











HAWAII COMMUNITY DEVELOPMENT AUTHORITY
STATE OF HAWAII

NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2008

(12) Retirement Benefits

All eligible employees of the HCDA are required by HRS Chapter 88 to become members
of the Employees’ Retirement System of the State of Hawaii (ERS), a cost-sharing
multiple-employer public employee retirement plan. The ERS provides retirement benefits
as well as death and disability benefits and is governed by a Board of Trustees. All
contributions, benefits, and eligibility requirements are established by HRS Chapter 88 and
can be amended by legislative action.

The ERS issues a comprehensive annual financial report that is available to the public. The
report may be obtained by writing to the ERS at 201 Merchant Street, Suite 1400, Honolulu,
Hawaii 96813.

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

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

Most covered employees of the contributory plan are required to contribute 7.8% of their
salary. The funding method used to calculate the total employer contribution requirement is
the Entry Age Normal Actuarial Cost Method. Effective July 1, 2008 employer
contribution rates are a fixed percentage of compensation, including the normal cost plus
amounts required to pay for the unfunded actuarial accrued liability.

On July 1, 2006, a new hybrid contributory plan became effective pursuant to Act 179 SLH
2004. Members in the hybrid plan are eligible for retirement at age 62 with 5 years of
credited service or age 55 and 30 years of credited service. Members receive a benefit
multiplier of 2% for each year of credited service in the hybrid plan. The benefit payment
options are similar to the current contributory plan. All members of the noncontributory
plan and certain members of the contributory plan are eligible to join the hybrid plan. Most
new employees hired from July 1, 2006 are required to join the hybrid plan.
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HAWAII COMMUNITY DEVELOPMENT AUTHORITY
STATE OF HAWAI

NOTES TO THE BASIC FINANCIAL STATEMENTS

For the Year Ended June 30, 2008

Retirement Benefits (continued)

The State’s contribution requirement as of June 30, 2007, the most recent information
available, was approximately $341,896,000. The State contributed 95.8% of its required
contribution for 2007. Covered payroll for the fiscal year ended June 30, 2007 was
approximately $2,484,490,000.

Post-Employment Health Care and Life Insurance Benefits

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

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

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

The HCDA is required to contribute the annual required contribution of the employer
(ARC), which is an amount actuarially determined in accordance with the parameters of
GASB 45. Measurement of the actuarial valuation and the annual required contribution are
made for the state as a whole and the state allocates the ARC to the various departments and
agencies based upon a systematic methodology. The HCDA’s contribution for the year
ended June 30, 2008 was $99,066, which represented 37.4% of the HCDA’s share of the
ARC for postretirement healthcare and life insurance benefits of $265,073.

The following is a summary of changes in postretirement liability during the fiscal year
ended June 30, 2008:

Balance at June 30, 2007 $ -

Additions 265,073
Deletions 99,066
Balance at June 30, 2008 $166,007
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HAWAII COMMUNITY DEVELOPMENT AUTHORITY
STATE OF HAWAII

NOTES TO THE BASIC FINANCIAL STATEMENTS |

For the Year Ended June 30, 2008

Post-Employment Health Care and Life Insurance Benefits (continued)

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

Commitments and Contingencies
Lease

The HCDA leases its office space situated at 677 Ala Moana Boulevard, Honolulu, Hawaii,
for a five-year period ending December 31, 2006. The lease provides for a base lease rent
of $12,484 per month with annual increases to $13,892, plus applicable taxes. The lease
allows the HCDA to terminate the lease without penalty, upon 90 days notice, after
December, 2003.

The lease was amended on August 14, 2006 and the term of the lease was renewed for an
additional one year terminating on December 31, 2007. The amendment provides for a base
lease rent of $13,999 per month, plus applicable taxes. The lease was subsequently
amended to extend the termination to December 31, 2009, with a base lease rent of
$11,369.60 per month plus common area maintenance costs from January 1, 2008 through
December 31, 2008 and $11,824.38 per month plus common area maintenance costs from
January 1, 2009 through December 31, 2009.

The following is a schedule of minimum future rentals on the operating lease:

Fiscal Year Ending June 30, Amount
2009 $ 139,164

2010 70,946

$210.110

Accumulated Sick Leave

Sick leave for employees accumulates at the rate of one and three-quarters working days for
each month of service without limit, but may be taken only in the event of illness and is not
convertible to pay upon termination of employment. However, a state employee who retires
or leaves government service in good standing with sixty days or more of unused sick leave
is entitled to additional service credit in the ERS. At June 30, 2008, accumulated sick leave
was approximately $961,503.

(36)



(14)

(15)

(16)

HAWAII COMMUNITY DEVELOPMENT AUTHORITY
STATE OF HAWAII

NOTES TO THE BASIC FINANCIAL STATEMENTS
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Commitments and Contingencies (continued)

Deferred Compensation Plan

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

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

Issuance of Revenue Bonds
The State Legislature has authorized the issuance of revenue bonds for the Kaka‘ako

Community Development District Project. As of June 30, 2008, the following amounts
were authorized and unissued:

Purpose Authorized Unissued
Improvemeht project $ 60,000,000 $ 47.245,000

Transfer of Lands

Pursuant to Act 86, Session Laws of Hawaii 1990, the State Legislature authorized the
conveyance of all fast and submerged lands owned by the State within the Makai portion of
the Kaka‘ako District, as established by HRS Section 206E-32, to the HCDA. The HCDA
has obtained deeds for all of these properties.

Leases

The HCDA entered into a sublease agreement with the Department of Accounting and
General Services (DAGS) for the lease of the AAFES building for a term commencing on
August 1, 1993 and ending on May 31, 1998. A subsequent amendment to the agreement
extended the term of the lease to July 31, 2018. '
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(16) Leases (continued)

17

The lease provides for annual lease payments by DAGS of $1,749,600 in the initial period
ending on July 31, 1994, with annual increases to the final period ending on July 31, 2018.
Beginning August 1, 1999 and at three-year intervals, the scheduled increase in the lease
rent is subject to renegotiation, but in no event will it be less than the rent for the
immediately preceding year.

As of July 1998, DAGS ceased the payment of lease rents. The lease agreement with
DAGS was based on the assumption that purchase of the AAFES building was to be funded
with the issuance of revenue bonds. The AAFES building’s purchase was, however, funded
with general obligation bonds, which eliminated the need for revenues from DAGS to cover
the bond debt. A new lease is pending.

The HCDA also leases various other owned properties located in the Kaka‘ako District to
various government agencies, non-profit organizations and private businesses under various
month-to-month and/or percentage rent leasing arrangements.

The future minimum lease rentals for the next five fiscal years for the other leases are as
follows:

Fiscal Years Ending June 30, Amount
2009 $1,410,693
2010 403,322
2011 403,322
2012 13,322
2013 13,322
$2.243 981

Land Exchange Agreement

On November 1, 2000, the HCDA entered into a Land Exchange Agreement (Agreement)
with Nauru Phosphate Royalties (Honolulu), Inc. (NPR) and Nauru Phosphate Royalties
Development (Honolulu), Inc. (NPRD) (collectively referred to as Nauru) and Victoria
Ward, Limited (VWL), who as the owners of the fee simple parcels located in the Kaka‘ako
District agreed to a mutually beneficial land exchange that will facilitate the construction of
the Queen Street Extension (ID-10), the development of two public parks and the
consolidation of land holdings of all parties.
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(17) Land Exchange Agreement (continued)

The following is a summary of the closing conditions and contingencies of the Agreement:

a.

The HCDA and VWL acknowledge that: (1) the VWL may construct two residential
towers on Parcel S; (2) the NPRD will construct a tower (Phase III) on Parcels G, H
and M; and (3) final approval on the tower spacing is subject to the HCDA’s review
and approval of a planned development permit application to be submitted by VWL
with respect to Parcel S. Therefore, Nauru and VWL agree that at the closing of the
Agreement, a Declaration of Restrictive Covenant, which provides in pertinent part that
any tower(s) to be constructed on Parcel S may be located on Parcel S such that the
resulting spacing between the Parcel S towers and the Phase III tower may be a
minimum of 175 feet, shall be filed and recorded against Parcels G, H, and M. This
Declaration of Restrictive Covenant shall be in a form and content mutually acceptable
to Nauru and VWL, and shall constitute a covenant running with the land comprising
Parcels G, H, and M in favor of Parcel S.

With respect to Parcel D and F given up by VWL to the HCDA for development of the
two public parks, the HDCA and VWL will agree on the public facilities dedication
credits to be granted to VWL at the closing.

The HCDA and VWL entered into an agreement setting forth the terms and conditions

regarding the ownership, use and occupancy of the structure and improvements located
on Parcel F and the lease of Parcel F by VWL from the HCDA after the conveyance of
such parcel to the HCDA.

The HCDA and VWL entered into an initial five-year lease agreement with an option to
extend such initial term for such additional amount of time as agreed upon by both the
HCDA and VWL. It was agreed that VWL shall retain ownership of the structure and
improvements located on Parcel F and shall pay to the HCDA the sum of $12,000 per
year as ground lease rent for Parcel F.
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(17) Land Exchange Agreement (continued)

(18)

d. VWL, Nauru and the HCDA (if required) shall enter into an agreement with the City
and County of Honolulu (City), in a form and substance acceptable to the HCDA,
pursuant to which the City shall agree to accept a dedication of the two (2) public parks
upon the completion of construction. VWL and Nauru will be responsible for and take
all reasonable actions to cause the City to agree to accept such dedication and shall
cooperate with the HCDA in submitting to the City an application to incorporate the
parks in the Development Plan for the Primary Urban Center. VWL and Nauru shall
also (a) have established an endowment to provide funds for use by the parties that
accept responsibility for the parks’ maintenance after the completion date, and (b) each
contribute one half of the endowment amount required by the City, but in no event
more than $60,000 each, to fund the endowment. In the event the City fails to accept
the dedication of the parks, for the period commencing on the completion date and
ending on the earlier of (a) the date the City accepts the parks, or (b) two years after the
completion date (VWL/Nauru Maintenance Period), VWL and Nauru shall each bear
50% of the cost of maintaining the parks in excess of the annual investment income
generated from the endowment during the VWL/Nauru Maintenance Period.

e. Nauru received a refund of the excess cash-in-lieu payment for public facilities
dedication in the amount of $709,356.

On April 1, 2003, the escrow requirements were satisfied and the various deeds and related
agreements were exchanged and executed, respectfully. In conjunction with escrow, the
HCDA paid VWL $846,756 to complete acquisition of right-of-way for the Queen Street
Extension (Improvement District 10). Completion of the land exchange is subject to minor
follow-up subdivision and Land Court approval for property line adjustments along the
Queen Street Extension.

Development Credits

The HCDA entered into various transactions with the Trustees of the Estate of Bernice
Pauahi Bishop (Bishop Estate) in which the HCDA received land parcels in the Kaka‘ako
development district and, in exchange, granted public facilities dedication credits
(Dedication Credit) to the Bishop Estate.
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(18) Development Credits (continued)

In June, 1989 the Bishop Estate conveyed 24,793 square feet of land along Coral Street for
the HCDA’s Pohulani Flderly housing project. Upon completion of construction, the
housing project was transferred to the Housing and Community Development Corporation
of Hawaii (HCDCH), another State of Hawaii agency. In payment for the land acquired, the
HCDA issued a promissory note in the amount of $2,002,000. In the agreement of
conveyance, the Bishop Estate had an option to obtain Dedication Credits from the HCDA
consisting of the same square footage of land in fulfilling public facilities dedication
requirements imposed as part of the HCDA’s approval of the Bishop Estate’s Master Plan,
rather than cash payment.

In September, 1989, the Bishop Estate exercised the option, and the HCDA granted the
Bishop Estate 24,973 square feet of Dedication Credit. The promissory note of $2,002,000
was cancelled as a result.

In December, 1989, the HCDA paid $8,226,060 to the Bishop Estate for condemnation of
61,275 square feet of land for the Improvement District project of Cooke Street
improvements and realignment, and Mother Waldron Park expansion. The parcels were not
used for the project, and the Bishop Estate returned the payment to the HCDA, who
transferred the $8,226,060 plus accrued interest or a total of $10,000,000 to the State
Treasury in July, 2004. In July, 1992, the HCDA and the Bishop Estate entered into a
Memorandum of Credit (MOC) in which the HCDA granted 61,275 square feet in
Dedication Credits to the Bishop Estate.

In July, 1991 the HCDA entered into a land exchange with the Bishop Estate to acquire a
land parcel known as the “Honolulu Ford Block”, for the Makai Gateway Park the HCDA
was to build. The Bishop Estate wished to exchange a portion of the Heeia Meadowlands
referred to as Heeia Wetlands and Honolulu Ford Block in exchange for a land parcel
known as the “Board of Water Supply site”. The HCDA agreed to grant $11,705,500 worth
of Dedication Credit for the valuation difference between the Board of Water Supply site
and Honolulu Ford Block plus Heeia Wetlands.

In March, 1992, the HCDA and the Bishop Estate entered into a MOC in which the HCDA
granted 37,398 square feet of Dedication Credit for the $11,705,500 resulting from the
Honolulu Ford Block-Heeia Wetlands-Board of Water Supply site exchange.

The HCDA also entered into various transactions with Victoria Ward, Limited (VW) in
which the HCDA received land parcels in the Kaka‘ako development district and granted
Dedication Credit.
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(18) Development Credits (continued)

In October, 1993, the HCDA granted 9,898 square feet of Dedication Credit to VW. The
9,898 square feet land parcel was used for the Kauhale Kaka‘ako housing project which was
transferred to HCDCH upon its completion.

In October, 1993, the HCDA granted an additional 12,710 square feet of Dedication Credit
to VW. These land parcels were used for the Improvement District project of Kamakee

Street.

In November, 2000, the HCDA entered into a land exchange agreement with Nauru
Phosphate Royalties (Honolulu), Inc. and VW. With respect to two parcels given up by
VW, the HCDA was to grant Dedication Credit at the closing. Subsequently in
February, 2003, the HCDA granted 26,298 square feet of Dedication Credit to VW.

The HCDA valued $111.50 and $80.00, per square foot, for the 1993 and 2003 Dedication
Credit, respectively. The valuation is based on appraisals for comparable real estate
transactions in 1993 and 2003 in the vicinity.

The HCDA issued a permit to Servco Pacific Inc. (Servco) for the Kaka‘ako Mixed-Use
Elderly Rental project in December, 1989. Servco paid $1,490,625 and $311,400 of in-lieu
fees, respectively, to meet the public facilities dedication and reserved housing
requirements.

Servco did not start the project as permitted. In July, 1998, upon request by Servco, the
HCDA returned the $1,490,625 in-lieu fee for public facilities dedication and granted
$311,400 reserved housing credit (Housing Credit), without accrued interest, to be available
to Servco for its future planned development project(s).
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(18) Development Credits (continued)

Dedication Credit
June 30, 2008

Credit Recipient Date Granted Square Feet Valuation
Bishop Estate September, 1989 24,793 $ 2,002,000
Bishop Estate July, 1992 61,275 8,226,060
Bishop Estate March, 1992 37,398 11,705,500
Subsequent use (2,952) (396,301)
Subtotal: Bishop Estate 120,514 21,537,259
Vw October, 1993 22,608 2,520,792
VW February, 2003 26,298 2,103,840
Subsequent use (6.718) (749,080)
Subtotal: VW 42,188 3,875,552
Total Dedication Credit (net of useage) 162,702 $25.412.811

Housing Credit

June 30, 2008
Credit Recipient Date Granted Valuation
Servco July, 1998 $311,410

(19) Risk Management

The State records a liability for risk financing and insurance related losses if it is
determined that a loss has been incurred and the amount can be reasonably estimated. The
State retains various risks and insures certain excess layers with commercial insurance
companies. The excess layers insured with commercial insurance companies are consistent
with the prior fiscal year. Settled claims have not exceeded the coverage provided by
commercial insurance companies in any of the past three fiscal years. A summary of the
State’s underwriting risks is as follows:
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(19) Risk Management (continued)

Property Insurance

The State has an insurance policy with a variety of insurers in a variety of layers for
property coverage. The deductible for coverage is 3% of loss subject to a $1,000,000 per
occurrence minimum. This policy includes windstorm, earthquake, flood damage, tsunami,
and volcanic action coverage. The limit of loss per occurrence is $100,000,000, except for
flood and earthquake which individually is a $40,000,000 aggregate loss, terrorism which is
$50,000,000 per occurrence, and boiler and machinery which is $40,000,000 per
occurrence.

The State also has a crime insurance policy for various types of coverages with a limit of
loss of $10,000,000 per occurrence with a $500,000 deductible per occurrence, expect for
claims expense coverage which has a $100,000 limit per occurrence and a $1,000
deductible. Losses not covered by insurance are paid from legislative appropriations of the
State’s General Fund.

General Liability (Including Torts)

Claims under $10,000 are handled by the risk management office of the Department of
Accounting and General Services. All other claims are handled by the Department of the
Attorney General. The State has personal injury and property damage liability, including
automobile and public errors and omissions insurance policy in force with a $3,000,000
self-insured retention per occurrence. The annual aggregate per occurrence is $10,000,000.

Losses under the deductible amount or over the aggregate limit are paid from legislative
appropriations of the State’s General Fund.

Self-Insured Risks
The State generally self-insures its automobile no-fault and workers’ compensation losses.

Automobile losses are administered by third-party administrators. The State administers its
workers’ compensation losses.
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(20) Restatement of Net Assets

Subsequent to the issuance of the HCDA’s fiscal 2007 financial statements, management
determined that the financial statements were misstated for capital assets previously
transferred to other governmental jurisdictions and utility companies upon completion of
improvement district projects and not recognized as dispositions in the government-wide
financial statements. These capital assets were primarily infrastructure networks
constructed on lands owned by others and completed at various dates between 1988 and
2004.

As a result, certain amounts in the government-wide financial statements have been restated
from the amounts previously reported. Capital assets (net of accumulated depreciation)
decreased by $78,343,945 as a result of the overstatement of capital assets of $115,148,479
and an overstatement of accumulated depreciation of $36,804,534.

The effect of the above mentioned restatements in the statement of net assets is as follows:

Net assets, beginning of year, as previously reported $275,136,974
Adjustment:

Overstatement of beginning capital assets (78.343,945)
Net assets, beginning of year, as restated $196,793,029
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DARRELL LM AND COMPANY, INC.

A Corporation of Certified Public Accountants

INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF THE FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Auditor
State of Hawaii

The Board of Directors
Hawaii Community Development Authority
State of Hawaii:

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Hawaii Community Development Authority, State
of Hawaii (HCDA), as of and for the year ended June 30, 2008 which collectively comprise the
HCDA'’s basic financial statements and have issued our report thereon dated October 31, 2008.
We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the HCDA'’s internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the HCDA'’s internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the HCDA’s internal control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects the HCDA’s ability to initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of the HCDA’s
financial statements that is more the inconsequential will not be prevented or detected by the
HCDA’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that

results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the HCDA'’s internal control.
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Our consideration of intemal control over financial reporting was for the limited purpose.
described in the first paragraph of this section and would not necessarily identify all deficiencies
in internal control that might be significant deficiencies or material weaknesses. We did not
identify any deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the HCDA’s financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit, and accordingly,
we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.

This report is intended solely for the information and use of the HCDA’s management, and others
within the entity and is not intended to be and should not be used by anyone other than these
specified parties.

Epushiz<gind Company e,

Certified Public Accountants

Honolulu, Hawaii
October 31, 2008
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