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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
MANAGEMENT’S DISCUSSION AND ANALYSIS 

JUNE 30, 2016 
 
 
 

This section of the annual financial report presents an analysis of the Fund’s financial 
performance during the fiscal year ended June 30, 2016.  Please read it in conjunction with the 
financial statements which follow this section. 
 
 
2016 FINANCIAL HIGHLIGHTS 
 

 The Fund’s net position decreased by $987,000 or 6.67%, as compared to 2015.  This 
decrease was primarily due to funds transferred out to the State’s General Fund totaling 
$406,000, and increase in OPEB and Pension liability of $437,000. 

 The Fund’s investment in capital assets was $16,179,000, which decreased by $511,000 
or 3.06%, as compared to 2015.   

 The Fund’s total liabilities were $4,568,000, which increased by $780,000 or 20.59%, as 
compared to 2015. 

 The Fund’s operating revenues increased by $52,000 or 1.38%, as compared to 2015.  
The increase was due primarily to increase in parking assessments, parking meters, and 
traffic fines collected. 
 

Implementation of GASB Statement Nos. 68 and 71 
 
During fiscal year 2015, the State implemented GASB Statement Nos. 68, Accounting and 
Financial Reporting for Pensions – an amendment of GASB Statement No. 27, and 71, Pension 
Transition for Contributions Made Subsequent to the Measurement Date – an amendment of 
GASB Statement No. 68. 
 
The adoption of Statement Nos. 68 and 71 resulted in the restatement of the Fund’s financial 
statements to reflect the reporting of net pension liability in accordance with the provisions of 
Statement No. 68 and contributions after the measurement date in accordance with Statement 
No. 71. 
 
Net pension liability of $1,895,000, deferred outflow of resources related to pensions of 
$244,000, and deferred inflows of resources of $219,000 were reported as of June 30, 2015.  
Refer to Note 9 for more information regarding the Fund’s pension. 
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued) 

JUNE 30, 2016 
 
 
 

REQUIRED FINANCIAL STATEMENTS (Continued) 
 
OVERVIEW OF ANNUAL REPORT 
 
This annual report consists of six parts: Transmittal letter; management’s discussion and 
analysis; financial section; internal control and compliance; schedule of audit findings and 
questioned costs; and corrective action plan. 
 
 
REQUIRED FINANCIAL STATEMENTS 
 
The Financial Statements of the Fund present information about the Fund as a whole and its 
activities and uses the accrual basis of accounting.  The accrual basis which is similar to the 
accounting basis used by private sector companies recognizes revenues and expenses regardless 
of when cash is paid or received.   
 
The Statement of Net Position provides both short-term and long-term information about the 
Fund’s financial position, which reflects the Fund’s economic condition at the end of the year.   
 
The Statement of Net Position provides, over time, indicators of the Fund’s financial position.  
The Statement of Net Position includes all the Fund’s assets, deferred outflows of resources, 
liabilities, and deferred inflows of resources, and provides information about the nature and the 
amounts of investment in resources (assets) and obligations (liabilities) of the Fund. 
 
The Statement of Revenues, Expenses and Changes in Net Position reflect the Fund’s current 
year’s revenues and expenses regardless of when cash is received or paid.   
 
The Statement of Cash Flows reflects the flow of cash of the Fund in four categories or 
activities: operating, investing, capital, and noncapital. 
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued) 

JUNE 30, 2016 
 
 
 

REQUIRED FINANCIAL STATEMENTS (Continued) 
 
Tables 1 and 2 present a comparative view of net position and revenues, expenses, and changes 
in net position as of June 30, 2016 and 2015. 

 
TABLE 1 

NET POSITION 
(Rounded to nearest $1,000) 

 
          2016        2015  
ASSETS 
 Current $ 2,044,000 $ 1,865,000 
 Capital assets, net of depreciation  16,179,000      16,690,000 
 TOTAL ASSETS     18,223,000    18,555,000 
 
DEFERRED OUTFLOWS OF RESOURCES  
 Deferred outflows on pension liability     381,000    244,000  
 TOTAL DEFERRED OUTFLOWS 
   OF RESOURCES     381,000    244,000  
   
LIABILITIES 
 Current   533,000    148,000 
 Long-term     4,035,000     3,640,000 
 TOTAL LIABILITIES     4,568,000    3,788,000 
 
DEFERRED INFLOWS OF RESOURCES 
Deferred inflows on pension liability     231,000    219,000  
 TOTAL DEFERRED INFLOWS  
   OF RESOURCES     231,000    219,000  
 
NET POSITION 
 Invested in capital assets, net of related debt    16,162,000  16,656,000 
 Unrestricted        (2,357,000)    (1,864,000) 
 TOTAL NET POSITION  $ 13,805,000 $ 14,792,000 
 
Net position of the Fund decreased by $987,000 or 6.67% in 2016.  This decrease was primarily 
due to funds transferred out to the State’s General Fund totaling $441,000 and increase in OPEB 
and pension liability of $437,000. 
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued) 

JUNE 30, 2016 
 
 
 

Investment in capital assets (i.e., land, construction in progress, structures and improvements, 
and equipment, furniture and fixtures), net of the related debt used to construct the assets 
represent a large portion of the Fund’s assets; $16,162,000 or 88.69% in 2016 and $16,656,000 
or 89.77% in 2015.  Capital assets are used to provide parking for employees, contractors with 
state related business and the public.  The Fund’s investment in its capital assets is reported net 
of debt.  The resources needed to repay this debt must be provided by other sources, since the 
capital assets, mainly the parking structures, cannot be used to liquidate these liabilities.  The 
remaining unrestricted assets may be used to finance day to day operations without any 
constraints established by debt or other legal requirements. 

 
TABLE 2 

REVENUES, EXPENSES, AND CHANGES IN NET POSITION 
(Rounded to nearest $1,000) 

 
          2016        2015  
OPERATING REVENUES 
  Parking assessments $ 2,549,000 $ 2,532,000 
  Parking meter collections  1,041,000  1,026,000 
  Traffic fines  219,000  200,000 
  Other income    4,000    3,000 
 TOTAL OPERATING REVENUES    3,813,000    3,761,000  
OPERATING EXPENSES 
  General operating and administrative  3,416,000  3,363,000 
  Depreciation    988,000    1,190,000  
 TOTAL OPERATING EXPENSES    4,404,000    4,553,000 
 LOSS FROM OPERATIONS  (591,000)  (792,000) 
NET NONOPERATING EXPENSES 10,000  (11,000) 
OPERATING TRANSFER     (406,000)    (858,000) 
CHANGE IN NET POSITION  (987,000)  (1,661,000) 
NET POSITION, BEGINNING OF YEAR    14,792,000    18,336,000 
PRIOR PERIOD ADJUSTMENT    -        (1,883,000)  
NET POSITION, END OF THE YEAR $ 13,805,000 $ 14,792,000 
 
The Fund’s parking assessment fees and rates are established by the Comptroller, as Chief of the 
Department of Accounting and General Services or the Comptroller’s designated representative, 
the division head of the Automotive Management Division.  The increase in operating revenues 
of $52,000 or 1.38% in 2016 was due to increased collections from parking assessments, parking 
meter collections, and traffic fines. The decrease in general operating expenses of $149,000 or 
3.27% in 2016 was primarily due to decreases in depreciation. 
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued) 

JUNE 30, 2016 
 
 
CAPITAL ASSET AND DEBT ADMINISTRATION 
 
Capital Assets 
 
The Fund’s investment in capital assets amounted to $16,179,000 and $16,690,000 at June 30, 
2016 and 2015 (net of accumulated depreciation of $56,648,000 in 2016 and $55,660,000 in 
2015).  Capital assets include land, structures and improvements, and equipment, furniture and 
fixtures. Structures and improvements represent 86.40% in 2016 and 86.90% in 2015, of the total 
capital assets. 
 
Net capital assets (Rounded to the nearest $1,000) are accounted for as follows: 
          2016        2015  
ASSETS 
Capital assets not being depreciated: 
 Land $ 9,271,000 $ 9,271,000 
 Construction in progress    448,000    37,000 
 Total capital assets, not being depreciated    9,719,000      9,308,000 
Capital assets being depreciated, net of  
 accumulated depreciation: 
 Structures and improvements     6,460,000     7,382,000 
CAPITAL ASSETS, AT COST, LESS 
  ACCUMULATED DEPRECIATION  $ 16,179,000 $ 16,690,000 
 
Debt Administration  
 
The Fund had long-term debt of $17,000 and $34,000, at June 30, 2016 and 2015, respectively, 
which is comprised of General obligation refunding bonds.  See Note 7 of the Fund’s financial 
statements for additional information on the General obligation refunding bonds:  
 
Bonds payable (Rounded to the nearest $1,000) are accounted for as follows: 
          2016        2015  
Current $ 17,000 $ 16,000 
Noncurrent    -       18,000 
Total bonds payable  $ 17,000 $ 34,000 
 
The Fund’s total debt decreased by $17,000 in 2016.   
 
CURRENTLY KNOWN DECISIONS AND FACTS 
 
None 



 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

PART III 
 

FINANCIAL SECTION 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 









CURRENT ASSETS
  Cash and cash equivalents $ 1,953,024
  Accounts receivable, net 80,911
  Inventories 10,010
      TOTAL CURRENT ASSETS 2,043,945    
NONCURRENT ASSETS
  Capital assets, at cost, less accumulated depreciation 16,179,233
      TOTAL ASSETS 18,223,178
DEFERRED OUTFLOWS OF RESOURCES

Deferred outflows on pension liability 380,797
      TOTAL DEFERRED OUTFLOWS OF RESOURCES  380,797       
CURRENT LIABILITIES  
  Accounts payable  440,551
  Accrued liabilities 75,466
  General obligation bonds payable-current 17,057
      TOTAL CURRENT LIABILITIES  533,074       
NONCURRENT LIABILITIES   
  Security card deposits 27,590
  Accrued liabilities 151,927
  General obligation bonds payable, less current portion 307
  Net OPEB liability 1,831,105
  Net Pension liability 2,023,802
      TOTAL NONCURRENT LIABILITIES 4,034,731    
      TOTAL LIABILITIES  4,567,805    
DEFERRED INFLOWS OF RESOURCES

Deferred inflows on pension liability 230,862
      TOTAL DEFERRED INFLOWS OF RESOURCES 230,862
NET POSITION
  Net investment in capital assets 16,161,869
  Unrestricted (2,356,561)  
      TOTAL NET POSITION $ 13,805,308

See accompanying notes to financial statements.
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JUNE 30, 2016

STATE OF HAWAII
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES

STATE PARKING REVOLVING FUND
STATEMENT OF NET POSITION



OPERATING REVENUES 
  Parking assessments $ 2,548,752
  Parking meter collections 1,040,619
  Traffic fines 219,504
  Other income 4,025
      TOTAL OPERATING REVENUES 3,812,900    

OPERATING EXPENSES
  Depreciation 988,488
  Personnel services 1,701,424
  Repairs and maintenance 889,618
  Others 824,648
      TOTAL OPERATING EXPENSES 4,404,178    

      LOSS FROM OPERATIONS (591,278)     

NONOPERATING REVENUES (EXPENSES)
  Interest income 8,870
  Other income 22,113
  Assessment on ceded land revenues (20,688)       
  Interest expense (112)            
      TOTAL NONOPERATING REVENUES (EXPENSES) 10,183         

      LOSS BEFORE TRANSFERS (581,095)     

TRANSFERS (405,937)     
      CHANGE IN NET POSITION (987,032)     
NET POSITION, BEGINNING OF THE YEAR 14,792,340
NET POSITION, END OF THE YEAR $ 13,805,308

See accompanying notes to financial statements.
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YEAR ENDED JUNE 30, 2016

STATE OF HAWAII
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES

STATE PARKING REVOLVING FUND
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION



STATE OF HAWAII
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES

STATE PARKING REVOLVING FUND
STATEMENT OF CASH FLOWS 

YEAR ENDED JUNE 30, 2016

CASH FLOWS FROM OPERATING ACTIVITIES
  Receipts from parking assessments $ 2,545,166    
  Receipts from parking meter collections 1,031,671    
  Receipts from traffic fines 219,504       
  Other receipts 4,025           
  Payments for personnel services (1,411,338)  
  Payments for repairs and maintenance (889,618)     
  Other administrative payments (830,432)     
      NET CASH PROVIDED BY OPERATING ACTIVITIES 668,978       

CASH FLOWS FROM INVESTING ACTIVITIES
  Interest from pooled funds 8,870
  Other receipts 22,113
      NET CASH PROVIDED BY INVESTING ACTIVITIES 30,983         

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
  Construction in progress additions, net of completed repairs (89,092)       
  Ceded land payment (20,688)       
  Principal paid on general obligation bonds (16,291)       
  Interest paid on general obligation bonds (112)            
      NET CASH USED IN CAPITAL AND RELATED FINANCING ACTIVITIES (126,183)     

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
  Transfer out to general fund (405,937)     
      NET CASH USED IN NONCAPITAL FINANCING ACTIVITIES (405,937)     

      NET INCREASE IN CASH AND CASH EQUIVALENTS 167,841       
CASH AND CASH EQUIVALENTS, BEGINNING OF THE YEAR 1,785,183
CASH AND CASH EQUIVALENTS, END OF THE YEAR $ 1,953,024

See accompanying notes to financial statements.
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RECONCILIATION OF LOSS FROM OPERATIONS TO NET
CASH PROVIDED BY OPERATING ACTIVITIES:
  Loss from operations $ (591,278)     
  Adjustments to reconcile loss from operations to net
    cash provided by operating activities:
     Depreciation 988,488       
  (Increase) decrease in assets:
     Accounts receivable (12,534)       
     Decrease in inventory 1,983           
  Increase (decrease) in liabilities:
     Accounts payable (7,768)         
     Accrued wages payable 6,245           
     Accrued vacation payable (27,814)       
     Net OPEB liability 308,105       
     Net pension liability 3,551           

1,260,256    

 NET CASH PROVIDED BY OPERATING ACTIVITIES $ 668,978       

 

See accompanying notes to financial statements.
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YEAR ENDED JUNE 30, 2016

STATE OF HAWAII
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES

STATE PARKING REVOLVING FUND
STATEMENT OF CASH FLOWS (Continued)
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
NOTES TO THE FINANCIAL STATEMENTS 

JUNE 30, 2016 
 
 

 
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 
The State Parking Revolving Fund (the “Fund”) was established by an appropriation of $50,000 
from the State’s General Fund pursuant to Act 161, Session Laws of Hawaii 1963 (Section 107-
11 of the Hawaii Revised Statutes).  The Fund is responsible for the assessment and collection of 
reasonable parking fees, installation of parking meters, and the restriction and control of parking 
on all State lands within the State Comptroller's jurisdiction.  All fees, charges and other revenue 
collected are deposited into this Fund.  The funds are to be expended, as necessary, to defray the 
cost of paving parking areas as well as the purchase and installation of parking meters on State 
lands within the State Comptroller's jurisdiction.  
 
The accompanying financial statements are prepared in accordance with accounting principles 
generally accepted in the United States of America (GAAP). The Governmental Accounting 
Standards Board (GASB) is the accepted standard-setting body for establishing governmental 
accounting and financial reporting principles.  The more significant accounting policies 
established by GAAP and used by the Fund are discussed below. 
 
Basis of Accounting - The Fund is an internal service fund (proprietary fund type) as defined by 
the Governmental Accounting Standards Board (GASB), which uses the flow of economic 
resources measurement focus and accrual basis of accounting, as generally applied to 
commercial enterprises.  Under this method, revenues are recorded when earned and expenses 
are recorded at the time liabilities are incurred.  
 
Proprietary Funds distinguish operating revenues and expenses from nonoperating items.  
Operating revenues and expenses generally result from providing services and producing and 
delivering goods in connection with a Proprietary Fund’s principal ongoing operations.  
Revenues and expenses not meeting this definition are reported as nonoperating revenues and 
expenses.  
 
Reporting Entity - The financial statements reflect only the Fund’s financial activities.  The State 
Comptroller maintains the central accounts for all State funds and publishes financial statements 
for the State of Hawaii (State) annually, which include the Fund’s financial activities.   
 
Net Position - Net position is reported into two categories: net investment in capital assets, and 
unrestricted.   
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND  
NOTES TO THE FINANCIAL STATEMENTS (Continued) 

JUNE 30, 2016 
 
 
 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Special Assessments - HRS Section 36-27 requires that the Fund be assessed its pro rata share of 
central service expenses of government in relation to other special funds based on a percentage 
of the Fund’s receipts.  HRS Section 36-30 requires that the Fund be assessed its pro rata share 
of administrative expenses incurred by the Department of Accounting and General Services 
(DAGS), based on the ratio of the general administrative service expenses to DAGS’ net 
departmental expenses.  There was no HRS Section 36-27 or Section 36-30 assessment in 2016.   
 
Risk Management - The Fund is exposed to various risks of loss related to torts; theft of, damage 
to, or destruction of assets; errors or omissions; and workers’ compensation.  As part of the State 
Department of Accounting and General Services, the Fund is insured under the State of Hawaii 
(the State) as follows:  The State generally retains the first $1,000,000 per occurrence of property 
losses, the first $4,000,000 with respect to general liability claims, and the first $500,000 of 
losses due to crime.  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 $50,000,000 per occurrence.  The annual aggregate for general liability losses 
is $5,000,000 per occurrence and for crime losses, the limit per occurrence is $10,000,000 with 
no aggregate limit.  The State also has an insurance policy to cover medical malpractice risk in 
the amount of $35,000,000 per occurrence and $39,000,000 in the aggregate.  The State is 
generally self-insured for workers’ compensation and automobile claims. 
 
The estimated reserve for losses and loss adjustment costs includes the accumulation of estimates 
for losses and claims reported prior to fiscal year-end, nonincremental estimates (based on 
projections of historical developments) of claims incurred but not reported, and nonincremental 
estimates of costs for investigating and adjusting all incurred and unadjusted claims.  Amounts 
reported are subject to the impact of future changes in economic and social conditions.  The State 
believes that, given the inherent variability in any such estimates, the reserves are within a 
reasonable and acceptable range of adequacy.  Reserves are continually monitored and reviewed, 
and as settlements are made and reserves adjusted, the differences are reported in current 
operations.  A liability for a claim is established if information indicates that it is probable that a 
liability has been incurred at the date of the basic financial statements and the amount of the loss 
is reasonably estimable.   
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
NOTES TO THE FINANCIAL STATEMENTS (Continued) 

JUNE 30, 2016 
 
 
 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Transfers - Transfers between funds occur when a fund receiving revenues transfers resources to 
a fund where the resources are to be expended or when nonrecurring or nonroutine transfers of 
equity between funds occur.  For the fiscal year ended June 30, 2016, the Fund transferred to the 
General Fund, $405,937.  
 
Compensated Absences - It is the Fund’s policy to permit employees to accumulate earned but 
unused vacation and sick leave benefits.  There is no liability for unpaid accumulated sick leave 
since sick leave is not convertible to pay upon termination of employment.  All vacation pay is 
accrued when incurred.  A liability for these amounts is reported only if they have matured, for 
example, as a result of employee resignations and retirements. 
 
Deferred Compensation Plan - The Fund offers its employees a deferred compensation plan 
(Plan) created in accordance with Internal Revenue Code Section 457.  The Plan, available to all 
Fund employees, permits employees to defer a portion of their salary until future years. The 
deferred compensation is not available to employees until termination, retirement, death or 
unforeseeable emergency.  
 
All Plan assets are held in a trust fund to protect them from claims of general creditors.  The 
Fund 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 Fund’s deferred compensation 
plan are not reported in the accompanying basic financial statements. 
 
Cash and Cash Equivalents - Cash and cash equivalents include all cash, repurchase agreements, 
U.S. government securities and time certificates of deposits with original maturities of three 
months or less.  For purposes of the statement of cash flows, the Fund has defined cash 
equivalents to be all highly liquid investments with a maturity of three months or less when 
purchased. 
 
Investments - The State’s investments are reported at fair value within the fair value hierarchy 
established by generally accepted accounting principles.  Investments in mutual funds are 
reported at fair value based on quoted market prices.  Investments in U.S. government 
obligations are reported at fair value based on quoted prices or other observable inputs, including 
pricing matrices.  Investments in certificates of deposit and repurchase agreements are reported 
at fair value using cost-based measures due to the nonparticipating nature of these securities. 
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
NOTES TO THE FINANCIAL STATEMENTS (Continued) 

JUNE 30, 2016 
 
 
 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Fair Value Measurements - The State measures the fair value of assets and liabilities as the price 
that would be received to sell an asset or paid to transfer a liability in the principal or most 
advantageous market in an orderly transaction between market participants at the measurement 
date.  The fair value hierarchy distinguishes between independent observable inputs and 
unobservable inputs used to measure fair value, as follows: 
 

 Level 1 - Quoted prices (unadjusted) in active markets for identical assets or 
liabilities. 

 
 Level 2 - Inputs other than quoted market prices included in Level 1 that are 

observable for an asset or liability, either directly or indirectly. 
 
 Level 3 - Unobservable inputs for an asset or liability reflecting the reporting entity’s 

own assumptions.  Level 3 inputs are used to measure fair value to the extent that 
observable Level 1 or 2 inputs are not available. 

 
Inventories - Material and supplies inventories are stated at the lower of cost or market with cost 
being determined principally using the first-in, first-out method (FIFO).  
 
Capital Assets - Capital assets of the Fund include parking structures and improvements, and 
equipment, furniture and fixtures with estimated useful lives greater than one year and 
acquisition costs greater than the following amounts:  
 

Buildings and improvements   $100,000 
Equipment, furniture and fixtures   5,000 
 

Capital assets are recorded at historical cost or estimated historical cost if purchased or 
constructed.  Donated capital assets are recorded at their estimated fair market value at the date 
of donation. Transfers are recorded at cost, net of the depreciation which would have been 
charged had the asset been directly acquired by the Fund.  Major outlays for capital assets and 
improvements are capitalized as projects are constructed to the extent the State’s capitalization 
thresholds are met.  Interest incurred during the construction phase of the capital assets is 
reflected in the capitalized value of the asset constructed, net of interest earned, on the invested 
proceeds over the same period.  Maintenance and repairs are charged to operations when 
incurred.  Betterments and major improvements which significantly increase values, change 
capacities, or extend useful lives are capitalized.  Upon sale or retirement of capital assets, the 
cost and the related accumulated depreciation, as applicable, are removed from the respective
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
NOTES TO THE FINANCIAL STATEMENTS (Continued) 

JUNE 30, 2016 
 
 
 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 
 
Capital Assets (Continued) 
 
accounts, and any resulting gain or loss is recognized in the statement of revenues, expenses and 
changes in net position. 
 
Capital assets are depreciated using the straight-line method over the following estimated useful 
lives:  

  Useful Lives    
Buildings and improvements   15 - 30 years 
Equipment, furniture and fixtures   5 - 7 years 
Computer software  5 – 15 years 

 
Traffic Fines - Traffic fines are reported as revenue when received.  
 
Use of Estimates - The preparation of financial statements in conformity with GAAP requires 
management to make estimates and assumptions that affect the amounts reported in the basic 
financial statements and accompanying notes.  Actual results could differ from those estimates.   
 
Pensions - For purposes of measuring the net pension liability, deferred outflows of resources 
and deferred inflows of resources related to pensions, and pension expense, information about 
the fiduciary net position of the Employees’ Retirement System (ERS)  and additions 
to/deductions from the ERS’s fiduciary net position have been determined on the same basis  as 
they are reported by the ERS.  For this purpose, benefit payments (including refunds of 
employee contributions) are recognized when due and payable in accordance with benefit terms.  
Investments are reported at their fair value. 
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STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
NOTES TO THE FINANCIAL STATEMENTS (Continued) 

JUNE 30, 2016 
 
 
 

2. CASH AND CASH EQUIVALENTS AND INVESTMENTS 
 
The Director of Finance is responsible for the safekeeping of all monies deposited into the State 
Treasury.  The Director of Finance pools and invests any monies of the State, which in the 
Director of Finance’s judgment, are in excess of the amounts necessary for meeting the specific 
requirements of the State.  Investment earnings are allocated to the Fund based on its equity 
interest in the pooled monies.  Legally authorized investments include obligations of or 
guaranteed by the U.S. government, obligations of the State, federally-insured savings and 
checking accounts, time certificates of deposit, auction rate securities, and repurchase 
agreements with federally-insured financial institutions.   

 
 
3. CAPITAL ASSETS 
 
Capital assets activity for the year ended June 30, 2016, was as follows: 
 
     Beginning          Ending 
      Balance    Increases    Decreases        Balance  
Capital assets not being depreciated:  
Land   $ 9,271,053 $ -       $ -       $ 9,271,053  
Construction in progress    36,708    462,406    50,919    448,195  
  Total capital assets not being 
 depreciated     9,307,761    462,406    50,919    9,719,248 
 
Capital assets being depreciated: 
Structures and improvements  62,873,309  50,919  -        62,924,228 
Equipment, furniture & fixtures    169,198    15,170    -          184,368 
  Total capital assets being 
 depreciated     63,042,507    66,089    -          63,108,596 
  Total capital assets   72,350,268  528,495  50,919  72,827,844 
 
Less accumulated depreciation for: 
Structures and improvements  (55,523,285)  (974,532)  -        (56,497,817) 
Equipment, furniture & fixtures    (136,839)     (13,955)    -          (150,794)  
  Total accumulated depreciation   (55,660,124)    (988,487)    -         (56,648,611) 
Total capital assets, net of 
 depreciation   $ 16,690,144 $ (459,992) $ 50,919 $ 16,179,233  
 
 



 

21 
 

STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
NOTES TO THE FINANCIAL STATEMENTS (Continued) 

JUNE 30, 2016 
 

 
 
 
4. CEDED LAND REVENUES  

 
In 1898, the former Republic of Hawaii transferred certain lands to the United States.  Upon 
Hawaii’s admission to the Union in 1959, the United States reconveyed title to those lands 
(collectively, the “Ceded Lands”) to the State of Hawaii to be held as a public land trust for five 
purposes: (1) public education; (2) betterment of the conditions of native Hawaiians; (3) 
development of farm and home ownership; (4) making public improvements; and (5) provision 
of land for public use.  On November 7, 1978, the State Constitution was amended expressly to 
provide that the Ceded Lands, excluding any “available lands” as defined in the Hawaiian 
Homes Commission Act of 1920, as amended, were to be held as a public trust for native 
Hawaiians and the general public, and to establish OHA to administer and manage the proceeds 
and income derived from a pro rata portion of the Ceded Lands as provided by law, to better the 
conditions of native Hawaiians.  In 1979, the Legislature adopted HRS Chapter 10 (Chapter 10), 
which, as amended in 1980, specified, among other things, that OHA expend 20% of the funds 
derived by the State from the Ceded Lands for the betterment of native Hawaiians.  Since then, 
the State’s management of the Ceded Lands and its disposition of the proceeds and income from 
the Ceded Lands have been challenged by OHA, and individual native Hawaiians, Hawaiians 
and non-Hawaiians.  Claims have been made under Article XII, Sections 4 and 6 of the Hawaii 
Constitution to the effect that the State has breached the public trust, and OHA has not received 
from the Ceded Lands all of the income and proceeds that it should be receiving.  Except for the 
claims pending in the OHA v. HHA case discussed below, the Legislature, the state and federal 
courts, and the State’s governors have acted to address the concerns raised.  However, there can 
be no assurance that in the future there will not be asserted against the State, new claims made 
under Article XII, Sections 4 and 6 of the Hawaii Constitution that the State has breached the 
public trust, or that OHA is not receiving from the Ceded Lands all of the income and proceeds 
that it should be receiving. 
 
In OHA v. HHA, OHA filed suit on July 27, 1995 (OHA v. HHA, et al., Civil No. 95-2682-07 (1st 
Cir.)) against the Hawaii Housing Authority (the “HHA,” since succeeded by the Hawaii Public 
Housing Authority, as described below), the executive director of the HHA, the board members 
of the HHA and the Director of Finance to secure additional compensation and an itemized 
accounting of the sums previously paid to OHA for five specifically identified parcels of Ceded 
Lands which were transferred to the HHA for its use to develop, construct and manage additional 
affordable public rental housing units under HRS Chapter 201G.  On January 11, 2000, all 
proceedings in this suit were stayed pending the Hawaii Supreme Court’s decision in OHA, et al. 
v. State of Hawaii, et al., Civil No. 94-0205-01 (1st Cir.).  The September 12, 2001 decision of 
the Hawaii Supreme Court (OHA v. State of Hawaii, 96 Haw. 399 (2001)) includes elements,
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4. CEDED LAND REVENUES (Continued) 
 
with which OHA disagrees, that would require dismissal of OHA’s claims in OHA v. HHA, and 
the case remains pending. 
 
The Housing Finance and Development Corporation and the HHA were merged into the Housing 
and Community Development Corporation of Hawaii, after the above-described suits against 
them were filed.  This corporation subsequently was bifurcated into the Hawaii Housing Finance 
and Development Corporation and the Hawaii Public Housing Authority. 
 
The State intends to defend vigorously against OHA’s claim in OHA v. HHA.  Resolution of all 
claims in favor of OHA and its beneficiaries could have a material adverse effect on the State’s 
financial condition. 

 
The Fund has recorded ceded land payments and assessments of $20,688 for 2016, to OHA 
representing OHA's entitlement to revenues derived from the Fund's use of Ceded Lands.  All 
monies due prior to October 1, 2002, were transferred to a trust fund pending resolution of 
OHA's claim against the State.  Included in accounts payable is $5,172 for ceded land payments 
due as of June 30, 2016.  
 
 
5. ACCRUED LIABILITES 
 
 Accrued liabilities consist of the following: 
               
  Accrued vacation payable    $ 151,460 
  Accrued wages payable    62,833 
  Accrued workers’ compensation         13,100 
              227,393 
  Less current portion           (75,466) 
  Total accrued liabilities, net of current portion   $   151,927 
 

 
6. WORKERS’ COMPENSATION RESERVE 
 
The Fund is fully self-insured for workers’ compensation and disability claims which are 
expensed when incurred.  The Fund pays a portion of wages, medical bills, and judgments as 
stipulated by the Department of Labor and Industrial Relations, and other costs for injured 
workers.  During the year ended June 30, 2016, there were no payments for workers’ 
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6. WORKERS’ COMPENSATION RESERVE (Continued) 
 
compensation claims and disability expenses.  The Fund has recorded a reserve of $13,100 for 
the expected cost of open reported claims based on historical cost information for closed and 
open claims as of June 30, 2016. 

 
 

7. GENERAL OBLIGATION BONDS PAYABLE 
 
The following are general obligation refunding bonds allocated to the Fund under acts of various 
Session Laws of Hawaii. Repayments of allocated bonds are made to the State’s General Fund. 
Details of the allocated bonds payable at June 30, 2016 are as follows: 
 

2.80% - 5.00% General obligation refunding bonds, Series 
DB, of $124,267 issued in September 2003 under Act 116, 
Session Laws of Hawaii 2003; annual principal payments 
of $11,307 beginning September 1, 2008 and increasing 
incrementally to $16,764 through September 1, 2016; semi-
annual interest payments due March 1 and September 1; 
maturing on September 1, 2016.   $ 16,764 
 
5.00% General obligation refunding bonds, Series DG, of 
$2,283 issued in June 2005 under Act 42, Session Laws of 
Hawaii 2004; annual principal payments of $206 beginning 
July 1, 2009 and increasing incrementally to $307 through 
July 1, 2017; semi-annual interest payments due January 1 
and July 1; maturing on July 1 2017.      600 

 
Total bonds payable      17,364 
Less current installments      (17,057)  
Bonds payable, net of current installments $ 307 
 

Debt service requirements to maturity on general obligation bonds payable are as follows:  
 

Years ending June 30:        Principal        Interest           Total       
2017  17,057  44  17,101 
2018     307    5    312 
 $ 17,364 $ 49 $ 17,413 
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8. CHANGES IN NON-CURRENT LIABILITIES 
 
Changes in non-current liabilities were as follows: 
 
     Beginning      Ending    Due within 
      Balance   Increases  Decreases    Balance    one year  
Security card deposits $ 27,590 $ -       $ -       $ 27,590 $ -       
Accrued liabilities     248,963  35,018  56,588  227,393  75,466 
Net OPEB liability   1,523,000  415,865  107,760  1,831,105  -       
Net pension liability   1,895,089  285,875  157,162  2,023,802  -       
General obligation bonds payable    33,656    -          16,292    17,364    17,057 
Total non-current liabilities $3,728,298 $ 736,758 $ 337,802 $4,127,254 $ 92,523 

 
 

9. RETIREMENT BENEFITS 
 
Pension Plan 
 
Plan Description 
 
Generally, all full-time employees of the State and counties are required to be members of the 
ERS, a cost sharing multiple-employer defined benefit pension plan administered by the State’s 
pension benefits program.  Benefits, eligibility, and contribution requirements are governed by 
HRS Chapter 88 and can be amended through legislation.  The ERS issues a publicly available 
financial report that can be obtained at ERS’s website: http://www.ers.ehawaii.gov/. 

 
Benefits provided 
 
The ERS Pension Trust is comprised of three pension classes for membership purposes and 
considered to be a single plan for accounting purposes since all assets of the ERS may legally be 
used to pay the benefits of any of the ERS members or beneficiaries.  The ERS provides 
retirement, disability, and death benefits with three membership classes known as the 
noncontributory, contributory and hybrid retirement classes.  The three classes provide a monthly 
retirement allowance equal to the benefit multiplier (generally 1.25% or 2%) multiplied by the 
average final compensation multiplied by years of credited service.  Average final compensation 
for members hired prior to July 1, 2012 is an average of the highest salaries during any three 
years of credited service, excluding any salary paid in lieu of vacation for members hired January 
1, 1971 or later and the average of the highest salaries during any five years of credited service 
including any salary paid in lieu of vacation for members hired prior to January 1, 1971.  For
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9. RETIREMENT BENEFITS (Continued) 
 
Employees’ Retirement System (Continued) 
 
members hired after June 30, 2012, average final compensation is an average of the highest 
salaries during any five years of credited service excluding any salary paid in lieu of vacation.  

 
Each retiree’s original retirement allowance is increased on each July 1 beginning the calendar 
year after retirement.  Retirees first hired as members prior to July 1, 2012 receive a 2.5% 
increase each year of their original retirement allowance without a ceiling.  Retirees first hired as 
members after June 30, 2012 receive a 1.5% increase each year of their original retirement 
allowance without a ceiling.  The annual increase is not compounded.  
 
The following summarizes the provisions relevant to the largest employee groups of the 
respective membership class. 
 
Noncontributory Class   
 

 Retirement Benefits - General employees’ retirement benefits are determined as 1.25% of 
average final compensation multiplied by the years of credited service.  Employees with 
ten years of credited service are eligible to retire at age 62.  Employees with 30 years of 
credited service are eligible to retire at age 55.   
 

 Disability Benefits - Members are eligible for service-related disability benefits regardless 
of length of service and receive a lifetime pension of 35% of their average final 
compensation.  Ten years of credited service is required for ordinary disability.  Ordinary 
disability benefits are determined in the same manner as retirement benefits but are 
payable immediately, without an actuarial reduction, and at a minimum of 12.5% of 
average final compensation.   

 
 Death Benefits - For service-connected deaths, the surviving spouse/reciprocal 

beneficiary receives a monthly benefit of 30% of the average final compensation until 
remarriage or re-entry into a new reciprocal beneficiary relationship.  Additional benefits 
are payable to surviving dependent children up to age 18.  If there is no spouse/reciprocal 
beneficiary or dependent children, no benefit is payable. 
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9. RETIREMENT BENEFITS (Continued) 
 
Employees’ Retirement System (Continued) 
 

Ordinary death benefits are available to employees who were active at time of death with 
at least ten years of credited service.  The surviving spouse/reciprocal beneficiary (until 
remarriage/reentry into a new reciprocal beneficiary relationship) and dependent children 
(up to age 18) receive a benefit equal to a percentage of member’s accrued maximum 
allowance unreduced for age or, if the member was eligible for retirement at the time of 
death, the surviving spouse/reciprocal beneficiary receives 100% joint and survivor 
lifetime pension and the dependent children receive a percentage of the member’s 
accrued maximum allowance unreduced for age.  
 

Contributory Class for Members Hired prior to July 1, 2012  
 

 Retirement Benefits - General employees’ retirement benefits are determined as 2% of 
average final compensation multiplied by the years of credited service.  General 
employees with five years of credited service are eligible to retire at age 55.   

 
 Disability Benefits - Members are eligible for service-related disability benefits regardless 

of length of service and receive a one-time payment of the member’s contributions and 
accrued interest plus a lifetime pension of 50% of their average final compensation.  Ten 
years of credited service is required for ordinary disability.  Ordinary disability benefits 
are determined as 1.75% of average final compensation multiplied by the years of 
credited service but are payable immediately, without an actuarial reduction, and at a 
minimum of 30% of average final compensation.   

 
 Death Benefits - For service-connected deaths, the surviving spouse/reciprocal 

beneficiary receives a lump sum payment of the member’s contributions and accrued 
interest plus a monthly benefit of 50% of the average final compensation until remarriage 
or re-entry into a new reciprocal beneficiary relationship.  If there is no surviving 
spouse/reciprocal beneficiary, surviving children (up to age 18) or dependent parents are 
eligible for the monthly benefit.  If there is no spouse/reciprocal beneficiary or dependent 
children/parents, the ordinary death benefit is payable to the designated beneficiary.   
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9. RETIREMENT BENEFITS (Continued) 
 
Employees’ Retirement System (Continued) 
 

Ordinary death benefits are available to employees who were active at time of death with 
at least one year of service.  Ordinary death benefits consist of a lump sum payment of 
the member’s contributions and accrued interest plus a percentage of the salary earned in 
the 12 months preceding death, or 50% Joint and Survivor lifetime pension if the member 
was not eligible for retirement at the time of death but was credited with at least ten years 
of service and designated one beneficiary, or 100% Joint and Survivor lifetime pension if 
the member was eligible for retirement at the time of death and designated one 
beneficiary.    

 
Contributory Class for Members Hired After June 30, 2012  
 

 Retirement Benefits - General employees’ retirement benefits are determined as 1.75% of 
average final compensation multiplied by the years of credited service. General 
employees with ten years of credited service are eligible to retire at age 60. 

 
 Disability and Death Benefits - Members are eligible for service-related disability 

benefits regardless of length of service and receive a lifetime pension of 50% of their 
average final compensation plus refund of contributions and accrued interest.  Ten years 
of credited service is required for ordinary disability.  Ordinary disability benefits are 
3.0% of average final compensation for each year of service for judges and elected 
officers and 1.75% of average final compensation for each year of services for police and 
firefighters and are payable immediately, without an actuarial reduction, at a minimum of 
30% of average final compensation.   

 
Death benefits for contributory plan members hired after June 30, 2012 are generally the 
same as those for contributory plan members hired June 30, 2012 and prior. 
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Hybrid Class for Members Hired Prior to July 1, 2012  
 

 Retirement Benefits - General employees’ retirement benefits are determined as 2% of 
average final compensation multiplied by the years of credited service.  General 
employees with five years of credited service are eligible to retire at age 62. General 
employees with 30 years of credited service are eligible to retire at age 55.   
 

 Disability Benefits - Members are eligible for service-related disability benefits regardless 
of length of service and receive a lifetime pension of 35% of their average final 
compensation plus refund of their contributions and accrued interest.  Ten years of 
credited service is required for ordinary disability.  Ordinary disability benefits are 
determined in the same manner as retirement benefits but are payable immediately, 
without an actuarial reduction, and at a minimum of 25% of average final compensation.   
 

 Death Benefits - For service-connected deaths, the surviving spouse/reciprocal 
beneficiary receives a lump sum payment of the member’s contributions and accrued 
interest plus a monthly benefit of 50% of the average final compensation until remarriage 
or re-entry into a new reciprocal beneficiary relationship.  If there is no surviving 
spouse/reciprocal beneficiary, surviving children (up to age 18) or dependent parents are 
eligible for the monthly benefit.  If there is no spouse/reciprocal beneficiary or dependent 
children/parents, the death benefit is payable to the designated beneficiary.   
 
Ordinary death benefits are available to employees who were active at time of death with 
at least five years of service.  Ordinary death benefits consist of a lump sum payment of 
the member’s contributions and accrued interest plus a percentage multiplied by 150%, or 
50% Joint and Survivor lifetime pension if the member was not eligible for retirement at 
the time of death but was credited with at least ten years of service and designated one 
beneficiary, or 100% Joint and Survivor lifetime pension if the member was eligible for 
retirement at the time of death and designated one beneficiary.    
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Employees’ Retirement System (Continued) 
 
Hybrid Class for Members Hired After June 30, 2012  
 

 Retirement Benefits - General employees’ retirement benefits are determined as 1.75% of 
average final compensation multiplied by the years of credited service.  General 
employees with ten years of credited service are eligible to retire at age 65. Employees 
with 30 years of credited service are eligible to retire at age 60.   
 

 Disability and Death Benefits - Provisions for disability and death benefits generally 
remain the same except for ordinary death benefits.  Ordinary death benefits are available 
to employees who were active at time of death with at least ten years of service.  
Ordinary death benefits consist of a lump sum payment of the member’s contributions 
and accrued interest, or 50% Joint and Survivor lifetime pension if the member was not 
eligible for retirement at the time of death but was credited with at least ten years of 
service and designated one beneficiary, or 100% Joint and Survivor lifetime pension if 
the member was eligible for retirement at the time of death and designated one 
beneficiary. 
 

Contributions  
 
Contributions are governed by HRS Chapter 88 and may be amended through legislation. The 
employer rate is set by statute based on the recommendations of the ERS actuary resulting from 
an experience study conducted every five years.  Since July 1, 2005, the employer contribution 
rate is a fixed percentage of compensation, including the normal cost plus amounts required to 
pay for the unfunded actuarial accrued liabilities.  The contribution rates for fiscal year 2016 
were 17.00%.  Contributions to the pension plan from the State was $373,881,000 for the fiscal 
year ended June 30, 2016, of which the Fund’s share was $157,162. 

 
The employer is required to make all contributions for noncontributory members. Contributory 
members hired prior to July 1, 2012 are required to contribute 7.8% of their salary.  Hybrid 
members hired prior July 1, 2012 are required to contribute 6.0% of their salary.  Hybrid 
members hired after June 30, 2012 are required to contribute 8.0% of their salary. 

 
 
 
 



 

30 
 

STATE OF HAWAII 
DEPARTMENT OF ACCOUNTING AND GENERAL SERVICES 

STATE PARKING REVOLVING FUND 
NOTES TO THE FINANCIAL STATEMENTS (Continued) 

JUNE 30, 2016 
 
 
 
9. RETIREMENT BENEFITS (Continued) 
 
Employees’ Retirement System (Continued) 
 
Pension Liabilities, Pension Expense, and Deferred Outflows of Resources and Deferred Inflows 
of Resources Related to Pensions 
 
At June 30, 2016, the State reported a liability of approximately $4.3 billion for its proportionate 
share of net pension liability, of which the Fund’s share was $2,023,802.  The net pension 
liability was measured as of June 30, 2015, and the total pension liability used to calculate the 
net pension liability was determined by an actuarial valuation as of that date.  The State’s 
proportion of the net pension liability was based on a projection of the State’s long-term share of 
contributions to the pension plan relative to projected contributions of all participants, actuarially 
determined.  At June 30, 2015, the State’s proportion was 57.2380% which was a decrease of 
1.2455% from its proportion measured as of June 30, 2014. 
 
There were no changes in other assumptions and inputs that affected the measurement of the 
total pension liability since the prior measurement date other than the investment return 
assumption.  Fiscal year 2016 was the first year of the three-year phase-in of the investment 
return assumption.  The investment return rate decreased beginning in fiscal year 2016 to 7.65% 
and will continue to decrease to 7.55% in fiscal year 2017 and to 7.50% in fiscal year 2018, and 
will remain at 7.50% thereafter.  There were no changes between the measurement date, June 30, 
2015, and the reporting date, June 30, 2016, that are expected to have a significant effect on the 
proportionate share of the net pension liability. 
 
For the year ended June 30, 2016, the State recognized pension expense of approximately 
$354,299,000, of which the Fund’s share was $163,253.  At June 30, 2016, the State reported 
deferred outflows of resources and deferred inflows of resources related to pensions from the 
following sources (amounts expressed in thousands): 
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Deferred Outflows Deferred Inflows
of Resources of Resources

Differences between expected and actual 
experience 41,650$                 (121,021)$            
Changes of assumptions 102,682                 -                       
Net difference between projected and actual
earnings on pension plan investments 204,549                 (351,490)              
Changes in proportion and differences between
State contributions and proportionate share
of contributions 5,804                     (26,929)                
State contributions subsequent to the 
measurement date 476,076                 -                       
     Total 830,761$              (499,440)$           

 
The $476,076,000 reported as deferred outflows of resources related to pensions resulting from 
State contributions subsequent to the measurement date will be recognized as a reduction of the 
net pension liability in the year ended June 30, 2017.  Other amounts reported as deferred 
outflows of resources and deferred inflows of resources related to pensions will be recognized in 
pension expense as follows (amounts expressed in thousands): 
 

Year ended June 30:

2017 (64,048)$            
2018 (64,048)              
2019 (64,048)              
2020 52,228               
2121 (4,839)                

(144,755)$          
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Employees’ Retirement System (Continued) 
 
Actuarial Assumptions 
 
The total pension liability in the June 30, 2015 actuarial valuation was determined using the 
following actuarial assumptions, applied to all periods included in the measurement: 
 
Inflation    3.00%  
Payroll growth rate   3.50% 
Investment rate of return  7.65% per year, compounded annual including inflation 
 
The same rates were applied to all periods.  There were no changes to ad hoc postemployment 
benefits including COLA. 
 
Post-retirement mortality rates are based on Client Specific Tables and the 1994 US Group 
Annuity Mortality Statistic Tables.  Pre-retirement mortality rates are based on the RP-2000 
tables. 
 
The actuarial assumptions used in the June 30, 2015 valuation were based on the most recent 
experience study dated December 20, 2010.  Between experience studies, the Board of Trustees 
of the Employees’ Retirement System of the State of Hawaii elected to lower the investment 
return assumption effective with the June 30, 2015 valuation. 
 
The long-term expected rate of return on pension plan investments was determined using a “top 
down approach” of the Bespoke Client-Constrained Simulation-based Optimization Model (a 
statistical technique known as “re-sampling with replacement” that directly keys in on specific 
plan-level risk factors as stipulated by the ERS Board) in which best-estimate ranges of expected 
future real rates of return (expected returns, net of pension plan investment expense and 
inflation) are developed for each major asset class.  These ranges are combined to produce the 
long-term expected rate of return by weighting the expected future real rates of return by the 
target asset allocation percentage and by adding expected inflation.  The target allocation and 
best estimates of arithmetic real rates of return for each major asset class are summarized in the 
following table: 
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Employees’ Retirement System (Continued) 

Asset Class Target Allocation
Long-Term Expected 
Real Rate of Return

Domestic equity 30.0% 8.5%
International equity 26.0% 9.3%
Total Fixed-income 20.0% 3.1%
Real Estate 7.0% * 9.2%
Private Equity 7.0% * 11.9%
Real Return 5.0% * 6.7%
Covered Calls 5.0% 7.7%

Total Investments 100.0%   
 
*The real estate, private equity, and real return targets will be the percentage actually invested up to 7.0%, 
7.0%, and 5.0%, respectively of the total fund.  Changes in the real estate, private equity, and real return 
targets will be offset by an equal percentage change in the large cap domestic equity target. 

 
Discount Rate 
 
The discount rate used to measure the net pension liability was 7.65%, a decrease from the 
7.75% rate used at the prior measurement date.  The projection of cash flows used to determine 
the discount rate assumed that employee contributions will be made at the current contribution 
rate and that contributions from the State will be made at statutorily required rates, actuarially 
determined.  Based on those assumptions, the pension plan’s fiduciary net position was projected 
to be available to make all projected future benefit payments of current active and inactive 
employees.  Therefore, the long-term expected rate of return on pension plan investments was 
applied to all period of projected benefit payments to determine the total pension liability.   
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Employees’ Retirement System (Continued) 
 
Sensitivity of the State’s Proportionate Share of the Net Pension Liability to Changes in the 
Discount Rate 
 
The following presents the State’s proportionate share of the net pension liability calculated 
using the discount rate of 7.65%, as well as what the State’s proportionate share of the net 
pension liability would be if it were calculated using a discount rate that is one percentage point 
lower (6.65%) or  one percentage point higher (8.65%) than the current rate: 
 

Decrease Rate Increase
(6.65%) (7.65%) (8.65%)

State's proportionate share of
the net pension liability 5,465,016$      4,314,246$      3,213,481$      

 
Pension Plan Fiduciary Net Position 
 
The pension plan’s fiduciary net position is determined on the same basis used by the pension 
plan.  The ERS financial statements are prepared using the accrual basis of accounting under 
which expenses are recorded when the liability is incurred, and revenues are recorded in the 
accounting period in which they are earned and become measurable.  Employer and member 
contributions are recognized in the period in which the contributions are due.  Benefits and 
refunds are recognized when due and payable in accordance with the terms of the plan. 
Investment purchases and sales are recorded as of their trade date.  Administrative expenses are 
financed exclusively with investment income.   
 
There were no significant changes after the report measurement date.  Detailed information about 
the pension plan’s fiduciary net position is available in the separately issued ERS financial 
report.  ERS’s complete financial statements are available at http://www.ers.ehawaii.gov. 
 
Payables to the Pension Plan 
 
At June 30, 2016, the amount payable to the ERS was $21,256,000. 
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Post-Retirement Health Care and Life Insurance Benefits 
 
Plan Descriptions 
 
The State provides certain health care and life insurance benefits to all qualified employees.  
Pursuant to Act 88, SLH of 2001, the State contributes to the EUTF, agent multiple-employer 
defined benefit plan that replaced the Hawaii Public Employees Health Fund effective July 1, 
2003.  The EUTF was established to provide a single delivery system of health benefits for state 
and county workers, retirees, and their dependents.  The EUTF issues an annual financial report 
that is available to the public.  That report may be obtained by writing to the EUTF at PO Box 
2121, Honolulu, Hawaii 96805-2121. 
 
For employees hired before July 1, 1996, the State pays the entire monthly contribution for 
employees retiring with ten years or more of credited service, and 50% of the base monthly 
contribution for employees retiring with fewer than ten years of credited service.  A retiree can 
elect a family plan to cover dependents. 
 
For employees hired after June 30, 1996 but before July 1, 2001, and who retire with less than 
ten years of service, the State makes no contributions. For those retiring with at least ten years 
but fewer than 15 years of service, the State pays 50% of the base monthly contribution.  For 
those retiring with at least 15 years but fewer than 25 years of service, the State pays 75% of the 
base monthly contribution.  For those employees retiring with at least 25 years of service, the 
State pays 100% of the base monthly contribution.  Retirees in this category can elect a family 
plan to cover dependents. 
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9. RETIREMENT BENEFITS (Continued) 
 
Post-Retirement Health Care and Life Insurance Benefits (Continued) 
 
For employees hired on or after July 1, 2001, and who retire with less than ten years of service, 
the State makes no contributions.  For those retiring with at least ten years but fewer than 15 
years of service, the State pays 50% of the base monthly contribution.  For those retiring with at 
least 15 years but fewer than 25 years of service, the State pays 75% of the base monthly 
contribution.  For those employees retiring with at least 25 years of service, the State pays 100% 
of the base monthly contribution.  Only single plan coverage is provided for retirees in this 
category.  Retirees can elect family coverage but must pay the difference.   
 
Cost 
 
Effective July 1, 2006, the State implemented GASB Statement No. 43, Financial Reporting for 
Postemployment Benefit Plans Other than Pensions.  Statement No. 43 establishes accounting 
and financial reporting standards for plans that provide other postemployment benefits (OPEB) 
other than pensions.  Statement No. 43 requires defined benefit OPEB plans that are 
administered as a trust or equivalent arrangements to prepare a statement of plan assets and a 
statement of changes in plan assets. 
 
The reporting of active and retiree (including their respective beneficiaries) healthcare benefits 
provided through the same plan should separate those benefits for accounting purposes between 
active and retiree healthcare benefits.  Accordingly, the State reports the retiree healthcare 
benefits as OPEB in conformity with Statement No. 43 and the active employee healthcare 
benefits as risk financing in conformity with GASB Statement No. 10, Accounting and Financial 
Reporting for Risk Financing and Related Insurance Issues, as amended. 
 
The State is required by GASB Statement No. 45, Accounting and Financial Reporting by 
Employers for Postemployment Benefits Other Than Pensions, to obtain an actuarial valuation 
every other year.  Therefore, an actuarial valuation was performed for July 1, 2015. 
 
The State’s base contribution levels to EUTF are established by statutes and the retiree is 
responsible to pay the difference if the base contribution is less than the cost of the monthly 
premium. 
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9. RETIREMENT BENEFITS (Continued) 
 
Post-Retirement Health Care and Life Insurance Benefits (Continued) 
 
Prior to fiscal year 2014, the State’s base contribution levels were tied to the pay-as you-go 
amounts necessary to provide current benefits to retirees.  In fiscal year 2016, the State 
contributed $249,827,000 in addition to amounts necessary to provide current benefits to retirees. 
 
The State’s annual OPEB cost for each plan is calculated based on the annual required 
contribution of the employer (ARC), an amount actuarially determined in accordance with the 
parameters in Statement No. 45.  The ARC represents a level of funding that, if paid on an 
ongoing basis, is projected to cover normal cost each year and to amortize any unfunded 
actuarial liabilities over a period not to exceed 30 years.   
 
The actuarial methods and assumptions used to compute the ARC is disclosed in the notes to the 
financial statements of the State of Hawaii’s comprehensive annual financial report.  The Fund’s 
contribution for the years ended June 30, 2016, 2015, and 2014 were $107,761, $98,333 and 
$85,826 respectively. 
 
For the year ended June 30, 2016, total annual required contribution of $698,051,000 was 
recognized for post-retirement health care and life insurance benefits by the State of which 
$419,600,000 was paid in 2016 and a net OPEB obligation of $4,335,863,574 remained as of 
June 30, 2016.  The Fund’s share of the total annual required contribution was $415,865, of 
which $107,761 was paid in 2016.  A net OPEB obligation of $1,831,104 is presented in the 
statement of net position at June 30, 2016. 

 
On July 3, 2013, the Governor signed into law Act 268, SLH of 2013.  Act 268 requires the 
EUTF to establish and administer separate accounts for each public employer for the purpose of 
receiving irrevocable employer contributions to prefund post-employment health and other 
benefit costs for retirees and their beneficiaries.  It establishes the Hawaii EUTF Trust Fund Task 
Force to examine further steps to address the unfunded liability and requires all public employers 
to make annual required public employer contributions effective fiscal year 2014.  Commencing 
fiscal year 2019, the annual public employer contributions shall be equal to the annual required 
contribution, as determined by an actuary retained by the EUTF board.  In any fiscal year, should 
an employer’s contribution be less than the annual required public employer contribution, the 
difference shall be transferred to the appropriate trust account from a portion of all general excise 
tax revenues, for the State, or transient accommodations tax revenues, for the counties. 
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10. COMMITMENTS AND CONTINGENCIES 
 
Accumulated Sick Leave 
 
Sick leave accumulates at the rate of one and three-quarters working days for each month of 
service without limit, but may be taken only in the event of illness and is not convertible to pay 
upon termination of employment.  However, an employee who retires or leaves government 
service in good standing with 60 days or more of unused sick leave is entitled to additional 
service credit in the ERS.   As of June 30, 2016, accumulated sick leave was approximately 
$652,000. 
 
Litigation 
 
The Fund is a party to various legal proceedings, the outcome of which, in the opinion of 
management, will not have a material adverse effect on the Fund’s financial position.  Losses, if 
any, will either be covered by insurance or paid from legislative appropriations of the State’s 
General Fund. 
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SECTION I - SUMMARY OF AUDITORS’ RESULTS 
 
FINANCIAL STATEMENTS: 
 
Type of auditors’ report issued:  Unmodified 
Internal control over financial reporting: 
 Material weaknesses identified? No 

Significant deficiencies identified?  None reported 
 

Noncompliance material to financial statements noted? No 
 

 
SECTION II - FINANCIAL STATEMENT FINDINGS 

 
Status of Prior Year’s Comments 

 
No matters were reported. 
 
Current Year’s Comments 
 
No matters were reported. 
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A corrective action plan is not required since there were no audit findings and questioned costs 
reported for the year ended June 30, 2016. 

 


