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Auditor’s Summary
Financial Audit of the Department of Transportation, 
Harbors Division
Financial Statements, Fiscal Year Ended June 30, 2019

Financial Highlights
FOR THE FISCAL YEAR ended June 30, 2019, DOT—Harbors 
reported total revenues of $198.7 million and total expenses 
of $93 million, resulting in an increase in net position of 
$105.7 million.  Total revenues consisted of $159.2 million in 
services, $29.9 million in rentals, $7.9 million in interest income, 
and $1.7 million in other revenues.  

THE PRIMARY PURPOSE of the audit was to form an opinion on the fairness of the presentation of the 
fi nancial statements of the Department of Transportation, Harbors Division, as of and for the fi scal year ended 
June 30, 2019.  The audit was conducted by KKDLY LLC.

About the Division
The Department of Transportation, 
Harbors Division (DOT—Harbors) is 
responsible for the statewide system of 
commercial harbors, which consists of 
ten harbors on six islands.  The system 
plays a vital role in Hawai‘i’s economy, as 
the harbors serve as the primary means 
for goods to enter and exit the State of 
Hawai‘i.  Hawai‘i imports approximately 
80 percent of what it consumes, the 
majority of which enters the State through 
the commercial harbors system.  DOT—
Harbors operations are self-sustaining.  
The Department of Transportation is 
authorized to impose and collects rates 
and charges for use of the harbors system 
and its properties to generate revenues 
to fund operating expenses.  Capital 
improvements are funded by DOT—
Harbors’ revenues and the issuance of 
harbor system revenue bonds.
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Total expenses consisted of $29 million in depreciation, $17.1 million in harbor operations, 
$9 million in interest and bond costs, $22.3 million for personnel, and $15.6 million in administration 
and other costs.

As of June 30, 2019, the agency reported total assets and deferred outfl ows of resources of 
$1.45 billion, comprised of: (1) cash and cash equivalents of $419.6 million, (2) receivables of 
$25.3 million, (3) net capital assets of $987.7 million, and (4) other assets and deferred outfl ows of 
resources of $14.6 million.  Total liabilities and deferred infl ows of resources totaled $451.3 million, 
comprised of: (1) $282.7 million in revenue bonds payable and related accrued interest payable, 
(2) $21 million in general obligation bonds payable, (3) $26 million in capital lease obligation and 
related accrued interest payable, (4) $4.6 million due to other State agencies, (5) $35.9 million in 
accounts and contracts payable, and (6) $81.1 million in other liabilities and deferred infl ows of 
resources.  

Auditors’ Opinion
DOT—HARBORS RECEIVED AN UNMODIFIED OPINION that its fi nancial statements were presented 
fairly, in all material respects, in accordance with generally accepted accounting principles.

Findings
THERE WERE NO REPORTED DEFICIENCIES in internal control over fi nancial reporting that were 
considered to be material weaknesses and no instances of noncompliance or other matters that are 
required to be reported under Government Auditing Standards.

For the complete report and fi nancial statements visit our website at:
http://fi les.hawaii.gov/auditor/Summary/2019_Audit/DOT_Harbors_2019.pdf
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Management's Discussion and Analysis 

June 30, 2019 and 2018 

The following Management's Discussion and Analysis of the Harbors Division, Department of 
Transportation, State of Hawaii (the Harbors Division), an enterprise fund of the State of Hawaii, presents 
the reader with an introduction and overview of the Harbors Division's financial performance for the 
fiscal years ended June 30, 2019 and 2018. This discussion has been prepared by management and 
should be read in conjunction with the financial statements, and the notes thereto, which follow this 
section. 

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

The Harbors Division is self-sustaining. The Department of Transportation, State of Hawaii (DOT), is 
authorized to impose and collect rates and charges for the use of the harbors system and its properties to 
generate revenues to fund operating expenses. The Capital Improvements Program (CIP) is also funded 
by the Harbors Division's revenues and proceeds from the issuance of harbors system revenue bonds. 

Using the Financial Statements 

The Harbors Division is accounted for as a proprietary fund and utilizes the accrual basis of accounting. 
Under this method, revenues are recorded when earned and expenses are recorded at the time liabilities 
are incurred. The proprietary fund includes the enterprise fund type, which is used to account for the 
acquisition, operation, and maintenance of government facilities and services that are entirely or 
predominantly supported by user charges. 

The Harbors Division's financial report includes three financial statements; the statements of net position, 
the statements of revenues, expenses, and changes in net position, and the statements of cash flows. The 
financial statements are prepared in accordance with accounting principles generally accepted in the 
United States of America (GAAP) as promulgated by the Governmental Accounting Standards Board (the 
GASB). 

Financial Highlights 

• The Harbors Division's net position at June 30, 2019 and 2018 amounted to $995.8 million and 
$890.1 million, respectively. Net position increased by $105.7 million in fiscal year 2019, an 
increase of 11.9%. Net position increased by $72.3 million or 8.8% in fiscal year 2018. 

• Operating income amounted to $107.1 million in fiscal year 2019, an increase of $28.6 million or 
36.4% as compared to 2018. Operating income amounted to $78.5 million in fiscal year 2018, an 
increase of$29.3 million or 59.6% as compared to 2017. 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Management's Discussion and Analysis 

June 30, 2019 and 2018 

Major capital asset additions to the statewide harbors system for the fiscal year ended June 30, 2019, 
included the following: 

• $334,500 Pavement Repairs at Horizon Lines Container Yard, Honolulu Harbor, Oahu Island 

• $497,700 Concrete Pavement & Waterline Repairs at Piers 5-6, Kalaeloa Barbers Pt, Oahu Island 

• $540,000 Pavement Repairs at Piers 51 C, 52&53 Container Yard, Honolulu Harbor, Oahu Island 

• $276,600 Dredging at Pier 20, Honolulu Harbor, Oahu Island 

• $283,900 Substructure and Bulkhead Repairs at Pier 33, Honolulu Harbor, Oahu Island 

• $563,400 Repair Air Conditioning System Administration Building, Honolulu Harbor, Oahu 
Island 

• $536,900 Renovate Pier 2 Passenger Terminal, Oahu Island 

• $397,700 Repair Pier 11 Rooftop Air Conditioning, Honolulu Harbor, Oahu Island 

• $883,000 Substructure Repairs at Pier 19-20, Honolulu Harbor, Oahu Island 

• $1,021,900 Substructure Repairs to Pier 1, Hilo Harbor, Hawaii Island 

• $3,784,200 Substructure Repairs at Pier 52-53, Honolulu Harbor, Oahu Island 

• $3,777,300 Pier 19 Ferry Terminal Building, Honolulu Harbor, Oahu Island 

• $25,460,800 Inter-Island Cargo Terminal Facility, Hilo Harbor, Hawaii Island 

• $443,000 Repair Waterline at Pier 2, Kawaihae Harbor, Hawaii Island 

• $312,800 Repairs at Pier 1 Shed, Kahului Harbor, Maui Island 

• $267,000 Repair Maintenance Shop, Hilo Harbor, Hawaii Island 

• $474,600 Installation of Lift Station and Force Main, Port Allen Harbor, Kauai Island 

12 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

The following table presents the fair value of the State's investments by level of input at June 30, 
2018 (amounts expressed in thousands): 

Primary government: 
Investments measured by fair value level: 

U.S. government securities 

Mutual funds 

Investments measured at amortized cost: 
Certificates of deposit 

Total investments 

Fiduciary funds: 

Investments measured by fair value level: 
Equity securities 
U.S. government securities 
Mutual funds 
Derivatives 

Investments measured by net asset value (NA V): 
Commingled funds: 

Domestic equity 
International equity 
Domestic core fixed income 
Domestic inflation-linked fixed income 

Alternative investments 

Investments measured at amortized cost: 
Certificates of deposit 

Total investments 

Invested securities lending collateral at NA V 
Money market fund 

Fair Value Measurements Using 

Quoted Prices 
in Active 
Markets 

Reported Value (Level 1) 

Significant 
Other 

Observable 
Inputs 

(Level 2) 

Significant 
Unobservable 

Inputs 
(Level 3) 

$ 2,538,307 $ 505,588 $ 2,032,719 $ 

55,808 55,808 

2,594,115 $ 561 396 $ 2,032,719 $ 

1,250,211 

$ 3,844,326 

$ 480,095 $ 480,095 $ $ 
349,861 34,891 314,970 
134,957 134,957 

(194) (194) 

964,719 $ 649 943 $ 314 776 $ 

491,598 
466,546 

68,673 
243,3 11 
279,812 

2,514,659 

86,278 

$ 2,600,937 

$ 14,468 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

The preceding measurements described may produce a fair value calculation that may not be 
indicative of net realizable value or reflective of future fair values. The market volatility of equity­
based investments is expected to substantially impact the value of such investments at any given 
time. It is likely that the State's investments have fluctuated since June 30, 2018. 

The following table presents the investments by maturity period at June 30, 2018 (amounts 
expressed in thousands): 

Maturity (in years) 
Reported 

Value Less than 1 1-5 >5 

Primary government: 
Certificates of deposit $ 1,250,211 $ 1,184,854 $ 65,357 $ 
U.S. government securities 2,538,307 808,923 1,729,384 

3,788,518 $ 1,993,777 $ 1,794,741 $ 

Mutual funds 55,808 

Total investments $ 3,844,326 

Fiduciary funds: 
Certificates of deposit $ 86,278 $ 81,768 $ 4,510 $ 
U.S. government securities 349,861 55,827 294,034 
Derivatives (194) (194) 

435,945 $ 137,595 $ 298,350 $ 

Equity securities 480,095 
Mutual funds 134,957 
Commingled funds 1,270,128 
Alternative investments 279,812 

Total investments $ 2,600,937 

Information relating to the State' s investments by maturity period at June 30, 2019 will be included 
in the State's CAFR when issued. 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

Capital Assets 

Capital asset activity for the years ended June 30, 2019 and 2018 were as follows: 

Balance 
July 1, 
2018 Additions Deductions 

Nondepreciable assets: 
Land and land 

improvements $ 311,813,847 $ $ 

Depreciable assets: 
Land improvements 288,221,236 26,018,119 
Wharves 328,693,350 10,113,289 
Other improvements 116,093,936 1,707,685 (2,028,659) 
Buildings 116,912,184 8,869,940 
Equipment 26,526,470 3,310,458 { 1, 150,8982 

Total at cost 1,188,261,023 50,019,491 {3,179,5572 

Less accumulated depreciation 
for: 

Land improvements 118,121,100 9,413,570 
Wharves 166,358,693 8,923,786 
Other improvements 61,396,002 3,146,276 
Buildings 49,082,707 5,682,043 
Equipment 17,573,985 1,828,124 {1,086,7472 

Total accumulated depreciation 412,532,487 28,993,799 p,086,7472 

Construction in progress 145,638,900 88,579,204 {41,177,7822 

Total capital assets, net $ 921,367,436 $ 109,604,896 $ { 43,270,5922 

Balance 
June 30, 

2019 

$ 311,813,847 

314,239,355 
338,806,639 
115,772,962 
125,782,124 
28,686,030 

1,235,100,957 

127,534,670 
175,282,479 
64,542,278 
54,764,750 
18,315,362 

440,439,539 

193,040,322 

$ 987,701,740 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

Balance 
July 1, 
2017 Additions 

Nondepreciable assets: 
Land and land 

improvements $ 278,993,847 $ 32,820,000 

Depreciable assets: 
Land improvements 287,718,519 502,717 
Wharves 278,758,332 49,935,018 
Other improvements 91,114,188 24,979,748 
Buildings 113,923,478 2,988,706 
Equipment 25,831,050 1,207,095 

Total at cost 1,076,339,414 112,433,284 

Less accumulated depreciation 
for: 

Land improvements 108,728,541 9,392,559 
Wharves 158,036,234 8,322,459 
Other improvements 56,838,829 4,557,173 
Buildings 46,328,976 2,753,731 
Equipment 16,084,780 1,993,266 

Total accumulated depreciation 386,017,360 27,019,188 

Construction in progress 139,398,063 85,913,728 

Total capital assets, net $ 829,720,117 $ 171,327,824 

Balance 
June 30, 

Deductions 2018 

$ $ 311,813,847 

288,221,236 
328,693,350 
116,093,936 
116,912,184 

(511,6752 26,526,470 

(511,6752 1,188,261,023 

118,121,100 
166,358,693 
61,396,002 
49,082,707 

(504,0612 17,573,985 

(504,060 412,532,487 

(79,672,8912 145,638,900 

$ (79,680,5052 $ 921 ,367,436 
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5. 

Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

Long-Term Liabilities 

The changes in long-term liabilities were as follows: 

Balance Balance 
July 1, June 30, 
2018 Additions Deductions 2019 

Accrued workers• 
compensation (Note 13) 917,790 341,674 184,398 1,075,066 

Accrued vacation 2,661,652 1,139,011 1,138,454 2,662,209 
Capital lease obligation (Note 9) 26,275,925 812,396 25,463,529 
Net pension liability (Note 12) 34,412,958 2,927,918 2,227,017 35,113,859 
Net other postretirement 

benefits liability (Note 12) 38,004,809 2,855,938 2,507,481 38,353,266 
General obligation bonds (Note 8) 23,254,635 2,227,919 21,026,716 
Revenue bonds (Note 6) 293,610,000 16,755,000 276,855,000 

Unamortized preminm(discount), net (13,162) 24,424 (37,586) 

Revenue bonds, net 293,596,838 16,779,424 276,817,414 

419,124,607 7,264,541 25,877,089 400,5 12,059 

Balance Balance 
July 1, June 30, 
2017 Additions Deductions 2018 

Accrued workers• 
compensation (Note 13) $ 640,892 370,891 $ 93,993 917,790 

Accrued vacation 2,582,833 1,167,246 1,088,427 2,661 ,652 
Capital lease obligation (Note 9) 26,992,659 716,734 26,275,925 
Net pension liability (Note 12) 35,453,242 1,044,610 2,084,894 34,412,958 
Other postretirement 

benefits payable (Note 12) 18,761,705 21,186,944 1,943,840 38,004,809 
General obligation bonds (Note 8) 25,376,867 2,122,232 23,254,635 
Revenue bonds (Note 6) 309,470,000 22,425,000 38,285,000 293,610,000 

Unamortized premium, net 277,445 290,607 (13,162) 

Revenue bonds, net 309,747,445 22,425,000 38,575,607 293,596,838 

$ 419,555,643 46,194,691 $ 46,625,727 419,124,607 

Current Noncurrent 

184,398 890,668 
773,986 1,888,223 
914,562 24,548,967 

35,113,859 

38,353,266 
2,336,771 18,689,945 

17,365,000 259,490,000 
15,263 (52,849) 

17,380,263 259,437,151 

21,589,980 378,922,079 

Current Noncurrent 

93,423 $ 824,367 
751 ,790 1,909,862 
812,396 25,463,529 

34,412,958 

38,004,809 
2,227,919 21,026,716 

16,755,000 276,855,000 
24,424 (37,586) 

16,779,424 276,817,414 

20,664,952 $ 398,459,655 

6. Revenue Bonds Payable 

Pursuant to authorization from the State Legislature, the Director of DOT issued the 1997 
Certificate, which provides for the issuance of bonds at any time and from time-to-time upon 
compliance with certain conditions of the 1997 Certificate. 

The Harbor Revenue Bonds (Revenue Bonds) are collateralized by a charge and lien on the 
revenues of the Public Undertaking as defined in the 1997 Certificate. 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

The Revenue Bonds are subject to redemption at the option of the Director of DOT and the State 
during specific years at prices ranging from 102% to 100% of face value. 

The following is a summary of the Revenue Bonds issued and outstanding at June 30, 2019: 

Current 
Principal Principal 

Year Final Original Due Due 
of Redemption Interest Amount July 1, Jannary 1, Total 

Issue Date Rate oflssne 2019 2020 Current Noncurrent 

2010 July 1, 2040 3.00 - 5.75% $ 201,390,000 $ 5,755,000 $ $ 5,755,000 $ 154,520,000 
2013 July 1, 2029 3.25% 23,615,000 3,210,000 3,210,000 13,405,000 
2016 January 1, 2031 1.99 - 3.09% 113,660,000 3,550,000 4,850,000 8,400,000 91,565,000 

$ 338,665,000 $ 12,515,000 $ 4,850,000 17,365,000 259,490,000 

Unamortized premium (discount), net 15,263 {52,8492 

$ 17,380,263 $ 259,437,151 

The following is a summary of the Revenue Bonds issued and outstanding at June 30, 2018: 

Current 
Principal Principal 

Year Final Original Due Due 
of Redemption Interest Amount July 1, January 1, Total 

Issue Date Rate oflssue 2018 2019 Current Noncurrent 

2010 July 1, 2040 3.00-5.75% $ 201,390,000 $ 5,495,000 $ $ 5,495,000 $ 160,275,000 
2013 July 1, 2029 3.25% 23,615,000 3,105,000 3,105,000 16,615,000 
2016 January 1, 2031 1.99-3.09% 113,660,000 1,015,000 7,140,000 8,155,000 99,965,000 

$ 338,665,000 $ 9,615,000 $ 7,140,000 16,755,000 276,855,000 

Unamortized premium (discount), net 24,424 {37,5862 

$ 16,779,424 $ 276,817,414 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

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

Prior to the use of a surety bond, insurance policy, or letter of credit pursuant to the 
provisions of this paragraph ( other than any such use at the time of issuance of the 1997 
Series Revenue Bonds), DOT shall receive written confirmation from the rating agency that 
the rating on the Revenue Bonds outstanding as then in effect shall not be reduced as a result 
of such use. If a disbursement is made pursuant to a surety bond, an insurance policy, or a 
letter of credit provided pursuant to this paragraph, the Harbors Division shall be obligated 
either: (a) to reinstate the maximum limits of such surety bond, insurance policy, or letter of 
credit or (b) to credit the harbor debt service reserve account, funds in the amount of the 
disbursement made under such surety bond, insurance policy, or letter of credit, or a 
combination of such alternatives, as shall provide that the amount credited to the harbor debt 
service reserve account allocable to a series of Revenue Bonds equals that portion of the 
reserve requirement allocable to such series; provided, however, a failure to immediately 
restore such reserve requirement shall not constitute an event of default if the reserve 
requirement is restored within the time period permitted by Section 11.0l(c) (90 days 
following the required notice). Notwithstanding the provisions of Section 11.0l(c), the 
Harbors Division shall not permit any surety bond, insurance policy, or letter of credit which 
has been established in lieu of a deposit into the harbor revenue special fund for credit to the 
harbor debt service reserve account to terminate or expire prior to depositing to such fund for 
credit to such account the amount satisfied previously by the surety bond, insurance policy, or 
letter of credit. 
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State of Hawaii 
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Notes to Financial Statements 

June 30, 2019 and 2018 

9. Capital Lease Obligation 

The Harbors Division entered into an equipment lease purchase agreement to fund the installation 
and acquisition of energy conservation measures at selected Harbors Division locations. Proceeds 
of $26,245,564 were deposited into an acquisition fund held in trust by an acquisition fund 
custodian to provide for future payments as requested by the Harbors Division. The agreement also 
provided for the financing of interest expense through October 1, 2016 amounting to $747,095, 
which applied toward the principal of the capital lease obligation. The capital lease obligation 
amounted to $25,463,529 and $26,275,925 at June 30, 2019 and 2018, respectively. Annual lease 
payments will commence on October 1, 2017 and continue through October 1, 2032 at an interest 
rate of 2.74%. Costs incurred for the installation and acquisition of energy conservation measures 
through June 30, 2019 are included in construction in progress and amounted to $28,234,075, 
which includes additional capitalized interest of $1,982,835 for the period October 2, 2016 through 
June 30, 2019, and accrued costs of $546,116. Unused proceeds in the acquisition fund at June 30, 
2019 and 2018, amounted to $1,287,535 and $1,317,535, respectively, and are reported as other 
current assets in the accompanying statements of financial position. 

Future minimum lease commitments are as follows: 

Fiscal Year Ending June 30 Principal 

2020 $ 914,562 
2021 1,023,606 
2022 1,139,923 
2023 1,263,929 
2024 1,396,064 
2025-2029 9,280,564 
2030-2033 10,444,881 

$ 25,463,529 

10. Interest Cost 

Interest 

$ 697,700 
672,642 
644,595 
613,361 
578,729 

2,238,932 
1,076,010 

$ 6,521,969 

Total 

$ 1,612,262 
1,696,248 
1,784,518 
1,877,290 
1,974,793 

11,519,496 
11,520,891 

$ 31,985,498 

Total combined interest cost incurred related to Revenue Bonds and reimbursable general 
obligation bonds for the fiscal years ended June 30, 2019 and 2018 amounted to approximately 
$13,021,000 and $13,666,000, respectively. Of this amount, approximately $4,515,000 and 
$2,556,000 were capitalized during fiscal years ended June 30, 2019 and 2018, respectively, as part 
of the construction cost of harbor facilities. 
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State of Hawaii 
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Notes to Financial Statements 

June 30, 2019 and 2018 

An additional $703,000 and $725,000 of interest cost incurred related to the capital lease obligation 
(see Note 9) was capitalized for the fiscal year ended June 30, 2019 and 2018, respectively. 

11. Leasing Operations 

The Harbors Division's leasing operations consist principally of the leasing of land, wharf, and 
building space under revocable permits and long-term leases. The revocable permits provide for 
tenancy on a month-to-month basis and are renewable annually at the option of the State. The long­
term leases, which are classified as operating leases, expire in various years through August 2072. 
These leases generally call for rental increases every five to ten years based on a step-up or 
independent appraisals of the fair rental value of the leased property. 

The following is a schedule of approximate future minimum lease rentals on noncancelable 
operating leases as of June 30, 2019: 

Fiscal Year Ending June 30 Amount 

2020 $ 5,653,211 
2021 5,916,463 
2022 5,931,847 
2023 6,055,896 
2024 5,899,744 
2025-2029 28,792,802 
2030-2034 25,942,429 
2035-2039 18,322,019 
2040-2044 15,291,607 
2045-2049 9,798,358 
2050-2054 7,883,599 
2055-2059 7,094,195 
2060-2064 5,272,382 
2065-2069 5,137,265 
2070-2073 3,217,476 

$ 156,209,293 

The above schedule does not include estimated future rental revenue for certain leases beyond their 
first 15 years. An estimate could not be made due to rental reopenings after the 15th year in which 
rental rates will be based upon the prevailing fair value. 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

There were no changes between the measurement date, June 30, 2018, and the reporting date, June 
30, 2019, that are expected to have a significant effect on the Harbors Division's proportionate 
share of the State's net pension liability. 

For the years ended June 30, 2019 and 2018, the Harbors Division recognized pension expense of 
$4,525,173 and $4,921,738, respectively. At June 30, 2019 and 2018, the Harbors Division 
reported deferred outflows of resources and deferred inflows of resources related to pension from 
the following sources: 

Deferred Outflows of Resources 
2019 2018 

Contributions subsequent to the measurement date $ 2,414,232 $ 2,227,017 

Changes in assumptions 3,800,141 5,310,788 

Differences between expected and actual experience 643,685 568,232 

Changes in proportion and differences between 

contributions and proportionate share of contributions 110,786 152,938 

$ 6,968,844 $ 8,258,975 

Deferred Inflows of Resources 
2019 2018 

Differences between expected and actual experience $ 202,708 $ 354,197 

Changes in proportion and differences between 

contributions and proportionate share of contributions 268,353 78,384 

Net difference between projected and actual earnings 

on pension plan investments 211 ,289 129,860 

$ 682,350 $ 562,441 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

For the years ended June 30, 2019 and 2018, the Harbors Division recognized OPEB expense of 
$3,110,127 and $2,467,248, respectively. At June 30, 2019, the Harbors Division reported deferred 
outflows of resources and deferred inflows of resources related to OPEB from the following 
sources: 

Contributions subsequent to the measurement date 
Changes in assumptions 

Differences between expected and actual experience 
Net difference between projected and actual earnings 

on OPEB plan investments 

Deferred Outflows of Resources 
2019 2018 

$ 3,083,989 $ 2,507,481 
389,192 

$ 3,473,181 $ 2,507,481 

Deferred Inflows of Resources 
2019 2018 

$ 643,049 $ 

49,189 48,856 

$ 692,238 $ 48,856 

The $3,083,989 reported as deferred outflows of resources related to OPEB resulting from Harbors 
Division's contribution subsequent to the measurement date will be recognized as a reduction of the 
net OPEB liability in the year ending June 30, 2020. Other amounts reported as deferred outflows 
of resources and deferred inflows of resources related to OPEB will be recognized in OPEB 
expense as follows: 

Year Ended June 30: 

2020 $ (66,845) 
2021 (66,845) 
2022 (66,845) 
2023 (52,207) 
2024 (50,304) 

$ (303,046) 

55 



$FWXDULDO�$VVXPSWLRQV�



6LQJOH�'LVFRXQW�5DWH�



23(%�3ODQ�)LGXFLDU\�1HW�3RVLWLRQ�

&KDQJHV�LQ�WKH�+DUERUV�'LYLVLRQ¶V�3URSRUWLRQDWH�6KDUH�RI�WKH�6WDWH¶V�1HW�23(%�/LDELOLW\��



6HQVLWLYLW\�RI� WKH�+DUERUV�'LYLVLRQ¶V�3URSRUWLRQDWH�6KDUH�RI� WKH�6WDWH¶V�1HW�23(%�/LDELOLW\� WR�
&KDQJHV�LQ�WKH�'LVFRXQW�5DWH�DQG�+HDOWKFDUH�&RVW�7UHQG�5DWHV��

3D\DEOHV�WR�WKH�23(%�3ODQ

'HIHUUHG�&RPSHQVDWLRQ�



Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

All plan assets are held in a trust fund to protect them from claims of general creditors. The State 
has no responsibility for loss due to the investment or failure of investment of funds and assets in 
the plan, but does have the duty of due care that would be required of an ordinary prudent investor. 
Accordingly, the assets and liabilities of the State's deferred compensation plan are not reported in 
the State's nor the Harbor Division's financial statements. 

13. Risk Management 

The State purchases policies to provide coverage for all state entitles, including the Harbors 
Division. The State generally retains the first $1,000,000 per occurrence of property losses such as 
fires, and 3% of a property replacement cost value for catastrophic losses such as hurricanes, 
earthquakes, and floods, the first $4,000,000 with respect to general liability claims, and the first 
$500,000 oflosses due to crime and cyber liability. Losses in excess of those retention amounts are 
insured with commercial insurance carriers. The limit per occurrence for property losses is 
$200,000,000, except for terrorism, which is $100,000,000 per occurrence. The annual aggregate 
limit for general liability losses is $9,000,000 per occurrence, $50,000,000 for cyber liability losses, 
and for crime losses, the limit per occurrence is $10,000,000 with no aggregate limit. 

The Harbors Division obtained coverage for certain strategic piers and wharves infrastructure to 
mitigate its exposure to natural disasters from hurricane, earthquake, and flood (including a 
tsunami) events. The amount of insurance provided by this difference in conditions policy is 
$30,000,000 on an annual aggregate basis on a shared perils basis, subject to a $5,000,000 
deductible per occurrence. 

The State generally self-insures for its automobile no-fault and workers' compensation losses. A 
liability for workers' compensation and general liability claims is established if information 
indicates that a loss has been incurred as of June 30, 2019, and the amount of the loss can be 
reasonably estimated. The liability also includes an estimate for amounts incurred but not reported. 
Accrued workers' compensation amounted to approximately $1,075,000 and $918,000 at June 30, 
2019 and 2018, respectively. 
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Harbors Division 
Department of Transportation 

State of Hawaii 
(An Enterprise Fund of the State of Hawaii) 

Notes to Financial Statements 

June 30, 2019 and 2018 

In 2006, the Legislature enacted Act 178, SLH 2006 (Act 178), to re-establish a mechanism for 
OHA to receive a portion of the income and proceeds from the Ceded Lands, for native Hawaiians, 
under Article XII, Sections 4 and 6 of the Hawaii Constitution. Among other things, Act 178 
directs state agencies that collect receipts from the Ceded Lands to annually transfer a total of 
$15,100,000 in four equal quarterly installments to OHA, and directs the Governor to issue an 
executive order to establish procedures for this purpose. The Governor issued Executive Order No. 
06-06 on September 20, 2006. 

The Harbors Division transferred $10,000,000 to B&F in four equal quarterly installments pursuant 
to Governor Executive Order No. 06-06 during the fiscal years ended June 30, 2019 and 2018. The 
transfers are included in harbor operations costs in the accompanying statements of revenues, 
expenses and changes in net position for the fiscal years ended June 30, 2019 and 2018. 

15. Transactions with Other Government Agencies 

The State assesses a surcharge of 5% for central service expenses on all receipts of the Harbors 
Division, after deducting any amounts pledged, charged, or encumbered for the payment of bonds 
and interest during the fiscal year. The assessments amounted to approximately $7,475,000 and 
$6,068,000 for the fiscal years ended June 30, 2019 and 2018, respectively. 

The Harbors Division is assessed a percentage of DOT' s general administration expenses. The 
assessments amounted to approximately $2,046,000 and $1,335,000 for the fiscal years ended June 
30, 2019 and 2018, respectively. 

Act 200, SLH 2008, was enacted to authorize a statewide Harbors Modernization Plan (HMP) to 
address harbor infrastructure improvements to Kahului Harbor on Maui, Nawiliwili Harbor on 
Kauai, Hilo and Kawaihae Harbors on Hawaii, and Honolulu and Kalaeloa Harbors on Oahu. In 
addition to the six commercial harbors included in the plan, the law placed Hana Harbor on Maui 
under the jurisdiction of the Harbors System and included appropriations for its upgrade. The Act 
authorizes the DOT to issue harbor revenue bonds to finance the improvements. The cost of the 
Harbors Modernization Plan, originally estimated at $842 million, was revised to $618 million in 
2008. Act 200 also designated the Aloha Tower Development Corporation (the ATDC) as the 
entity responsible for the management and implementation of the HMP under the direction of the 
DOT. 

The State Legislature in its 2009 legislative session questioned ATDC's role and effectiveness and 
provided operational funding for only FY2010 of the FY2009-2011 biennium. In its 2010 
legislative session, the Legislature did not restore operating funds to A TDC for FY2011, effectively 
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State of Hawaii 
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Notes to Financial Statements 

June 30, 2019 and 2018 

terminating its operations on June 30, 2010. Contracts executed by ATDC for HMP projects were 
assigned to the Harbors Division, which assumed management and implementation responsibilities 
for the HMP. The modernization projects have been integrated into the administration's Harbors 
Modernization Program, a capital improvements program comprised of priority public works 
projects critical to create jobs and jumpstart the economy. 

In the 2011 legislative session, Act 152, SLH 2011 was enacted to remove ATDC from DBEDT 
and place the agency under the Department of Transportation for administrative purposes, redefine 
the boundaries of the Aloha Tower complex and repealed references to the HMP, effectively July 1, 
2011. Act 152 provides that ATDC is headed by a three-member board comprised of the Directors 
of Transportation and DBEDT and the Deputy Director of Harbors. The Director ofDBEDT chairs 
the board and the Deputy Director of Harbors serves as the acting Chief Executive Officer for the 
ATDC. Act 152 also provided that the unencumbered and unexpended fund balance in the Aloha 
Tower Fund shall lapse to the credit of the Harbor Special Fund to be used for operating expenses 
for the ATDC. DBEDT transferred the balance of approximately $2.8 million to the Harbor 
Special Fund pursuant to Act 152. The $2.8 million offset a portion of the $7.8 million balance 
owed by the A TDC to the Harbors Division for losses in revenue, obligations which were operating 
expenses for A TDC. 

16. Aloha Tower Complex Development 

The ATDC is a state agency established under HRS Chapter 206J, primarily to redevelop the Aloha 
Tower complex. The complex originally encompassed Piers 5 to 23 of Honolulu Harbor, but its 
boundaries were redefined by Act 152, SLH 2011. In September 1993, the Harbors Division 
entered into a ground master lease and a capital improvements, maintenance, operations, and 
security agreement with the ATDC for certain portions of the Aloha Tower complex. The ATDC is 
required annually to reimburse the Harbors Division for any losses in revenues during the term of 
the lease caused by any action of the ATDC or the developer and to provide replacement facilities 
for maritime activities at no cost to the Harbors Division. 

On January 18, 2006, an agreement amending the Aloha Tower Project Memorandum of 
Understanding and Aloha Tower Ground Lease was executed, effective as of June 30, 2005, and 
retroactive to July 1, 2004 (the Amendment). The Amendment required the ATDC to pay $225,000 
as a minimum annual base payment for losses in revenues owing in the fiscal year beginning July 1, 
2004. From July 1, 2005, subject to the approval of the Deputy Director for the Harbors Division, 
the base payment of $225,000 was to be reduced by expenses incurred by the ATDC for the Hawaii 
Harbors Project Office. The Amendment also required an equity participation payment to be made 
in an amount of 50% of the difference between the total revenues and total operating expenses of 
the A TDC for a fiscal year ( the equity payment), provided that if the equity payment exceeds two 
and one-half times the actual operating expenses of the ATDC. These payments were to be applied 
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to reduce the amount owed to the Harbors Division for losses in revenues by the ATDC prior to 
July 1, 2004. The balance owed to the Harbors Division by the ATDC under this Amendment as of 
June 30, 2019 and 2018 was approximately $2,977,000 and $3,368,000, respectively, and is 
included in notes receivable, net of allowance for doubtful accounts for approximately $2,589,000 
and $2,977,000 as of June 30, 2019 and 2018, respectively, in the accompanying statements of net 
position. 

At its meeting on July 13, 2011, the A TDC Board approved the transfer of the leasehold interest of 
the Marketplace to a new operator, Hawaii Lifestyle Retail Properties, (HLRP). HLRP is a limited 
liability company that consisted at that time of two legal entities, Lifestyle Retail Properties LLC 
(LRP) and Hawaii Downtown Holdings LLC (HDH); HDH being solely owned by Hawaii Pacific 
University (HPU). After the transfer of the lease to HLRP in mid 2011, the ATDC discussed 
various development proposals with HLRP culminating in a memorandum of understanding (MOU) 
dated December 15, 2011. In the 2012 Hawaii Legislative Session, HPU received legislative 
support for the issuance of special purpose revenue bonds for improvements to their facilities. In 
mid 2012, a dispute arose among the owners of HLRP which ultimately resulted in HDH buying 
out LRP's interest in HLRP and HDH taking control of the leasehold interest in late 2012. The 
terms of the ATDC's MOU with HLRP, which were performance-based and had not been met, 
terminated on January 1, 2014. Since the resolution of the owners' dispute within HLRP, HLRP 
has been reformulating its plans for improvements to the Marketplace leasehold property. 

Subsequent to the year ended June 30, 2014, the State, by its Interim Director of the DOT, entered 
into a successor MOU with the ATDC and HLRP whereby the ATDC agreed to abate rent under 
the lease between the ATDC and HLRP for the period retroactive to July 1, 2014 to June 30, 2015 
in consideration for the construction of HLRP improvements to create student and faculty 
residences and various university spaces for Hawaii Pacific University and to memorialize the 
understanding of the parties with respect to various aspects of its agreement. 

The successor memorandum of understanding also amended the punchlist obligations owed to the 
Harbors Division which had a total value of $3.5 million, depending upon when actual payments 
are made by the operator within a six year timeframe ending June 2017. The amendment provided 
that in consideration of the ATDC's issuance of any renewed leases, HLRP shall pay the Harbors 
Division the sum of$1,750,000 on or before December 31, 2021. 
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