 1997 Bonds, Additional Bonds or Refunding Bonds, any preference over
any other Bond or Bonds secured by the Certificate; (4) authorize the creation of any pledge of the Revenues or any
lien or charge thereon prior or superior to or on a parity with the pledge of and lien and charge thereon created in the
Certificate for the payment of the Bonds except to the extent provided in Article I of the Certificate; or (5) deprive any
Holder of the Bonds of the pledge and lien created by the Certificate, and provided, further, that if moneys or Federal
Securities shall have been deposited in accordance with the provisions of the Certificate relating to the defeasance for
the payment of particular Bonds and such Bonds shall not in fact have been paid, no amendments or supplements to the
provisions of Article XII of the Certificate shall be made without the specific consent of the Holder of each Bond which
would be affected thereby. A modification or amendment of the provisions of Article V of the Certificate with respect
to the 1997 Certificate Harbor Revenue Special Fund or the 1997 Certificate Harbor Interest Account, 1997 Certificate
Harbor Principal Account, 1997 Certificate Harbor Debt Service Reserve Account or 1997 Certificate Harbor Reserve
and Contingency Account shall not be deemed a change in the terms of payment of the Bonds; provided, however, that
no such modification or amendment shall, except upon the consent of the Holders of all Bonds then Outstanding
affected thereby, reduce the amount or amounts required to be deposited in the 1997 Certificate Harbor Revenue
Special Fund for credit to the 1997 Certificate Harbor Interest Account, 1997 Certificate Harbor Principal Account or
1997 Certificate Harbor Debt Service Reserve Account therein. (Nothing contained in the Certificate, however, shall
be construed as making necessary the approval by the Holders of the Bonds of the adoption of any amending or
supplementing certificate authorized by the Certificate.)

The proof of the giving of any consent required and of the holding of Bonds for the purposes of giving consent
shall be made in accordance with the provisions of Section 9.01 of the Certificate, and it shall not be necessary that the
consents of the Holders of the Bonds approve the particular form of wording of the proposed amendment or
supplement, but it shall be sufficient if such consent approve the substance thereof. After the Holders of the required
percentage of Bonds shall have filed their consents to the amendment or supplement of the Certificate, the Departiment
shall mail, or shall cause the Registrar to mail, a copy of such notice, postage prepaid, to each Holider of Bonds then
Outstanding, at his address appearing upon the Bond Register, but failure to mail copies of said notice to any Holder
shall not affect the validity of such instrument or Supplemental Certificate or the consents thereto. A record, consisting
of the required papers, shall be proof of the matters therein stated until the contrary is proved, and no action or
proceeding to set aside or invalidate such instrument or Supplemental Certificate or any proceedings for its adoption
shall be instituted or maintained unless such action or proceeding for such purpose is commenced within 60 days after
the mailing of the required notice.

Bonds delivered after the effective date of any action taken as provided above may bear a notation, by
endorsement or otherwise, in form approved by the Department, as to such action, and in that case upon demand of the
Holder of any Bond Outstanding at such effective date and presentation of his Bond for the purpose at the office of the
Director of Finance or other Paying Agent, transfer agent or Registrar for such Bond under the Certificate and at such
additional offices as the Director of Finance may select and designate for that purpose, a suitable notation shall be made
on such Bond. If the Department shall so determine, new Bonds so modified as in the opinion of the Department to
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conform to the amendments or supplements so consented to by the Bondholders shall be prepared, executed and
delivered, and upon demand of the Holder of any Bond then Outstanding, his Bond shall be exchanged without cost to
such Bondholder, for a new Bond, upon surrender of such Outstanding Bonds.

Events of Defduh; Remedies. (Certificate — Sections 11.01 to 11.06.)
Events of Defaults. The following shall constitute “Events of Default’:

a. if payment of the interest on, or principal (including any Sinking Fund Installment) or
premium (if any) of any Bond, whether at maturity or by proceedings for redemption, by declaration or
otherwise, shall not be made after the same shall become due and payable; or

b. unless all the Bonds then Outstanding shall have been calied for retirement or for
redemption, if the Undertaking or any building or facility constituting a part thereof shall be destroyed or
damaged so as to reduce the revenues, fees and earnings derived from the Undertaking below the amount
required by the Rate Covenant 1o be produced and maintained and the Department does not, to the extent of
the proceeds of insurance or self-insurance and the moneys on deposit in the 1997 Certificate Harbor Revenue
Special Fund on credit to the 1997 Certificate Harbor Reserve and Contingency Account available therefor,
promptly repair or reconstruct such destroyed or damaged building or facility, or promptly erect or substitute
in place of the building or facility destroyed or damaged other buildings and facilities which produce revenues
and fees comparable to those produced by the building or facility destroyed or damaged and subject to the lien
of the Certificate and deposit in the 1997 Certificate Harbor Revenue Special Fund an amount of the revenues
and fees to be derived therefrom comparable to those theretofore derived from the building or facility
destroyed or damaged, which amounis so deposited shall constitute Revenues, to be used and applied as are all
other Revenues, provided that nothing in this clause shall be deemed to require the repairing, reconstruction or
replacement of any building or facility which at the time of such destruction or damage was unserviceable,
inadequate, obsolete, worn-out or unfit 1o be used or no longer required for use in connection with the security
and payment of the Bonds; or

C. if the Department shall default in the due and punctual performance of any of the covenants,
conditions, agreements and provisions contained in the Bonds or in the Certificate or in any Supplemental
Certificate on the part of the Department to be performed, and such default shall continue for 90 days after
written notice specifying such defauit and requiring the same to be remedied shall have been given to the
Department by the Holders of not less than 50% in principal amount of the Bonds then Outstanding, or any
trustee or committee therefor; provided, however, that if such failure shall be such that it cannot be corrected
within such 90-day period, it shall not constitute an Event of Default if corrective action is instituted within
such period and diligently pursued until the failure is corrected; or

d. if the Capital Improvement Bonds or the 1990 Certificate Harbor Revenue Bonds shall have
been declared due and payable pursuant to an acceleration resolting from an event of default under the Capilal
Improvement Certificate or the 1990 Certificate, respectively, as in force on the date of effectiveness of the
Cenificate; or

€. if any proceedings shall be instituted, with the consent or acquiescence of the State, for the
purpose of effecting a composition between the State and its creditors and if the claim of such creditors is in
any circumstance payable from any of the Revenues or any other moneys pledged and charged in the
Certificate or in any Supplemental Certificate, or for the purpose of adjusting the claims of such creditors,
pursuant to any federal or State statute as of date of the Certificate or thereafier enacted; or

f. - if an order or decree shall be entered (1) with the consent or acquiescence of the State,
appointing a receiver or receivers of the Undertaking or any of the buildings and facilities thereof, (2) with or
without the consent or acquiescence of the State, appointing a receiver or receivers of the Undertaking or any
of the buildings or facilities thereof if such receiver or receivers are appointed pursuant to the provisions of the
Capital Improvement Certificate or the 1990 Certificate, or (3) without the consent or acquiescence of the
State, appointing a receiver or receivers of the Undertaking or any of the buildings and facilities thereof and
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such order or decree having been entered. shall not be vacated or discharged or stayed on appeal within
60 days afier the entry thereof; or

g if, under the provision of any other law for the relief or aid of debtors, any court of
competent jurisdiction shall assume custody or contro] of the Undertaking or any of the buildings and facilities
thereof, and such custody or control shall not be terminated within 90 days from the date of assumption of
such custody or control; or

h. if the Department or the State shall for any reason be rendered incapable of fulfilling s
obligations under the Certificate,

Declaration of Principal and Interest as Dre. Upon the oceurrence and continuation of an Event of Default,
then arkd in each and every case the Holders of not less than 50% in principal amount of the Bonds then Outstanding
may, by written notice o the Department fiked in the office of the Department and with the Director of Finance,
proceed to declare the priocipal of all Bonds then Outstanding, together with all accrued and unpaid interest thereon
and together with all other moneys secured by the Certificate, if not already due, to be due and payable immediately,
and upon any sech declaration the same shall become and be due and payabie immediately, anything in the Certificate,
any Supplemental Ceriificate or in any of the Bonds contained to the contrary notwithstanding, except to the extent
otherwise provided in connection with a Support Facility. This provision is subject, however, to the condition that, if at
any time after the principal of the Bonds, togeiher with acerued and unpaid interest thereon shall have been so declared
due and payable and before any further action has been taken {other than the making of the above declaration), the
principal amount of all Bonds which have matured either according to the maturity date or dates specified therein or
otherwise {except as a resull of such declaration) and all arrears of interest upon all Bonds, except interest accrued but
not yet due on said Bonds, shall be paid or caused to be paid, and all other Events of Default. if any, which shall have
occurred shall have been remedied, cured or secured, then and in every such case the Holders of a majority in principal
amount of the Bonds then Outstanding, by notice in writing delivered to the Department and the Director of Finance,
may waive such default and iis consequences and rescind such declaratton. No such waiver or rescission or annulment
shall extend to or affect any subsequent default or iropair or exhaust any right or power conseguent thercon.

Passession of Undertaking by Bondholders’ Committee; Appointment of a Receiver. Lipon the occurrence of
an Event of Default and the continvation thereof, if no Capital Improvement Bonds and 1990 Certificate Harbor
Revenue Bonds are at the time Custanding or any of such Capital Improvewent Bonds and 1990 Certificate Harbor
Revenue Bonds being then outstanding, if due and adequate provisions for the payment thereof has thereiofore been
made, then in each and every case 2 Bondholders” Committee representing the Holders of not less than a majority of the
Bonds at the time Outstanding, as a matter of right againsi the State, without notice or demand, and without regard to
the adequacy of the security for the Bonds, shall, but only if and to the extent then permitted by law, be entitled 1o take
possession and control of the business and properties of the Undertaking. Upon taking such possession, the
Bondholders” Committee shall operate and maintain the Undertaking, make any necessary repairs, repewals and
replacements in respect thereof, impose and prescribe rates, fees and charges for use of the Undertaking and collect,
receive and apply the Revenues.

Upon the oceurrence of an Event of Default and the continuation thereof, if no Capital Improvement Bonds
and 1990 Certificate Harbor Revenue Bonds are at the time Outstanding or any of such Capital Improvement Ronds
and 1990 Certificatz Harbor Revenue Bonds being then Outstanding, if due and adequate provision for the payment
thereof has theretofore been made, then in each and every case the Holders of not Jless than 50% in the principal amount
of the Bonds then Outstanding or any trustee thergfor shall be entitled to the appointment of a receiver by any court of
competent jurisdiction. Any such receiver may be appoinied upon the application of Holders of Bonds of said
aggregate principal amount, or any trustee therefor, to the Circuit Court of the First Judicial Circuit. which is vested
with jurisdiction in such proceedings, or to any other court of competent jurisdiction i the State.  Any receiver 50
appointed may enter and take possession and control of the Undertaking, operate and maintain the same. make any
necessary repairs, renewals and replacements, impose and prescribe rates, fees and charges and collect, receive and
apply all Revenues thereafter arising therefrom In the same munner as the Department ttself might do. No bond shall
be required of such receiver.

Bondholders’ Committee. Upon the occurrence of an Event of Default and at any time such Event of Default
shall be continuing, the Helders of not less than 30% in principal amount of the Bonds then Ouistanding may call a



meeting of the Holders of Bonds for the purpose of electing a Bondholders’ Commitice. Such meeting shall be called
and proceedings thereat shall be conducted as provided for other meetings of Bondholders pursuant to the Certificate.
At such meeting the Holders of not less than a majority of the principal amount of the Bonds then Ouistanding must be
present in person or by proxy in order to constitute a guorum for the transaction of business, less than a quorom,
however, having power to adjourn from fime 1o Gime without any notice, other than as reguired by the Certificate. A
quorum being present at such meeting, the Bondholders present in persen or by proxy may, by the voles cast by the
Holders of a majority in principal amount of the Bonds so present in person or by proxy, elect one or more persons who
may or may not be Bondholders to the Bondholders’ Committee which shall act as trustee for all Bondholders. The
Bondholders present in person or by proxy at said meeting, or al any adjourned meeting thereof, shall prescribe the
manner in which the successors of the persans elected to the Bondhaolders® Commitiee at such Bondholders’ meeting
shall be elecied or appointed, may prescribe rules and regulations governing the exercise by the Bondholders’
Committee of the power conferred upon #t in the Certificate and may provide for the termination of the existence of the
Bondholders’ Commitiee,

Suits af Law or Eguity and Mandamus. In case any one or more of the Events of Default shall happen and be
continuing, then and in every such case, but subject to the provisions, limitations and conditions contained in the
Certificate relating to the amendment thereof, the Holder of any Bond a1 the ume Outstanding shall be entitled, for the
equal benefit and protection of all Holders of the Bonds similarly situated, to proceed and protect and enforce the rights
vested in such Holder by the Ceruficate by such appropriate judicial proceeding as such Holder shall deem most
effectual 1o protect and enforce any such right, either by suit in equity or by action of Jaw, whether for the specific
performance of any covenant or agreement contained in the Certificate, or in aid of the exercise of any power granted in
the Certificate, or 10 enforce any other legal or equitable right vested in the Holders of Bonds by the Certificate or by
faw.

Remedies Not Exclusive; Effect of Waiver of Defaults; Effect of Abandorment of Proceedings or Adverse
Determination. The Holders from time to time of the Bonds shall be entitled 0 all the remedies and benefits of the
Certificate as is and as shall be provided by law, and nothing therein shall be construed o limit the rights or remedies of
any such Holders under any applicable siatute that may exist as of date of the Certificaie or be enacied thereafter. The
remedies shall not be exclosive of any other remedy or remedies, and each and every such remedy shall be comulative
and shall be in addition to every other remedy given under the Certificase, or as of the daie of the Certificate or
thereafier existing ai law or in equity or by statme and may be exercised without exhausting and without regard 10 any
other remedy.

No waiver of any defanlt or breach of duty or contract by any Holder or any Bond shall extend 1o or affect any
subsequent default or breach of duty or contract or shall impair any rights or remedies thercon. No delay or omission
of any Holder of a Bond to exercise any right or power accruing upon any default shall impair any such right or power
ar shall be construed to be a waiver of any such default or acquiescence therein. Every substantive right and remedy
conferred upon the Holders of the Bonds may be enforced from time 10 time and a5 often as may be deemed expedient,
In case any suit, aclion or proceeding to enforce any right or exercise any remedy shall be brovght or taken and then
discontinued or abandoned. or shall be determined adversely to the Holders of the Bonds. then and in overy such case
the State and such Holders shall be restored to their former positions and rights and remedies as i no suit, action or
proceeding had been brought or taken.

Discharge of Liens and Pledpes; Bonds No Longer Deemed Outstanding Under the Certificate. (Certificate
- Section 12.01.) The obligations of the State, including, without limiting the generulity of the foregoing, of the
Deparument, under the Certificate and the liens, pledges, charges, trusts, assignments, covenanis amd agrecments of the
State, including the Department, therein made or provided for, shall be fully discharged and satisfied as to any Bond
and such Bond shall no Jonger be deemied to be Outstanding under the Certificate:

{A) if such Bond shall have been purchased and canceled by the State or surrendered to the
Director of Finance or other Paying Agent, transfer agent or Registrar for cancelation or be subject to
canceliation by him or it; or

(B) as to any Bond not theretofore purchased and canceled, surrendered for cancellation or

subject to cancellation, when payment of the principal of and the applicable redemption premium, if any, op
such Bond, plus interest on such principal (calculated, in the case of Variable Rate Bonds, at the maximum
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numerical rate permitted by the terms thereof) to the due date thereol (whether such due date be by reason of
maturity or upon redemption or prepayment or by declaration as provided in the Certificate, or otherwise)
either:

(1) shall have been made or caused to be made when due and payable in accordance
with the terms thereof; or

(2) shall have been provided by irrevocably depositing with the Director of Finance or
other Paying Agent therefor, in trust solely for such payment, either (i) moneys sufficient to make
such payment, (ii) Federal Securities maturing as to principal and interest in such amounts and at
such times as will insure the availability of sufficient moneys to make such payment, or (iii}a
combination of both moneys and Federal Securities and all necessary and proper fees, compensation
and expenses of any Paying Agent, transfer agent or Registrar appointed by the State pertaining to the
Bond with respect to which such deposit is made shall have been paid or the payment thereof
provided for to the satisfaction of such Paying Agent, transfer agent or Registrar. At such time as a
Bond shall be deemed to be no longer Qutstanding under the Certificate, as aforesaid, except for the
purpose of any such payment from such moneys or Federal Securities, such Bond shall no longer be
secured by or entitled to the benefits of the Certificate and shall cease to accrue interest from the due
date thereof (whether such due date be by reason of maturity or upon redemption or prepayment or by
declaration, or otherwise).

Notwithstanding the foregoing, with respect to Bonds which by their terms may be redeemed or otherwise
prepaid prior to the stated maturities thereof and which the State elects to so redeem or prepay, .no deposit under
clanse (2) of subparagraph (B) above shall constitute such discharge and satisfaction as aforesaid until such Bonds shall
have matured or shall have been irrevocably called or designated for redemption or prepayment and proper notice of
such redemption or prepayment shall have been given or irrevocable provision shall have been made for the giving of
such notice, provided that nothing in Article XII of the Certificate shal! require or be deemed to require the State to
elect to redeem or prepay such Bonds or, in the event the State shall elect to redeem or prepay such Bonds, shall require
or be deemed to require the redemption or prepayment as of any particular date or dates.

Any such moneys so deposited with the Director of Finance or other Paying Agents as described above may at
the direction of the Department be invested and reinvested in Federal Securities, maturing in the amounts and times as
set forth in the Certificate, and all income from all such Federal Securities in the hands of the Director of Finance and
other Paying Agents which is not required for the payment of the Bonds and interest and premium, if any, thereon with
respect to which such moneys shall have been so deposited, shall, to the extent permitied by law, be deposited in the
1997 Certificate Harbor Revenue Special Fund as and when realized and collected for use and application as are other
moneys deposited in such Fund.

Notwithstanding the foregoing, the payment of (i) the purchase price of and interest on Variable Rate Bonds
tendered for purchase pursuant to the terms of the Certificate and of a Remarketing Agreement, or similar agreement,
or (ii} principal of or interest on any Variable Rate Bonds with a draw, borrowing or payment under a Support Facility
shall not be deemed payment of such Variable Rate Bonds pursuant to the defeasance provisions of the Certificate;
provided, however, that with respect to (ii) above, a reimbursement or other paymeni by the State with respect to a
draw, borrowing or payment under a Support Facility for the payment of principal, premium, if any, or interest on
Variable Rate Bonds when due shall be deemed to the payment of such Variable Rate Bonds for the purpose of such
defeasance provisions.

All moneys or Federal Securities set aside and held in trust pursuant to the provisions of Article XII of the
Certificate for the payment of Bonds (including interest and premium thereon, if any} shall be applied to and used
solely for the payment of the particular Bonds (including interest and premijum thereon, if any) with respect to which
such moneys and Federal Securities have been so set aside in trust.

If moneys or Federal Securities have been deposited or set aside with the Director of Finance or other Paying
Agent for the payment of Bonds and such Bonds shall be deemed to have been paid and be no longer Outstanding
under the Certificate, but such Boads shall not have in fact been actually paid in full, no amendment 1o the defeasance
provisions shall be made without the consent of the Holder of each Bond affected thereby and such Bonds shall be

C-26



considered to be Outstanding for purposes of the provisions of the Certificate relating to amendments vpon consent of
Bondhelders.

The State may at any time surrender to the Director of Finance for cancellation by him any Bonds previously
execuled and delivered, which the State may have acquired in any manner whatsoever, and such Bonds gpon such
swrender for cancellation shall be deemed to be paid and no longer Outstanding under the Certificate.



[This page intentionaily left blank]



APPENDIX D

FORM OF CONTINUING DISCLOSURE CERTIFICATE



[This page intentionally left blank]



APPENDIX D
FORM OF CONTINUING DlSCi@SI}RE CERTIFICATE
[Excluding exhibits to original certificate.]
CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate {(the “Disclosure Certificate™) is executed and delivered by the State of
Hawaii (the “State™), acting by and through the Siate Director of Transporiation, in connection with the issuance of
556,290,000 State of Hawaii Harbor Sysiem Revenue Bonds, Series of 1997 (the “1997 Bonds™). The 1997 Bonds are
being issued pursuant to the authority of the Constitution and laws of the State, including, in particular, certain acts of
the Legislature of the State and that certain Certificate of the Director of Transportation Providing for the lssuance of
the State of Hawail, Harbor System Revenue Bonds dated as of March 1, 1997, as supplemented by the Fiest
Sopplemental Certificate of the Director of Transportation providing for the Issuance of the State of Hawaii, Harbor
System Revenue Bonds, Series of 1997, dated as of March 20, 1997 (collectively, the “Bond Certificate™).

Pursuant to the First Supplemental Certificate, the State, acting by and throngh its Director of Transportation,
agrees as follows:

Section 1. Porpose of Disclospre Certificate,.  This Disclosure Certificate 1s being executed and
delrvered by the State for the benefit of the Bondholders and Beneficial Owners of the 1967 Bonds and in order 1o
assist the Parucipating Underwriters in complying with Securities Exchange Commission Rule 15¢2-12(b)35).

Section 2. Defipitions. 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 Information” means the type of financial information and operating data set forth under the
subheadings “SOURCES OF REVENUES — Service Revenues, Rentals Income, Other Operating Revenuves and
Interest Income,” “THE HARBOR SYSTEM - Annual Trends in Cargo Traffic for Hawait Harbors, Annual Trends in
Cargo Volume for Hawall Harbors, Statement of Historical Operations and Debt Service Coverage” in the final Official
Statement, dated March 20, 1997, for the 1997 Bonds.

“Audited Financial Statements” means the audited financial statements of the Harbor Special Fund and any
other fund of the State into which Revenues are deposited, prepared in accordance with generally acceptable accounting
principles as promulgated from time 10 time by the Government Accounting Standards Board and the Financial
Accounting Standards Board of the Financial Accounting Foundation.

“Beneficial Owner” shall mean any person which (a) has the power, directly or indirectly, 1o vote or consent
with respect to, or o dispose of ownership of, any 1997 Bonds {including persons holding 1997 Bonds through a
Clearing Agency, nominees, depositories or other intermediaries) or {b) is treated as the owner of any 1997 Bonds for
federal income tax purposes.

_ “Dissemination Agent” shall mean the Director of Finance or any successor Dissemination Agent designated
in writing by the Direcior of Finance and which has filed with the Direcior of Finance a wrilten acceptance of such
designation.

succeeding business day if that day 1s not 2 business day), beginning April 1, 1998,

“Fiseal Year”™ means each fiscal year of the Department of Transportation, commencing with the fiscal year
that begins Julv 1, 1996 and ends Jene 30, 1997,

“Lasted Bventy™ shall mean any of the events listed in subsection 4(a) of this Disclosure Certificate.



“Natignal Repository” shatl 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 in Exhibit B,

“Participating Underwriters”™ shall mean any or the original underwriters of the 1997 Bonds required to
comply with the Rule in connection with offering of the 1997 Bonds.

“Repositories” shall mean each National Repository and each State Repository,

“Ruole” 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.

“Stae” shall mean the State of Hawail.
“State Repository” shall mean any public or private repository or entity designated by the State as a siate

repository for the purpose of the Rule and recogaized as such by the Securities and Exchange Commission. As of the
date of this Disclosure Certificate, there is no State Repository.

Section 3. Filing of Angual Information and Audited Fingncial Statements.
(a) The State is the only “obligated person” (as defined in the Rule) for the 1997 Bonds.
b The State shall provide, or shall cause the Dissemination Agent to provide, to each Repository:
{i} Annual Information for the preceding Fiscal Year, and unaudited financial

statements of the Pledged Funds if Audited Financial Statements are not provided at the same time,
not later than the Filing Date for each Fiscal Year; and

(i} Audited Financial Statements for the preceding Fiscal Year, not later than the later
of {A) the Filing Date of each Fiscal Year or (B) 30 days after receipt thereof by the Department of
Transportation.

Audited Financial Statements are expected to be available together with the Annual Information. The State is required
1o deliver, or cause o be delivered, such information in such manner and by such fime so that the Repositories receive
the information on or before the date specified.

The Annval Information may be submilied as a single document or as separate documents comprising a
package and may cross-reference other information including official staterments of debt issues of the State or related
public entities, which have been submitted to sach of the Repositories or the Securities and Exchange Commission. If
the document included by reference is a final official statement, it must be available from the Municipal Securities
Rulemaking Board. The State shall clearly identify each such other document so included by reference. The Audited
Financial Statements may be submitted separately from the Annual Information,

If the Department's Fiscal Year changes, it shall give notice of such change in the same manner as for a Listed
Event under subsection 4(b).

{c} 1f the State is unable to provide to the Repositories the information described in subsection (b) by the
Filing Date, the Director of Finance shall send a notice to each Repository and the Municipal Securities Rulemaking
Board in substantially the form attached as Exhibit A,

() If the Drirector of Finance has appointed a Dissemination Agent, then not later than 15 Business Days
prior 1o Filing Date, the Director of Transportation shall provide the Annual Information and Audited Financial
Statements {(or unaudited financial statements if the Avudited Financial Statements are not available) to the
Dissemination Agent.



(e} The Dissemination Agent shail:

(i determine each year prior to the Filing Date the name and address of each National
Repository and the State Repository, if any; and

(ii} if the Drissemination Agent is cther than the Director of Finance, file a report with
the Director of Finance certifying that the information described in subsection (b) has been provided
pursuant to this Disclosure Certificate, stating the date it was provided and listing all the Repositories
to which it was provided.

Section 4. Reporiing of Significant Events.
{a) Pursuant o the provisions of this Section 4, the Siate shall give, or cause to be given, notice of the

occurrence of any of the following evenis with respect to the 1997 Bonds, if materiak:

1. principal and interest payment delinquencies;

2. non-payment refated defaults;

3. modifications to rights of Bondholders;

4. bond calls other than scheduled mandatory sinking fund redemptions;

5. defeasances;

8. rating changes;

7. adverse lax opinicns or events affecting the tax-exempt status of the 1997 Bonds;

8. unscheduled draws on the debt service reserves rellecting financial difficuliies;

9. unscheduled draws on the credit enhancements reflected financial difficulties;

10, substitution of the credit or bguidity providers or their failure to perform; or

11. release, substitution or sale of propenty securing repayment of the 1997 Bonds.
(b Whenever the Director of Transportation or other responsible officials of the State become aware of

the cccurrence of a Listed Event, the State shall as soon as possible determine if such event would be material under
applicable federal securities laws and, if so, the State shall prepare and provide or canse to be provided notice of such
occurrence to each Repository,

Notwithstanding the foregoing, notice of Listed Events described in subsections (a}(4) and (5) above need not
be given under this subsection (b) any earfier than the notice (if any) of the underlying event is given to Bondholders of
affected 1997 Bonds pursuant to the Bond Certificate.

Section 3, Termination of Reporting Obligation. The State’s obligations under this Disclosure
Certificate shall terminate (a) upon the legal defeasance, prior redemption or repayment in full of all of the 1997 Bonds
or {b when the Rule no longer applies 1o the 1997 Bonds. If such termination occurs prior to the final maturity of the
1997 Bonds, the State shall give notice of such termination in the samne manner as for a Listed Event under subsection
4{b}.

Section 6. Dissemination Agent. The Director of Finance may, from time o time, appoint or engage a
Dissemination Agent to assist the Stale 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 Agemt
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shall ot be reaponsible in any manner for the content of any notice or report prepared by the State pursuant to this
Disclosure Certificate.

Section 7. Amendment Waiver: Amendment o Accounting Principles 1o be Followed.

{a) 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:

{1} I the amendment or waiver relates to the definition of “Annual Information” or the
provisions of subsection 3(a) or {b)., or Sections 4, 5 or 7, it may only be made in connection with a change in
circumsiances that arises from a change in Jegal requirements, change in law, or change in the identity, nature or status
of the Obligated Person with respect to the 1997 Bonds, or the type of business conducted by the Obligated Person;

{ii) The undertaking, as amended or taking into account such waiver, would, in the opinion of
nationally recognized bond counsel selected by the State, have complied with the requirements of the Rule at the time
of the original issuance of the 1997 Bonds, after taking into account any amendments or interpretations of the Rule, as
well as any change in circumstances; and

(itiy The amendment or waiver either (i) is approved by the Holders of the 1997 Bonds in the
same manner as provided in the Bond Certificate for amendments to the Bond Certificate with the consent of Holders
of 1997 Bonds, or (i) does not, in the opinion of nationally recognized bond counsel selected by the State, materially
impair the interests of the Holders or Beneficial Owners of the 1997 Bonds.

b} In the event of any amendment or waiver of a provision of this Disclosure Certificate, the State shall
describe such amendment in the next Annusl Information, 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 the information being presented by the State.

() If the amendment changes the accounting principles to be followed in preparing financial starements
from that specified in the definition of Aundited Financial Statements, then (i) the State shall give notice of such
amendment in the sarne manner as for a Listed BEvent under subsection 4(b}, and (i} the Annual Information 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 amended definition of accounting principles and
those prepared on the basis of the former definition of accounting principles.

Section 8, Additional Information: Supplements.

{a) 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 i any Annual Information or notice of occurrence of a Listed
Event, in addition to that which 1s required by this Disclosure Certificate,

If the State chooses to include apy information In any Annual Information or notice of ocourrence of a Listed
Event in addition 1o that which is specifically required by this Disclosure Centificate, the State shall have no obligation
under this Disclosure Certificate to update such information or include it in any future Annuoat Information or notice of
occurrence of a Listed Event,

{b) Nothing in this Disclosure Certificate shall be deemed 1o prevent the State from supplementing this

Disclosure Certificate to provide that it shall also govern continuing disclosure for one or more issues of Additional
Bonds (as defined in the Bond Certificate).
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Section 9. Failure to Perform.

{a} The agreements of the State set forth in Section 3 and 4 of this Disclosure Certificate are intended to
be for the benefit solely of the Bondholders and Beneficial Owners from time 10 time of the 1997 Bonds.

The sole remedy for any breach of this Disclosure Certificate by the State shall be limited, as hereinafter
described, to a right of Bondholders and Beneficial Owners to cause proceedings at law or in equily 1o be insiituted and
maintained to obtain mandate or specific performance by the State of its obligations hereunder. Any individual
Bondholder or Beneficial Owner may institute and maintain, or cause 1o be instituted and maintained, such proceedings
10 require the State 10 provide or canse 1o be provided a pertinent filing if such filing is due and has not been made.
Any such procesdings challenging the adequacy of the information provided in accordance with this Disclosure
Certificate may be instituted and maintained only by the Bondholders and the Beneficial Owners of not less than 50%
n principal amounts of the 1997 Bonds then outstanding or their agent.

{b} Any failure of the State to comply with any provisions of this Disclosure Certificate shall not be a
defaull or an event of default with respect to the 1997 Bonds under the Bond Certificate.

Section 10. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of the Swate, the
Dissemination Agent, the Participating Underwriters and Bondholders and Beneficial Owners from time to time of the
1997 Bonds and shall create no rights in any other person or entity.

Section 11, Recordkeeping. The Director of Finance shall maintain records of all Amnual Information
and notice of matenial Listed Events inciuding the content of such disclosure, the names of the entities with whom such
disclosures were filed and the date of filing such disclosure.

Section 12. Governing Law, This Disclosure Certificate shall be govemned by the Jaws of the Siate.

Dated: April 3, 1997,

/sf Kazw Havashida
KAZU HAYASHIDA

Director of Transportation
Department of Transportation
State of Hawaii




FORM OF THIRD SUPPLEMENT TO CONTINUING DISCLOSURE CERTIFICATE

This Third Supplement to Continuing Disclosure Certiffcate (this “Supplemental Disclosure Certificate™) is
exccuted and delivered by the State of Hawaii {the “Stare™), acting by and through the State Director of Transportation,
in connection with the issuance of $52,030.000 State of Hawail Harbor Systern Revenue Bowngds, Series A of 2004 and
Series B of 2004 (AMT) (the “Series 2004 Bonds™) and supplements the Centinuing Disclosure Certificate (the
“Disclosure Certificate™) dated April 3, 1997 (incorporated by reference herein) pursuant to Section 8(b) thereof. The
Series 2004 Bonds are being issued pursnant to the authority of the Constitation and laws of the State, including, in
particular, certain acts of the Legislature of the State and that certain Certificate of the Director of Transportation
Providing for the Issuance of the State of Hawail, Harbor System Revenue Bonds daed as of March 1, 1997, as
heretofore supplemented and as supplemented by the Fourth Supplemental Certificate of the Director of Transportation
Providing for the Issuance of the State of Hawail Harbor System Revenue Bonds, Series A of 2004 and Series B of
2004 {AMT), dated as of May 26, 2004 (the “Bond Certificate™).

Pursuant to the Bond Certificate, the State, acting by and through its Director of Transportation, agrees as
follows:

Section 1. Purpose of Supplemental Disclosure Certificate, This Supplemental Disclosure Certificate is
being executed and delivered by the State for the benefit of the Bondholders and Beneficial Owners of the Series 2004
Bonds and in order 1o assist the Participating Underwriters i complying with Securities and Exchange Commission
Rule §5¢2-12(bX35).

Section 2. Applicability of Disclosure Certificate. Section 8(b) of the Disclosure Certificate permits the
State to supplement the Disclosure Certificate to provide that it also shall govern continuing disclosure for one or more
issues of Additional Bonds (as defined in the Bond Certificate). The Series 2004 Bonds are Additional Bonds.
Accordingly, and pursuant to Section 8(b) of the Disclosore Ceniificate, the Disclosure Certificate is herehy
supplemented and shall govern the continuing disclosure for the Series 2004 Bomds. For the purposes of this
Supplemental Disclosure Certificate, all references in the Disclosure Certificate to the “1997 Bonds™ shall be deemed to
be 0 the Series 2004 Bonds.

Section 3. Definitions. In addition to the definitions set forth elsewhere in this Supplemental Disclosure
Certificare, in Section 2 of the Disclosare Certificate and in the Bond Ceriificate, the following capitalized terms shall
have the following meanings for the purposes of this Supplemental Disclosure Certificaie and the Series 2004 Bonds:

“Anrual Information” means the type of financial information and operating data set forth under the
subheadings “SOURCES OF REVENUES-—Services Revenues - Rentals Income - Other Opurating Revenuves and -
Interest Income,” and “THE HARBOR SYSTEM - Table 3 - Annual Trends in Cargo Traffic for Hawai Harbors,”
*“Table 6- Annual Trends in Cargo Volume for Hawaii Harbors,” “Table 10 - Statememt of Historical Operations”™ and
“Table 11 — Historical Debt Service Coverage” in the final Official Statement, dated May 26, 2004, for the Series 2004
Bonds.

“Filing Pare” weans the first day of the tenth month following the end of cach Fiscal Year {or the next
succeeding business day if that day is not a business day), beginning April §, 2003,

“Fiseai Year” means each fiscal year of the Department of Transportation, commencing with the Discal year
that begins July 1, 2004 and ends JTune 30, 2005.

Section 4. National Repository. The Natonal Repositories currently approved by the Sccurities and
Exchange Commission are set forth at www,sec. gov/info/municipal /ormsir.him.
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Section 5. Governing Law. This Third Supplement to Continuing Disclosure Centificate shall be governed
by the laws of the State,

Pated: , 20604

STATE OFHAWAIL

By
Name
Title
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APPENDIX E-1
FORM OF OPINION OF BOND COUNSEL

SERIES A OF 24 BONDS

{Letterhead of Pillsbury Wianthrop LLP]

[Date of Delivery]

Mr. Rodney K. Haraga
Director of Transportation
Depariruent of Transportation
State of Hawaii

869 Punchbow! Street
Hounoluly, HI 96813

35,730,000
State of Hawaii
Harbor System Revenue Bonds
Series A of 2004

Dear Mr. Haraga:

Al the request of the State of Hawaii (the *State™), we have acted as Bond Counsel in connection with the issuance
and sale by the State of its 5,730,000 State of Hawaii Harbor System Revenue Bonds, Series A of 2004 {the “Bonds™). The
Bonds are dated June 10, 2004, are in the denomination of 5,00 of any integral multiple thereof, and mature serially on
January 1 in each of the vears and in the respective principal amounts set forth below, with the Bonds maturing i a
particular year bearing interest payable semiannually each January I and July 1, commencing January 1, 2005 at the rate per
annum set opposie such year, as follows:

Year Principal Interest Rate Year Principal Interest Rate
Amount Amount

The Honds are subject to optional redemption and mandatory sinking fund redemption by the State prior to the
respective stated maturities thereof, The Bonds are transferable and exchangeable upon the terms and conditions set forth
thergin and recite that they have been authorized and issued pursuant to the laws of the Siate of Hawaii. The Bonds are
being used, together with other available moneys, to refund the omstanding principal amount of the State of Hawaii Harbor
Revenue Bonds, Refunding Series of 1993 dated as of April 1, 1993, maturing on and afier July 1, 2005, The Bonds recite
that they are authorized to be issued and are issued under, pursvant to and in full compliance with the Constitution and
statutes of the State of Hawaii, including particularly, Part 111 of Chapter 39, Hawaii Revised Statutes, as amended, and
under and pursuani to 1hat certain Certificate of the Director of Transportation Providing for the Issuance of State of Hawaii
Harbor System Revenue Bonds dated as of March 1, 1997 (the “Centificate™}, duly anthorized and delivered under the
aforesaid Part LI, and pursuant to that certain Fourth Supplemental Cerniificate of the director of the Department of
Transportation Providing for the Issuance of Stale of Hawaii Harbor System Revenue Bonds, Series A of 2004 and Series B
of 2004 (AMT). daied as of May 26, 2004 (the “Fourth Supplemental Cerstificate”), duly awtherized and delivered under the
aforesaid Part 11} and the Certificate. Allcapitalized terms used herein that are not herein otherwise defined shall have the
meanings ascribed thereto in the Certificate.
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The Bonds and any bonds heretofore or hereafter issued on a parity therewith under the Certificate are payable from
the Revenues of the Undertaking net of the debt service requirements of the 1990 Certificate Harbor Revenue Bonds and
payment of the operation and maintenance expenses of the Undertaking.

In connection with the issuance of the Bonds, we have examined the Constitution and laws of the State of Hawaii,
certificates and documents of the Governor and of the Director of Transportation of the State authorizing the issuance of the
Bonds, including the Certificate and Fourth Supplemental Certificate, such other proceedings as we have considered
necessary or advisable and a copy of an executed Bond of said issue.

The Department of Transportation (the “Department”) has covenanted to comply with certain applicable
requirements of the Internal Revenue Code of 1986, as amended (the “Code”) to assure the exclusion of the interest on the
Bonds from the gross income of the owners thereof for federal income tax purposes and made representations in the tax
agreement with respect to the Bonds (the “Tax Agreement”). The opinions herein are expressed only on and as of the date
hereof, and are based on existing laws, regulations, rulings, judicial decisions and other authorities, as in effect on the date
hereof (“Existing Law”). Changes to Existing Law may occur hereafter, and could have retroactive effect. The opinions
herein do not address the effect, if any, of such subsequent changes. The opinions herein also do not address the effect, if
any, of actions taken or omitted or events occurring after the date hereof, differing from those reflected in the Tax
Agreement. We have not undertaken to determine, or to inform any person, whether any such actions or events are taken or
occur. We have assumed compliance with the aforementioned covenants. In addition, we have relied on the material
accuracy of statements of fact and expectation set forth in the Tax Agreement, which we have made no effort independently
to verify. A failure to comply with such covenants, the material inaccuracy of such representations or the occurrence (or non-
occurrence) of certain events could adversely affect any exclusion from gross income of interest on the Bonds for Federal
income tax purposes.

For purposes of rendering this opinion, we have reviewed the Code and such other authorities and matters as we
have deemed necessary for purposes herein,

The Certificate and Fourth Supplemental Certificate provide that certain actions may not be taken (or omitted)
unless there shall have been delivered the opinion of bond counsel to the effect that such actions will not adversely affect the
exclusion of the interest on the Bonds from gross income for purposes of federal income taxation, We express no opinion
herein on the effect, if any (on the exclusion of interest on the Bonds from the gross income of the owners thereof), of taking
any such actions (or omitting to do so), or of effecting any other changes concerning the Bonds, including the use of the
proceeds thereof, or the nature or use of the facilities refinanced with the proceeds of the Bonds, if such action is taken,
omitted or effected upon the advice or approval of any bond counsel other than ourselves.

The Code sets forth certain requirements which must be met subseguent to the issuance of the Bonds in order for
interest thereon to be and remain excluded from the gross income of the owners thereof for Federal income tax purposes.
Noncompliance with such requirements could cause the interest on the Bonds to be included in the gross income of the
owners thereof for Federal income tax purposes retroactive to the date of issuance of the Bonds. The Department has
covenanted in the Certificate and the Fourth Supplemental Certificate, as described above, and in the Tax Agreement, to
maintain the exclusion of the interest on the Bonds from the gross income of the owners thereof for Federal income tax
purposes pursuant to Section 103(a) of the Code.

Based on and subject to the foregoing, under Existing Law, we are of the following opinions:

From such examination, we are of the opinion that:

{1) The Bonds have been duly authorized and issued in accordance with the Constitution and laws of the State of
Hawaii and constitute valid special obligations of the State of Hawaii payable solely from and secured solely
by a lien upon and pledge of Net Revenues, on a parity with all bonds which heretofore have been or hereafier

may be issued under the Certificate, as set forth in the Certificate;

(2) The provisions of the Certificate and the Fourth Supplemental Certificate are valid in accordance with their
terms;
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4)

Assuming comphiance with the aforementioned covenants and the accuracy of representations in the Tax
Agreement, interest on the Bonds is not includable in the gross income of the owners thereof for Federal
income tax purposes under Existing Law, by reason of Section 103(a) of the Code, except during any period
that any of the Bonds are held by = “subsianual user™ of the facilities refinanced with the proceeds of the
Bonds or a “related person” within the meaning of Section 147{a) Code, and amounts so excluded are not
treated as an item of tax preference for purposes of computing the Federal alternative minimum tax imposed
on individuals, corporations and other taxpayers; however, such atmounts will be included in the adjusted
current earmings of certain corporation for purposes of the federal corporate alternative minimam tax and

Under the existing stalutes of the State of Hawaii, the Bonds and income therefrom are exempt from all
taxation in the State of Hawaii or any county or other political subdivision thereof, except for inheritance,
transfor and estate taxes and except o the extent such the Bonds or such income may be included in the
measure of the franchise tax imposed on banks and other financial corporations pursuant o the laws of the
Siate of Hawaii.

Except as stated in paragraphs (3} and (4}, we express ne opinion as to Federal or State of Hawaii consequences of

the ownership of the Bonds, including whether interest on the Bonds is: {(a) included in the calculation of the amount subject
to the “branch-level” tax imposed by Section 884 of the Code upon the eamings of certain foreign corporations engaged in a
trade or business within the United States or (b) included in the income of certain Subchapter S corporations for purposes of
the tax mposed thereon by Section 1375 of the Cade. 'We also express no opinion as o any other federal, state, local or any
foreign tax consequences with respect 10 acquisition, ownership or disposition of any of the Bonds.

Yery truly yours,
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APPENDIX E-2
FORM OF OPINION OF BOND COUNSEL
SERIES B OF 2004 BONDS

j1eiterhead of Pillsbury Winthrop LLP)
[Date of Delivery]

Mr. Rodney K. Harags
Director of Transposintion
Department of 'Tramporiation
State of Hawati

869 Punchbow! Street
Honolulu, HI 96K13

346,300,000
State of Hawaii
Harbor Systemn Revenue Bonds
Series B of 2004 (AMT)

Dear Myr. Haragn:

At the regoest of the State of Hawaii (the “State”), we have acted as Bond Counsel in connection with the issuance
and sale by the Stwate of its $46,300,000 State of Hawaii Harbor System Revenue Bonds, Series B of 2004 (AMT]) (the
“Bonds™). The Bonds sre dated Jung 10, 2004, are in the denomination of $5,000 of any integral multiple thereof, and
mature serially on Junuary 1 in cach of the years and in the respective principal amoungs set forth below, with the Bonds
maturing in a particular year bearing interest payable semiannually each Yanuary | and July 1, commencing January 1, 2003
at the rate per annum set opposiie such year, as follows:

Year Principal Interest Rate Year Principal Interest Rate
Amount Amount

The Bonds are subject (o optional redemption and mandatory sinking fund redemption by the State prior to the
respective stated maturities thereof, The Bonds are transferable and exchangeable upon the terms and conditions set forth
therein and recite that they have been authorized and issued pursuant to the laws of the State of Hawaii. The Bonds are
being used, together with other avaiiable moneys, to refund the outstanding principal amount of the State of Hawaii Harbor
Revenue Bonds, Series of 1994, dated as of Septermber 15, 1994, maturing on and after July 1, 2005, The Bonds recite that
they are authorized to be issued and are issved under, pursuant to and in full compliance with the Constitution and statutes of
the State of Hawaii, incliding particularly, Part I of Chapter 39, Hawaii Revised Statutes, as amended, and under and
pursnant {o that certain Certificate of the Director of Transportation Providing for the Issuance of State of Hawaii Harbor
System Revenue Bonds dated as of March 1, 1997 (the “Certificaie™), duly authorized and delivered under the aforesaid Part
10, and pursuant to that certain Fourth Supplemental Certificate of the director of the Department of Transportation
Providing for the Issuance of State of Hawaii Harbor System Revenue Bonds, Series A of 2004 and Series B of 2004
{AMT), dated as of May 26, 2004 {ithe “Fourth Supplemental Certificare’™), duly authorized and delivered under the
aforesaid Part Il and the Certificate. All capitalized terms used herein that are oot herein otherwise defined shall have the
meanings ascribed thereto in the Certificate,
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The Bonds and any bonds heretofore or hereafter issued on a parity therewith under the Certificate are payabile from
ihe Revenues of the Undertaking net of the debi service requirements of the 1990 Centficate Harbor Revenue Bonds and
payment of the operation and mainteaance expenses of the Undertaking.

In connection with the issuance of the Bonds, we have examined the Constitution and laws of the State of Hawaii,
certificates and documents of the Governor and of the Director of Transportation of the State authorizing the issuance of the
Bonds, including the Certificate and Fourth Supplemental Certificate, such other procesdings as we have considered
necessary or advisable and a copy of an executed Bond of said issue.

The Department of Transportation (the “Department™) has covenanted (o comply with certain applicable
requirements of the Internal Revenue Code of 1986, as amended (the “Code™) to assure the exclusion of the intersst on the
Bonds from the gross income of the owners thereof for federal incorme tax purposes and made representations in the tax
agreement with respect to the Bonds (the *Tax Agrecment”™). The opinions herein are expressed only on and as of the date
hereof, and are based on existing laws, regulations, rulings, judicial decisions and other authorities, as in effect on the date
hereof (“Existing Law™). Changes to Existing Law may occur hereafter, and could have retroactive effect. The optnions
herein do not address the effect, if any, of such subsequent changes. The opinions herein aiso do not address the effect, if
any, of actions taken or omitted or events occurring after the date hereof, differing from those reflected in the Tax
Agreement. We have not undertaken to determine, or to inform any person, whether any such actions or evenlts are taken or
oceur, We have assumed compliance with the aforementioned covenants. In addition, we have relied on the material
accuracy of statements of fact and expectation set forth in the Tax Agreement, which we have made no effort independently
o verify. A failure to comply with such covenants, the material inaccuracy of such representations or the occurrence {or non-
occurrence) of certain events could adversely affect any exciusion from gross income of interest on the Boads for Federal
income {ax purposes.

For purposes of readering this opinion, we have reviewed the Code and such other authorities and matters as we
have deemed necessary for purposes herein,

The Certificate and Fourth Supplemental Certificate provide that ceriain actions may not be taken (or omitted)
unless there shall have been delivered the opinion of bond counsel to the effect that such actions will not adversely affect the
exclusion of the interest on the Bonds from gross income for purposes of federal income taxation. We expreas no opinion
herein on the effect, if any (on the exclusion of interest on the Bonds from the gross income of the owners thereof), of taking
any such actions {or omitting {0 do so), or of effecting any other changes concerning the Bonds, including the use of the
proceeds thereof, or the nature or use of the facilities financed or refinanced with the proceeds of the Bomds, if such action is
taken, omitted or effected upon the advice or approval of any bond counsel other than ourselves,

The Code sets forth certain requirements which must be met subsequent 16 the issuance of the Bonds in order for
interest thereon to be and remain excluded from the gross income of the owners thereof for Federal income tax purposes.
Noncompliance with such requirements could cause the interest on the Bonds to be included in the gross income of the
owners thergol for Federal income tax purposes retroactive to the date of issuance of the Bonds. The Departinent has
covenanted in the Certificate and the Fowrth Supplemental Certificate, as described above, and in the Tax Agreement, to
mainiain the exciusion of the inierest on the Bonds from the gross income of the owners thereof for Federal income tax
purposes pursuant to Section 103(a) of the Code.

Based on and subject to the foregoing, under Existing Law, we are of the following opinions:

From such examination, we are of the opinion that:

(1) The Bonds have been duly authorized and issued in accordance with the Constitution and laws of the State of
Hawaii and constinne valid special obligations of the State of Bawaii payable solely from and secured solely
by a lien upon and pledge of Net Revenues, on a parity with all bonds which heretofore have been or hereafter

may be issued under the Certificate, as set forth in the Certificate;

{2} The provisions of the Certificaie and the Fourth Supplemental Centificate are valid in accordance with their
terms; :

E-2-2



(33

{4)

Assuming compliance with the aforementioned covenants and the accuracy of representations in the Tax
Agreement. interest on the Bonds s nof includable in the gross income of the owners thereof for Federal
income tax purposes wder Existing Law, by reason of Section 103(a) of the Code, except during any period
that any of the Bonds are held by a “substantial user” of the facilities financed or refinanced with the proceeds
of the Bonds or & “related person”™ within the mearing of Secuon 147(a) Code, and amounts so excluded are
treated ux an item of wax preference Tor purposes of computing the Federal alternative minimum tax imposed
on individuals, corporations and other taxpayers; and

Under the existing statutes of the State of Hawaii, the Ronds and income therefrom are exempt from all
taxalion in the State of Hawaii or any county or other political subdivision thereof, except for inheritance,
transler and estate taxes and except to the extent such the Bonds or such income may be included in the
measure of the franchise tax imposed on banks and other financial corporations pursuant to the laws of the
State of Hawaii.

Except as stated in paragraphs (3) and {4), we express no opinion as to Federal or State of Hawaii consequences of

the ownership of the Bonds, including whether interest on the Bonds is: (a) included in the caleslauon of the amount subject
to the “branch-level” tax imposed by Section 884 of the Code upon the earnings of certain foreign corporations engaged ina
trade or business within the United Staies or (b) mcluded in the income of certain Subchapter S corporations for purposes of
the tax imposed thereon by Section 1375 of the Code. We also express no opinion as to any other federal, siate, local or any
foreign tax consequences with respect w acquisition. ownership or disposition of any of the Bonds.

Very truly vours,
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FINANCIAL SECURITY ASSURANCE INC.

Authorized Qfficer

A subsiiiary of Financial Security Assurance Holdings Lid, {212) B26-0100

350 Pk Avenue, New York, N.Y. 10022-6022
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s

tiddration rechivdd, hereby
s’} of payngl 2gdy (the
i suahce fof}and

fhich ingudgs qach
ame Due for Peyrient

et onhdliaty of e
woavindx iqiowiba
sfo reagonat

2 pmg‘

siness

gd gt to have

shall promplly

J ded Motice of

sift ghthe Owners shall, to

ch payment, Financigl

interast and expenses)

Piigh Limit. The amount avalable at any -
=ris of this Policy shall automatically be
a gyprent, the amount avallable under this Pdlicy
of Pofcy Bimf, to the extent of the reimbursement of such
afcia§ Sed rrly by or on behalf of the lssusr. Within thiee
iydehall provide the Trustee, the Paying Agent and the

bt exprassly modified by an endorsement heteto, the iollowing terms shall have the meanings
grposes of this F’e;iicy “Business Day" means any day other than (a) a 8aturday or Sunday or {b)

h Banking instituions in the State of New York afe, or the Insuref's Fiscal Agent is, authorized or
or Bxacutive order to remain closed. "Due for Payment” means {a) when refering lo the principat

- unless Financial Security shaft elect, in its sole discretion, to pay such prncipal due upon such
acceleration together with any accrued interest to the date of sccaleration and (b) when referring to interest on a
Bond, payable on the stated dale for payment of inferest “lnswrance Agreement” means the inswance




Agreament dated as of the effective dale hereol in respedt of this Policy, as the same
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INSURARCH LAW,

I witnesy orgod, FINANCIAL SECURITY\ASSURANCE INC. has caused this Policy to be sxecuted on #is
Ruthbrized Offiger.

) atu ] FINANCIAL SECURITY ASSURANCE INC.

By

Autherized Officer

A subsidand of Pinancial Security Assurance Holdings Lid. (212) 826-0100
350 Pagk Alehue, New York, N.Y. 10022-6022
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