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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Hawaii Green Infrastructure Authority

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities
and the special revenue fund of the Hawaii Green Infrastructure Authority (HGIA), as of
and for the fiscal year ended June 30, 2019, and the related notes to the financial
statements, which collectively comprise HGIA's basic financial statements as listed in
the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our
audit. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material
misstatement.

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

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

Opinions

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and the special
revenue fund of HGIA, as of June 30, 2019, and the respective changes in financial
position and the respective budgetary comparison for the special revenue fund for the
fiscal year then ended in accordance with accounting principles generally accepted in
the United States of America.

Emphasis of Matter

As discussed in Note A, the financial statements of HGIA are intended to present the
financial position and the changes in financial position of only that portion of the
governmental activities and the special revenue fund of the State of Hawaii and the
State of Hawaii, Department of Business and Economic Development and Tourism that
is attributable to the transactions of HGIA. They do not purport to, and do not, present
fairly the financial position of the State of Hawaii or the State of Hawaii, Department of
Economic Development and Tourism as of June 30, 2019, or the changes in its financial
position for the fiscal year then ended in accordance with accounting principles
generally accepted in the United States of America. Our opinion is not modified with
respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that
the management’s discussion and analysis on pages 8 through 11 be presented to
supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards
Board who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We
have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America,
which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s
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responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report
dated November 26, 2019 on our consideration of HGIA's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is solely
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
effectiveness of HGIA'’s internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering HGIA’s internal control over financial reporting and
compliance.

NLK (e, \Nc.

Honolulu, Hawaii
November 26, 2019



Hawaii Green Infrastructure Authority
MANAGEMENT’S DISCUSSION AND ANALYSIS
June 30, 2019

The following management’s discussion and analysis provides an overview of the Hawaii Green
Infrastructure Authority (HGIA) financial activities for the fiscal year ended June 30, 2019.
Readers should also review the basic financial statements and the related notes to the financial
statements to enhance their understanding of HGIA'’s financial performance.

Financial Highlights

The key government-wide financial highlights for the fiscal year ended June 30, 2019 are as
follows:

Exclusive of Hawaii Public Utilities Commission (PUC) Order No. 34930, revenues
exceeded expenses by over $3.5 million, an increase of $2.2 million or almost 170%
from the previous year’s excess of $1.3 million for the fiscal year ended June 30, 2018.

PUC Order No. 34930 dated October 26, 2017, Amending Decision and Order No.
32318 By Changing the Priority of Uses of GEMS Program Loan Repayments, requires
HGIA, on an annual basis, to transfer all GEMS program loan repayments collected to
the PUC. Loan repayments collected during the 2019 fiscal year, which aggregated
approximately $1.7 million, is reflected as a Current Liability on the Balance Sheet, and
decreases HGIA’s Change in Net Position from $3.5 million to $1.8 million for the fiscal
year end. As a comparison, the aggregate loan repayments due to the PUC as of
June 30, 2018 was approximately $647,000.

As a result of the excess revenues over expenses earned during the year, total net
position at June 30, 2019 grew to almost $147.2 million from $145.3 for the same period
the previous fiscal year.

It is important to note that due to the program’s revenues exceeding expenses over the
past two years, HGIA’s net position as of June 30, 2019, exceeds its initial capitalization
amount from net bond proceeds of $146,323,000 by over $840,000.

Overview of the Basic Financial Statements

The basic financial statements are comprised of (1) government-wide; (2) fund financial
statements; and (3) notes to the basic financial statements.

Government-wide financial statements provide both long-term and short-term
information about HGIA's overall financial position and changes in financial position. The
statements are presented on an accrual basis of accounting and consist of the statement
of net position and statement of activities.

Fund financial statements focus on individual parts of HGIA and report operations in
more detail than the government-wide statements. These statements are presented on a
modified accrual basis of accounting and tell how activities were financed in the short-
term as well as what remains for future spending.

The notes to the financial statements provide additional information that is essential to a
full understanding of the data provided in the basic financial statements.



Hawaii Green Infrastructure Authority
MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
June 30, 2019

Government-wide Financial Analysis

The following discussion highlights management’s understanding of the key aspects of HGIA’s
financial activities.

In November 2014, HGIA received net bond proceeds of $146,323,248 from the $150.0 million
Green Energy Market Securitization (GEMS) Bonds, 2014 Series A bonds issued by the
Department of Business, Economic Development and Tourism (DBEDT), to provide funding for
HGIA’s GEMS loan program.

The following table was derived from the government-wide statement of net position:

Exhibit A-1
Condensed Statements of Net Position
June 30,
2019 - 2018
Governmental Activities Percentage
2019 2018 Increase change
Assets:
Noncapital assets $ 149,092,335 $ 146,087,858 $ 3,004,477 2.06 %
Total assets $ 149,092,335 $ 146,087,858 $ 3,004,477 2.06 %
Liabilities:
Current $ 1,882,682 $ 713,628 $ 1,169,054 163.82 %
Noncurrent 45,674 13,317 32,357 242.98 %
Total liabilities 1,928,356 726,945 1,201,411 165.27 %
Net position:
Restricted for Hawaii green infrastructure 147,163,979 145,360,913 1,803,066 1.24 %
Total net position 147,163,979 145,360,913 1,803,066 1.24 %
Total liabilities and net position $ 149,092,335 $ 146,087,858 $ 3,004,477 2.06 %

Analysis of Net Position

Total Assets of $149,092,000 increased by approximately $3.0 million during the fiscal year
ended June 30, 2019 and consisted primarily of cash and cash equivalents of $9.8 million, up
$7.1 million from the previous year; Investments of $100,706,000, down $19.5 million from the
previous year; and loan receivables of $38,287,000, up $15,158,000 from the previous year.

Total Liabilities of $1.9 million increased by approximately $1.2 million during the fiscal year
ended June 30, 2019 and consisted primarily of principal and interest loan repayments due to
the PUC of $1.7 million per Order No. 34930, as described in the Financial Highlights section on
page 8.

Additionally, as also described in the Financial Highlights section, Total Net Position of $147.2
million increased by approximately $1.8 million due to HGIA’s continued profitability.



Hawaii Green Infrastructure Authority
MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
June 30, 2019

Change in Net Position

The following financial information was derived from the government-wide statement of activities
and reflects how HGIA’s net position changed during the year ended:

Exhibit A-2
Condensed Statement of Activities
Fiscal Years Ended June 30,

2019-2018
Governmental Activities Percentage
2019 2018 Increase change
Revenues
Program revenues
Charges for services $ 1,055,922 % 814972  $ 240,950 29.57 %
Operating grants and contributions
Investment income 3,519,094 1,412,317 2,106,777 14917 %
Total 4,575,016 2,227,289 2,347,727 105.41 %
Expenses
Hawaii green infrastructure 2,771,950 1,569,878 1,202,072 76.57 %
Change in net position $ 1,803,066 $ 657,411 $ 1,145,655 174.27 %

Analysis of Change in Net Position

Program revenues of $1,056,000, which increased by approximately $241,000 during the fiscal
year consisted primarily of loan interest earned of $944,000 and other program revenue of
$112,000.

Investment Income of $3,519,000, which increased by $2.1 million during the fiscal year,
consisted of earnings on deposits and investments. During the fiscal year, HGIA moved its
depository relationship from the Bank of New York Mellon (“BNYM”), a wealth management
financial institution, where bond proceeds were initially deposited in November 2014, to First
Hawaiian Bank (“FHB”), a commercial bank with competitive yields and convenient banking
tools (i.e. ACH versus wire transfers).

The request for proposal (“RFP”) issued by HGIA in 2014 for a depository relationship focused
on minimizing fees without regard to banking convenience or yields. While the fees charged by
BNYM was a nominal $1,900, the interest and dividends earned on deposits were also very low.
As such, in 2018 HGIA issued a new RFP to re-evaluate its banking relationship, which also
included a focus on net yields and banking convenience. The 150% increase in investment
income is due to the higher yields being earned on deposits from FHB. Even with higher fees at
FHB of $55,000, the net yield is still beneficial to HGIA.
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Hawaii Green Infrastructure Authority
MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued)
June 30, 2019

Total expenses of $2,772,000 consisted primarily of loan repayments payable to the PUC of
$1,753,000, personnel related expenses of $689,000 and program expenses of $315,000.
Additionally, due to the one-month lag in the State payroll system, total expenses also included
some $61,000 in accrued wages.

Fund Financial Analysis
HGIA has only one fund, the special revenue fund.

Expenditures totaled approximately $2,736,000 and $1,562,000, for the fiscal years ended
June 30, 2019 and 2018, respectively. The $1.2 million increase in expenditures is primarily due
to the increase in the principal and interest loan repayments due to the PUC of $1.1 million.

At the end of the fiscal year June 30, 2019 and 2018, fund balance amounted to approximately
$147,218,000 and $145,379,000, respectively.

Budgetary Highlights

Actual expenditures on a budgetary basis were approximately $690,000 for the fiscal year
ended June 30, 2019, resulting in a variance between the final budget and actual expenditures
on a budgetary basis of approximately $310,000.

Request for Information

Questions concerning any of the information provided in this report or requests for additional
financial information should be addressed to the Executive Director, Hawaii Green Infrastructure
Authority, 250 South Hotel Street, Honolulu, Hawaii 96813. General information about HGIA can
be found at the website, gems.hawaii.gov.

11



Hawaii Green Infrastructure Authority
STATEMENT OF NET POSITION
June 30, 2019

Governmental
Activities
ASSETS
Current assets
Cash and cash equivalents $ 9,785,232
Investments 100,706,546
Loan receivables 2,671,934
Accrued interest and other 313,953
Total current assets 113,477,665
Noncurrent assets
Loan receivables, less current portion 35,614,670
Total noncurrent assets 35,614,670
Total assets $ 149,092,335
LIABILITIES AND NET POSITION
Current liabilities
Vouchers and contracts payable $ 1,768,078
Accrued wages and employee benefits payable 60,900
Accrued compensated absences 8,218
Unearned revenue and other 45,486
Total current liabilities 1,882,682
Noncurrent liabilities
Accrued compensated absences, less current portion 45,674
Total noncurrent liabilities 45,674
Total liabilities 1,928,356
Net position
Restricted for Hawaii green infrastructure 147,163,979
Total net position 147,163,979
Total liabilities and net position $ 149,092,335

See accompanying notes to the financial statements.
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Hawaii Green Infrastructure Authority
STATEMENT OF ACTIVITIES
Fiscal Year Ended June 30, 2019

GOVERNMENTAL ACTIVITIES

Expenses $ 2,771,950
Program revenues - charges for services 1,055,922
Net (expenses) revenues (1,716,028)

OPERATING GRANTS AND CONTRIBUTIONS

Investment income 3,519,094
CHANGE IN NET POSITION 1,803,066

NET POSITION AT JULY 1, 2018 145,360,913
NET POSITION AT JUNE 30, 2019 $ 147,163,979

See accompanying notes to the financial statements.
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Hawaii Green Infrastructure Authority
BALANCE SHEET - GOVERNMENTAL FUND

Cash and cash equivalents
Investments

Loan receivables

Accrued interest and other

Total assets

LIABILITIES AND FUND BALANCE

Liabilities
Vouchers and contracts payable

June 30, 2019

ASSETS

Accrued wages and employee benefits payable

Unearned revenue and other

Total liabilities

Fund balance
Restricted for Hawaii green infrastructure

Total fund balance

Total liabilities and fund balance

See accompanying notes to the financial statements.
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Special
Revenue
Fund

9,785,232
100,706,546
38,286,604

313,953
149,092,335

1,768,078
60,900

45,486
1,874,464
147,217,871

147,217,871
149,092,335



Hawaii Green Infrastructure Authority
RECONCILIATION OF THE GOVERNMENTAL FUND BALANCE SHEET
TO THE STATEMENT OF NET POSITION
Fiscal Year Ended June 30, 2019
Fund balance - governmental fund $ 147,217,871

Amounts reported for governmental activities in the statement of
net position are different because:

Accrued compensated absences are not due in the current period
and therefore are not reported in the governmental fund (53,892)

Net position of governmental activities $ 147,163,979

See accompanying notes to the financial statements.
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Hawaii Green Infrastructure Authority

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGE IN FUND BALANCE -

GOVERNMENTAL FUND
Fiscal Year Ended June 30, 2019

REVENUES
Investment income
Interest income from loan program
Other revenue
EXPENDITURES
Hawaii green infrastructure
EXCESS OF REVENUES OVER
EXPENDITURES
NET CHANGE IN FUND BALANCE

FUND BALANCE AT JULY 1, 2018

FUND BALANCE AT JUNE 30, 2019

See accompanying notes to the financial statements.
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Special
Revenue
Fund

$

3,519,094
944,163
111,759

4,575,016

2,736,256

2,736,256

1,838,760

1,838,760

145,379,111

147,217,871



Hawaii Green Infrastructure Authority
RECONCILIATION OF THE GOVERNMENTAL FUND CHANGE
IN FUND BALANCE TO THE STATEMENT OF ACTIVITIES
Fiscal Year Ended June 30, 2019

Net change in fund balance - total governmental fund $ 1,838,760

Amounts reported for governmental activities in the statement of
activities are different because:

Change in compensated absences reported in the statement of
activities do not require the use of current financial resources and

therefore, are not reported as expenditures in governmental funds (35,694)
Change in net position of governmental activities $ 1,803,066

See accompanying notes to the financial statements.
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Hawaii Green Infrastructure Authority
STATEMENT OF REVENUES AND EXPENDITURES -
BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS) - SPECIAL REVENUE FUND
Fiscal Year Ended June 30, 2019

Actual on
Budgeted Amounts Budgetary Variance
Original Final Basis Favorable
Revenues - interest income $ 24,000 $ 8,000 $ 46,816 $ 38,816
Expenditures - Hawaii green infrastructure 1,000,000 1,000,000 690,446 309,554
Excess of revenues over
expenditures $ (976,000) $§ (992,000) $§ (643,630) $ 348,370

See accompanying notes to the financial statements.
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Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE A - FINANCIAL REPORTING ENTITY

The Hawaii Green Infrastructure Authority (HGIA) was created by Act 211, Session Laws of
Hawaii 2013 to identify and provide innovative ways to increase access to clean energy in
the State of Hawaii.

HGIA is part of the executive branch of the State of Hawaii (the State). HGIA is
administratively attached to the Department of Business, Economic Development and
Tourism of the State of Hawaii (DBEDT). HGIA’s basic financial statements are intended to
present the financial position and changes in financial position of only that portion of the
governmental activities and the special revenue fund of the State and DBEDT that are
attributable to the transactions of HGIA. They do not purport to, and do not, present fairly the
financial position of the State or the DBEDT as of June 30, 2019 or the changes in its
financial position for the fiscal year then ended in accordance with accounting principles
generally accepted in the United States of America. The State Comptroller maintains the
central accounts for all State funds and publishes comprehensive financial statements for the
State annually, which include HGIA'’s financial activities.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of HGIA have been prepared in accordance with accounting
principles generally accepted in the United States of America (U.S. GAAP) as prescribed by
the Governmental Accounting Standards Board. The following is a summary of the significant
accounting policies in the preparation of such financial statements:

(1) Basis of Accounting and Measurement Focus

Government-Wide Financial Statements - The government-wide statement of net
position and statement of activities are reported using the economic resources
measurement focus and the accrual basis of accounting. With this measurement focus,
all assets and all liabilities associated with the operation of these activities are included
on the statement of net position. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of the related cash flows.
Program revenues include interest and fees charged to the borrowers of the Hawaii
Green Infrastructure Loan Program.

Governmental Fund Financial Statements - The governmental fund financial
statements are reported using a current financial resources measurement focus. With
this measurement focus, only current assets and current liabilities generally are included
on the balance sheet. Operating statements of this fund present increases (i.e.,
revenues) and decreases (i.e., expenditures) in fund balance.

The modified accrual basis of accounting is used by the governmental fund. Under the
modified accrual basis of accounting, revenues are recognized when susceptible to
accrual (i.e., when they become both measurable and available to finance operations of
the fiscal year or liquidate liabilities existing at year-end).
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Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3)

(4)

Measurable means that the amount of the transaction can be determined. Available
means that the amount is collected in the current fiscal year or soon enough after year-
end to liquidate liabilities existing at the end of the fiscal year.

Expenditures are generally recorded when a liability is incurred, as under accrual
accounting. However, expenditures related to compensated absences are recorded only
when payment is due.

Encumbrance accounting is employed in the governmental fund. Under this method,
purchase orders, contracts, and other commitments outstanding at year-end do not
constitute expenditures or liabilities.

Fund Accounting - The financial transactions of HGIA are recorded in a fund. A fund is
considered a separate accounting entity with a self-balancing set of accounts. Fund
accounting is designed to demonstrate the legal compliance and to aid financial
management by segregating transactions related to certain government functions or
activities.

HGIA has only one fund, the special revenue fund. The special revenue fund accounts
for the Hawaii Green Infrastructure Loan Program. Receipts may include loan
repayments and interest earned on program loans made and investments of unused
funds. Initial funding is from proceeds of bonds issued by DBEDT.

Cash and Cash Equivalents - Cash and cash equivalents consist of amounts held in
the State Treasury, and in bank accounts held separately from the State Treasury. Cash
in the State Treasury is pooled with funds from other State agencies and departments
and deposited into approved financial institutions or participates in the State Treasury
Investment Pool.

Cash accounts that participate in the investment pool accrue interest based on the
weighted average cash balances of each account.

Investments - HGIA generally invests in money market funds and government agency
securities with federally insured financial institutions. Investments are reported at fair
value.

Compensated Absences - Vacation leave is accrued at current salary rates. Vacation
leave accumulates at the rate of one and three-quarters working days for each month of
service up to a limit of ninety days at calendar year-end and is convertible to cash
payment upon termination of employment. Accrued compensated absences is reported
in the statement of net position.

20



Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(6) Fund Balance - Fund balance is classified using a hierarchy based on the extent to

(7)

which HGIA is bound to follow constraints on how resources can be spent.
Classifications include:

Nonspendable - Includes amounts that are (a) not in a spendable form or (b)
legally or contractually required to remain intact.

Restricted - Includes amounts restricted to a specific purpose imposed by either
(a) external parties (e.g. creditors, grantors, contributors or other governments)
or (b) imposed by law through constitutional provisions or enabling legislation.

Committed - Includes amounts that can only be used for specific purposes
based on constraints imposed by formal action of the State Legislature.

Assigned - Includes amounts that are constrained by the Authority’s board for
specific purposes, but are neither restricted nor committed.

Unassigned - This classification includes any negative residual balance when
actual expenditures exceed available resources of the fund.

HGIA has only a restricted fund balance.

Use of Estimates - The preparation of the basic financial statements in conformity with
U.S. GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those
estimates.

NOTE C - BUDGETING AND BUDGETARY CONTROL

In the statement of revenues and expenditures - budget and actual (non-GAAP budgetary
basis) - special revenue fund, the amounts reflected as budgeted expenditures are derived
from acts of the State Legislature and from other authorizations contained in specific
appropriation acts in various Session Laws of Hawaii.

The amount reflected as actual expenditures has been adjusted to the budgetary basis by the
inclusion of encumbrances that results in comparability with budgeted expenditures.
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Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE C - BUDGETING AND BUDGETARY CONTROL (Continued)

A reconciliation of the revenues under expenditures as shown on the statement of revenues
and expenditures - budget and actual (non-GAAP budgetary basis) - special revenue fund to
expenditures as shown on the statement of revenues, expenditures, and changes in fund
balance (GAAP basis) is presented below:

Amount

Excess of revenues over expenditures -

actual on a budgetary basis $ (643,630)
Reserve for encumbrances at year end 51,741
Expenditures for liquidation of prior fiscal year encumbrances (99,677)
Revenues and expenditures for unbudgeted programs, net 2,529,208
Net accrued expenditures 1,118
Excess of revenues over expenditures - GAAP basis $ 1,838,760

NOTE D - CASH, CASH EQUIVALENTS, AND INVESTMENTS
(1) Cash and Cash Equivalents

HGIA’s cash balance is maintained in the State Treasury and in bank accounts held
separately from cash in the State Treasury. The State Director of Finance (the Director)
is responsible for the safekeeping of all moneys paid into the State Treasury. The
Director pools and invests any moneys of the State, which in the Director's judgment, are
in excess of amounts necessary for meeting the immediate requirements of the State.

For demand or checking accounts and time certificates of deposits, the State requires
that the depository banks pledge collateral based on daily available bank balances to
limit its exposure to custodial credit risk. The use of daily available bank balances to
determine collateral requirements results in the available balances being under
collateralized at times during the fiscal year. All securities pledged as collateral are held
either by the State Treasury or by the State's fiscal agents in the name of the State.

Information relating to custodial credit risk of cash deposits in the State Treasury is
available on a statewide basis and not for individual departments or agencies.

The cash balances in banks which are held separately from cash in State Treasury is
insured by the Federal Deposit Insurance Corporation (FDIC). The bank balance of cash
held outside of the State Treasury totaled approximately $8,155,000 as of June 30,
2019.
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Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE D - CASH, CASH EQUIVALENTS, AND INVESTMENTS (Continued)

(2) Investments

During the fiscal year ended June 30, 2019, HGIA realized a net gain of $25,644 from
the sale of investments. The calculation of realized gains is independent of the
calculation of the net increase in the fair value of investments. The net increase in the
fair value of investments during the fiscal year and the unrealized gain on investments
held as of June 30, 2019 was $1,007,629. This amount includes all changes in fair value
(including purchases and sales) that occurred during the year. All other investment
earnings amounted to $2,485,821 for fiscal year ended June 30, 2019.

Information relating to interest rate risk, credit risk, custodial risk, and concentration of
credit risk of investments in the State Treasury is available on a statewide basis and not
for individual departments or agencies.

For investments held outside of the State Treasury, HGIA does not have an investment
policy related to interest rate risk and credit risk.

Interest Rate Risk - As a means of limiting its exposure to fair value losses arising from
rising interest rates, the State’s investment policy generally limits maturities on
investments to not more than five years from the date of investment.

As of June 30, 2019, HGIA had the following investments:

Maturity (in years)

Fair Value Less than 1 1-5
U.S. government agencies $ 54,835,150 § 30,455,762 § 24,379,388
U.S. treasury obligations 24,390,865 24,390,865 -

79,226,015 § 54,846,627 $ 24,379,388

Money market mutual funds 21,480,531
Total $ 100,706,546

Credit Risk - The State’'s investment policy limits investments in State and
U.S. Treasury securities, time certificates of deposit, U.S. government or agency
obligations, repurchase agreements, commercial paper, bankers’ acceptances, and
money market funds maintaining a Triple-A rating.

All investments held outside the State Treasury is rated AAAm by Standard & Poor’s as
of June 30, 2019.
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Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE D - CASH, CASH EQUIVALENTS, AND INVESTMENTS (Continued)

Custodial Credit Risk - For an investment, custodial risk is the risk that, in the event of
the failure of the counterparty, the State will not be able to recover the value of its
investments or collateral securities that are in the possession of an outside party. The
State’s investments are held at broker/dealer firms, which are protected by the Securities
Investor Protection Corporation (SIPC) up to a maximum amount. In addition, excess-
SIPC coverage is provided by the firms’ insurance policies. In addition, the State
requires the institutions to set aside in safekeeping, certain types of securities to
collateralized repurchase agreements. The State monitors the market value of these
securities and obtains additional collateral when appropriate.

Concentration of Credit Risk - The State’s policy provides guidelines for portfolio
diversification by placing limits on the amount the State may invest in any one issuer,
types of investment instruments, and position limits per issue of an investment
instrument.

NOTE E - FAIR VALUE MEASUREMENTS

The framework for measuring fair value provides a fair value hierarchy that prioritizes the
inputs to valuation techniques used to measure fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (level
1) and the lowest priority to unobservable inputs (level 3). The three levels of the fair value
hierarchy are described as follows:

Level 1 - Inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities that a government can access at the measurement date. An active market is a
market in which transactions for the asset or liability take place with sufficient frequency
and volume to provide pricing information on an ongoing basis.

Level 2 - Inputs other than quoted prices included within level 1 that are observable for
an asset or liability, either directly or indirectly. If the asset or liability has a specified
(contractual) term, a level 2 input must be observable for most of the full term of the
asset or liability. Level 2 inputs include:

e Quoted prices for similar assets or liabilities in active markets,
¢ Quoted prices for identical assets or liabilities in markets that are not active,
e Inputs other than quoted prices that are observable for the asset or liability,

e Inputs that are derived principally from or corroborated by observable market
data by correlation or other means.

Level 3 - Inputs are observable for an asset or liability.
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Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE E - FAIR VALUE MEASUREMENTS (Continued)
Following is a description of the valuation techniques used by HGIA to measure fair value:

U.S. treasury obligations: Valued using quoted prices in active markets for identical
assets.

U.S. government agency obligations: Valued using quoted prices for identical or similar
assets in markets that are not active.

Money market funds: Investments in money market funds are valued at the net asset
value (NAV) of the custodian bank liquid asset portfolio. NAV is based on the fair value
of the underlying assets held by the fund less its liabilities.

Assets at Fair Value at June 30, 2019

Total Level 1 Level 2 Level 3
Investments by fair value level
U.S. government agencies $ 54835150 §$ - $ 54835150 $ -
U.S. treasury obligations 24,390,865 24,390,865 -- --

79,226,015 § 24,390,865 § 54,835150 $ --

Investments measured at net asset value
Money market mutual funds (NAV) 21,480,531

$ 100,706,546

Money market fund: The BlackRock FedFund (Institutional Shares) is a money market
fund that seeks current income as is consistent with liquidity and stability of principal by
investing in high quality money market investments.

NOTE F - LONG-TERM LIABILITIES

Changes in long-term liabilities for the fiscal year ended June 30, 2019 are as follows:

Accrued
Compensated
Absences
Balance at June 30, 2018 $ 18,198
Additions 59,184
Deductions (23,490)
Balance at June 30, 2019 53,892
Less: current portion 8,218
Noncurrent portion $ 45,674

NOTE G - REVENUE BONDS

In November 2014, the State of Hawaii, Department of Business, Economic Development
and Tourism issued $150 million in Green Energy Market Securitization Bonds, 2014 Series
A (Bonds).
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Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE G - REVENUE BONDS (Continued)

The State used the proceeds of the bonds, net of costs of issuance and the funding of a
debt service reserve subaccount, to fund the Hawaii Green Infrastructure Loan Program
(Loan Program), which is administered by HGIA. The Loan Program serves the
environmentally beneficial purpose of financing the purchase and installation of clean or
renewable energy systems and energy efficiency projects for Hawaii ratepayers. None of the
net proceeds of the Bonds used to fund the Loan Program, the loans, the repayments
thereon, or the other assets of the Loan Program will serve as security for the Bonds.

The Bonds are special and limited obligations of the State payable from and secured by a
pledge of Green Infrastructure Fee revenues and the Green Infrastructure Property and
Accounts held under the Indenture. Green Infrastructure Property consists generally of the
right to impose and collect, and to obtain periodic true-up adjustments to a non-bypassable
fee on all electric customers of Hawaiian Electric Company, Inc., Hawaii Electric Light
Company Inc., and Maui Electric Company, Limited, collectively the Service Providers (the
Green Infrastructure Fee).

The Bonds do not constitute general or moral obligation of the State or a charge upon the
general fund of the State and the full faith and credit of the State is not pledged to payment
of principal of or interest on the Bonds. No portion of the bonds is an obligation of HGIA and
therefore no bond obligations are recognized by HGIA.

The Public Benefits Fee is all or a portion of the moneys collected by Hawaii's electric
utilities from its ratepayers through a demand-side management surcharge that is
transferred by order or rule from the public utilities commission to a third-party administrator
contracted by the public utilities commission. The public benefits fee shall be used to
support clean energy technology, demand response technology, and energy use reduction,
and demand-side management infrastructure, programs, and services, subject to the review
and approval of the public utilities commission.

By order of the Public Utilities Commission, any loan repayments received by HGIA shall be
paid annually to replenish the Public Benefits Fee. Such payments are done following the
allocation and payment, transfer, or other segregation of amounts in the Green
Infrastructure Special Fund for the purpose of paying GEMS Program-related administrative
and or financing costs until October 26, 2017, when all loan repayments received by HGIA
shall be paid annually to replenish the Public Benefits Fee before payment of GEMS
administrative costs.

NOTE H - RETIREMENT PLAN
Plan Description

Generally, all full-time employees of the State and counties are required to be members of
the State Employees’ Retirement System (ERS), a cost-sharing multiple-employer defined
benefit pension plan that administers 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 publicly available annual financial reports that
can be obtained at ERS’ website: http://www.ers.ehawaii.gov.
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Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE H - RETIREMENT PLAN (Continued)
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% to 2.25%)
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 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 general employees 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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June 30, 2019

NOTE H - RETIREMENT PLAN (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/re-entry into a new reciprocal beneficiary relationship) and surviving
dependent children (up to age 18) receive a benefit equal to a percentage of the
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 dependent children (up to age 18) or dependent parents are eligible for the
monthly benefit. If there is no spouse/reciprocal beneficiary or surviving dependent
children/parents, the ordinary 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 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.
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NOTE H - RETIREMENT PLAN (Continued)
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.

Death benefits for contributory members hired after June 30, 2012 are generally the
same as those for contributory members hired June 30, 2012 and prior.

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 designated 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 dependent children (up to age 18) or dependent parents are
eligible for the monthly benefit. If there is no spouse/reciprocal beneficiary or surviving
dependent children/parents, the ordinary 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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NOTE H - RETIREMENT PLAN (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. Sewer workers, water safety officers,
and emergency medical technicians may retire with 25 years of credited service at age
55.

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
rate for fiscal year 2019 was 19.00%. HGIA’s contribution requirement as of June 30, 2019
was approximately $75,000 and was paid entirely during the fiscal year ended June 30,
2019.

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. Contributory members hired after June 30, 2012 are required to contribute 9.8% of
their salary. Hybrid members hired prior to 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.

Measurement of the actuarial valuation is made for the ERS as a whole and is not separately
computed for each participating employer. It is the State’s policy to recognize the
proportionate share of the pension liability, pension expense, deferred inflows related to
pensions, and deferred outflows related to pension for only component units and proprietary
funds that are reported separately in the State’s Comprehensive Annual Financial Report
(CAFR). Therefore, the share of the pension liability, pension expense, deferred inflows
related to pensions, and deferred outflows related to pension for HGIA are not included in the
financial statements. The State’s CAFR includes the note disclosures and required
supplementary information on the State’s pension plans.
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NOTE | - POST-RETIREMENT HEALTH CARE AND LIFE INSURANCE BENEFITS

The State provides certain health care and life insurance benefits to all qualified employees.
Pursuant to Act 88, SLH 2001, the State contributes to the Employer-Union Health Benefits
Trust Fund (EUTF), an 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.
The report may be obtained by writing to the EUTF at P.O. Box 2121, Honolulu, Hawaii
96805-2121.

For employees hired before July 1, 1996, the State pays the entire base 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
10 years but fewer than 15 years of service, the State pays 50% of the base monthly
contribution. For employees retiring with at least 15 years but fewer than 25 years of service,
the State pays 75% of the base monthly contribution. For 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.

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 10 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 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.

The State is required to contribute the annual required contribution (ARC) of the employer, an
amount that is actuarially determined. The ARC represents a level of funding that, if paid on
an ongoing basis, is projected to cover normal cost each year and amortize any unfunded
actuarial liabilities (or funding excess) over a period not to exceed thirty years.

Measurement of the actuarial valuation and the ARC are made for the State as a whole and
are not separately computed for the individual state departments and agencies such as HGIA.
The State has only computed the allocation of the other postemployment benefit (OPEB)
costs to component units and proprietary funds that are reported separately in the State’s
Comprehensive Annual Financial Report (CAFR). Therefore, the OPEB costs for HGIA was
not available and are not included in the financial statements. The State’s CAFR includes the
note disclosures and required supplementary information on the State’s OPEB plans.

HGIA’s contributions made to the plan were approximately $39,800 for the fiscal year ended
June 30, 2019.

31



Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE J - DEFERRED COMPENSATION PLAN

The State offers its employees a deferred compensation plan created in accordance with
Internal Revenue Code Section 457. The plan, available to all State 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 an unforeseeable
emergency.

All plan assets are held in a trust fund to protect them from claims of general creditors. The
State has no responsibility for loss due to the investment or failure of investments of funds
and assets in the plan, but has the duty of due care that would be required of an ordinary
prudent investor.

NOTE K - COMMITMENTS AND CONTINGENCIES
Encumbrances
Encumbrances totaled approximately $52,000 as of June 30, 2019.
Accumulated Sick Leave

Employees earn sick leave at the rate of 14 hours for each month of service without limit,
but can be taken only in the event of iliness and is not convertible to pay upon termination of
employment. However, a permanent employee of HGIA who retires or leaves government
service in good standing with sixty days or more of unused sick leave is entitled to additional
service credit in the ERS. Accumulated sick leave as of June 30, 2019 approximated
$102,300.

Program Loans

Commitments to fund program loans totaled approximately $42.2 million as of June 30,
2019.

NOTE L - RISK MANAGEMENT
Insurance Coverage

Insurance coverage is maintained at the State level. The State records a liability for risk
financing and insurance related losses if it is determined that a loss has been incurred and
the amount can be reasonably estimated. The State retains various risks and insures certain
excess layers with commercial insurance companies. The excess layers insured with
commercial insurance companies are consistent with the prior fiscal year. Settled claims
have not exceeded the coverage provided by commercial insurance companies in any of the
past ten fiscal years. A summary of the State’s underwriting risks is as follows:

32



Hawaii Green Infrastructure Authority
NOTES TO FINANCIAL STATEMENTS
June 30, 2019

NOTE L - RISK MANAGEMENT (Continued)

Property Insurance

The State has an insurance policy with a variety of insurers in a variety of layers for property
coverage. The deductible for coverage is 3% of building/asset subject to a $1,000,000 per
occurrence minimum. This policy includes windstorm, earthquake, flood damage, and boiler
and machinery coverage. The limit of loss per occurrence is $200,000,000, except for the
terrorism, which is $100,000,000 per occurrence and a $1,000,000 deductible.

Crime Insurance

The State also has a crime insurance policy for various types of coverages with a limit of
loss of $10,000,000 per occurrence with a $500,000 deductible per occurrence, except for
claims expense coverage, which has a $100,000 limit per occurrence and a $1,000
deductible. Losses under the deductible amount are paid by the Risk Management Office of
the Department of Accounting and General Services.

General Liability (Including Torts)

Liability claims under $10,001 and automobile claims under $15,001 are handled by the
Risk Management Office. All other claims are handled by the Department of the Attorney
General. The State has personal injury and property damage liability, including automobile
and public errors and omissions, insurance policy in force with a $4,000,000 self-insured
retention per occurrence. The annual aggregate per occurrence is $7,500,000.

Losses under the deductible amount or over the limit may be paid from legislative
appropriations of the State’s General Fund.

Self-Insured Risks

The State generally self-insures its automobile no-fault and workers’ compensation losses.
Automobile losses below $15,000 are administered by the Risk Management Office. The
State administers its workers’ compensation losses.

HGIA is covered by the State’s self-insured workers’ compensation program for medical
expenses of its insured employees. However, temporary wage loss replacement benefits
are paid to those employees by HGIA. There were no benefits paid by HGIA for the fiscal
year ended June 30, 2019.
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INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Directors
Hawaii Green Infrastructure Authority

We have audited, 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, the financial statements of the governmental activities and the special revenue
fund of the Hawaii Green Infrastructure Authority (HGIA), as of and for the fiscal year
ended June 30, 2019, and the related notes to the financial statements, which
collectively comprise HGIA’s basic financial statements, and have issued our report
thereon dated November 26, 2019.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered HGIA’s
internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of HGIA’s internal control. Accordingly, we do not express an
opinion on the effectiveness of HGIA'’s internal control.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, misstatements on a timely basis. A material
weakness is a deficiency, or a combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the entity’s financial
statements will not be prevented, or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by
those charged with governance.
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Our consideration of internal control was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal
control that might be material weaknesses or significant deficiencies and therefore,
material weaknesses or significant deficiencies may exist that have not been identified.
Given these limitations, during our audit we did not identify any deficiencies in internal
control that we considered to be material weaknesses. We did identify a certain
deficiency in internal control, described in the accompanying schedule of findings as
item 2019-01 that we consider to be a significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether HGIA'’s financial statements
are free from material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement
amounts. However, providing an opinion on compliance with those provisions was not
an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

HGIA’s Response to Findings

HGIA’s response to the finding identified in our audit is described in Part IV, Hawaii
Green Infrastructure Authority Response. HGIA’s response was not subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we
express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal
control and compliance and the results of that testing, and not to provide an opinion on
the effectiveness of the entity’s internal control or on compliance. This report is an
integral part of an audit performed in accordance with Government Auditing Standards
in considering the entity’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose.

NLK (o, \Nc.

Honolulu, Hawaii
November 26, 2019
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Ref. No.

2019-001

Hawaii Green Infrastructure Authority
State of Hawaii
SCHEDULE OF FINDINGS
Fiscal Year Ended June 30, 2019

Internal Control Findings
Reconcile Internal Financial Records with State Financial Reports
Criteria:

The State of Hawaii's computerized Financial Accounting and Management Information
System (FAMIS) is the official financial records of the State of Hawaii and is used in
preparing the State of Hawaii’'s comprehensive annual financial report. All of HGIA’s
transactions and balances are required to be recorded in FAMIS. Account balances
and transactions between HGIA and the State’s accounting records should be in
agreement or reconciled.

Condition:

The FAMIS report MBP 420, Statement of Subsidiary Account Balances, is used to
account for loans receivable for the State of Hawaii. The loans receivable balance for
the Hawaii Green Infrastructure Loan Program stated on the report MBP 420 as of
June 30, 2019 did not agree to the financial records of HGIA. New loans disbursed
and principal loan repayments were not recorded in the State’s accounting system
throughout the entire fiscal year.

Interest income from investments and the loan program were also not recorded in
FAMIS throughout the entire fiscal year.

Cause:

The above discrepancies occurred because the financial records of HGIA were not
properly submitted to the State of Hawaii to be recorded in FAMIS.

Effect:

Loans receivable in the State’s accounting records were understated by
approximately $7.5 million as of June 30, 2019. In addition, interest income from
investments and from the loan program were understated in the State’s accounting
records for the fiscal year ended June 30, 2019 by approximately $2,158,000 and
$46,000, respectively.

Recommendation:
The loans receivable balance, interest income from investments and the loan
program reported by HGIA in different report platforms should be in agreement or

reconciled to the State’s records in a timely manner to prevent misstatements in
either HGIA’s or the State’s financial statements.
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Hawaii Green Infrastructure Authority
State of Hawaii
SCHEDULE OF FINDINGS (Continued)
Fiscal Year Ended June 30, 2019

Ref. No. Internal Control Findings (Continued)
2019-001 Reconcile Internal Financial Records with State Financial Reports (Continued)
Views of Responsible Official(s) and Planned Corrective Action:

Management agrees with the finding and recommendation. See Corrective Action
Plan on page 41.
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HAWAII GREEN INFRASTRUCTURE AUTHORITY’S RESPONSE

(Provided by the Hawaii Green Infrastructure Authority, State of Hawaii)
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STATE OF HAWAII, HAWAII GREEN INFRASTRUCTURE AUTHORITY
CORRECTIVE ACTION PLAN

JUNE 30, 2019

2018-001 Reconcile Internal Financial Records with State Financial Records

Update on Corrective Action Plan: In progress.

According to HGIA’s June 30, 2018 Corrective Action Plan, HGIA hired an Administrative
Services Coordinator (“ASC”) on December 17, 2018.

As planned, under the guidance of DBEDT’s Administrative Service Office, during 3Q19, HGIA’s
ASC implemented the use of Quickbooks to automate the financial accounting of transactions.
During 4Q19, a standardized reporting format was created to report cash, loan receivables,
interest income and other transactions to DAGS, to be followed with the submission of
corresponding JVs to reconcile with the State’s records.

However, HGIA was unable to submit the corresponding JVs in a timely manner, to be included
in the FY19 fiscal year end balances. As such, the JV transactions to reconcile the Loans
Receivable Balance in Quickbooks to FAMIS coded for FY20, have and will continue to be
submitted. Moving forward, HGIA’s loan receivable balances should always reconcile with the
State’s financial records.

2019-001 Reconcile Internal Financial Records with State Financial Reports

View of Responsible Officials

Management concurs with the findings.

Corrective Action Plan

As indicated in HGIA’s responses above, HGIA’s balances will be in balance with the State’s
financial records moving forward.

However, as an additional action item, for a higher level of accounting expertise and in
accordance with Comptrollers Memorandum No. 2019-14, HGIA will be outsourcing its
accounting and bookkeeping services.

Person(s) Responsible: Merissa Sakuda

Administrative Services Coordinator
HGIA

Gwen Yamamoto Lau

Executive Director
HGIA

Status: Pending. Anticipated completion date: January 2020.
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Hawaii Green Infrastructure Authority
State of Hawaii
STATUS REPORT
Fiscal Year Ended June 30, 2019

This section contains the current status of our prior audit recommendations. The
recommendation is referenced to the pages of the previous audit report for the fiscal year ended
June 30, 2018, dated December 4, 2018.

SECTION II - FINANCIAL STATEMENT FINDINGS

Recommendation Status
2018-001 Reconcile Internal Financial Records with State
Financial Records

The loan receivables balance, interest income from investments Not Accomplished.

and the loan program reported by HGIA in different report Refer to finding 2019-001.
platforms should be in agreement or reconciled to the State's

records in a timely manner to prevent misstatements in either

HGIA's or the State's financial statements.
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