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New Issue Details

Sale Information: $890,400,000 General Obligation Bonds, Series 2012A, 2012B, 2012C,
2012D, 2012E, 2012F, and 2012G, selling the week of Oct. 22 via negotiation.

Security: Full faith and credit, supported by an unlimited pledge of ad valorem property tax.
Purpose: To fund various capital improvements and refund outstanding debt.

Final Maturity: Nov. 1, 2037.

Key Rating Drivers

Stable Economy: Honolulu’s economy has proven its stability over the long term, with ongoing
growth in tourism activity despite periodic downturns. The city also benefits from its position as
the state’s political and business center, in addition to substantial defense-related investments.

Strong Financial Flexibility: Ample reserves and demonstrated revenue-raising ability provide
the city and county with the flexibility to manage both expenditure pressures and economic
cyclicality.

Substantial Carrying Costs: Fixed costs for debt service and retiree benefits comprise a

somewhat high and growing share of general fund spending.

Mixed Long-Term Obligations: Debt levels are low on a per capita basis and as a proportion
of taxable assessed value, due in large part to the absence of overlapping entities, but funding
levels for the state-sponsored pension system are notably low.
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Rating History Credit Profile

Outlook/
Rating Action Watch Date
AA+  Affirmed  Stable 10/17/12 Stable Economy
AA+  Affirmed Stable 7/6/11
AA+  Affrmed  Stable 11/18/10 Honolulu’s economy benefits from a resilient visitor industry that has maintained its strength
AA+  Affirmed Stable 5/21/10 L . . .
AA+  Revised Stable 4/30/10 throughout periodic downturns. Tourism levels have fluctuated in recent decades in response to
AA  Affrmed  Stable 10/27/09 both natural disasters and financial crises, but have proven remarkably stable over the longer term.
AA Affirmed Stable 3/20/09 , . . . . . . . . .
AA Affrmed  Stable 10/26/07 Honolulu's visitor industry is showing strong growth in 2012, following declines during the recent
AA  Affrmed  Stable 10/24/05 recession. Visitor arrivals and days have risen steadily since mid-2009, and both average daily room
AA  Affrmed  Stable 5/12/05 . o . :
AA  Affirmed Stable 3/24/04 rates and hotel occupancy levels continue to grow. The city’s nontourism economy is also
AA  Affirmed Stable 7/21/03 substantial and balances tourism’s inherent volatility. The city is the state’s commercial and business
AA Affirmed Stable 2/12/01 f ; ; i ; P
AA Affirmed stable 512300 center, _a_l regional transportatlon. hub, and. the st_a.te caplt.al. In addﬁmn, Honolulu retains a S|zab.le
AA  Assigned  Stable 3/12/99 U.S. military presence due to its strategic Pacific location, and its economy reflects substantial

defense-related investments.

More than 70% of Hawaii's population and jobs are in Honolulu, and more than one-half of all tourist
expenditures statewide are made in the city. Unemployment rates have consistently remained lower
than mainland averages, and the July 2012 rate of 5.7% was well below the national average
despite recent fluctuations. Wealth and income levels also compare favorably to national averages,
although this advantage is somewhat offset by the island’s high cost of living.

The property tax base in Honolulu remained relatively stable in the recession until fiscal 2011's
7.6% decline in assessed value, and returned to modest growth in fiscal years 2012 and 2013.
Housing starts remain well below peak levels, but residential properties retain much of their
prerecession value, with median home prices in 2012 just 7% below peak levels. Commercial
and residential investments show strong signs of growth in 2012, with a variety of large projects
under way or in planning stages. These results bode well for the city’s finances, as property
taxes provide 82% of discretionary general fund revenues.

Strong Financial Flexibility

Honolulu maintained its strong financial position during the recent downturn, with operating
surpluses after transfers in four of the past five audited fiscal years. Unreserved fund balances
increased by 53% in fiscal 2010, and with GASB 54 consolidations, the unrestricted fund balance
rose by a remarkable 134% (to 19.5% of general fund spending) in fiscal 2011. Management
expects further improvements in fund balance for fiscal 2012, which Fitch Ratings considers likely
based on the city’'s record of conservative budgeting.

Honolulu’s financial flexibility is aided by its large tax base and flexible provisions for increasing
property tax revenue. The city council has a strong track record of approving and modifying tax rates,
with adjustments made on an annual basis. Differential rates for residential and nonresidential
property allow the council to limit the impact of tax increases upon residents, as do substantial
homeowner exemptions.

Property taxes are reserved for county government under Hawaii’s constitution, and competing

Related Criteria demands for such revenues are limited by the state’s unique distribution of municipal responsibilities.
(T:Jéﬁ:fggfg)d Rating  Criteria All local services are provided at the county level, but K-12 education, health, and welfare are
US. Local Government Tax- overseen and financed by the state government. Hawaii's counties receive 100% of property tax
ggfg)orted Rating Criteria  (August revenues as a result, reducing their reliance on more economically sensitive tourism revenues. The

county’s most direct exposure to tourism is through the transient accommodation tax (TAT), a levy

upon hotel and rental properties. Hawaii's legislature has capped county shares of TAT through
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General Fund Financial Summary

($000, Audited Fiscal Years Ended June 30)

2007 2008 2009 2010 2011

Property Tax Revenue 689,375 769,351 851,265 852,294 800,913
Other Tax Revenue 37,640 35,823 0 49,393 37,999
Total Tax Revenue 727,015 805,174 851,265 901,687 838,912
License and Permits 40,648 36,127 33,360 34,686 34,258
Fines and Forfeits 557 877 645 562 551
Charges for Services 5,752 5,163 6,402 5,521 6,008
Intergovernmental Revenue 92,760 214,530 202,216 198,142 224,526
Other Revenue 111,729 110,424 107,987 45,188 47,447
General Fund Revenue 978,461 1,172,295 1,201,875 1,185,786 1,151,702
General Government 115,200 125,323 133,597 128,576 121,733
Public Safety Expenditures 268,521 288,860 308,990 312,443 325,480
Public Works Expenditures 0 0 3,718 0 0
Health and Social Services Expenditures 2,356 2,772 4,828 3,081 2,430
Culture and Recreation Expenditures 51,844 60,512 64,346 58,826 51,000
Capital Outlay Expenditures 0 2,078 1,984 1,548 0
Debt Service Expenditures 561 914 914 985 359
Other Expenditures 145,720 149,249 179,703 185,591 203,859
General Fund Expenditures 584,202 629,708 698,080 691,050 704,861
General Fund Surplus 394,259 542,587 503,795 494,736 446,841
Transfers In 84,300 91,018 95,060 102,267 106,172
Other Sources 1,748 1,041 535 72 435
Transfers Out 423,113 624,373 648,773 563,749 542,963
Net Transfers and Other (337,065) (532,314) (553,178) (461,410) (436,356)
Net Surplus/(Deficit) 57,194 10,273 (49,383) 33,326 10,485
Total Fund Balance 155,802 166,075 116,692 150,018 243,225
As % of Expenditures, Transfers Out, and Other Uses 15.47 13.24 - 11.96 19.49
Unreserved Fund Balance® 128,035 107,281 67,824 104,053 —
As % of Expenditures, Transfers Out, and Other Uses 12.71 8.55 — 8.29 —
Unrestricted Fund Balance® — — — — 243,225
As % of Expenditures, Transfers Out, and Other Uses — — — — 19.49

®Pre-GASB 54. "Reflects GASB 54 classifications: sum of committed, assigned, and unassigned. Note: Numbers may not add due to rounding.

2015 in response to recent operating pressures, but such revenues represent less than 4% of
general fund spending for Honolulu.

Substantial Carrying Costs

General fund expenditure requirements include somewhat high shares for debt service,
pension contributions, and other post-employment benefits (OPEB), at approximately 28% of
general fund spending in fiscal 2011. Excluding debt service payments supported by highway
taxes, this ratio declines to a still substantial 23% of general fund spending. Management has
made some progress in reducing the rate of growth for future debt service, but spending
requirements are expected to continue to increase due to additional GO issuances planned
through 2018. Pension spending is also likely to increase to offset investment losses in the
state-sponsored pension plan. Overall carrying costs will likely rise over the next several years
due to these higher debt service and pension requirements and could limit the city’s ability to
meet other spending demands if revenues do not keep pace.
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Mixed Long-Term Obligations

Debt ratios for Honolulu are low due in large part to the absence of overlapping taxing entities.
Overall debt is equal to 1.2% of gross assessed value and $2,300 per capita. The tax burden
on residents is further reduced by the high proportion of parcels (up to two-thirds) with offshore
ownership. Capital plans for
Honolulu’s proposed $5 billion rail line  Dept Statistics
rely on a voter-approved temporary (sooo)

excise tax surcharge and are not This Issue (Approximate) 890,400
anticipated to require general fund Outstanding Direct Debt— Net of Refunding 2,120,349
support; the fate of this controversial Self-Supporting (794,084)
project likely will become clearer Total NetDirect Debt 2,216,664
following the November 2012 mayoral ©verlapping Debt 0
election Total Overall Debt 2,216,664
' Debt Ratios

Honolulu participates in a state- NetDirect Debt Per Capita ($)* 2,300
sponsored  cost-sharing  multiple-  AS % of Gross Assessed Value® 12
employer pension plan, which g ©verall DebtPer Capita ()" 2,300

As % Gross Assessed Value” 1.2

poorly funded. Actuarially valued .
. o ®Population: 963,607 (2011 estimate). "Gross assessed value:
assets represented just 59% of $180,233,666,000 ( fiscal 2013).

reported liabilities at the end of 2011,

or 55% under Fitch’'s alternate assumption of 7% investment returns. Recent pension reforms
have sought to improve funding levels through a reduction in benefits for new hires and
restrictions on pension spiking, but will also increase the city’s pension contributions over the
next several years. OPEBs are funded on a pay-as-you-go basis, and the city has begun to
address this liability with recent contributions to an irrevocable trust.
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The ratings above were solicited by, or on behalf of, the issuer, and therefore, Fitch has been
compensated for the provision of the ratings.

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE
LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP://[FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND THE
TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE
FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM
THE CODE OF CONDUCT SECTION OF THIS SITE.
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issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the
factual information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that
information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction.
The manner of Fitch's factual investigation and the scope of the third-party verification it obtains will vary depending on the
nature of the rated security and its issuer, the requirements and practices in the jurisdiction in which the rated security is offered
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The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an opinion
as to the creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating. The rating does not address the risk of loss due to risks other than credit risk,
unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared
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