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DEPARTMENT OF BUDGET AND FISCAL SERVICES
CITY AND COUNTY OF HONOLULU

530 SOUTH KING STREET, ROOM 208 ¢ HONOLULU, HAWAII 96813
PHONE: (808) 768-3900 e FAX: (808) 768-3179 ¢ INTERNET: www.honolulu.gov

KIRK CALDWELL
MAYOR

NELSON H. KOYANAGI, JR.
DIRECTOR

GARY T. KUROKAWA
DEPUTY DIRECTOR

March 7, 2016

The Honorable Kirk Caldwell, Mayor

The Honorable Ernest Y. Martin, Chair
and Members of the City Council

City and County of Honolulu

530 South King Street

Honolulu, Hawaii 96813

Dear Mayor Caldwell, Chair Martin and Councilmembers:

We are pleased to submit to you the City and County of Honolulu (City) Comprehensive
Annual Financial Report (CAFR) for the fiscal year ended June 30, 2015. The CAFR
was prepared by the Department of Budget and Fiscal Services (BFS). BFS is
responsible for the accuracy, completeness and fairness of the financial data and
presentation, including all disclosures. We believe the data in the CAFR is fairly
presented and is accurate in all material aspects. Furthermore, we believe that all
disclosures necessary to enable the reader to gain a full understanding of the City’s
financial affairs have been included. The CAFR represents all budgeting and
accounting activities of the City during the year, and covers all funds of the City and its
component units.

REPORTING ENTITY

The CAFR presents the financial status of the City (the primary government) and its
discretely presented component units, the Board of Water Supply (BWS), the Honolulu
Authority for Rapid Transportation (HART) and Oahu Transit Services, Inc. (OTS). The
financial information for these component units are reported in combining schedules
and in the aggregate in a single column in the government-wide financial statements to
emphasize their legal separation from the primary government and to differentiate their
financial position and results of operations from those of the primary government.



The City provides all of the municipal services required by the Constitution of the State
of Hawaii, the Hawaii Revised Statutes, the Revised Charter of the City and County of
Honolulu, and the Revised Ordinances of Honolulu. The island-wide services are
comprehensive and include police and fire protection; emergency medical care
services; disaster management; culture and recreation; planning, zoning, and
permitting; sewage and solid waste collection and disposal; public transportation;
human services; traffic safety and control; and construction and maintenance of public
streets, bridges, walkways, and drainage and flood control systems for Oahu.

ECONOMIC CONDITION AND OUTLOOK

The outlook for the local economy continues to be promising despite global
uncertainties, lodging capacity constraints and signs of weakness in the Japanese
market. In fact, most measures of Oahu’s major industry, tourism, exceeded
expectations with healthy demand from international markets and the mainland U.S.,
and low fuel prices. In addition, the construction sector is in full swing with continued
improvements in most building industry indicators.

» For November 2015, average daily hotel room rates on Oahu rose 4.5% to
$212.61 while hotel occupancy increased to 84.0% from 79.8% compared to the
same month last year. Total visitor arrivals rose 4.7% to 485,593 for December
2015 compared to the same month a year ago. Although the average daily
visitor spending decreased 1.5% to $212.8 per person, and length of stay was
similar to December 2014, total visitor expenditures increased 3.2% to $741.9
million compared to last December.

¢ Construction jobs increased 15.6% to 28,100 for December 2015 compared to
24,300 for the same month the preceding year. Contracting revenues increased
1.8% to $5.8 billion for the fiscal year ended June 30, 2015, and rose 19.2% to
$2.2 billion for the four months ended October 31, 2015 compared to the same
periods in 2014. The number of building permits issued increased by 9.1% to
20,574, and the value rose by 22.4% to $2.8 billion for calendar year 2015
compared to 2014. For the month of January 2016, the number of building
permits issued increased by 18.1% to 1,394, but the value dropped by 66.3%
compared to January 2015.

e The January 2016 single family home median resale price increased 8.7% to
$733,500, and resale volume increased 10.5% to 232 when compared with the
same month a year ago. On the other hand, the condominium resale median
price decreased 1.8% to $374,500 while the resale volume increased 18.2% to
338 for January 2016 compared to the same month last year.

» Retail sales decreased 3.9% to $26.2 billion for the fiscal year ended June 30,
2015, but increased 5.9% to $9.1 billion for the four months ended October 31,
2015 compared to the same periods in 2014.



¢ Non-agricultural jobs totaled 482,600 for December 2015, a 2.4% increase from
471,400 non-farm jobs for the same month the preceding year.

e Honolulu had the lowest unemployment rate among Hawaii’'s counties in
December 2015, with a non-seasonally adjusted unemployment rate of 2.7%,
compared to 2.9% statewide, and 4.8% nationally.

¢ Nominal personal income (i.e., salaries and wages not adjusted for inflation) in
Hawaii increased 4.1% for the second quarter of 2015 compared to increases of
4.6% for the first quarter, and 4.7% for 2014.

¢ Proprietors’ income increased 7.3% for the second quarter of 2015, compared to
increases of 8.8% for the first quarter, and 5.0% for 2014.

Sources:

City and County of Honolulu, Department of Planning and Permitting, http://www.honoluludpp.org.

Hawaii Tourism Authority, http://www.hawaiitourismauthority.org.

Honolulu Board of Realtors, http://www.hicentral.com.

Honolulu Star-Advertiser, http://www.staradvertiser.com.

State of Hawaii, Department of Business, Economic Development & Tourism, http://dbedt.hawaii.gov.

State of Hawaii, Department of Labor and Industrial Relations, https://www.hiwi.org.

State of Hawaii, Department of Taxation, http://www6.hawaii.gov/tax/a5 3txcolrptarchive.htm.

UHERO, The Economic Research Organization at the University of Hawaii, http://www.uhero.hawaii.edu.

MAJOR INITIATIVES

The executive operating budget for fiscal year 2015 was $2.14 billion net of interfund
transfers, which represented a decrease of $19.1 million compared to the prior year.
The theme for the fiscal year 2015 budget was “Spending to Make a Difference.”
Efforts were made to begin right sizing government and prioritizing spending and
initiatives to improve core services and plan for the future.

The City’s capital improvement budget of $708.8 million for fiscal year 2015
represented an increase of 11.6% compared to the preceding fiscal year. Funding
continued to focus on core City services: Sanitation (41.3%), highways and streets
(22.0%), human services (9.2%), culture and recreation (7.6%), and bus service (7.0%).



Sanitation

For solid waste and sewage collection and disposal projects, a sum of $292.7
million was budgeted for fiscal year 2015, which represented an increase of
33.8% compared to the prior fiscal year. Major sanitation projects included
Kailua Wastewater Treatment Tunnel Influent Pump station and Headworks
Facility ($124.2 million), Waimalu Wastewater Pump Station Force Main and
Waiau Area Sewer Improvements ($27.8 million), Sewer Mainline and Lateral
Projects ($49.5 million), Wastewater Treatment Plant, Pump Station, and Force
Main Projects ($11.6 million), and Kaneohe/Kailua Sewer Tunnels ($10.8
million).

Highways and Streets

The $155.7 million capital improvement budget for highways and streets
represented a 5.8% increase for fiscal year 2015 in comparison to the previous
fiscal year. Major highways and streets projects included Rehabilitation of
Streets ($132.0 million), Rail Station Connectivity-Transit Oriented Development
($2.0 million), Bridge Rehabilitation at Various Locations ($1.6 million), Drainage
Improvements at Various Locations ($1.4 million), and Surface Water Discharge
(NPDES MS4) Erosion Prone Areas Improvement ($1.4 million).

Human Services

The capital improvement budget for the human services function was $64.9
million for fiscal year 2015, which represented a 19.3% increase compared to the
last fiscal year. Appropriations for human services included the following: $32.0
million for Homeless Relocation Initiative, $8.3 million for Housing Partnership
Program, and $6.9 million for the Community Development Block Grant Program.

Culture-Recreation

For fiscal year 2015, $53.7 million was appropriated in the capital improvement
budget for participant, spectator, and other recreation projects, an increase of
14.6% over the prior fiscal year. The major culture-recreation projects included
Ala Moana Regional Park ($3.0 million) and Department of Enterprise Services
National Pollution Discharge Elimination System Small MS4 Permit Program
($2.6 million).

Transportation

Mass transit appropriations of $49.5 million for fiscal year 2015 represented a
12.5% increase compared to the previous fiscal year. Two of the noteworthy
public transit projects were the Bus and Handi-Van Acquisition Program ($20.1
million), and Bus Stop Site Improvements ($1.8 million).



General Government

The general government function of the capital improvement budget increased
18.3% to $47.9 million for fiscal year 2015 compared to the prior fiscal year. The
following were the major general government projects: Pearlridge Bus Transfer
Center and Plaza Transit Oriented Development ($15.0 million), Kapolei
Consolidated Corporation Yard ($7.5 million), Land Expenses ($1.3 million), and
Civic Center Improvements ($1.0 million).

Public Safety

The appropriations for the public safety function amounted to $44.4 million for
fiscal year 2015, which represented a 9.8% decrease from the previous fiscal
year. The major public safety projects included Traffic signals at Various
Locations ($3.9 million), Honolulu Police Department Equipment Acquisition
($3.8 million), Telecommunications Facilities Upgrade ($3.8 million), Honolulu
Fire Department Equipment Acquisition ($3.2 million), and Kawa Stream and
Ditch Improvements ($3.0 million).

FOR THE FUTURE

Zero based budgeting was applied in the development of a fiscally prudent executive
operating budget of $2.27 billion for fiscal year 2016. As such, the operating budget
was limited to a 6.1% increase compared to the prior fiscal year despite statutorily
mandated contributions for healthcare costs and implementing new initiatives such as
the Housing First model to address chronic homelessness.

The City’s capital improvement budget of $569.2 million for fiscal year 2016 represents
a decrease of 19.7% compared to the preceding fiscal year. Funding continues to
focus on core City services: Sanitation (41.0%), highways and streets (24.6%), human
services (9.8%), bus service (9.2%), and culture and recreation (8.0%)

Sanitation

For solid waste and sewage collection and disposal projects, a total of $233.4
million is budgeted for fiscal year 2016, representing a decrease of 20.3%
compared to the prior fiscal year. Major sanitation projects include Sewer
Mainline and Lateral Projects ($19.5 million), Waianae Wastewater Treatment
Plant Improvements/Upgrade ($19.4 million), Wastewater Treatment Plant,
Pump Station, and Force Main Projects ($16.6 million), Sand Island Wastewater
Basin Odor Control ($16.3 million), Kahanahou Wastewater Pump Station
Upgrade and Sewer Improvements ($10.9 million), Chinatown Sewer
Rehabilitation ($10.8 million), Honouliuli Wastewater Basin Odor Control ($10.7
million), and Honouliuli Wastewater Treatment Plant Secondary Treatment and
Solid Waste to Energy Facility (H-POWER) Rehabilitation ($10.0 million each).



Highways and Streets

The $140.0 million capital improvement budget for highways and streets
represents a 10.1% decrease for fiscal year 2016 in comparison to the previous
fiscal year. Major highways and streets projects include Rehabilitation of Streets
($125.0 million), Bridge Rehabilitation at Various Locations ($2.6 million), and
Kapiolani Boulevard Double Box Culvert and Drainage Improvements at Various
Locations ($1.5 million each).

Human Services

The capital improvement budget for the human services function is $55.5 million
for fiscal year 2016, representing a 14.5% decrease compared to the last fiscal
year. Appropriations for human services include the following: $32.0 million for
the Homeless Relocation Initiative, $7.1 million for the Affordable Housing
Strategic Development Program, and $6.9 million for the Community
Development Block Grant Program.

Transportation

Mass transit appropriations of $52.2 million for fiscal year 2016 represents a
5.5% increase compared to the previous fiscal year. The noteworthy public
transit projects are the Alapai Transportation Management Center ($24.9 million),
Bus and Handi-Van Acquisition Program ($20.4 million), and Multimodal Transit
Fare Collection System ($5.0 million).

Culture-Recreation

For fiscal year 2016, $45.4 million was appropriated in the capital improvement
budget for participant, spectator, and other recreation projects, a decrease of
15.5% over the prior fiscal year. The major culture-recreation projects include
Ala Moana Regional Park ($3.3 million) and Thomas Square ($1.5 million).

Public Safety

The appropriations for the public safety function amount to $36.7 million for fiscal
year 2016, representing a 17.3% decrease from the previous fiscal year. The
major public safety projects include Telecommunications Facilities Upgrade
($22.7 million), Traffic Signals at Various Locations ($3.8 million), Traffic
Improvements at Various Locations ($2.6 million), and Flood Control
Improvements at Various Locations ($2.3 million).

General Government

The general government function of the capital improvement budget decreased
87.5% to $6.0 million for fiscal year 2016 compared to the prior fiscal year. The
following are the major general government projects: Civic Center
Improvements ($1.0 million), Public Building Facilities Improvement ($1.0
million), and Pearlridge Bus Transfer Center and Plaza ($500 thousand).



FINANCIAL INFORMATION

The basic financial statements include two government-wide financial statements, the
Statement of Net Position and the Statement of Activities. These government-wide
financial statements are corporate in style, and present a big-picture view of the City’s
financial condition and position with the reporting of depreciation and long-term debt.
The financial information of the City (known as the primary government) is summarized
and reported by governmental activities and business-type activities. The business-
type activities are consolidated into a single column of the government-wide financial
statements and include the proprietary funds; specifically, housing, sewer, solid waste,
and the public transportation system. A financial analysis of the primary government is
provided in the Management’s Discussion and Analysis section of this report.

The City’s component units, the Board of Water Supply, the Honolulu Authority for
Rapid Transportation and Oahu Transit Services, Inc. are reported individually and
separately from the primary government on the City’s government-wide financial
statements.

Another element of the basic financial statements is the fund financial statements.
These statements are designed to address the major individual funds by category
(governmental, proprietary, and fiduciary).

Internal Controls

Establishing and maintaining the internal control system is the responsibility of City
managers. Creating the internal control system requires estimates and judgments to
assess the expected benefits and related costs of control procedures. The objective of
an internal control system is to provide management with reasonable assurance that
assets are safeguarded against loss from unauthorized use or disposition, and
transactions are executed in accordance with management's authorization and are
properly recorded to permit the preparation of financial statements in accordance with
generally accepted accounting principles.

Management must also develop adequate internal controls to ensure compliance with
applicable laws and regulations related to federal and State financial assistance
programs.

The internal control system is subject to periodic evaluation by both internal and
external auditors. We believe the City's internal controls adequately safeguard assets
and provide reasonable assurance of proper recording of financial transactions.

Budgetary Controls

The City maintains budgetary controls to ensure that legal provisions of the annual
budget are in compliance and expenditures do not exceed budgeted amounts. Controls
are exercised by integrating the budgetary accounts in fund ledgers for all budgeted
funds. An encumbrance system is also used to account for purchase orders and other
contractual commitments. Encumbered balances of appropriations at year-end are
included in fund balance and are not reappropriated in the following year's budget.



OTHER INFORMATION

Independent Audits

Section 3-114 of the City Charter requires an annual financial audit by independent
certified public accountants. The Office of the City Auditor selected the accounting firm
of KMH LLP to perform the audit. The auditor's report is included in the financial
section of this report. The Board of Directors of the Honolulu Authority for Rapid
Transportation contracted KMH LLP while Accuity LLP was engaged to audit the
financial statements of the Board of Water Supply and Oahu Transit Services, Inc.

Awards

The Government Finance Officers Association of the United States and Canada
(GFOA) awarded a Certificate of Achievement for Excellence in Financial Reporting to
the City for its CAFR for the fiscal year ended June 30, 2014. The City has received
the award for 28 years. In order to be awarded a Certificate of Achievement, a
government must publish an easily readable and efficiently organized CAFR. The
report must satisfy both generally accepted accounting principles and applicable legal
requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our
current CAFR continues to meet the requirements of GFOA's Certificate of
Achievement Program; we are submitting it to the GFOA to determine its eligibility for
another certificate.

In addition, the City has received the GFOA's Distinguished Budget Presentation Award
for its annual budget document for the past sixteen years. To qualify for the award, the
government must publish a budget document that meets program criteria as a policy
document, an operations guide, a financial plan, and a communications device.

Acknowledgments

The preparation of the CAFR was made possible by the hard work and dedication of
the public servants working for the City and particularly through the efforts of the BFS
Accounting and Fiscal Services Division personnel. The City’s sound financial position
is a product of the strong leadership provided by the Mayor, City Council and all agency
heads. | am honored to have had the opportunity to participate in the process of
delivering to the citizens of Honolulu the report of the City's financial status for the year
ended June 30, 2015.

Respectfully submitted,

Nelson H. Koyahagi, Jr.

Director
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Independent Auditor’s Report

To the Chair and Members of the City Council
City and County of Honolulu

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City and County of Honolulu, State of Hawaii (the City), as of and for
the year ended June 30, 2015, and the related notes to the financial statements, which collectively
comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not
audit the financial statements of the Board of Water Supply and Oahu Transit Services, Inc., which are
discretely presented component units and represent 13 percent, 27 percent, and 11 percent, respectively,
of the assets, net position, and revenues of the City activities. Those statements were audited by other
auditors whose reports has been furnished to us, and our opinion, insofar as it relates to the amounts
included for the Board of Water Supply and Oahu Transit Services, Inc., are based solely on the reports of
the other auditors. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
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internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the City, as of June 30, 2015 and the respective
changes in financial position and, where applicable, cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 1 to the basic financial statements, in 2015 the City adopted Governmental
Accounting Standards Board (GASB) Statement No. 68, Accounting and Reporting for Pensions (an
amendment of GASB Statement No. 27) and GASB Statement No. 71 (GASB 71), Pension Transition for
Contributions Made Subsequent to the Measurement Date, an Amendment of GASB Statement No. 68. As
a result of adopting these standards the City has restated beginning net position for the fiscal year ended
June 30, 2015. Our opinion is not modified with respect to this matter.

As discussed in Note 11 to the financial statements, the 2014 financial statements have been restated to
correct a misstatement. Our opinions are not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management
discussion and analysis, budgetary comparison information, schedule of proportionate share of the net
pension liability, schedule of contributions, and schedule of funding progress, on pages 19-34, 111-115,
116, 117, and 118, respectively, be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
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knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, combining and individual fund
financial statements and schedules, and statistical section are presented for purposes of additional analysis
and are not a required part of the basic financial statements.

The combining and individual fund financial statements and schedules (including budgetary schedules)
that are presented as other supplementary information are the responsibility of management and were
derived from and relates directly to the underlying accounting and other records used to prepare the basic
financial statements. Such information has been subjected to the auditing procedures applied in the audit
of the basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the combining and individual fund financial statements and schedules (including budgetary schedules) are
fairly stated, in all material respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the

audit of the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on them.

KmH (2P
KMH LLP

Honolulu, Hawaii
March 7, 2016
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CITY AND COUNTY OF HONOLULU
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2015

The following Management’s Discussion and Analysis (MD&A) is designed to provide
an overview of the financial performance for the City and County of Honolulu (City) for
the fiscal year ended June 30, 2015. The information presented in this MD&A should
be considered in conjunction with the letter of transmittal in the Introductory Section of
the Comprehensive Annual Financial Report (CAFR) and the financial statements that
follow this subsection.

FINANCIAL HIGHLIGHTS FOR FISCAL YEAR 2015

« Revenues from governmental activities totaled $1.59 billion for fiscal year 2015
compared to $1.49 billion for the prior fiscal year. Expenses before transfers
amounted to $1.33 billion for the current fiscal year compared to $1.27 billion for
fiscal year 2014. The governmental activities are summarized on page 24,
discussed on pages 25 to 27, and reported on pages 36 and 37.

« The net position for the City’s business-type activities increased by $192.2 million
for the current fiscal year compared to $135.1 million for fiscal year 2014 as
restated. For the current fiscal year, the increase in net position can be attributed
primarily to the 4.0% sewer service charge rate hike as part of a multi-year rate
package implemented to address long-term system upgrades mandated by the
Environmental Protection Agency. For fiscal year 2014, the improvement in net
position resulted primarily from increased sewer service charge rates and the
gain on the sale of vacant lots in Ewa Villages. The business-type activities are
summarized on page 24, discussed on pages 28 to 29, and reported on pages
36 and 37.

« The combined ending governmental fund balances as of June 30, 2015
increased by $315.8 million (as summarized on page 30) to $756.6 million (as
reported on pages 39 and 40).

« Net capital assets for the governmental activities rose slightly to $2.4 billion at
June 30, 2015, compared to $2.3 billion at the end of the prior fiscal year.
Likewise, net capital assets for the business-type activities increased to $3.5
billion at the close of fiscal year 2015 from $3.3 billion at June 30, 2014. Capital
assets are discussed on pages 32 and 33, and reported on pages 75 to 77 in the
Notes to Financial Statements.

« The debt applicable to the legal debt margin totaled $2.3 billion, representing less
than 10% of the City’s $26.3 billion statutory debt limit. Additional information on
the City’s long-term debt may be found on page 33, on pages 79 to 84 in the
Notes to Financial Statements, and on pages 245 to 248 in the Statistical
Section.
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CITY AND COUNTY OF HONOLULU
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2015

OVERVIEW OF THE FINANCIAL STATEMENTS

This MD&A serves as an introduction to the City’s basic financial statements. The basic
financial statements are comprised of three components: (1) government-wide financial
statements, (2) fund financial statements, and (3) notes to the financial statements. In
addition to the basic financial statements, the CAFR also contains other supplementary
information.

Government-Wide Financial Statements

The government-wide financial statements include the Statement of Net Position and
Statement of Activities and are intended to provide a broad overview of the City’s
finances, in a manner similar to the private sector. Accordingly, it provides both long-
term (noncurrent) and short-term (current) information about the City’s financial status.

The Statement of Net Position presents information on all of the City’s assets and
liabilities, with the difference between the two reported as net position. Over time,
increases or decreases in net position serve as an indicator of whether the financial
position of the City is improving or deteriorating.

The Statement of Activities presents how the City's net position changed during the
fiscal year. Revenues and expenses are reported as soon as the underlying event
occurs, regardless of the timing of the related cash flows. As such, the statement
includes information for some items that will result in cash flows in future fiscal periods
(e.g., uncollected taxes).

The government-wide financial statements distinguish functions of the City that are
principally supported by taxes and intergovernmental revenues (governmental activities)
from other functions that recover all or a significant portion of its costs through user fees
or charges (business-type activities). The governmental activities of the City include
general government, public safety, highways and streets, sanitation, human services,
culture and recreation, and utilities (transportation). The business—type activities of the
City include four enterprises: housing, sewer, solid waste and public transportation.
The governmental activities and the business-type activities comprise the City’s primary
government.

The City’'s component units, the semi-autonomous operations of the Board of Water
Supply (BWS), the Honolulu Authority for Rapid Transportation (HART), and Oahu
Transit Services, Inc. (OTS) are combined in the government-wide financial statements.
Although the focus of the government-wide statements is clearly on the primary
government, the presentation informs the user of the relative relationship with the
component units. Complete financial statements including their MD&A may be obtained
from their respective offices: 630 South Beretania Street, Honolulu, Hawaii 96843 for
BWS, 1099 Alakea Street, Suite 1700, Honolulu, Hawaii 96813 for HART, and 811
Middle Street, Honolulu, Hawaii 96819 for OTS.
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CITY AND COUNTY OF HONOLULU
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2015

Fund Financial Statements

The City, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. A fund is a grouping
of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. All of the funds of the City may be
divided into three categories: governmental funds, proprietary funds and fiduciary funds.

Governmental Funds. Governmental funds essentially are used to account for the
same functions reported as governmental activities in the government-wide financial
statements. However, unlike the government-wide financial statements, governmental
fund financial statements focus on short-term (current) inflows and outflows of
spendable resources, as well as on balances of spendable resources available at the
end of the fiscal year. Such information may be useful in evaluating a government's
short-term (current) financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide
financial statements, it is useful to compare the information presented for governmental
funds with similar information reported for governmental activities in the government-
wide financial statements. By doing so, readers may better understand the long-term
impact of the government's short-term financing decisions. Reconciliations are provided
for both the governmental fund balance sheet and the governmental fund statement of
revenues, expenditures and changes in fund balances to facilitate the comparison
between governmental funds and governmental activities.

As of June 30, 2015, there were 31 governmental funds, each individually categorized
as major or nonmajor. A fund is considered major if its revenues, expenditures, assets,
or liabilities are at least 10% of corresponding totals for all governmental funds and at
least 5% of the aggregate amount for all governmental and enterprise funds for the
same item. The General Fund is always classified as a major fund. The two other
major funds are the Highway Fund, and the General Obligation Bond and Interest
Redemption Fund. Information for the seven legally separated funds, combined as the
General Fund, along with the 22 nonmajor funds are presented in aggregate on the
Balance Sheet and the Statement of Revenues, Expenditures and Changes in Fund
Balances for the governmental funds. Individual fund data for each of these funds are
provided in the form of combining financial statements under Other Supplementary
Information of this report.
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CITY AND COUNTY OF HONOLULU
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2015

Proprietary Funds. Enterprise services for which the City charges fees to customers
are reported as proprietary funds. Like the government-wide financial statements, the
proprietary fund statements report long-term (noncurrent) and short-term (current)
financial information. The Statement of Cash Flows for the proprietary funds presents
changes in cash and cash equivalents, resulting from operating, financing and investing
activities; cash receipts and cash disbursements are reported without consideration of
the earnings event, when an obligation arises, and excludes depreciation of capital
assets. The City’s proprietary funds, comprised of the Housing Development Special
Fund, Sewer Fund, Solid Waste Special Fund, and the Public Transportation System,
are reported on pages 43 to 46. In addition, the proprietary funds are classified as
business-type activities in the government-wide financial statements on pages 35 to 37.

Fiduciary Funds. Fiduciary funds are used to account for resources held for the
benefit of parties outside the government. Fiduciary funds are not reflected in the
government-wide financial statements because the resources of those funds are not
available to support the City’s own programs. The financial statements of the fiduciary
funds are reported on pages 47 and 48 of this report while the agency funds are
reported on pages 132 and 133.

Notes to the Financial Statements
The notes provide additional information that is essential to a full understanding of the
data provided in the government-wide and fund financial statements.

Other Information

In addition to the basic financial statements and accompanying notes, the Financial
Section of the CAFR presents certain required supplementary information. The
combining financial statements referred to earlier in connection with nonmajor
governmental funds are presented immediately following the required supplementary
information. The individual fund statements and schedules may be found following the
combining financial statements.

FINANCIAL ANALYSIS OF THE CITY AS A WHOLE (GOVERNMENT-WIDE)

Statement of Net Position

As noted earlier, net position may serve over time as a useful indicator of the City's
financial position. Excluding its component units, the City’s net position amounted to
$821.9 million for the fiscal year ended June 30, 2015 in contrast to $1.95
billion as restated for the last fiscal year end.

The largest portion of the primary government’s net position (142.7% and 57.0% at the
end of fiscal years 2015 and 2014, respectively) is net investment in capital assets (i.e.,
land, construction work in progress, buildings and improvements, equipment and
machinery, and infrastructure). The City uses these capital assets to provide services
to citizens; consequently, these assets are not available for future spending. Although
the City’s investment in its capital assets is reported net of related debt, the resources
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CITY AND COUNTY OF HONOLULU
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2015

needed to repay this debt must be provided from other sources since the capital assets
themselves cannot be used to liquidate these liabilities.

The unrestricted net position for the primary government decreased from $659.0 million
for the fiscal year ended June 30, 2014 to a $532.4 million negative balance for the
current fiscal year end. The decline is primarily attributable to a change in accounting
principles, pursuant to the implementation of Governmental Accounting Standards
Board (GASB) Statement No. 68, Accounting and Financial Reporting for Pensions. For
the governmental activities, a total of $1.2 billion of long-term pension benefit
obligations