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SECT/ON I - INTRODUCTION



P.O. Box 4150

Honolulu, HI 96812-4150

January 30, 2004

To the Director of the
Department of Business,
Economic Development and Tourism
State of Hawaii:

We have completed the audit of the basic financial statements of the Department of Business, Economic
Development and Tourism, State of l-Iawaii (the Department), as of and for the year ended June 30, 2003.
We have also audited the Department’s compliance with requirements applicable to its major federal
financial assistance programs. We submit herein our reports on the Department’s basic financial statements
and federal financial assistance programs.

The audit objectives and scope of the financial audit were as follows:

AUDIT OBJECTIVES

I * To provide a basis for an opinion on the fairness of the Department’s basic financial
statements.

2. To deterniine whether the Department complied with those provisions of laws, regulations,
contracts, and grants, including applicable provisions of the Hawaii Public Procurement Code
(Chapter I 03D, Hawaii Revised Statutes), which could have a direct and material effect on the
determination of financial statement amounts.

3. To evaluate the Department’s system of internal control over financing reporting.

4. To determine whether the Department has complied with applicable laws, regulations,
contracts, and grants that could have a direct and material effect on each major federal
financial assistance program.

5. To evaluate internal control over compliance with requirements of regulations, contracts, and
grants that could have a direct and material effect on each major federal financial assistance
program.

6. To determine the current status of the audit recommendations included in the prior year’s
independent auditors’ report on compliance and on internal control over financial reporting.

SCOPE OF AUDIT

I. We performed an audit of the Department’s basic financial statements as of and for the year
ended June 30, 2003 in accordance with auditing standards generally accepted in the United

States of America, as adopted by the American Institute of Certified Public Accountants, and
the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.
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‘To the Director of the
Department of Business,
Economic Development and Tourism
State of I Iawaii

January 30, 2004

2. As part of the audit of the Department’s basic financial statements, we performed tests of the
Department’s compliance with certain provisions of laws, regulations, contracts, and grants,
including applicable provisions of the Hawaii Public Procurement Code (Chapter 103D,
Hawaii Revised Statutes) amid procurement rules, directives, amid circulars, noncompliance with
which could have a direct and material effect on the determination of financial statement
amouiits. We also evaluated the Departnient’s system of internal control over financial
reporting in order to determine our auditing procedures for the purpose of expressing our
opinion on the basic financial statements.

3. We performed an audit of the Department’s federal financial assistance programs for the year
ended June 30, 2003 in accordance with auditing standards generally accepted in the United
States of America, as adopted by the American Institute of Certified Public Accountants, the
standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States, certain provisions of 0MB Circular A-l33
and the applicable sections described in the 0MB ‘s Circular A-133 Compliance Supplement.

ORGANIZATION OF REPORT

Our report is organized into four sections as follows:

I. Section 1, entitled “Introduction,” describes the objectives amid scope of our financial audit and
the organization and contents ofthis report.

2. Section II, entitled “Basic Financial Statements,” contains the Department’s basic financial

statements and footnotes for the year ended June 30, 2003, and our report thereon.

3. Section III, entitled “Compliance and Internal Control over Financial Reporting,” contains our
report on the Department’s compliance and internal control over financial reporting based
upon our audit of the Department’s basic financial statements.

4. Section IV, entitled “Compliance amid Internal Control over Federal Awards,” contains our
report on the Department’s compliance and internal control over federal awards in accordance
with 0MB Circular A-l33, a schedule of expenditures of federal awards, and a schedule of
findings and questioned costs.

We would like to take this opportunity to express our appreciation to the personnel of the Department of
Business, Economic Development and Tourism for the cooperation and assistance extended to us during
our audit. We will be pleased to discuss any questions that you or your associates may have regarding our
recommendations.

Very truly yours,

LEP
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SECTION/I - BASIC FINANCIAL STATEMENTS



P.O. Box 4150

Honolulu, HI 9681 2-41 50

Independent Auditors’ Report

To the Director of the
Department of Business,
Ecomiomic Development and Tourism
State of Hawaii:

We have audited the acconipanying finamicial statements of the governmental activities amid each major
fund of the Department of Business, Economic Development and Tourism, State of Hawaii (the
Department), as of amid for the year ended June 30, 2003, which collectively comprise the Department’s
basic financial statements as listed in the table of contents. These financial statements are the responsibility
of the Department’s management. Our responsibility is to express opinions on these financial statemnents
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America amid the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
rnisstatemnent. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the finamicial 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 audit provides a reasonable basis for our opinions.

As discussed in note I, the financial statements of the Department are iiitended to present the fimiancial
position amid the changes imi financial position of only that portion of the governmental activities and major
fund inforniation of the State that are attributable to the tramisactions of the Department. They do not
purport to, and do not, present fairly the financial position of the State of Hawaii as of June 30, 2003, and
the chamiges in its financial position for the year then ended in conformity with accounting principles
generally accepted in the United States of Amiierica.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities and each major fund of the Department as of
June 30, 2003, and the respective changes in financial position and the respective budgetary comparison
for the General and Ecomiomic I)evelopment Special Revenue Fumids for the year then ended in conforniity
with accounting principles generally accepted in the United States of America.

I III ~ L.. ~ ~



The [)epartment has miot presemited managenielit’s discussiomi andh analysis that accounting principles
generally accepted imi the United States of America has determined is necessary to supplement, although

not required to be part of~the basic financial stateniemits.

In accordance with Government Auditing Standards, we have also issued a report dated January 30, 2004
on our consideration of the Department’s internal control over financial reporting and on our tests of its
conipliamice with certain provisions of laws, regulations, comitracts, and grants. That report is an integral
part of an audit performed imi accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

LCP

January 30, 2004
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DEPARTMENT OF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Statemnent of Net Assets

June 30, 2003

Assets
Current assets:

Cash in state treasury (note 4) $ 49,448,086
Cash in bank (note 4) 132,045
Petty cash 33,050

Total cash 49,613,181

Receivables:
Accounts, net (note 5) $ 251 ,484
Loans, net (note 5) 3,872,547
Interest 22,645
Due from grantor 1,359,252
Transient accommodations tax 6,958,585
Due from Hawaii Convention Center 2,146,885

Total receivables, net 14,611,398

Investment in venture capital limited partnerships, at cost (note 2) 10,634,811

Capital assets (note 7):
Land and construction in progress 153,411,713
Other capital assets, net 190,203,490

Capital assets, net 343,615,203

Total assets 41 8,474,593

Liabilities
Current liabilities:

Vouchers payable II 027,312
Accrued payroll 521,825
Due to State Department of Budget and Finance (note 8) 6,601,294
Due to other state agencies (note 6) 3,829,000
Due to State General Fund 33,050
Deferred revenues 629,162

Accrued vacation (note 9):
Due within one year 597,497
Due in more than omie year 1,718,383

Total liabilities 24,957,523

Comiimitments and comitingencies (notes 6, 8, 9, 10, II, 12, and 13)

Net Assets (Note 6)

Invested in capital assets 343,615,203
Unrestricted 49,901,867

Total net assets $ 393,517,070

See accompanying notes to basic financial statemnents.
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DEPAR1’MEN’r OF BUSINESS,
E(’ONOMIC DEVELOP~1ENTAND TOURiSM

STATE OF ImAw~~mI

Statement of Activities

Year ended June 30, 2003

Governmental activities
IlawaiiTourisni Authority (note 8)
Natural Energy Laboratory of Hawaii Authority
General support for economic development
High Technology and Strategic Development
Energy development and management
Economic planning and research tor economic development
Business services and development
Office of Planning
Aloha Tower Development Corporation
Foreign-’l’rade Zone
Land Use Commission
Office of Hawaiian Affairs Public Land Trust
Hawaii’l’ourism Oflice

Total governmental activities

General revenues:
Transient accommodations tax
State allotted appropriations, net of reversions and lapses
l..apsed appropriations related to previous years
Interest
Nonimposed employee fringe benefits (note Ii)
Other

‘Iransfers

Total general revenues

Change in net assets

Net assets at July 1,2002

Net assets at June 30, 2003

Program
Expenses

(Notes 7, 9, 10,
11, and 13)

91,851,591
15,745,703
(2,357,906)

1.716,703
2,042,994

73,371

109,072,456

(6,208,064)

(11,542,255)

405,059,325

5; 393,517,070

See accompanying notes to basic financial statements.

ProEram Revenues

$

Charges for
Services

7,551,799
1,335,208

1.478,506
73,623

8
97,498

5,720
1,883

1,563,222

5;

~Jperatmg
(;rants and

Contributions

7,363,439

1,298,160
848,097

30,001
2,076,971

$ 103,422,527 5
10,698,414
2,932,471
3,850,627
3,686,427
2,994,483
2,816,770
4,060,868
1,485,320
1,414,859
486,376
240,890

40,750

$ 138,130,782 $

Net Expense
and Changes
in Net Assets

95,870,728
1,999,767
2,932,471
1,073,961
2,764,707
2,994,475
2,689,271
1,978,177
1,483,437
(148,363)
486,376
240,890
40,750

114,406,64712,107,467 $ 11,616,668
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1)EPARTMEN’l’ OF’ BUSINESS,

ECONOMIC I)EVELOI’MENT i~NI)‘rouRmsM

slAT!: Dl” IIAWAH

Italanec Sheet Govemmental Funds

June 30, 2003

Cash in state treasury (note 4)
Cash in hank (note 4)
Petty cash
Receivables:

Accounts, net (note 5)
I,oans. net (note 5)
Interest
Due f’rom grantor
‘l’ransient accommodations tax receivable
Due from hawaii Convention Center

Investment in venture capital limited partnerships.
at cost (note 2)

Total assets

Liabilities aisd Fund Balances

Liabilities:
\
T

ouchers payable
Acenied payroll
Due to State Department of Budget and Finance (note 8)
Due to other state agencies (note 6)
Due to State General Fund
Defi~rrcdrevenues

‘l’otal liabilities

Fund balances (deficit):
Reserved fur encumbrances
Reserved for capital projects
Reserved fur other purposes
Unreserved (note 12)

Total fund balances

Total liabilities and fund balances

Economic
Development

Special
General Revenue

$ 1.309,353 $ 40.893,914
132,045

11.000 22,050

251,484
3,872,547

22,645
1,359,252

6,958,585
2.146,885

$ 120,703 $ 10,748,811
276.536 245,289

6,601,294
— 3,829,000

11,000 22,050
______________ 629,162

408,239 22,075,606

l,2t2.570 12,398,996

91,107

Total
Governmental

F’untls

$ 39,448,086
132,045
33,050

251,484
3,872,547

22,645
1,359,252
6,958,585
2,146,885

157,798 $ 11,027.312
521,825

6,601,294
—- 3,829,000
—— 33,050
629,162

157,798 22,641,643

15,369.445
5,329,142

91.107
_______________ 31,428,053

52,217,747

Amounts reported in the statement ofnet assets are
difiFrent because:

Capital assets used in govemmental activities are
not financial resources and thereibre are not
reported in the governmental f’unds

Accrued vacation reported in the statement of net assets
do not require the use of current financial resources
and, therefore, are not reported as liabilities in the
governmental Rinds

Net assets of govcmnicntal activities

Assets
Capital
Projects

$ 7,244,819

_____________ 10,634,811 —— 10,634,811

$ 1,320,353 $ 66,294,218 $ 7.244,819 $ 74,859,390

$

1,757,879
5.329,142

(300,456) 31,728,509 _______________

912,114 44,218,612 7,087,021

$ 1,320,353 $ 66,294,218 $ 7,244,819

343,615,203

(2,315,880)

$ 393.517,070

See accompanYing notes to basic financial statements.



l)EPAR’l’MEN’f OF BUSINESS,

E(’()NO!’,lt(’ I)EVEIA)PM EN’I’ ANI) ‘l’()IJRISM

STAlE OF ltAV~’All

Statement of Revenues. Expenditures, and (‘tianges in Fund Balances - ( overnmental t”unds

Year ended June 30, 2003

Revenues:
fransient accommodations tax $
State allotted appropriations, net ot reversions and lapses
Charges for current services
Intergovemmcntal
Nonimposed employee fringe tenefiis (note It)
Interest
Other

‘rotat revenues

Expenditures (notes 7, 9. 10, II, and 13):
I-Iawaii’fourism Authority
Natural Energy I.aboratory oft- lawan Authority
General support for economic development
1 ugh ‘technology and Strategic Development
Energy development and management
Economic planning and research for economic development
Business services and development
Office of’Planning
Aloha lower Development (‘orporation

Foreign-’I’rade Zone
Land Use Commission
Office ofI Iawaiian Affiuirs Public [,and ‘trust
I-Iawaii’l’ourism Office
Capital outlays

‘total expenditures

Excess (deficiency) of revenues over expenditures

Other financing sources (uses):
‘I’raiisfers in
‘fransfers out
Transfer to the State l)epartment of Accounting

and General Services
Lapsed appropriations related to previous years

‘total other financing uses, net

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

Fund balances, July 1, 2002

Fund balances, June 30, 2003

Amounts reported in the statement of net assets are different because:
Govemmental funds report capital outlays as expenditures; however,

in the statement of activities, the cost of those assets is
allocated over their estimated useful lives as depreciation
expense. ‘rhis is the amount by which capital outlays exceeded
depreciation in the current period

Accrued vacation reported in the statement of activities do not
require the use ofcurrent financial resources and, therefore, are not
reported as expenditures in the governmental funds

Change in net assets

Economic
t)evelopment ‘I’otal

Special Capital Governmental
General Revenue Projects Funds

5; 91,851,591 $ --- $ 91,851,591

12.107,469
I t,6t6,668

1,716,703
73,372

117,365,803

96,946,307
10,641,639
2,650,646
3,147,859
3,677,477
2,945,281
3,693,856
3,982,396
1,485,449
1,576,753

492,719
240,890

40,750
1,209,21)2

132,731,224

2,423,276

318.000 318.000
- -- (318,000)

(6,208,064)
_____________ (811,773)

(5,890,064) (81 1,773)

2,543,025

3,597,895 50,218,550 4,543,996

$ 912,114 $ 44,218,612 $ 7,087,021

15,745,703
12,107,469
11,616,668
2,042,994
1,716,703

73,372

135,154,500

4,564,000

4,564,000

1,209,202

1,21)9,2(12

3.354,798

11.181.703

2.042,994

13,224,697

293,424
944,319

2,650,646
1,472,650
1,512,438
1,145,810
3,402,511
2,091,078

492,719

40,75(1

14,046,345

(821,648)

(31 8,000)

(1.546, 133)

(1,864,133)

96,652,883
9,697,320

1,675,209
2,165,039
1,799,471

291,345
1.891,318
1,485,449
1,576,753

240,890

117,475,677

(11)9,874)

(2,685,781) (5,999,938)

(6,208,064)
(2,357,906)

(8,565,970)

(6,142,694)

(5,34(1,730)

(58,831)

$ (11,542,255)

See acconipanyine notes to basic fiiiancial statements.



DEPARTMENT OF BUSINESS,

ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Statement of Fiduciary Net Assets

Fiduciary Fund

June 30, 2003

Agency Funds

Assets:
Cash in state treasury (note 4) $ 185,629
Cash in bank (note 4) 36,552

Total assets 222,181

Liabilities:
Deposits payable 222,181

Net assets $

Sec accompanying notes to basic financial statements.
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DEPARTMENT OF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Statement of Revenues and Expenditures -Budget and ,Aetual
(Budgeta~’Basis) General and Economic Development Special Revenue Funds

Year ended June 30, 2003

General Fund Economic Des’elopnient Special Revenue Fuimd
Actual Variance Actual \‘ariailce

Original Final (Budgetary Favorable Original Final (lhudgetary Favorable
Budget Budget Basis) (Unfavorable) Budget Budget Basis) (Unfavorable)

Revenues:
State allotted appropnations, net of reversions

and lapses S 10.938,849 S 11,879,827 S 11,181.703 S (698,124) S — S —~ S —-- S
Other — — —~ 123,696,571 123,955,168 105.303,907 (18.651.261)

Totalrevenues 10.938.849 11,879.827 11.181.703 (698,124) 123,696,571 123,955,168 105,303,907 (18,651,261)

Expenditures:
Ha’,vaii Tourism ,Authoritv (note 8) — — 102.084,375 102,084,375 94,380,035 7,704,340
Natural Energy LaboratoO’ ofHawaii Authority 705,036 801,599 749,300 52,299 2,479,065 2,491.820 1,784.001 707,819
General support for economic development 1,831,546 2,025,983 1,957,601 68,382 — — — —

111gb Technology and Straie~cDevelopment 1,276,116 1,323,788 1,246,353 77,435 7,465,338 7.509,083 4,643,140 2,865,943
Energy development and management 1,342,346 1,433.942 1,279,869 154,073 300,000 300,000 —. 300,000
Economic planning and research for economic development 819.937 922,243 898,931 23,312 1.292,034 1,305,904 1,262,236 43,668
Business services and development 2,970,924 3.178.470 2,978,563 199,907 6,413,134 6,433,876 485660 5,948,216
Office ofPlanning 1,595,247 1,756,516 1,665,512 91,004 60,000 60,000 26,196 33,804
Aloha Tower Development Corporation — — 1,503.552 1,525,689 591,916 933,773
Forei~s-TradeZone — — — — 1,950,827 2,003,531 1.500,227 503,304
Land Use Commission 397,697 437,286 405,574 31,712 — — — —

Office ofHasvaiian Affairs Public Land Trust — — — — 240.890 240,890 240,890 —

Total expenditures 10,938,849 11,879,827 11,181,703 698,124 123,789,215 123,955,168 104,914,301 19,040,867

Excess (deficiency) of revenues over expenditures S — S — S — S — 5 (92.644) 5 — S 389,606 S 389.606

See accompanying notes to basic financial statements.
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DEPARTMENT OF BUSINESS,
ECONOM IC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2003

(1) Financial Statement Presentation

(‘a) The Financial Reporting Entity

The Department of Business, Economic I)evelopment and ‘I’ourisrn (the Department) is a department
of the State of Hawaii (the State). The Department’s basic financial statements present the financial
position and changes in financial position of only that portion of the governmental activities and
major fund information of the State that are attributable to the transactions of the Department. The
State Comptroller maintains the central accounts for all State funds and publishes comprehensive

financial statements for the State annually, which include the Department’s financial activities.

The objective of the Department is to make broad policy determinations with respect to economic
development within the State and to stimulate research (through research and demonstration
projects) in industrial and economic development that offer the most immediate promise to expand
the State’s economy. In addition, tile Department endeavors to gain an understanding of those
functions and activities of other governmental agencies and of private agencies that are related to the
field of economic development. ‘rile Department also encourages initiative and creative thinking in
harmony with the objectives of the Department.

The State has defined its reporting entity in accordance with Governmental Accounting Standards
Board (GASB) Statement No. 14, The Financial Reporting Entity. This statement establishes
standards for defining and reporting on the financial reporting entity. The basic criterion for
including a potential component unit within the reporting entity is financial accountability. Other
criteria include legal standing and fiscal dependency.

The Department’s basic financial statements consist of the financial activities of the Department and
certain other agencies of the State, that are administratively attached to the Department. The

following agencies are blended component units of the State and are included in the Department’s
basic financial statements:

Aloha Tower Development Corporation
Hawaii Strategic Development Corporation
Hawaii Tourism Authority
High Technology Development Corporation
Land Use Commission
Natural Energy Laboratory of I-Iawaii Authority

Office of Planning

The Department’s basic financial statements do not include the financial statements of the 1-lawaii
Community Development Authority (HCI)A) and tile 1-lousing and Community Development
Corporation of Hawaii (HCDCI I).

Complete financial statements for HCDA and I-ICDCI-I may be obtained at the HCDA and }ICDCH
administrative offices.

I I (Continued)



I)EI~ARTMENTOF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Notes to Basic Financial Statements

Jttne 30, 2003

The basic financial statements of tIle Department have been prepared in conformity with acCollrhtihlg

principles generally accepted in the United States of America (GAAP), as applicable to
governmental units. The GASB is the accepted standard-setting body -for establishing governmental
accounting and financial reporting principles.

(b) Government- Wide and Fund Financial Statements

The government-wide financial statements, which are the statement of net assets and the statement of
activities, report information of all of tile 11011 fiduciary activities of the Department. For the most
part, the effect of interfund activity has been removed from these government-wide financial
statements.

The statement of activities demonstrates tile 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 nleeting the operational or capital requirements of a particular
function. State allotments and other items not properly included among program revenues are
reported instead as general revenues. Resources that are dedicated internally are reported as general
revenues rather than program revenues.

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

The financial activities of the Department are recorded in individual funds, each of which is deemed
to be a separate accounting entity. The Department uses fund accounting to report on its financial
position and results of operations. Fund accounting is designed to demonstrate the legal compliance
and to aid financial management by segregating transactions related to certain government functions

or activities. A fund is a separate accounting entity with a self-balancing set of accounts.

Separate financial statements are provided -for governmental funds and fiduciary funds. However, the

fiduciary funds are not included in the government-wide financial statements. Major individual
governmental funds are reported as separate columns in the fund financial statements.

12 (Cotltinued)



DEPARTMENT OF BUSINESS,

ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2003

fIle financial activities of the Department that are reported in the accompanying fund financial
statements have been classified into the following major governmental funds. in additioll, a
description of tile Department’s fiduciary fund is as follows:

Governmental Fund Types

The Department reports the following major governmental funds:

General Fund

This fund is the Department’s primary operating fund. It accounts for all financial activities of
tile Department, except those required to be accounted -for in anotller fund. The annual
operatitlg budget as authorized by tile State Legislature provides the basic framework within
which the resources and obligations of the general fund are accounted.

Economic Development Special Revenue Fund

Tilis futld accounts for all programs related to the development and promotion of industry and
internatiotlal commerce, energy developmetlt and management, ecotlomie research and
analysis, and tile utilization of resources.

Capital Projects Fund

This fund accounts for financial resources to be used for the acquisition or construction of
major capital facilities.

Fiduciary Fund Type

Agency Fund

This fund accounts for assets held by the Department in an agency capacity.

(2) Summary of Signilicant Accounting Policies

(‘a,) Basis ofAccounting and Measurement Focus

The accounting policies of the Department conform to GAAP applicable to state and local
governments as prescribed by GASB through its statements and interpretations. The government-
wide statement of net assets and statement of activities are aceoutlted for 011 a flow of economic

resources measurement focus. With this measurement focus, all assets and all liabilities associated
with the operatioll of these activities are included ~n tile statenlent of net assets.

13 (Continued)



DEI~ARTMENTOF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2003

The accounting and financial reporting treatment applied to a fund is determined by its measurement
focus. All governmental funds are accounted for using a current financial resources measurenlent
focus. With this measurement focus, only current assets and current liabilities generally are included
~n the balance sheet. Operating statements of these futlds present increases (i.e., revenues and otiler
financing sources) and decreases (i.e., expenditures and other financing uses) in net current assets.

Tile modified accrual basis of accounting is used by all governmental fund types and trust funds.
Under the modified accrual basis of accounting, revenues such as interest are recognized when
susceptible to accrual (i.e., when they become both measurable and available to finance operations of
the fiscal year or liquidate liabilities existing at year-end).

Measurable means that the amount of the transaction can be determined. Available means that the
amount is collected in tile current fiscal year or SOOll enough after year-end to liquidate liabilities
existing at the end of the fiscal year. Tile Department considers receivables collected within 60 days
after year-end to be available and recognizes thenl as revenues of the current year. Expenditures are
recorded when the related fund liability is incurred.

The Department reports de-ferred revenues on its statement of net assets and balance sheet. Deferred
revenues arise when both the “measurable” and “available” criteria for recognition are not met in the
current period. Deferred revenues also arise when tile Department receives resources before it has a
legal claim to thenl, as when grant nlonies are received prior to the incurrence of qualifying
expenditures. In subsequent periods, when both revenue recognition criteria are met, or when tile
Department has a legal claim to the resources, the liability for the de-ferred revenue is removed from
the statement of net assets and balance sheet and revenue is recognized.

Encumbrances represent commitments related to unperformed contracts -for goods or services.
Encumbrance accounting, under which purchase orders, contracts, and other commitments for the
expenditure of resources are recorded to reserve that portion of the applicable appropriation, is
utilized in the governmental funds. Encumbrances outstanding at year-end are reported as
reservations of fund balances and do not constitute expenditures or liabilities because the
commitments will generally be honored during the subsequent fiscal year.

(#5,) Investments

Investments in venture capital limited partnerships are carried at cost, which amounted to
$10,634,811 at June 30, 2003. The fair value of tilese investments approximated $6,002,200 at
Jutle 30, 2003. Fair value o-f the Department’s limited partnership interests is based on the fair value
of tile underlying securities owned by the limited partnerships obtained from internatiotiai and

national security exchanges or are based ~n estimated values. ihe Departnlent has outstanditlg
comnlitments to fund these venture capital funds of$l,090,000 at June 30, 2003.
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DEI~ARTMENTOF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Notes to Basic Financial Statemetlts

June 30, 2003

(c) Capital Assets

Capital assets are not capitalized in the funds used to acquire or construct them. Instead, capital
acquisition and construction are reflected as expenditures in governmental funds, and tile related
assets are reported in the statement of net assets. Capital assets acquired by purchase are recorded at
cost. Donated -fixed assets are valued at the estimated fair market value on tile date received.
Maintenance, repairs, minor replacements, renewals, and betterments are charged to operations as
incurred. Major replacements, renewals, and betterments are capitalized. Capital assets are defined as
assets witil an initial individual cost of $5,000 or more and are depreciated on the straight-line
method over tile estimated useful lives of the respective assets (land improvements — 15 years,
buildings and improvements 30 years, and furniture, fixtures, and equipment — 5 to 7 years).
Depreciation is recorded on capital assets on tile government-wide statement of activities.

(‘d,.) Accrued Vacation Payable and Sick Leave

Employees hired on or before July 1, 2001 eart~vacation at tile rate of one and three-quarters
working (lays -for each month of service. Employees hired after July 1, 2001, earn vacation at rates
rangitlg between I and 2 working days for each month of service, depending upon the employees’
years of service and job classifications. Each employee is allowed to accumulate a maximum o-f
90 days of vacation as of the end of the calendar year. All vacation pay is accrued when incurred in
tile government-wide financial statements. A liability for these amounts is reported ill the
governmental funds only if they have matured, for example, as a result of employee resignations and
retirements.

Sick leave is not convertible to pay upon termination of employment and is recorded as an
expendititres when taken.

(‘e,) Program Revenues

The Department charges various program fees that include office space and facility rental fees,
ground rent fees, storage service fees, maintenance fees, and facility management fees.

Federal grant and assistance awards made on tile basis of entitlement periods arc recorded as revenue
when available and entitlement occurs. All other federal reimbursement-type grants are recorded as
receivables and revenues when the related expenditures are incurred.

(I) Transient Accommodations Tax

In accordatlce with Sections 237D-2 and 237D-6.S, I-Iawaii Revised Statutes (FIRS), a portion of tile
funding for tile Department’s economic development special revenue futld operations is derived from

49.9% o-f tile transient accommodations tax collected. lhe transient accommodations tax is assessed
at a rate of 7

.
25

% on tile gross rental or gross rental proceeds derived from providing transient
~CCO1ll 111odat ions,
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DEPARTMENT OF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF I-IAWAII

Notes to Basic Financial Statements

Jutle 30, 2003

(‘g) Nonexchange Transactions

Effective July 1, 2000, tile Department adopted GASB Statement No. 33, Accounting and Financial
Reporting for Nonexchange Transactions, which requires tile Department to record grant revenue
only when all eligibility requirements have beell met and amounts are available.

(h) Inirafund and Interfund Transactions

Tratisfers of financial resources within the same fund are eliminated. Transfers from funds receiving
revenues to funds through which the resources are to be expended are recorded as transfers.

(i,) Use of Estimates

The preparation of basic financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities, as well as
disclosure of contingent assets and liabilities at the date of the basic financial statemetlts, and tile
reported amounts of revenues, expenditures, and other financing sources and uses during the
reporting period. Actual results could differ from those estimates.

(3) Budgeting and Budgetary Control

The budget of the Departmetlt is a detailed operating plan identifying estimated costs and results in relation
to estimated revenues. The budget includes (1) the programs, services, and activities to be provided dttring
the fiscal year, (2) the estimated revenues available to finance the operating plan, and (3) tile estimated
spending requirements of the operating plan. The budget represents a process through which policy
decisions are made, implemented, and controlled.

Revenue estimates are provided to the State Legislature at the time of budget consideration and are revised
and updated periodically during the fiscal year. Amounts reflected as budgeted revenues in the statement of
revenues and expenditures — budget and actual (budgetary basis) — general and special revenue funds are
those estimates as compiled and reviewed by the Department. Budgeted expenditures are derived primarily
front tile General Appropriations Act of 2001 (Act 259, Session Laws of i-lawaii of 2001), as amended by
the Supplemental Appropriations Act of 2002 (Act 1 77, Session Laws of Hawaii of 2002), and from other
authorizations contained in the State Constitution, HRS, and other specific appropriations acts in various
Session Laws of Hawaii. Federal financial assistance program revenues are not included in the statement of
revenues and expenditures — budget and actual (budgetary basis) — general and ecotlomic development
special revenue funds.
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DEPARTMENT OF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Notes to Basic Financial Statements

June 30, 2003

All expenditures of these appropriated funds are made pursuant to the appropriations in tile fiscal 2001 —

2003 biennial budget, as amended by subsequent supplemental appropriations.

The general and economic development special revenue funds have legally appropriated annual budgets.
Capital projects fund appropriated budgets are -for projects that may extend over several fiscal years.

The -final legally adopted budget in the accompanying statement of revenues and expenditures — budget and
actual (budgetary basis) — general and economic development special revenue funds represents tile original
appropriations, trans-fers, and other legally authorized legislative and executive changes.

ihe legal level of budgetary control is maintained at the appropriation line item level by department,
program, and source of funds as established in the appropriations act. The Governor is authorized to
trans-fer appropriations between programs within the same department and source of funds; however,
transfers of appropriations between departments generally require legislative authorization. Records and
reports reflecting the detail level of control are maintained by and are available at the Department. During
the fiscal year ended June 30, 2003, there were no expenditures in excess of appropriations at the legal
level of budgetary control.

To tile extent not expended or encumbered, general and economic development special revenue funds
appropriations generally lapse at the end of tile fiscal year for which the appropriations are made. The State
Legislature speci-fies the lapse dates and any other contingencies which may terminate the authorizations
for other appropriations.

Budgets adopted by the State Legislature for the getieral and economic development special revenue funds
are presented in the accompanying statement of revenues and expenditures — budget and actual (budgetary
basis) — general and economic development special revenue -funds. Tile Department’s annual budget is
prepared on tile modified accrual basis of accounting with several differences from the preparation of the
statement of revenues, expenditures, anid changes in fund balances, principally related to (1) encumbrance
of purchase orders and contract obligations, (2) accrued revenues and expenditures, and (3) unbudgeted
programs (federal award programs). The first two differences represent departures from GAAP.
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A reconciliation of the budgetary to GAAP basis operating results for tile fiscal year ended June 30, 2003
follows:

Economic
Development

Special
General Revenue

Excess o-f revenues over expenditures — actual
(budgetary basis) $ -— $ 389,606

Reserved for encumbrances at year-end 1,212,570 6,655,394 *

Expenditures for liquidation of prior year encumbrances (3,667,196) (13,380,812) *

Net accrued revenues and expenditures (231,155) 1,089,347 *

Unbudgeted revenues and other financing sources
net of expenditures and other financing uses _______________ (753,473)

Deficiency of revenues and other financing sources
over expenditures and other financing uses —

GAAP basis $ (2,685,781) $ (5,999,938)

* Amount reflects the balances related to budgeted programs only.

(4) Cash in State Treasury

The State Director of Finance is respotlsible for the safekeeping of all monies paid into the state treasury.
Tile State Director of Finance pools and invests any monies of the State, which in the Director’s judgment,
are in excess of amounts necessary for meeting the immediate requirements of the State. Legally
authorized investments include obligations of, or guaranteed by, the U.S. Govemment, obligations of the
State, federally-insured savings and checking accounts, time certificates of deposit and repurchase
agreements with federally-insured financial institutions.

The State established a policy whereby all unrestricted and certain restricted cash is invested in tile State’s

investment pool. Cash accounts that participate in tile investment pool accrue illterest based on the average
weighted cash balances of each account. Tile Department records the pooled assets as cash in state

treasury.
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For demand or checking accounits and tinle certificates of deposit, tile State requires that the depository

banks pledge collateral based on daily available bank balances. The use of daily available bank balances to
determine collateral requirements results in the available balances beitlg under-collateralized at various
times during the fiscal year. All securities pledged as collateral are held either by the state treasury or by
tile State’s fiscal agents in the name of tile State.

Information regarding tIle carrying amount and corresponding bank balances of the cash (which includes
the Department’s cash in state treasury) and collateralization of the cash balances is included in the
comprehensive annual financial report of the State.

The carrying value of the Department’s cash in bank balance of $132,045 equals the bank balance and was
uncoilateralized at Julle 30, 2003. Such balance primarily represents the Department’s bank accounts
maintained for out-of-state operations and security deposits held for the Foreign-Trade Zotle Division and
the F-ligh Technology Development Corporation.

(5) Accounts and Loan Receivable

At June 30, 2003, accounts and loans receivable consisted of the following:

Accounts
Receivable

Loans
Receivable

Foreign-Trade Zone Divisiotl
Natural Energy Laboratory of l-lawaii Authority
High Technology Development Corporation
Financial Assistance Branch:

Hawaii Capital Loan Program
Hawaii Community-Based Development Loan Program
Hawaii Innovation Development Loan Program
Hawaii Disaster Commercial Loan Program

Less allowance for doubtful accounts

Accounts and loans receivable, tlet

$ 259,030
261,804
42,374

563,208

(311,724)

$

7,378,843
227,114
161,306
41,419

7,808,682

(3,936,135)

$ 251,484 $ 3,872,547
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(6) Due to Other State Agencies

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

In September 1993, the ATDC subleased landis surrounded by Piers 8 and 9 and a portion of land
surrounded by Pier 10 to a developer and entered into a capital improvements, maintenance, operations,
and securities agreement (Operations Agreement) with the developer and 1-Iarbors. Harbors continues to
operate tile harbor facilities at Piers 8, 9, and 10. The lease between the ATDC and tile developer requires
the developer to construct, at the developer’s cost, various facilities as designated in the developer’s
proposal and to reimburse Harbors for all losses in revenues and increased expenses which may be
incurred by 1-larbors. Tile ATDC, Harbors, and the developer agreed that in lieu of reimbursing Harbors for
losses in revenues during the construction period, the developer would per-form certain work to repair the
structure of Piers 8 through II, the cost of which would otherwise be incurred by Harbors. The developer
offset the maximum allowable cost of repair of $1,100,000 against its obligation to Harbors for losses in
revenues.

As of June 30, 2003, the first phase of the Aloha Tower complex development has been completed.

Pursuant to this Operations Agreement, the developer is current on amounts owed to the ATDC as of
June 30, 2003. Pursuant to tile ATDC lease, the ATDC owes Harbors approximately $3,829,000 as of
June 30, 2003. This amount is reflected in the economic development special revenue fund in the
Department’s basic -financial statements.
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(7) Capital Assets

DEPARTMENT OF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF I-IAWAII

Notes to Basic Financial Statenients

June 30, 2003

Changes in capital assets duritlg the fiscal year ended June 30, 2003 were as follows:

Balance
Balance June 30,

July 1, 2002 Additions Deductions 2003

17,756,003 1,209,202 — 18,965,205

‘Fotal capital assets not
being depreciated 152,202,511 1,209,202 153,411,713

Other capital assets:
Latld improvements
Buildings and improvements
Equipment

311,128
250,533,745

2,994,400
874,454

1,599,528 283,783

311,128
251,408,199

4,310,145

Total other capital
assets 253,839,273 2,473,982 283,783 256,029,472

Less accumulated depneciation for:
Land improvements
Buildings and improvements
Furniture, fixtures, and

equipment

197,048 20,742
54,390,150 8,402,741

2,498,653 525,370

— 217,790
— 62,792,891

208,722 2,815,301

Total accumulated
depreciation 57,085,851 8,948,853 208,722 65,825,982

Total other capital
assets, net 196,753,422 (6,474,871) 75,061 190,203,490

Total capital assets,
net $ 348,955,933 $ (5,265,669) $ 75,061 $ 343,615,203

Construction in progress

Capital assets not being depreciated:
Land $ 134,446,508 $ —- $ — $ 134,446,508
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[)uring the fiscal year ended June 30, 2003, depreciation expense was cilarged to functions of the
Department as follows:

Hawaii Tourism Authority $ 7,185,901
High Technology and Strategic Development 696,417
Statewide planning and coordination 423,832
Business Services and Development 405,085
Foreign-Trade Zone 154,682
Natural Energy Laboratory of Hawaii Authority 77,180
Office of Planning 2,992
Energy Development and Management 1,573
Economic planning and research for economic development 1,191

Total depreciation expense $ 8,948,853

(8) Due to State Department of Budget and Finance

During the period in October 1992 through April 1998, the State issued a series of general obligation bonds
whose proceeds were used to fund the construction of the Hawaii Convention Center (the Center). These

bonds are obligations of the State and are secured by the State’s full faith and credit. The debt service for
the general obligation bonds are to be pritnarily funded by an allocated portion of the State’s transient
accommodations tax revenue and revenue generated from the operatiotl of the Center. Prior to July 1, 2002,
these funds were collected and accounted for by the State Department of Budget and Finance (Budget and
Finance).

Effective July 1, 2002, the Convention Cetlter Enterprise Special Fund (the Convention Center Fund) was
established by Act 253, Session Laws o-f Hawaii 2002 (Act 253). In accordance with Act 253, the
Convention Center Fund was placed within the Hawaii Tourism Authority (the Authority), an
administratively attached agency of the Department, and was created to receive all revenues generated
from the Center’s operations and an allocated portion of the revenues received from the State’s transient
accommodations tax. Act 253 further states that all funds collected by the Convention Center Fund are to
be used to pay all expenses arising from the use and operation of tile Cetlter aild to use those funds
collected to fund debt service payments. 1-lowever, responsibility for debt service payments to the
bondilolders on the general obligation bonds referred to above remains with the State through Budget and
Finance.
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The Authority’s ability to reimburse Budget and Finance is cotltingent upon continued receipt of future
transient accommodations tax allocations from the State. Accordingly, the obligation to reimburse Budget
and Finance for debt service as described above has not been recorded in the Authority’s basic financial
statements. 1-lowever, the Authority’s obligation to reimburse Budget and Finance in accordance with the
mutually agreed upon payment plan represents a commitment of the Convention Center Fund.

For the year ended June 30, 2003, the Authority was required to reimburse Budget and Finance
$26,431,117 for debt service. At June 30, 2003, the unpaid amount due to Budget and Finance was
$6,601,294, which is recorded as due to State Department of Budget and Finance itl the accompanying
basic financial statements.

DEPARTMENT OF BUSINESS,
ECONOMIC DEVELOPMENT AND TOURISM

STATE OF HAWAII

Notes to Basic Financial Statements

JulIe 30, 2003

Upon creatiotl of the Convention Center Fund, the Autllority and Budget and Finance entered into an

agreement whereby the Authority agreed to reimburse Budget andl Finance for debt service payments,
which differs from the actual debt service payments to bondholders, in accordance with a predetermined
payment plan. The terms of tile payment plan requires the Autllority to reimburse Budget and Finance for
principal and interest payments at all imputed interest rate of 6.00% through January 1,2025. At June 30,
2003, the outstanding principal and interest amounts required to be reimbursed by the Authority was
$318,265,000 and $263,192,963, respectively. The scheduled payments to maturity for each of the next

five years and thereafter in five-year increments are as follows:

2004
2005
2006
2007
2008
2009—2013
2014—20 18
2019—2023
2024 — 2025

$

$

Principal

7,335,000
7,780,000
8,245,000
8,740,000
9,265,000

55,330,000
74,035,000
99,080,000
48,455,000

318,265,000

Interest Total

19,095,917
18,655,817
18,189,917
17,694,917
17,169,917
76,815,885
58,103,785
33,063,085

4,403,723

26,430,917
26,435,817
26,434,917
26,434,917
26,434,917

132,145,885
132,138,785
132,143,085
52,858,723

263,192,963 581,457,963
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