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Mr. Raynard C. Soon, Chairman
Office of the Chairman

Department of Hawaiian Home Lands
State of Hawaii

Dear Mr. Soon:

This is our report on the audit of the financial statements of the Department of Hawalian Home
Lands, State of Hawaii, for the year ended June 30, 2002. Our audit was performed in
accordance with the terms of our contract with the Department.

OBJECTIVES OF THE AUDIT

The primary purpose of our audit was to form an opinion on the fairness of the presentation of the
Department of Hawaiian Home Lands, State of Hawaii’s financial statements for the year ended

June 30, 2002.

More specifically, the objectives of the audit were as follows:

1.

To provide a basis for an opinion on the fairness of the presentation of the
Department of Hawaiian Home Lands, State of Hawaii’ s financial statements.

To determine whether expenditures have been made and all revenues and other
receipts to which the Department of Hawaiian Home Lands, State of Hawaii, is
entitled have been collected and accounted for in accordance with the laws, rules
and regulations, and policies and procedures of the State of Hawaii.

To evaluate the adequacy of the Department of Hawaiian Home Lands, State of
Hawaii’s internal control over financial reporting to determine whether there is
effective control over and proper accounting of revenues, expenditures,
disbursements, assets and liabilities and to comply with the applicable laws and
regulations.



SCOPE OF THE AUDIT

Our audit was performed in accordance with auditing standards generally accepted in the United
States of America, as prescribed by the American Institute of Certified Public Accountants, and
Government Auditing Standards, issued by the Comptroller General of the United States, as they
pertain to financial audits. The scope of our audit included a general audit of the financial
transactions and accounting records of the Department of Hawaiian Home Lands, State of
Hawaii, for the year ended June 30, 2002. In addition, as part of our determination as to whether
the Department of Hawaiian Home Lands, State of Hawaii, has effective controls over and proper
accounting of revenues, receipts, expenditures, disbursements, assets and liabilities we considered
the internal control over financia reporting.

We wish to express our appreciation for the excellent cooperation and assistance extended by the
officers and staff of the Department of Hawalian Home Lands, State of Hawaii.

Sincerely,
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Independent Auditors' Report

Chairman
Hawaiian Home Lands Commission
State of Hawaii

We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the Department of Hawaiian Home Lands,
State of Hawaii, as of and for the year ended June 30, 2002, which collectively comprise the
Department’s basic financia statements, as listed in the foregoing table of contents. These
financial statements are the responsibility of the management of the Department of Hawaiian
Home Lands, State of Hawaii. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financia statements. An audit aso includes assessing the accounting principles used and
significant estimates made by management, as well as evauating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note A to the financial statements, the financial statements of the Department of
Hawaiian Home Lands, State of Hawaii, are intended to present the financial position, and the
changes in financia position, of only that portion of the governmental activities, each magjor fund,
and the aggregate remaining fund information of the State that is attributable to the transactions
of the Department. They do not purport to, and do not, present fairly the financia position of the
State of Hawaii as of June 30, 2002, and the changes in its financial position for the 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 respective financial position of the governmenta activities, each mgjor fund and the aggregate
remaining fund information of the Department of Hawaiian Home Lands, State of Hawaii, as of
June 30, 2002, and the respective changes in financial position thereof for the year then ended, in
conformity with accounting principles generally accepted in the United States of America

As discussed in Note A to the financia statements, the Department of Hawaiian Home Lands,
State of Hawaii, has implemented a new financial reporting model, as required by the provisions
of GASB Statement No. 34, Basic Financia Statements — and Management’s Discussion and
Analysis—for State and Local Governments, as of June 30, 2002.




The Department of Hawaiian Home Lands, State of Hawaii, has not presented management’s
discussion and analysis that the Governmental Accounting Standards Board has determined is
necessary to supplement, although not required to be part of, the basic financial statements.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Department of Hawaiian Home Lands, State of Hawaii's, basic financia
statements. The information on the Combining Balance Sheet - Nonmajor Governmental Funds
and Combining Statement of Revenues, Expenditures and Changes in Fund Balance - Nonmagjor
Governmental Funds, are presented for purposes of additional analysis and is not a required part
of the basic financia statements. The Combining Balance Sheet - Nonmajor Governmental Funds
and Combining Statement of Revenues, Expenditures and Changes in Fund Balances - Nonmajor
Governmental Funds, have been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, are fairly stated in al material respectsin relation to
the basic financial statements taken as awhole.

In accordance with Government Auditing Standards, we have aso issued our report dated
November 8, 2002 on our consideration of the Department of Hawaiian Home Lands, State of
Hawaii’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 results of our audit.

Honolulu, Hawaii
November 8, 2002



Department of Hawaiian Home Lands

State of Hawaii

Statement of Net Assets

June 30, 2002

ASSETS
Cash and short-term cash investments held in State Treasury (Note C) $ 175,932,373
Receivables (Note D):
Loans, net of allowance for losses of $5,021,000 44,942,909
Accrued interest 5,465,343
Note receivable (Note F) 4,274,196
General leases and licenses, net of allowance for losses of $1,234,000 745,022
Other 126,976
Other assets (Note K) 150,000
Capital assets:
Land, improvements, construction-in-progress and
other capital assets, net of depreciation (Note I) 274,265,911
Total assets $ 505,902,730
LIABILITIES
Vouchers and contracts payable $ 2,284,698
Accrued wages and employee benefits payable (Note B) 303,189
Due to State of Hawaii 10,000
Other liabilities 2,629,468
Deferred revenue (Note P) 477,165
Bonds payable (Note J):
Due within one year 1,218,250
Due in more than one year 13,695,051
Accrued vacation (Note J):
Due within one year -
Due in more than one year 1,154,014
Total liabilities 21,771,835
Commitments and contingencies (Notes K ,L, M, N and O)
NET ASSETS
Invested in capital assets, net of related debt 259,352,610
Unrestricted 224,778,285
Total net assets 484,130,895
Total liabilities and net assets $ 505,902,730

The accompanying notes are an integral part of the financial statements.




Department of Hawaiian Home Lands

State of Hawaii

Statement of Activities

for the year ended June 30, 2002

Program Revenue Net (Expense)
Operating Revenue and
Interest, Grants and Changes in
Functions/Programs Expenses Rents and Fees Contributions Net Assets
Departmental activities:
Administration and support services $ 6,835,634 $ - $ - $ (6,835,634)
Homestead services 9,864,821 3,189,671 443,721 (6,231,429)
Land development 1,436,995 - - (1,436,995)
Land management 1,438,157 6,723,037 - 5,284,880
Sales of homes (Note H) 9,177,740 11,225,504 - 2,047,764
Total departmental activities $ 28,753,347 $ 21,138,212 $ 443,721 (7,171,414)
General revenues:
Appropriations, net of lapsed appropriations of $101,646 1,420,954
Interest from short-term cash investments 5,893,866
Other 990,868
Total general revenues before 8,305,688
transfers
Transfers, net (Note L) 30,000,000
Total general revenues and 38,305,688
transfers
Change in net assets 31,134,274
Net assets at July 1, 2001 452,996,621
Net assets at June 30, 2002 $ 484,130,895
The accompanying notes are an integral part of the financial
statements.




Department of Hawaiian Home Lands

State of Hawaii

Balance Sheet

Governmental Funds

June 30, 2002

Department of | |
H iian H iian H iian H iian Hawaiian Hawaiian Home
Home Home Home Home Home
General General Loan Lands Trust Lands Operating Receipts Administration | Temporary Other
Revenue
Fund Fund Fund Bond Special Fund Fund Account Deposits Funds Total
Fund
ASSETS
Cash and short-term cash investments held in State Treasury (Note C) | $ 115,024 $ 19,596,630 $ 80,844,758 $ 30,492,279 $ 11,446,056 - $ 7,483,841 $ 1,323,135 $ 24,630,650 $ 175,932,373
Receivables (Note D):
Loans, net of allowance for losses of $5,021,000 - 40,877,135 - - - - - - 4,065,774 44,942,909
Accrued interest - - 1,005,926 404,091 50,375 3,798,785 35,950 - 170,216 5,465,343
Note receivable - - 4,274,196 - - - - - - 4,274,196
General leases and licenses, net of allowance for losses of - - - - 210 - 744,812 - - 745,022
$1,234,000
Other - 1,499 - - 124,311 - 1,166 - - 126,976
Other assets (Note K) - 150,000 - - - - - - - 150,000
Total assets $ 115,024 $ 60,625,264 $ 86,124,880 $ 30,896,370 $ 11,620,952 $ 3,798,785 $ 8,265,769 $ 1,323,135 $ 28,866,640 $ 231,636,819
LIABILITIES
Vouchers and contracts payable $ 848 $ - $ 1,818,589 $ - $ 273,866 $ - $ 82,376 $ 18,000 $ 91,019 $ 2,284,698
Accrued wages and employee benefits payable (Note B) 54,534 - - - 105,476 - 143,179 - - 303,189
Due to State of Hawaii 10,000 - - - - - - - - 10,000
Other liabilities - 1,333,284 - - 105,419 85,882 - 1,103,135 1,748 2,629,468
Deferred revenue (Note P) - - - - 197,895 3,350,000 868,270 - - 4,416,165
Total liabilities 65,382 1,333,284 1,818,589 - 682,656 3,435,882 1,093,825 1,121,135 92,767 9,643,520
Commitments and contingencies (Notes K, L, M, N, and O)
FUND BALANCES
Reserved for:
Encumbrances 104,036 - 23,491,500 - 4,168,211 - 463,043 - 2,471,729 30,698,519
Receivables (Note D) - 40,878,634 5,280,122 404,091 174,896 3,798,785 781,928 - 4,235,990 55,554,446
Loan commitments (Note E) - 777,318 - - - - - - - 777,318
Guaranteed and insured loans (Note K) - 150,000 - - - - - - 10,850,100 11,000,100
Total reserved fund balances 104,036 41,805,952 28,771,622 404,091 4,343,107 3,798,785 1,244,971 - 17,557,819 98,030,383
Unreserved (54,394) 17,486,028 55,534,669 30,492,279 6,595,189 (3,435,882) 5,926,973 202,000 - 112,746,862
Unreserved reported in nonmajor:
Special revenue funds - - - - - - - - 11,146,095 11,146,095
Capital projects fund - - - - - - - - 69,959 69,959
Total unreserved fund balances (54,394) 17,486,028 55,534,669 30,492,279 6,595,189 (3,435,882) 5,926,973 202,000 11,216,054 123,962,916
Total fund balances 49,642 59,291,980 84,306,291 30,896,370 10,938,296 362,903 7,171,944 202,000 28,773,873 221,993,299
Total liabilities and fund balances $ 115,024 $ 60,625,264 $ 86,124,880 $ 30,896,370 $ 11,620,952 $ 3,798,785 $ 8,265,769 $ 1,323,135 $ 28,866,640 $ 231,636,819
The accompanying notes are an integral part of the financial
statements.




Revenues
Appropriations

General leases

Licenses and permits

Interest from loans and note receivable
Interest from short-term cash investments
Intergovernmental revenues

Home sales (Note H )

Other

Total revenues

Expenditures

Current:
Administration and support services
Homestead services
Land development
Land management

Capital outlay:
Home construction/capital projects
Cost of homes sold (Note H)

Debt service:
Principal on long-term debt
Interest on long-term debt

Total expenditures
Excess (deficiency) of revenues over (under) expenditures
Other financing sources (uses)
Operating transfers in (Note L)
Operating transfers out

Total other financing sources (uses)

Excess (deficiency) of revenues and other financing sources
over (under) expenditures and other financing uses

Lapsed appropriations
Net change in fund balances
Fund balances at July 1, 2001

Fund balances at June 30, 2002

The accompanying notes are an integral part of the financial
statements.

Department of Hawaiian Home Lands
State of Hawaii
Statement of Revenues, Expenditures and Changes in Fund Balances
Governmental Funds
for the year ended June 30, 2002

Department of

Hawaiian Hawaiian H iian H iian H iian H iian
Home Home Home Home Home Home
General General Lands Trust Lands Operating Receipts Administration Temporary Other
Loan Revenue
Fund Fund Fund Bond Special Fund Fund Account Deposits Funds Total
Fund

1,522,600 $ - $ - $ - $ - $ - $ - $ - $ - $ 1,522,600
- - - - - - 6,012,237 - - 6,012,237
- - - - - - 816,788 - 226,012 1,042,800
- - - - - 2,676,671 - - - 2,676,671
- - 2,651,577 790,905 25,805 1,663,319 287,202 - 475,058 5,893,866
- - 71,878 - - - 356,743 - 15,100 443,721
- - 11,225,504 - - - - - - 11,225,504
- - 618,548 - 343,504 - 28,693 - 123 990,868
1,522,600 - 14,567,507 790,905 369,309 4,339,990 7,501,663 - 716,293 29,808,267
578,243 1,173,000 50,453 3,685 1,784,265 - 2,091,450 - 1,063,155 6,744,251
491,190 - - - 786,701 - 1,456,581 - 13,578 2,748,050
140,819 - 68,919 - 565,912 - 633,654 18,000 7,371 1,434,675
160,773 - - - 590,484 - 616,471 - 70,429 1,438,157
- - 13,070,263 - 879,240 - - - 317,964 14,267,467
- - 8,374,097 - - - - - 803,643 9,177,740
- - - 800,000 210,919 - - - - 1,010,919
- - - 580,113 82,292 - - - - 662,405
1,371,025 1,173,000 21,563,732 1,383,798 4,899,813 - 4,798,156 18,000 2,276,140 37,483,664
151,575 (1,173,000) (6,996,225) (592,893) (4,530,504) 4,339,990 2,703,507 (18,000) (1,559,847) (7,675,397)
- - 30,000,000 4,879,020 4,510,247 - 3,085,195 - 2,500 42,476,962
- - - (2,000,000) - (4,593,130) (5,881,520) - (2,312) (12,476,962)
- - 30,000,000 2,879,020 4,510,247 (4,593,130) (2,796,325) - 188 30,000,000
151,575 (1,173,000) 23,003,775 2,286,127 (20,257) (253,140) (92,818) (18,000) (1,559,659) 22,324,603
(54,294) - - - - - - - (47,352) (101,646)
97,281 (1,173,000) 23,003,775 2,286,127 (20,257) (253,140) (92,818) (18,000) (1,607,011) 22,222,957
(47,639) 60,464,980 61,302,516 28,610,243 10,958,553 616,043 7,264,762 220,000 30,380,884 199,770,342
$ 49,642 $ 59,291,980 $ 84,306,291 $ 30,896,370 $ 10,938,296 $ 362,903 $ 7,171,944 $ 202,000 $ 28,773,873 $ 221,993,299




Department of Hawaiian Home Lands

State of Hawaii

Reconciliation of Governmental Funds Balance
Sheet to the Statement of Net Assets

June 30, 2002

Total Long-Term
Governmental Assets, Reclassifications Statement of
Funds Liabilities and Eliminations Net Assets
ASSETS
Cash and short-term cash investments held
lin State Treasury $ 175,932,373 $ - $ - $ 175,932,373
Receivables:
Loans, net of allowance for losses 44,942,909 - - 44,942,909
Accrued interest 5,465,343 - - 5,465,343
Note receivable 4,274,196 - - 4,274,196
General leases and licenses, net of allowance
for losses 745,022 - - 745,022
Other 126,976 - - 126,976
Other assets 150,000 - - 150,000
Capital assets:
Land, improvements, construction-in-progress
and other capital assets, net of depreciation - 274,265,911|(1) - 274,265,911
Total assets $ 231,636,819 $ 274,265,911 $ - $ 505,902,730
LIABILITIES $ - $ -
Vouchers and contracts payable $ 2,284,698 - - $ 2,284,698
Accrued wages and employee benefits payable 303,189 - - 303,189
Due to State of Hawaii 10,000 - 10,000
Other liabilities 2,629,468 - - 2,629,468
Deferred revenue 4,416,165 (3,939,000)|(4) 477,165
Bonds payable: -
Due within one year - 1,218,250((2) - 1,218,250
Due in more than one year - 13,695,051 /(2) 13,695,051
Accrued vacation: -
Due within one year - - - -
Due in more than one year - 1,154,014((3) 1,154,014
Total liabilities 9,643,520 12,128,315 21,771,835
FUND BALANCES/NET ASSETS -
Invested in capital assets, net of related debt - 267,399,781|(1) - 259,352,610
(916,459)|(1) -
14,267,467|(1) -
(6,484,878)|(1) -
(15,916,707)|(2) -
1,010,919|(2) -
(7,513)|(2)
Reserved/Restricted for:
Encumbrances 30,698,519 - (30,698,519)|(5) -
Receivables 55,554,446 - (55,554,446) | (5) -
Loan commitments 777,318 - (777,318)|(5) -
Guaranteed and insured loans 11,000,100 - (11,000,100)|(5) -
Unreserved/Unrestricted: 123,962,916 (1,098,335)|(3) 98,030,383/ (5) 224,778,285
(55,679)|(3)
3,758,000|(4)
181,000/(4)
Total fund balances/net assets 221,993,299 262,137,596 - 484,130,895
Total liabilities and fund balances/net assets $ 231,636,819 $ 274,265,911 $ $ 505,902,730

The accompanying notes are an integral part of the
financial statements.




Department of Hawaiian Home L ands
State of Hawaii

Reconciliation of Governmental Funds Balance Sheet to the Statement of Net Assets

June 30, 2002 (continued)

Total fund balances - governmental funds

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

(1) Capital assets used in governmental activities are not financial resources and therefore
are not reported in the funds. These assets consist of:

Infrastructure assets $ 203,657,837
Other capital assets 6,277,205
Accumulated depreciation (62,812,042)
Land 17,535,594
Construction in progress 109,607,317

Total captital assets

(2) Bonds payable that are not due and payable in the current period are not reported in
the funds.

(3) Compensated absenses that are not due and payable in the current period are not
reported in the funds.

(4) Leaserentsand loan interest receivables not available soon enough after year end to
pay for the current period's expenditures and are therefore deferred in the funds.

(5) Reclasify reserved fund balance/net assets to unrestricted fund balance/net assets.

Total net assets

The accompanying notes are an integral part of the financial statements.

221,993,299

274,265,911

(14,913,301)

(1,154,014)

3,939,000

$

484,130,895




Department of Hawaiian Home L ands
State of Hawaii
Reconciliation of Governmental Funds Statement of Revenues, Expenditures and Changesin Fund Balances
to the Statement of Activities
for the year ended June 30, 2002

Total Long-Term
Governmental Assets, Reclassifications Statement of
Funds Liabilities and Eliminations Activities
Revenues
Appropriations $ 1,522,600 $ - $ (101,646) (5) $ 1,420,954
General leases 6,012,237 (332,000) (4) - 5,680,237
Licenses and permits 1,042,800 - - 1,042,800
Interest from loans and note receivable 2,676,671 513,000 (4) - 3,189,671
Interest from short-term cash investments 5,893,866 - - 5,893,866
Intergovernmental revenues 443,721 - - 443,721
Home sales 11,225,504 - - 11,225,504
Other 990,868 - - 990,868
Total revenues 29,808,267 181,000 (101,646) 29,887,621
Expenditures
Administration and support services 6,744,251 28,192 (1) - 6,835,634
7,512 (2) -
55,679 (3) -
Homestead services 2,748,050 6,454,366 (1) 662,405 (6) 9,864,821
Land development 1,434,675 2,320 (1) - 1,436,995
Land management 1,438,157 - - 1,438,157
Home construction/capital projects 14,267,467 (14,267,467) (1) - -
Cost of homes sold 9,177,740 - - 9,177,740
Principal on long-term debt 1,010,919 (1,010,919) (2) - -
Interest on long-term debt 662,405 - (662,405) (6) -
Total expenditures 37,483,664 (8,730,317) - 28,753,347
(7,675,397) 8,911,317 (101,646) 1,134,274
Other financing sources
and lapsed appropriations:
Net operating transfers 30,000,000 - - 30,000,000
Lapsed appropriations (101,646) - 101,646 (5) -
Change in fund balances/net assets $ 22,222,957 $ 8,911,317 $ - $ 31,134,274

The accompanying notes are an integral part of the financia statements



Department of Hawaiian Home Lands
State of Hawaii

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

to the Statement of Activities
for the year ended June 30, 2002 (continued)

Change in fund balances - governmental funds

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

(1) Capital outlays are reported as expenditures in governmental funds, however in the

statement of activities, the cost of capital assetsis allocated over their estimated
useful lives as depreciation expense. In the current period, these outlays are:

Capital outlay $ 14,267,467
Depreciation expense (6,484,878)

Excess of capital outlay over
depreciation expenses

(2) Repayment of bond principal is reported as an expenditure in governmental funds, but
the repayment reduces bonds payable in the statement of net assets. Also, the increase
in bonds payable due to premiums from refunding bonds is shown in the statement of

net assets.
Repayment of bond principal $ 1,010,919
Premium from refunding bonds issued (7,512)
Net bond repayments

(3) Theincrease in accrued vacation is reported in the statement of activities and does not

require the use of current financial resources and is therefore not reported as
expenditures in governmental funds.

(4) Leaserent and loan interest that is not collected for several months after June 30 are

not considered available revenues and are deferred in the governmental funds.
Deferred revenues increased by this amount in the current year.

(5) Lapsed appropriations are net against appropriations in the statement of activities.

(6) Reclassify interest from on long-term to function Homestead Services Division.

Change in net assets

The accompanying notes are an integral part of the financial statements.

@

22,222,957

7,782,589

1,003,407

(55,679)

181,000

31,134,274



Department of Hawaiian Home Lands

State of Hawaii

Statement of Revenues and Expenditures - Budget and Actual -

Genera Fund

for the year ended June 30, 2002

Variance with
Final Budget -
Budgeted Amounts Actual Positive
Origina Final (Budgetary Basis) (Negative)
Appropriations $ 1,522,600 $ 1,522,600 $ 1,522,600 -
Expenditures:
Administration and support services 697,550 697,550 604,947 92,603
Homestead services 509,573 509,573 489,977 19,596
Land developement 84,932 84,932 140,994 (56,062)
Land management 230,545 230,545 236,503 (5,958)
Total expenditures 1,522,600 1,522,600 1,472,421 50,179
Excess of revenues over expenditures $ - $ - $ 50,179 $ 50,179

The accompanying notes are an integral part of the financial statements.



Department of Hawaiian Home Lands
State of Hawaii
Notes to the Financial Statements
June 30, 2002

NOTE A - SIGNIFICANT ACCOUNTING POLICIES

The Department of Hawalian Home Lands (DHHL), State of Hawaii (the State), is headed by
the Hawaiian Homes Commission. The DHHL was established by Section 24, of Act 1 (the
Hawaii State Government Reorganization Act of 1959), Second Special Session Laws of
Hawaii 1959, and is responsible for the administration of the Hawaiian Homes Commission
Act of 1920 enacted by the United States Congress. The Hawaiian Homes Commission Act
(HHCA) sets aside certain public lands as Hawaiian Home Lands to be utilized in the
rehabilitation of native Hawaiians.

The accompanying financial statements of the DHHL have been prepared in conformity with
accounting principles generally accepted in the United States of America as prescribed by the
Governmental Accounting Standards Board (GASB). In June 1999 the GASB issued
Statement 34 Basic Financia Statements — and Management’s Discussion and Analysis — for
State and Local Governments. This Statement establishes new financial reporting
requirements for state and local governments throughout the United States of America. They
require new information and restructure much of the information that governments have
presented in the past. Comparability with reportsissued in prior years is affected.

Other GASB Statements are required to be implemented in conjunction with GASB Statement
34. Therefore, the DHHL has implemented, if applicable, the following GASB Statements in
the current year: Statement 33 — Accounting and Financia Reporting for Nonexchange
Transactions, Statement 36 — Recipient Reporting for Certain Shared Nonexchange Revenues,
Statement 37 — Basic Financial Statements — and Management’ s Discussion and Analysis — for
State and Local Governments. Omnibus and Statement 38 — Certain Financial Statement Note
Disclosures.

The accompanying financial statements present the financial position of the DHHL and the
various funds and fund types and the changes in financia position of the DHHL and the
various funds and fund types. The financial statements are presented as of June 30, 2002, and
for the year then ended. The financia statements include the public trusts controlled by the
Hawaiian Homes Commission.

The following is a summary of significant accounting policies:

1. Reporting Entity - The DHHL is part of the executive branch of the State. The
DHHL's financia statements are intended to present the financial position and the
changes in financia position, of only that portion of the governmental activities, each
magjor fund, and the aggregate remaining fund information of the State that is
attributable to the transactions of the DHHL. The State Comptroller maintains the
central accounts for all State funds and publishes financial statements for the State
annualy which includes the DHHL's assets, liabilities, net assets and financid
activities.
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NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

2.

Departmental and Governmental Fund Financial Statements — The departmental
financia statements (the statement of net assets and the statement of activities) report
information of all of the non-fiduciary activities of the DHHL. The effect of interfund
activity has been removed from these departmental financial statements.

The statement of activities demonstrates the degree to which the direct expenses of a
given function are offset by program revenues. Direct expenses are those that are
clearly identifiable with a specific function. Program revenues include charges to
customers who purchase, use or directly benefit from goods or services provided by a
given function. Program revenues also include grants and contributions that are
restricted to meeting the operationa or capital requirements of a particular function.
Appropriations and other items not properly included among program revenues are
reported instead as general revenues. Resources that are dedicated internaly are
reported as general revenues rather than as program revenues.

Net assets are restricted when constraints placed on them are either externally imposed
or are imposed by constitutional provisions or enabling legislation. At June 30, 2002,
there were no restricted net assets.

Internally imposed designations of resources are presented as reserves of fund
balances. Portions of fund balances are reserved for the following:
Receivables - amounts owed to the DHHL at year end.
Loan commitments - loans approved before year end but funded after year end.
Guaranteed and insured loans - amounts designated to pay mortgage guarantees
and insurance clams.
Unreserved fund balances represents resources that have not been internally
designated.

Financial statements are provided for DHHL’s governmental funds. The DHHL has
no proprietary funds or fiduciary funds. Magjor individua governmenta funds are
reported as separate columns in the governmental fund financial statements.

M easurement Focus, Basis of Accounting and Financial Statement Presentation —

Departmental Financial Statements — The departmental financial statements are
reported using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardiess of the timing of related cash flows. Grants and smilar
items are recognized as revenue as soon as al digibility requirements imposed by the
provider have been met.
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NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

3.

Measurement Focus, Basis of Accounting and Financial Statement Presentation (continued) —

Governmentd Fund Financid Statements — The governmentd fund financid statements are
reported using the current financial resources measurement focus and the modified accrual
basis of accounting. Revenues are recognized as soon as they are both measurable and
avalable. Revenues are conddered to be available when they are collectible within the current
period or soon enough theresfter to pay lidbilities of the current period. For this purpose, the
DHHL congders revenues to be available if they are collected within 60 days of the end of the
current fisca year end. Principa revenue sources conddered susceptible to accruad include
lease payments, sdes, federal grants and interest on loans and investments, and loan principa
and interest receivable.  Some revenue items that are consdered measurable and available to
finance operations during the year from an accounting perspective are not available for
expenditure due to the Stat€'s present gppropriation syssem. These revenues have been
accrued in accordance with accounting principles generaly accepted in the United States of
America since they are both measurable and are expected to be collected within sixty days of
the end of the period.

Expenditures generally are recorded when a liability is incurred, as under accrua accounting.
Exceptionsinclude:
Employees vested annual leave which is recorded as an expenditure when utilized.
The amount of accumulated annua leave unpaid a June 30, 2002, has been
reported only in the departmentd financial statements.
Interest on bonds payable which is recognized when paid.

Fund Accounting — The accounts of the DHHL are organized on the bass of funds, each of
which is congdered a separate accounting entity. The financia activities of each fund are
accounted for with a separate set of salf-balancing accounts which represent each funds' assets,
ligdbilities, fund equity, revenues and expenditures.

The financid activities of the DHHL that are reported in the accompanying governmenta fund
financid statements have been classfied into the following mgor governmentd funds:

Genera fund — The generd fund is used to account for dl financia activities except those
required to be accounted for in another fund. The annual operating budget as authorized by the
State Legidature provides the basic framework within which the resources and obligations of
the genera fund are accounted for.
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NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

Fund Accounting (continued) —

Specia revenue funds — Special revenue funds are used to account for proceeds of
specific revenue sources (other than expendable trust) that are restricted to
expenditures for specified purposes. Revenues are primarily from general leases,
licenses and permits granted for commercial, residential, agricultural and pastora uses,
and interest and investment income. DHHL’s mgjor specia revenue funds are as
follows:

Hawalian Home General Loan Fund — This fund accounts for DHHL loans made
to native Hawaiian homesteaders.

Hawaiian Home Operating Fund — This fund accounts for operations of the DHHL
and is funded by monies transferred from the Hawaiian Home Receipts Fund.

Hawaiian Home Receipts Fund — This fund accounts for receipts of investment
interest and loan interest payments from DHHL |oans to homesteaders.

Hawaiian Home Administration Account — This fund accounts for commercia
genera leases, revocable permits and licenses of homestead lands. Lease revenues
are used to fund operations of the DHHL.

Temporary Deposits — This fund accounts for refundable deposits to lessees of
homestead lands.

Hawaiian Home Lands Trust Fund — This expendable trust fund accounts for funds
from the State to be expended by the DHHL as provided by law upon approval by the
Commission and used for capita improvements and other purposes undertaken in
furtherance of the Hawaiian Homes Commission Act of 1920.

Department of Hawaiian Home Lands Revenue Bond Special Fund — This fund serves
as DHHL'’s debt service fund and accounts for the accumulation of resources for
payment of genera long-term debt principal and interest. The principal sources of
funds are transfers of funds from revenues from available lands and interest earned.
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NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

5.

Appropriations - An authorization granted by the State Legidature permitting a State
agency, within established fiscal and budgetary controls, to incur obligations and to make
expenditures. Appropriations are dlotted quarterly. The dlotted appropriations lapse if
not expended by or encumbered a the end of the fiscd year, except for dlotted
appropriations related to capita projects.

Encumbrances - Encumbrance accounting, under which purchase orders, contracts and
other commitments for the expenditure of monies are recorded in order to reserve that
portion of the applicable agppropriation, is employed as an extenson of formal budgetary
integration in the governmental fund types. Encumbrances outstanding at fiscal year end
are reported as reservations of fund balances since they do not congtitute expenditures or
ligbilities.

Cash and Short-term Cash Investments - Cash and short-term cash investments reported in
the statement of net assets and the governmenta funds baance sheet consst of cash and
short-term cash investments in the State Treasury.

The State of Hawaii maintains a cash pool that is available for dl funds. Each fund type's
portion of this pool is displayed on the statement of net assets and the governmental funds
balance sheet within cash and short-term cash investments. Those funds are pooled with
funds from other State agencies and departments and deposited in gpproved financia
inditutions by the State Director of Finance. Deposits not covered by federa deposit
insurance are fully collaterdized by government securities held in the name of the State by
third party custodians. Interest income from this cash pool is dlocated to the various
departments and agenci