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Ms. Marion Higa
Office of the Auditor
State of Hawaii

Dear Ms. Higa:

We have completed our financial audit of the Department of Land and Natural Resources,
State of Hawaii as of and for the fiscal year ended June 30, 2009. Our audit was performed
in accordance with the terms of our contract with the State of Hawaii and with the
requirements of the U.S. Office of Management and Budget (OMB) Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations.

OBJECTIVES OF THE AUDIT
The objectives of our audit were:

1. To provide a basis for an opinion on the fairness of the financial statements of the
Department of Land and Natural Resources (Department).

2. To determine whether expenditures and other disbursements have been made and all
revenues and other receipts to which the Department is entitled have been collected
and accounted for in accordance with the laws, rules and regulations, and policies and
procedures of the State of Hawaii and the federal government.

3. To determine whether the Department's internal control is adequate in assuring that
there is effective control over the proper accounting of revenues, expenditures, assets,
and liabilities.

4. To determine whether the Department has established sufficient internal controls to
properly manage federal financial assistance programs and to comply with the
applicable laws and regulations.

5. To determine whether the Department has complied with the laws and regulations
that may have a material effect on the financial statements and on each major federal
financial assistance program of the Department.



SCOPE OF THE AUDIT

Our audit was performed in accordance with auditing standards generally accepted in the
United States of America, as prescribed by the American Institute of Certified Public
Accountants; Government Auditing Standards, issued by the Comptroller General of the
United States; and the provisions of OMB Circular A-133. The scope of our audit included
an examination of the transactions and accounting records of the Department for the fiscal

year ended June 30, 2009.
ORGANIZATION OF THE REPORT
This report is organized into five parts:

PART I- presents the introduction.

PART II- presents the financial statements and the auditors' report on
such statements.

PART I - presents other supplementary financial data.

PART IV - contains the report on compliance and on internal control over
financial reporting and the report on compliance with
requirements applicable to each major program and internal

control over compliance.

PART V- contains the schedule of findings and questioned costs a_nd
provides the status of prior audit findings.

At this time, we wish to express our sincere appreciation for the excellent cooperation and
assistance extended to us by the personnel of the Department. We shall be pleased to
respond to any questions that you may have on this report.

Very truly yours,

(hutt d@juw
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INDEPENDENT AUDITORS' REPORT

Office of the Auditor
State of Hawaii

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of the Department of Land and
Natural Resources, State of Hawaii (Department), as of and for the year ended June 30, 2009,
which collectively comprise the Department's basic financial statements as listed in the table
of contents. These financial statements are the responsibility of the Department's
management. Our responsibility is to express an opinion on these financial statements based
on our audit.

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 of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and the
significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, each major fund,
and the aggregate remaining fund information of the Department, as of June 30, 2009, the
respective changes in financial position thereof, and the respective budgetary comparison for
the general fund and other major special revenue funds for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
February 1, 2010, on our consideration of the Department's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grant agreements and other matters. The purpose of that report is to describe the
scope of our testing of internal control over financial reporting and compliance and the
results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the
results of our audit.



The management's discussion and analysis on pages 7 through 17 are not a required part of
the basic financial statements but are supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an opinion on the financial statements
that collectively comprise the Department's basic financial statements. The introductory
section and the combining and individual nonmajor fund financial statements are presented
for purposes of additional analysis and are not a required part of the basic financial
statements. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is
also not a required part of the basic financial statements of the Department. The combining
and individual nonmajor fund financial statements and the schedule of expenditures of
federal awards have been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, are fairly stated in all material respects in
relation to the basic financial statements taken as a whole. The introductory section has not
been subjected to the auditing procedures applied in the audit of the basic financial
statements and, accordingly, we express no opinion on them.

(it d%uw

Honolulu, Hawaii
February 1, 2010
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As management of the Department of Land and Natural Resources (the DLNR), we offer readers of
these financial statements this narrative overview and analysis of the financial activities of DLNR
for the fiscal year ended June 30, 2009. We encourage readers to consider the information
presented here in conjunction with the financial statements, which follows this section.

FINANCIAL HIGHLIGHTS FOR THE FISCAL YEAR 2009

o The assets of the DLNR exceeded its liabilities at June 30, 2009, by $474.9 million. Of this
amount, $147.4 million is unrestricted and may be used to meet the DLNR’s ongoing
obligations.

e As of the close of the current fiscal year, the DLNR’s governmental funds reported a
combined ending balance of $155.6 million.

e During the year, the DLNR’s total revenue was $111.7 million and expenses totaled $130.9
million.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the DLNR basic financial
statements. The basic financial statements are comprised of three (3) components: 1) government-
wide financial statements, 2) fund financial statements, and 3) notes to the financial statements. This
report also contains additional supplementary information. These components are described below:

Government-Wide Financial Statements

The government-wide financial statements are designed to provide readers with a broad overview of
the DLNR’s finances, in a manner similar to a private-sector business. All of the current year’s
revenues and expenses are accounted for in the statement of activities regardless of when cash is
received or paid. The government-wide financial statements include two statements:

o The Statement of Net Assets presents information on all of the DLNR’s assets and liabilities,
with the difference between the two reported as “net assets.” Increases and decreases in the
net assets serve as a useful indicator of whether the financial position of the DLNR is
improving or deteriorating.

o The Statement of Activities presents information showing how the DLNR’s net assets
changed during the most recent fiscal year.



MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2009

Fund Financial Statements

The fund financial statements provide more detailed information about the DLNR’s most significant
funds and not the DLNR as a whole. The financial activities of the DLNR are recorded in
individual funds, each of which is deemed to be a separate accounting entity. Funds are either
reported as a major fund or a non-major fund. The Governmental Accounting Standards Board
(GASB) issued Statement 34, Basic Financial Statements — Management’s Discussion and
Analysis - for State and Local Governments, which sets forth the minimum criteria for the
determination of major funds. The non-major funds are combined in a column in the fund financial
statements and are detailed in the combining section of the financial statements.

The DLNR has two types of funds: governmental funds and fiduciary funds.

e Governmental Funds: These funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However,
governmental fund financial statements focus on near-term inflows and outflows of
speniiable resources, as well on balances of spendable resources available at the end of the
fiscal year.

The financial activities of the DLNR reported in the governmental fund financial statements are
classified into the following major governmental funds:

e General Fund - The general fund is the operating fund of the DLNR. It is used to
account for all financial activities except those required to be accounted for in another
fund. The annual operating budget as authorized by the State Legislature provides the
basic framework within which the resources and obligations of the general fund are
accounted.

e Special Revenue Funds - Special revenue funds are used to account for the proceeds of
specific revenue sources that are legally restricted to expenditures for specific purposes.

e Capital Project Fund - The capital project fund is used to account for financial resources
used for the acquisition, construction, or improvement of major capital facilities.

¢ Expendable Trust Funds: - Expendable trust funds account for cash collected and
expended by the DLNR for designated purposes.

e Fiduciary Funds: These funds account for assets held by the DLNR in a trustee or agent
capacity for other State departments, individuals and organizations.

Notes to 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. The notes to the financial
statements follow the basic financial statements.

QOther information

In addition to the basic financial statements and accompanying notes, this report presents certain
required supplementary information including combining financial statements referred to earlier in
connection with non-major Governmental Funds.

-8-



MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2009

DEPARTMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, changes in net assets may serve over time as a useful indicator of the DLNR’s
financial position. As of June 30, 2009, the DLNR’s total net assets were approximately $474.9
million.

The largest part of the DLNR’s net assets reflects its investment in capital assets (land, buildings,
improvements, and equipment), less any related debt used to acquire those assets that are still
outstanding. The DLNR uses these capital assets to provide services to citizens; consequently, these
assets are not available for future spending. Although the DLNR’s investment in capital assets is
reported net of related debt, it should be noted that the resources needed to repay this debt must be
provided from other sources, since the capital assets themselves cannot be used to liquidate these
liabilities.

The following is a comparative statement of net assets:

Summary of Statement of Net Assets
(in millions)

Increase

2009 2008 (Decrease)

Cash and short term investments $191.0 $ 2135 $ (22.5)
Receivables 35 5.7 2.2)
Capital assets _331.0 313.2 17.8
Total assets $ 5255 $ 5324 $ (6.9)
Current liabilities 42.8 44.1 (1.3)
Long-term liabilities 7.8 8.7 (0.9)
Total liabilities 50.6 52.8 2.2)
Invested in capital assets, net of related debt 327.5 308.8 18.7
Unrestricted 147.4 170.8 (23.4)
Total net assets 474.9 479.6 4.7
Total liabilities and net assets $ 5255 $ 5324 $ (6.9)

DLNR’s net assets decreased by $6.9 million during the fiscal year ended June 30, 2009. This was
mainly due to a $22.2 million decrease in cash and short-term cash investments held in State
Treasury and a $17.8 million increase of Capital assets.



MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2009

The majority of the decrease in cash and short-term cash investments held in State Treasury
occurred in the General Fund. Outstanding encumbrances under the General Fund are considered
cash held in State Treasury since cash is required to liquidate these obligations in the following
fiscal year. Due to economic downturn, General Fund spending was reduced by about $10 million
and outstanding encumbrances at year end reflected a similar decrease. Outstanding encumbrances
of the March 2006 Flood and the October 2006 Earthquake emergency repair projects decreased by
over $3 million dollars as repair work are completed and vendors paid. Special and Trust Funds
sustained a $6.1 million loss in cash and short-term cash investments due to valuation adjustment
for auction rate securities included in the State’s investment pool.

The increase in capital assets included $10.5 million of construction and improvements of various
DLNR facilities, $3.1 million of land improvements at Kikala-Keokea Subdivision on the Island of
Hawaii, and $5.4 million in construction work in progress.

Analysis of the DLNR’s Operations: The following table provides a summary of the DLNR’s
operations for the year ended June 30, 2009:

Changes in Net Assets
(in millions)
, Increase
2009 2008 (Decrease)
Program revenue
Interest, rents, taxes and fees $ 308 $ 459 $ (15.1)
Operating grants and contributions 23.1 34.5 (11.4)
State allotted appropriations, net of lapses 47.5 108.2 (60.7)
Total revenue 101.4 188.6 (87.2)
Total expenses 112.2 107.9 4.3
Excess before transfers (10.8) 80.7 (91.5)
Transfers 6.1 0.4 6.5
Change in net assets @.n 80.3 (85.0)
Net assets — beginning 479.6 399.3 80.3
Net assets - end of year $ 4749 $§ 479.6 $ @7

Revenues of the DLNR consist of state appropriations, charges for services, program investment
income and federal grants. Charges for services consist primarily of rent from leases, licenses and
permits from public lands. Allocations of conveyance and liquid fuel taxes are also included in
program revenue as is interest earned on funds invested by the State Director of Finance. As a
result of restrictions in spending, general fund appropriations decreased by $12.3 million and capital
improvement project appropriations decreased by $48.4 million.

-10 -



MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2009

The ferry system improvement projects funded by the federal Department of Transportation
decreased by over $6 million due to the completion of the Manele project in July 2008. Another $4
million decrease in grant funding was due to the completion of federally funded projects such as the
Pupukea-Paumalu land purchase, Isaac Hale Beach Park and various boat ramp improvement
projects in FYO0S.

Both the Land Conservation Fund and the Natural Area Reserves Fund receive a percentage of
conveyance tax revenues. As housing sales continue to slow down, these two funds received $5.1
million less of conveyance tax revenues in FY09. The decrease of over $2 million in interest
earnings is a result of declining interest rate, shrinking cash balances due to loss of revenue, and
non-receipt of interest earned from Department of Budget and Finance for the last five months of
the fiscal year. Special and Trust funds also recorded a loss of $6.1 million to account for the value
adjustment for auction rate securities.

FINANCIAL ANALYSIS OF THE DEPARTMENT’S GOVERNMENTAL FUNDS

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. As noted earlier, the DLNR uses fund
accounting to ensure and demonstrate compliance with finance and related legal requirements.

Comparison of Balance Sheets
(in millions)

Assets Liabilities Fund Balances
2009 2008  Change 2009 2008  Change 2009 2008  Change

General Fund $ 91 $ 194 % (103) §$ 27 $§ 60 $ (33) $§ 64 % 134 § (7.0

Federal Grant Fund 9.8 8.8 1.0 14.7 14.0 0.7 4.9) (5.2) 03

Water and Land

Development Fund 1.3 0.9 04 62 6.2 0.0 4.9) $.2) 0.3

Ocean Based

Recreation Fund 2.4 2.5 0.1 4.9 4.6 0.3 2.5) 2.2) 0.3)

Capital Projects Fund 107.5 112.8 (5.3) 3.1 3.7 0.6) 104.4 109.1 4.7

Other Funds 65.3 75.2 9.9) 8.3 6.1 2.2 57.0 69.1 (12.1)
Total $1954 $2196 $@242) $ 399 § 406 $ (0.7) $1555 $179.0 $ (23.5)

-11 -
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MANAGEMENT'S DISCUSSION AND ANALYSIS

June 30, 2009

Comparison of Statement of Revenues, Expenditures and Changes in Fund Balances

(in millions)
Revenues Expenditures Transfers Lapsed Appropriations Net Changes in Fund Balances

2008 2008 Change 2009 2008 Change 2009 2008 Change 2009 2008 Change 2009 2008 Change
General Fund $37.3 $45.2 -$7.9 $376 $41.5 -$38 -$0.5 -$1.8 $1.3 -$6.2 $1.8 -$4.4 -$7.0 $0.1 -$7.1
Federal Grant
Fund 175 17.5 0.0 17.0 17.3 0.3 -0.2 -0.9 0.7 0.0 $0.3 0.7 1.0
Water and Land
Development -0.1 0.0 0.1 0.0 0.0 0.0 0.4 0.4 0.0 0.0 $0.3 0.4 -0.1
Ocean-Based .
Recreation Fund 11.7 123 -0.6 106 114 08 -15 -1.2 -03 0.0 -$04 -0.3 -0.1
Capital Projects .
Fund 21.0 78.0 -57.0 226 43.0 -20.4 11 13 0.2 -4.1 -3.9 0.2 -$4.6 324 -37.0
Other Funds 24.1 35.4 -11.3 43.0 35.8 7.2 6.8 1.8 5.0 0.0 -$12.1 14 -13.5
Total $111.5 $188.4 -$76.9 $130.8 $149.0 -$18.2 $6.1 $0.4 $6.5 -$10.3 -$6.7 -$4.6 -$23.5 $33.3 -$56.8




MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2009

The General Fund is the primary operating fund of the DLNR. At the end of the current fiscal year,
there was a $1.2 million deficit in the unreserved fund balance of the General Fund. The deficit
resulted from recognition of expenditures under GAAP in 2009 and will be funded with fiscal year
2010 state allotted appropriations.

The DLNR has three major and several non-major special funds. A fund is categorized as major if
the percentages of its assets, liabilities, revenues, or expenditures exceed pre-defined percentages
when compared to the corresponding total of all funds in that category. The DLNR’s three major
special revenue funds are: 1) Federal Grant Fund; 2) Water and Land Development Fund; and
3) Ocean-Based Recreation Fund.

The Federal Grant Fund accounts for funds received from a variety of federal grantor agencies for
specific purposes ranging from restoration, protection and acquisition of natural resources to
assistance following a natural disaster. Total federal grant expenditures for the year approximated
$22.6 million from more than 200 hundred individual grants. A Schedule of Expenditures of
Federal Awards, which lists the various grants, can be found in the Supplemental Information
section.

The Water and Land Development Fund is a major special fund due to a $6.2 million recorded
liability to another state agency. Additional information on this liability is available in Note 11 of
the Notes to the Financial Statements. This fund also contains a revolving fund used to receive and
pay for accrued leave for project funded employees who enter and leave the capital improvement
projects staff.

The Ocean-Based Recreation Fund accounts for revenues collected to implement the boating and
ocean recreation program. Deposits into this fund include a portion of the liquid fuel tax used by
recreational boaters. Revenue was approximately $11.7 million and expenditures approximately
$10.6 million.

The Capital Projects Fund received approximately $21.0 million of State allotted appropriations for
capital projects. Capital projects funds are used to account for financial resources to acquire or
construct major capital facilities.

FINANCIAL ANALYSIS OF THE DEPARTMENT’S FIDUCIARY NET ASSETS

These funds account for assets held by the DLNR in a trustee or agent capacity for other State
departments, individuals and organizations. Although cash and short term investments of the
fiduciary accounts increased $8.0 million, $7.3 million was reclassified as an expendable trust fund
in fiscal year 2009 because the Water Development Temporary Deposits Fund no longer serves the
original purpose of being a temporary holding account for security deposits. The Water
Development Temporary Deposits Fund was renamed Donations, Gifts, and Grants Fund to reflect
its new function of accepting deposits from private and governmental sources to be used on specific
projects.

-13 -



MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2009

Summary of Statement of Fiduciary Assets
(In millions)

Increase
2009 2008 (Decrease)
Cash and short term investments $ 12.9 $ 12.2 $ 0.7
Receivables - General leases and licenses 0.6 0.8 0.2)
Total assets 13.5 13.0 0.5
Due to State Treasury 0.4 0.5 0.1
Due to other State agencies 0.7 0.9 0.2)
Total liabilities 1.1 1.4 (0.3)
Held in trust for Individuals and organizations 12.4 11.6 0.8
Total net assets $ 12.4 $ 11.6 $ 0.8

BUDGETARY HIGHLIGHTS

General Fund - Actual expenditures for general funded programs were $6.3 million less than the
budgeted expenditures. The $1.1 million General Fund appropriated for the Dam and Reservoir
Safety Special Fund and Aha Kiole Advisory Committee was lapsed due to the funds not being
released as budgeted. About $2.7 million in General Funds were restricted due to budget reduction
and lapsed at year end. Prudent spending saved another $1.3 million that was lapsed at year end.
Of the $1.9 million budgeted for the March 2006 Flood and October 2006 Earthquake repair
projects, only about $0.9 million was expended because most of the March 2006 Flood repair
projects were completed by FY08.

Federal Funds - In anticipation of new and additional federal grant funds in fiscal year 2009, the
DLNR requested and received approval from the Governor to increase the ceilings on its federal
grant operating appropriations by approximately $6 million. A new $5 million grant was approved
by the Natural Resources Conservation Service for the Emergency Watershed Protection Program.
Another $1 million increase was approved for wildlife management, Chronic Wasting Disease
surveillance, and recreational trail programs. $14.4 million of federal funds were carried over from
FYO08 to FY09 for our forestry and wildlife programs. These included funds for endangered species
recovery and restoration, landowner incentives to manage and conserve wildlife and habitat, land
acquisitions for wetlands and endangered species, promotion of the forestry industry in Hawaii and
a variety of private landowner assistance programs.

Federal grants usually require that the DLNR expend funds first, then submit a claim. Therefore if
expenditures are lower than expected, then actual revenue will similarly be lower than budgeted.
Lower than budgeted expenditures may be the result of project reprioritizations and/or staff
shortages.

-14 -



MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2009

Water and Land Development Fund —This fund contains a revolving fund used to receive and pay
for accumulated leave of capital projects funded staff. Revenue is recognized from 1) accumulated
vacation transfers for new staff, and 2) interest income earned on the accumulated fund balance.
Interest income for the year amounted to $10,066 and loss from auction rate securities valuation
adjustment amounted to $112,602. Revenue of $30,217 was received for accumulated leave for
new staff members. This fund’s revenues and expenditures are directly related to investment and
personnel decisions and therefore cannot be accurately predicted.

Ocean Based Recreation Fund - This special fund is the primary operating fund for the Division of
Boating and Ocean Recreation. Actual revenue collected was $4.9 million less than budgeted
because the division’s operating budget had been approved by the Legislature based on an
anticipated fee increase which was not implemented until March 2010. Furthermore, economic
downturn had an adverse effect on the division’s ability to generate revenue. There was a sharp
decline in revenues generated from both domestic and international cruise ship activities. Rents
from commercial operators are based on a percentage of their gross receipts and there was
significant drop in this area also. Additionally, three docks were out of service for a major part of
FY09, further contributing to the decrease in revenue. Expenditures of this special fund are
supported by the revenue it generates. A decrease in revenue means curtailment of its expenditures,
resulting in expenditure levels being less than budgeted.

CAPITAL ASSETS AND DEBT ADMINISTRATION

At the end of fiscal year 2009, the DLNR had invested approximately $331.0 million (net of
accumulated depreciation) in a broad range of capital assets. The inventory of construction-in-
progress increased by $5.4 million. The $17.8 million increase in building assets include
construction of the Conservation Education Facility in Waimea, the Kam Mon Store and comfort
stations at various state park locations, improvements to the Kalanimoku Building and wastewater
systems in state parks, as well as a $4.7 million reclassification of land improvements to buildings.

See Note 5 to the financial statements for a description of capital assets activities for the Fiscal Year
Ended June 30, 2009.

-15 -



MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2009
Capital Assets
(In millions)
Increase
2009 2008 {Decrease)
Capital assets not being depreciated
Land $ 1572 § 1572 § 0.0
Land improvements 3.8 0.7 3.1
Construction in progress 116.4 111.0 5.4
Total capital assets not being depreciated 2774 268.9 8.5
Capital assets being depreciated
Buildings 49.8 32.0 17.8
Land and improvements 78.9 83.6 “.7n
Furniture and equipment 12.2 10.8 14
Vehicles 15.9 15.1 0.8
Total capital assets being depreciated 156.8 141.5 15.3
Less total accumulated depreciation (103.2) (97.2) (6.0)
Total capital assets being depreciated, net 53.6 44.3 9.3
Total capital assets, net $ 3310 § 3132 § 17.8

Long-term obligations consist of accrued vacation and State of Hawaii reimbursable general
obligation bonds.

The accrued vacation balance as of June 30, 2009 was $8,193,747, an increase of $68,362 from
fiscal year 2008. Beginning with FY06, leave amounts were increased to include certain fringe
benefits. For FY09, the value attributed to fringe benefits was $582,277.

The outstanding balance of the State of Hawaii general obligation bonds allocated to the DLNR is
approximately $3.4 million as of June 30, 2009, a decrease of $1,063,777 from the amount
outstanding as of June 30, 2008. In addition to the payments for bond principal, interest of
$179,643 was paid by during the fiscal year ended June 30, 2009. These bonds are backed by the
full faith, credit and taxing power of the State. Repayment of allocated bond debts is made to the
state general fund.

See Note 6 to the financial statements for details of the general obligations bonds outstanding as of
June 30, 2009.

-16 -



MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2009
Long Term Obligations
(In millions)
Increase
2009 2008 (Decrease)

Accrued vacation $ 8.2 $ 8.1 $ 0.1
General obligation bonds 34 4.5 (L.1)
Total long term debt $ 11.6 $ 12.6 $ (1.0)

CURRENTLY KNOWN FACTS, DECISIONS, OR CONDITIONS

The Department has entered into two agreements with the Department of Budget and Finance for
loans up to $3 million to temporarily fund grant reimbursable costs on Federal Aid projects for ferry
system improvements in Maui County. The DLNR serves as a sub-recipient to the State
Department of Transportation for these projects and is required to pay its vendors’ invoices prior to
submitting claims for reimbursement.

FINANCIAL CONTACT

This financial report is designed to provide a general overview of the DLNR’s finances for all
interested parties. Questions concerning any of the information provided in this report or requests
for additional information should be addressed to the Department of Land and Natural Resources,
Administrative Services Office, P.O. Box 621, Honolulu, Hawaii 96809.
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DEPARTMENT OF LAND AND NATURAL RESOURCES

STATE OF HAWAII
Statement Of Net Assets
June 30, 2009

ASSETS

Cash and short-term cash investments held in State Treasury
Receivables:
Federal grants
General leases and licenses, net of allowance for losses of
$1,083,426
Capital assets:
Land, improvements, construction-in-progress and other
capital assets, net of depreciation

Total assets

LIABILITIES

Vouchers and contracts payable
Accrued wages and employee benefits payable
Due to State Treasury
Due to other State Agencies
Deferred revenue
General obligation bonds:

Due within one year

Due in more than one year
Note payable to State Treasury
Accrued vacation:

Due within one year

Due in more than one year
Security deposits

Total liabilities
Commitments and contingencies
NET ASSETS

Invested in capital assets, net of related debt
Unrestricted

Total net assets

Total liabilities and net assets

$191,043,348
3,532,050

8,141

330,956,532

$525,540,071

$ 8,240,648
3,049,710
12,776,160
8,964,318
5,033,155

730,000
2,690,593
895,495
3,042,361
5,151,386
39.600

50.613.426

327,535,939
147,390,706

_474.926,645

$525,540,071

The accompanying notes are an integral part of the financial statements.
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Functions/Programs

Departmental activities:
Economic development
Environmental protection
Culture and recreation
Public safety
Individual rights
Government-wide support
Capital outlays

Total departmental activities

DEPARTMENT OF LAND AND NATURAL RESOURCES
STATE OF HAWAII
Statement Of Activities
For The Year Ended June 30, 2009

Program Revenue

Interest,
Expenses Rents and Fees

$ 8,574,855 $ 14,416

48,827,486 3,573,796
31,417,515 14,723,433
3,174,792 (70,317)
3,404,337 3,313,465
12,974,866 9,247,395
3,844,801 -
$112,218,652 $30,802,188

General revenues:

Appropriations, net of lapsed appropriations
Total general revenues before transfers
Transfers, net

Total general revenues and transfers
Change in net assets

Net assets at July 1, 2008

Net assets at June 30, 2009

Net (Expense)
Operating Revenue and
Grants and Changes in
Contributions Net Assets
$ 2,451,640 $ (6,108,799)
11,557,128 (33,696,562)
5,822,903 (10,871,179)
2,516,935 (728,174)
4,198 (86,674)
754,062 (2,973,409)
- (3.844.801)
$23,106,866 (58,309,598)
47,502,007
47,502,007

The accompanying notes are an integral part of the financial statements.

6,121,056

53,623,063

(4,686.535)

479,613,180

$474,926,645



DEPARTMENT OF LAND AND NATURAL RESOURCES
STATE OF HAWAII
Balance Sheet
Governmental Funds

June 30, 2009
Federal Water and Ocean-Based Capital
General Grant Land Recreation Projects Other
Fund Fund Development Fund Fund Funds Total
ASSETS
Cash and short-term cash investments held in State Treasury $ 9,080,619 $ 6,306,838 $ 1,273,451 $ 1,873,652 $107,534,087 $64,974,701 $191,043,348
Receivables:
Federal grants - 3,511,710 - - 20,340 - 3,532,050
General leases and licenses, net of allowance of $1,083,426 - - - - - 8,141 8,141
Due from Federal Grant Fund - - - 561,394 - 292,416 853.810
Total assets $9.080.619  §9.818,548 $.1,273.451 $.2,435,046 1 4.4 865275258  $195,437,349
LIABILITIES
Vouchers and contracts payable $ 1,286,285 $ 1,369,609 $ 8,665 $ 421,837 $ 1,998,481 $ 3,155,771  § 8,240,648
Accrued wages and employee benefits payable 1,373,699 179,482 - 336,154 145,794 1,014,581 3,049,710
Due to State Treasury - 11,589,022 - 1,187,138 - - 12,776,160
Due to other State agencies - - 6,180,795 2,684,317 - 99,206 8,964,318
Due to Special Revenue Funds - 853,810 - - - - 853,810
Deferred revenue - 743,264 - 307,197 - 3,982,694 5,033,155
Note payable to State Treasury - - - - 895,495 - 895,495
Security deposits - - - - - 39.600 39,600
Total liabilities 2,659,984 14,735,187 6.189.460 4,936,643 3.039.770 8.291.852 39.852.896
Commitments and contingencies
FUND BALANCES
Reserved tor:
Encumbrances 7,602,848 11,131,284 20 1,152,850 48,365,881 17,506,377 85,759,260
Receivables - 3,511,710 - 561,394 20,340 300,557 4,394,001
Continuing appropriations - - - - 56,128,436 - 56,128,436
Unexpended Federal awards - - - - - 13,199.468  _13.199.468
Total reserved fund balances 7,602,848 14,642,994 20 1,714.244 104,514,657 _31.006.402  _159.481.165
Unreserved: .
Unreserved reported in major funds (1,182,213) (19,559,633) (4,916,029) (4,215,841) - - (29,873,716)
Unreserved reported in nonmajor - Special Revenue Funds - - - - - _25977.004 __25977.004
Total unreserved fund balances (1,182213) (19,559.633) (4.916,029) (4.215.841) - 25.977.004 3.896.712)
Total fund balances 6.420.635 (4,916.639) (4.916.009) 2.501.597) 104,514,657 56,983,406  _155.584.453
Total liabilities and fund balances $ 9,080,619 $ 9.818,548 $1.273.451 $ 2435046 $107,554.427 $65,275,.258 195.437.34

The accompanying notes are an integral part of the financial statements.
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DEPARTMENT OF LAND AND NATURAL RESOURCES
STATE OF HAWAII

Statement Of Revenues, Expenditures And Changes In Fund Balances
Governmental Funds

For The Year Ended June 30, 2009

Federal Water and Ocean-Based Capital
General Grant Land Recreation Projects Other
Fund Fund Development Fund Fund Funds Total
Revenues
Appropriations $37,335,205 $ - $ - $5 - $ 20,413,000 $ - $ 57,748,205
Intergovernmental revenues - 18,014,224 - - 619,362 326,935 18,960,521
General leases, licenses and permits - - - 10,134,335 - 14,119,797 24,254,132
Taxes, fuel and others - - - 1,604,217 - 9,577,303 11,181,520
Net investment (loss) gain - (546,498) (102,536) (128,281) 17,258 (3,873,407) (4,633,464)
Other - 32.548 30217 124,023 - 3.959.557 4,146,345
Total revenues 37.335.205 17.500.274 (72.319) 11,734,294 21,049.620 24,110,185 111,657.259
Expenditures
Current: :
Economic development 3,731,892 992,941 30,408 - - 3,826,920 8,582,161
Environmental protection 20,903,328 10,570,090 - - - 17,595,372 49,068,790
Culture and recreation 10,453,308 4,840,985 - 9,330,871 - 4,439,750 29,064,914
Public safety 2,298,577 621,883 - - - 136,951 3,057,411
Individual rights 110,464 752 - - - 3,917,521 4,028,737
Government-wide support 137,805 2,206 - - - 13,121,186 13,261,197
Capital improvement projects - - - - 22,622,029 - 22,622,029
Debt service:
Principal on long-term debt - - - 1,063,777 - - 1,063,777
Interest on long-term debt - - - 179,643 - - 179.643
Total expenditures 37.635.374 17,028.857 30,408 10,574.291 22.622.029 43.037.700 130