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AGENDA

I. Call to Order

II. Public Testimony*

III. New Business

A. Action hem RIvI #19-14: Action Regarding the Economic Development Policy Implementation Procedures
B. Action Item RM #19-15: Action Regarding the Debt Management Policy Implementation Procedures
C. Action Item RM #19-17: Realignment #1 of the OHA Biennium Budget for the

Fiscal Biennium Periods 2019-2020 (FY 20) and 2020-2021 (FY 21)

V. Adjournment

If you require an auxiliary aid or accommodation due to a disability, please contact Raina Gushiken at telephone number
594-1772 or by email at: rainag@oha.org no later than three (3) business days prior to the date of the meeting.

*Notice: Persons wishing to provide testimony are requested to submit 13 copies of their testimony to the Chief Executive Officer at 560 N.
Nimitz. Suite 200, Honolulu, HI, 96817 or fax to 594-1868, or email BOTmeetingsCaoha.org 48 hours prior to the scheduled meeting.
Persons wishing to testify orally may do so at the meeting, provided that oral testimony shall be limited to five minutes.

Notice: The 72 Hour rule, pursuant to OHA BOT Operations Manual. Section 49. shall be waived for distribution of new committee
materials.

Notice: This portion of the meeting will be closed pursuant to HRS § 92-5.
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9.12.19
Trustee D huna Date
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RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures

I. Proposed Action

Administration recommends the Board of Trustees (BOT) approve the accompanying Economic
Development Policy implementation procedures as outlined in Attachment A.

II. Issue

Whether the BOT should take action on the accompanying Economic Development Policy
implementation procedures associated with the fiscal Sustainability Plan (fSP).

III. Background’ and Context of the Economic Development Policy

Overview. As outlined in Action Item R’vI #19-0 7: Action regarding Economic Development,
Debt Management, Spending and Investment and Real Estate Policies, in 2016 OHA understood
the need to become fiscally sustainable. fiscal sustainability was defined as the ability of a
government or government agency to sustain its current rate of spending, revenue and other
policies in the long run. To do this. OHA needed to change the way it operated and therefore
began implementing the Fiscal Sustainability Plan (‘FSP”). To propel OHA’s progress in these

efforts. the Committee formed

_______________

five work groups representing the
BOT, OHA Administration, and
staff experts to address five main

______________

areas that may pose risks to
OHA’s fiscal sustainability. The
five areas were: spending policy,
pension benefits, legal and
taxable structure. Department of

______________ ______________

Hawaiian Home Lands, and real
estate investment.

Although the last meeting
held by the five working groups
was in December 20 17, the desire

to implement the FSP, beginning with related policies, remained a priority of Administration through the
election of new Trustees and Board leadership in 2018.

Source: Fiscal Year 2018-2019 Summary, Next Steps Checklist, May 2019, transmitted via letter dated May 15, 2019

Disclaimer
The information contained in this report is confidential to the Office of Hawaiian Affairs (“01-IA”) and may not be disclosed
without the express written consent of OHA Board of Trustee (“BOT”) Chair, Resource Management (“RM”) Committee
Chair, OHA executive management, and Spire Hawai’iLLP(”Spire”). ThisinformationisintendedsolelyfortheuseofOHAand
is not intended to be, and should not be, used by anyone other than OHA. This report should not be used for any other purposes or
reproduced in any form that is inconsistent with its intent or is not authorized. lfyou are not authorized, please note that the use,
further transmission, or disclosure of the contents of this report is strictly prohibited. Under the standards promulgated by the
American Institute of Certified Public Accountants (“AICPA”), Spireconsidersall material confidential. However. wedeferto
OHAcounselontheissue of whether any material is subject to disclosure under Statelaw.

Real Estate
Investment

Working Group

SpeIdlng Policy
Wnrkrg Group

Psiofl Benefits
Worlong Group

Legai and taxable
Strurtore Workng

Group

2 I P a z e



RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures

IV. Alignment of the Policy to the Board
Governance Framework.

Overall. En January 2019, the Board approved the
formation of a permitted interaction group (PIG)
to: Investigate various elements of governance
frameworks and models, including but not limited
to cultural, indigenous, native, national and
international contexts. In April 2019, the Board
approved the PIG’s recommendation to approve
the five elements of OHA’s Board Governance
Framework: 1) Identity; 2) Values and Mana; 3)
Statutory Basis; 4) Policies; and 5) Supporting
Documents and Practices (Opetations).

Element 1) Identity is expanded below and
illustrates the dual nature of identity and the
related impact to policies.
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RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures

L-Lãhui Level Policies. Via Action Item #19-06, the Board approved the findings of the L
Lãhui Level Policies PIG and recommended approval of the following policies: (1) E Mãlama
(to protect); (2) E Ho’omau (to perpetuate); (3) E Papakahi I Holomua (to unite in order to
progress); (4) E ‘Imi ‘Ike (to seek knowledge); (5) E Ho’oulu Lãhui (to grow the Lãhui),
developed in accordance with the approved PIG purview. L-Lãhui level policies for OHA’s
Board Governance framework. is intended to articulate the Hawaiian cultural foundation of the
organization as a basis for the kaumaha (heavy weight, sadness) or significant kttteana
(responsibility) to normalize Hawaiian language, protect and exercise native rights regarding
‘ama, water, wahi pana and iwi kupuna, strengthen ‘ohana and kaiãulu, perpetuate Hawaiian
culture, knowledge and practices and engage in global, international indigenous contexts.

I-Trustee Level Policies. Next in the series of cascaded Board Governance framework policy
work is the formulation of I-Trustee Level policies which would articulate broad, systemic,
strategic, overarching policies that are attributed to OHA’s Trustee role as a result of the
Constitution and Chapter 10 purposes and duties (e.g., fiduciary, care, obedience, code of ethics).
The two policies approved via Action Item RM #19-07---Economic Development and Debt
Management Policy; and the two additional policies---Spending and Investment and Real Estate
Policies are examples of T-Trustee Level Policies; and work will continue and be “on-ramped”
to the I-Trustee Level permitted interaction group when formulated.

In short, action on the implementation procedures of the approved Economic Development
policy is aligned to the Board Governance Framework work.

Resource Management Committee Action. Attachment B outlines the actual Economic
Development Policy as approved by the Trustees at the May 29, 2019 meeting; and at that time,
via RM #19-07, Administration committed to the Trustees, to return with the implementation
procedures for Board action. The Meeting of the Committee on Resource Management Committee

TRUSTEE T 2 ‘AE A’OLE KANALUA EXCUSED
— (YES) (NO) (ABSTALN)

TRUSTEE LEINA’ALA AHU ISA X
TRUSTEE DAN AHUNA x X
TRUSTEE KALEI AKAKA — X
TRUSTEE KELPI AKINA X
TRUSTEE BRENDON KALEI’ATNA LEE = X -Abstain
TRUSTEE CARMEN HULU LENDSEY — X
TRUSTEE ROBERT LINDSEY x X
TRUSTEE JOHN WAINEE — X
TRUSTEE COLETTE MACHADO — — X

TOTAL VOTE COUNT — $ I
MOTION: UNANIMOUS x J PASSED [ J DEFERRED I ) FAILED
Motion passed with eight(S) yes votes, and one (I) abstention.

Report dated May 22,
2019 with Action Item
RM #19-07: Action
regarding Economic
Development, Debt
Management, Spending
and Investment and Real
Estate Policies is
attached which outlines
the background and
context of the overall
fiscal policies
(Attachment C).

Board Action. At the
June 6, 2019 Board
meeting, the action
noted at left was taken.

Trustee Dan Ahuna moves to
A. Approve the Economic Development Policy, noting that Administration will return with the

implementation procedures for Board action;
B. Approve the Debt Management Policy, noting that Administration will return with the implementation

procedures for Board action,
C. Acknowledge the Spending Policy language and the existing Native Hawaiian Trust Fund (NHTF)

Spending policy, as Amended, noting Administration will return with consolidated policy document for
Board action; and

D. Acknowledge the Investment and Real Estate Policy language and the existing NHTF Investment and
Real Estate Vision, Mission, and Strategy policies, noting Administration will return with consolidated
policy document(s) for Board action.

Trustee Robert Lindsey seconds the motion.

4 P a t e



RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures

V. Alignment to Strategic Plan Foundation and Strategic Directions

In March 2019, via BOT
#19-03 Approval of the
foundational principles and
directions for the next OHA
Strategic Plan 2020+, the
Trustees approved the
following Strategic
Foundation and Strategic
Direction elements—as
depicted below:

Strategic Foundation
‘Aiim. Strengthen our
ancestral connection to
aina through responsible
stewardship to preserve
legacy lands and to
responsibly develop
economically viable lands.

‘Ohana. Promote healthy ‘ohana relationships by providing opportunities in communities to engage in
‘ama and mo’omeheu based activities and initiatives as well as opportunities to engage
in the well-being of their communities via civic participation and leadership.

‘Ama, mo’omeheu, and ‘ohana are foundational to the work of OHA. This foundation is
the lens through which decisions, planning, activities, initiatives, policies, procedures, and
practices are made. Pilina with ama, mo’omeheu, ‘ohana, kaiaulu, and community partners is how we
engage in the implementation of our strategies. Building pillina with communities and organizational
partners is critical to successfully achieving our vision and mission.

Strategic Directions
Economic Stability. Engaging in strategies to enhance the economic development and financial
empowerment of the lãhui will ensure that Native Hawaiians progress toward a state of economic
stability.

Quality Housing. Leveraging partnerships to ensure Native Hawaiians can obtain affordable rentals as
well as homeownership while also engaging in opportunities to affect legislation that support Hawaiian
Home Lands, overall housing costs, and housing supply will greatly enhance the ability for Native
Hawaiians who so desire to remain in Hawai’i.

Educational Pathways. Supporting initiatives, leveraging partnerships, engaging in strategies to
develop educational pathways that strengthen culture-based education, early education, K-J2 and post-
secondary education will ensure that Native Hawaiians are grounded in their past
while participating in a technologically oriented future.

Mo’o,neheu. Strengthen Native Hawaiian’s connection to culture by supporting opportunities to engage
in ‘Olelo and ‘ike activities and initiatives.

5 P a e



RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures

primary State agency
that provides
services and
programs to Native
Hawaiians (HRS
Chapter 10-3); a
semi-autonomous
State agency which
relies on self-funding

______

(Legislative
opinion); and a State
agency to better the
conditions of Native
Hawaiians. As of
February 2018, the
BOT placed a
moratorium on the
use of the fiscal
Reserve3

Lt? !

--“ —rn

2 Fiscal Year 2018-2019 Summary, Next Steps Checklist, May 2019, transmitted via letter dated May 15, 2019.

Disclaimer
The information contained in this report is confidential to the Office of Hawaiian Affairs (“01-IA”) and may not be disclosed
without the express written consent of OHA Board of Trustee (“ROT”) Chair, Resource Management (“RM”) Committee
Chair, OHA executive management, and Spire Hawai ‘i LLP (“Spire”). This information is intended solely for the use ofOHA and
is not intended to be, and should not be, used by anyone other than 01-IA. This report should not be used for any other purposes or
reproduced in any form that is inconsistent with its intent or is not authorized. tfyou are not authorized, please note that the use,
further transmission, or disclosure of the contents of this report is strictly prohibited. Under the standards promulgated by the
American Institute of Certified Public Accountants (“AICPA”), Spire considers all material confidential. However, we deferto
OHA counsel onthe issue of whether any material is subject to disclosure under Statelaw.

Moratorium on Fiscal Reserve Spending, RM 18-03 Al, February 2018

61 P a g e

Healtit Outcomes. Supporting initiatives, leveraging partnerships, engaging in strategies to promote
healthy and strong families.

In short, action on the implementation procedures of the approved Economic Development policy is
aligned to the Strategic Foundation and Directions elements described above.

VI. Policy Review and Analysis2

Background. During this fiscal year, the following policies were developed or reviewed:
Spending: Debt Management: Investment and Commercial Real Estate; Economic Development:
and Fiscal Stabilization. These policy revisions have the following long-term objective of
proposing a distinct potential direction for OHA as an organization as it relates to who it is: A

Es.ib1islii;ig the Wh? of Policies

POlICY 1 I L
(JuL11 II iiiI hJi1 C

\ p1’c \,

pl oral 11)11 Clcc

Delinitioti of poIw

__________

I 1)1 2i
I a prudence or wisdom in I hi’ malji& imni ul ill
17 1 fl,iij(Iflfli it I3V(cIJ3Ei h,I’—tJl l7ti JtIh on material interest

a definite course or method of action t Itetid to )flt aim ,nL

iltctnat VI. S md in light ol gen c (Ill till ,n in guide and determine

present and future decisions
11 a high—level overall plan embracing the general goals and
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RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures

Alignment to the Native Hawaiian Trust Fund
Investment Policy Statement4. Adopted by the
Board of Trustees (BOT) on August 24, 2017 (and
effective October 1, 2017), the Native Hawaiian Trust
Fund Investment Policy Statement (“IPS” or
“NHTFIPS”) governs the investment of assets held in
the Office of Hawaiian (OHA) Native Hawaiian Trust
Fund (“NHTF” or “the Fund”), including, but not
limited to investment objectives, and the expectations
and requirements with respect to the ongoing
management of the Fund’s assets.

OHA’s mission is to malama (protect) Hawaii’s
people and environmental resources and the Trust
Fund’s assets toward ensuring the perpetuation of the
culture, the enhancement of lifestyle and the protection
of entitlements of Native Hawaiians, while enabling
the building of a strong and healthy Hawaiian people
and nation, recognized nationally and internationally.
The overall goal of the fund is to provide superior
investment returns to sustain the beneficiaries in
perpetuity and to uphold OHA’s mission.

The purpose of the Investment Policy Statement
-

(“Statement”) is to provide: clear and mutual
understanding the Fund’s philosophy, investment

objectives and policies; guidance, objectives and limitations in investing the Fund’s assets; and
evaluate the Advisors’ performance.

VII. Economic Development Policy

The purpose of the approved
Economic Development Policy

IfcquiresAdministratonta develop polmesPolicy ) was to ensure that for anavzing and nelecting

revenue enhancement and other dtoposent projects

Hequlre5 Adn,inistratmn to developeconomic development projects performance vtandards for trff and
consultants, and defIne petmoslble andundertaken by the Office of impermisnible projects

Hawaiian Affairs (“01-IA”) are Rcquires the Administranionto develop
• . coteria for selecting operating structuresconducted in a manner consistent {suchastLCnandpaonemshmoj

with best practices and aligned
with OHA’s long-term strategies
and current conditions.

spire

1 Native Hawaiian Trust Fund Investment Policy Statement, Adopted by the Board of Trustees, August 24. 2017, Effective
October 1,2017

OFFICE OF HAWAIIAN AFFA5

OFFICE OF HAWAIIAN AFFAIRS

NATIVE HAtVAIIAN TRUST FUND
ENVESTMENI’ POLICY STATEMENT

Adopted by the Board of Trustees, August 24. 2017
Eftective October 1,2017

Economic Development Policy

7 I P a g e



RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures

• Requires Administration to develop policies for analyzing and selecting economic
development projects

• Requires Administration to develop performance standards for staff and consultants, and
define permissible and impermissible projects

• Requires the Administration to develop criteria for selecting operating structures (such as
LLCs and partnership)

It is the policy of the Board to ensure the development of procedures for selecting
economic development projects and the operating structures for the projects that reflect
cultural priorities and current economic conditions. The Board believes that documented
procedures are important to ensure consistency within OHA regarding the use of land,
cultural assets and other resources, and OHA’s expectations for business conduct.
Additionally, the principles reflected in the procedures can be incorporated in
development and other economic development agreements, enabling projects that are
developed will be consistent with OHA’s needs and priorities.

A lack of due diligence, standards and/or criteria may occur when there is no clear policy.
Because this is a new policy, implementation procedures are provided to effect its launch.

VIII. Economic Development Policy — Implementation Procedures

Note: The scope of the Economic Development Policy is for its application by OHA for its own
investment considerations vs. grant opportunities and awards to beneficiaries (e.g., Kulia,
Community grants).

Refer to Attachment A for proposed implementation procedures.

IX. Certification of Funding Availability

N/A — no funding required for action item.

X. Recommended Action(s)

Administration recommends the Board of Trustees (BOT) approve the Economic Development
Policy implementation procedures as detailed in Attachment A.

XI. Alternatives

A. Take no action, leaving the approved Economic Development Policy without implementation
procedures (Attachment B).

B. Amend the Economic Development Policy implementation procedures (Attachment A).

8IPle



RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures

XII. Time Frame

This action shall be effective immediately upon approval by the BOT.

XIII. Attachment(s)

A. Economic Development Policy Implementation Procedures Attachment

B. Economic Development Policy, including Section IV. PROCEDURES TO IMPLEMENT
THE POLICY

C. Meeting Minutes of the Committee on Resource Management Committee Report dated May
22, 2019

9 I P a e



RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures
Attachment A

XIV. PROCEDURES TO IMPLEMENT THE POLICY

Ka Pouhana shall develop, for approval by the Board, procedures regarding economic development
projects which shall be congruent with this Policy. The procedures shall model best practices and
must address, at a minimum:

1. Procedures for analyzing and selecting economic development projects, including the
requirements for the due diligence analysis and process prior to selecting the projects,
the process for requesting approval by the Board, and reporting requirements to the
Board.

2. Performance standards for OHA staff and external consultants, managers, or advisors.
3. Permissible/impermissible projects, if any.
1. Criteria for assessing different operating structures for the projects, including the

evaluation criteria for selecting structures (such as LLCs and partnerships) so that
diverse factors such as risk to OHA, control by OHA, and revenue potential can be
weighed to achieve a structure that best fits OHA’ s needs.

The procedures shall detail how the policy principles will be implemented - what will be done,
what resources will be used and what results will be expected.

1. Procedures for analyzing and selecting economic development projects, including the
requirements for the due diligence analysis and process prior to selecting the projects, the process
for requesting approval by the Board, and reporting requirements to the Board.

Responsible Unit Procedure Description

Start (Trigger) Project, initiative, offer, prospect, opportunity, etc. comes to the
attention of the organization (via Board or Administration).

Board or Delegate (Board) or route (Administration) preliminary review of the
Administration economic development project, initiative, offer, prospect, opportunity,

etc. for initial strategic or policy alignment to the Resource Management
Committee, including whether the project is considered permissible or
impermissible.

Resource Complete or delegate to Administration the due diligence analysis and
Management processes after determination.
Committee (RMC)

RMC or Initiate and complete due diligence analysis and processes, including
Administration but not limited to the various risk assessments:

• Considering the nature and type of project, initiative, offer, prospect,
opportunity, etc. (e.g., in-state, out-of-state, international)

• Strategic or Policy Alignment: Analysis based on OHA’s strategic
foundation, direction and policy alignment (e.g., spending,
investment).

• Investment Offering: Shares already issued, funding need and

10 I a



RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures
Attachment A

Responsible Unit Procedure Description

rationale (e.g., reason for capital offer), share price and valuation
methodology or basis, business model, impact of capital investment
on the overall ownership, potential exit value, professional advice,
debt provision or vehicles, tax or other government provisions,
assumptions, projections, pro-forma (e.g., balance sheet, income
statement, revenues, cash flow, debt service, operations, market
decline provisions, reserves), shareholder control, share class type.

Business: Type of business (e.g., existing, emerging, new
technology, start-up, regulated); market factors (e.g., new,
continuing, expanding, regional, saturated, product or service
demand and distribution, assumptions); business model (e.g., retail,
wholesale, vertical integration, social enterprise), management
experience (e.g., seasoned, start-up); audited financial statements;
debt structure, projections, assumption, pro-forma (e.g., balance
sheet, income statement, revenues, cash flow, debt service,
operations, market decline provisions, reserves); technology (e.g.,
business productivity, operations, manufacturing or distribution);
intellectual property rights;

• Reputation: Company or individuals involved with project,
initiative, offer, prospect, etc., including reputation, financial
capacity, previous business experience in the identified market.

• Other: Consideration of other factors or unique circumstances.

Administration • If recommended, prepare and submit Action Item for Board
consideration and action.

• If not recommended, prepare analysis transmittal to the Resource
Management Committee (Administration) or Board (RM.

Board Consider and act on Action Item.

End (Action) Act on approved Action Item (recommendation) or note Analysis
Transmittal (non-recommendation)

2. Performance standards for OHA staff and external consultants, managers, or advisors.

Action Procedure Description

Start (Trigger) Project, initiative, offer, prospect, opportunity, etc. comes to the attention of
the organization (via Board or Administration).

RMC or Identify staff and/or external consultants, managers or advisors to aid in the
Administration due diligence analysis that:

11 I I u



RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures
Attachment A

Action Procedure Description

• Have the requisite knowledge and responsibilities within the
organization (staff); and/or

• Are already on professional services contract to provide such services;
and/or

• Can be secured via OHA employment (e.g., 89-day, new position hire)
or procurement methodologies (e.g., independent consultant) with the
requisite knowledge and responsibilities.

Staff and/or 3rd Performance standards/expectations after assignment of responsibilities
party (e.g., staff or 3tU party consultants, managers or advisors).
consultants, . . . . . . . .

• Due Diligence: Execute the identified due dihaence activities in themanagers or . .

.

. time line prescribed.advisors
• Post Investment Monitoring: Periodic monitoring and reporting

based on the investment provisions.

End (Action) Act on approved Action Item (due diligence) or transition to periodic
monitoring and reporting (post investment reporting).

3. Permissible/impermissible projects, if any.

Action Procedure Description

Start (Trigger) Project, initiative, offer, prospect, opportunity, etc. comes to the attention of
the organization (via Board or Administration).

Board or Delegate (Board) or route (Administration) preliminary review of the
Administration economic development project, initiative, offer, prospect for initial strategic

or policy alignment to the Resource Management Committee, including
whether the project is considered permissible or impermissible.

Resource Impermissible projects, initiatives, offers, prospects, etc., are those that
Management counter individually or collectively the tenants of the Board approved L
Committee Level Lãhui policies: (1) E Mälama (to protect); (2) E Ho’omau (to

perpetuate); (3) E Pupükahi i Holomua (to unite in order to progress); (4) E
‘Imi ‘Ike (to seek knowledge); (5) E Ho’oulu Lãhui (to grow the Lãhui).

End Return to due diligence analysis process.

12 I P a g



RM #19-14: Action Regarding the Economic Devetopment Policy Implementation Procedures
Attachment A

4. Criteria for assessing different operating structures for the projects, including the evaluation
criteria for selecting structures (such as LLCs and partnerships) so that diverse factors such as risk
to OHA, control by OHA, and revenue potential can be weighed to achieve a structure that best
fits OHA’s needs.

Note: In the case that the project, initiative, offer, prospect, opportunity, etc. does not already
provide an operating structure (e.g., corporation, partnership, limited liability corporation, non
profit, public private partnership) for the investment, the policy implementation procedures
described below will be applied in addition to the due diligence analysis above.

Action Procedure Description

Start (Trigger) Project, initiative, offer, prospect, opportunity, etc. comes to the attention
of the organization (via Board or Administration).

Board or Delegate (Board) or route (Administration) preliminary review of the
Administration economic deveLopment project, initiative, offer, prospect for initial

strategic or policy alignment to the Resource Management Committee,
including whether the project is considered permissible or impermissible.

RMC or Consider the elements of the project, initiative, offer, prospect,
Administration opportunity, etc., including but not limited to considerations regarding:

• Objectives (e.g., non-profit, liability limitation, profit, social enterprise
capital, capacity building, enabler, preservation, conservation);

• Key elements (e.g., methodology, purpose, land acquisition, product,
service, financing);

• Parties involved (e.g., public, private, Native Hawaiian, community,
continent, international);

• OHA role in and capacity to operate, manage or oversee the business
structure (e.g., in-house capacity, 3rd party capabilities); and

• Regulatory (e.g., operations, county, state, national, international).

End Return to due diligence analysis process.
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RM #19-14: Action Regarding the Economic Development Policy Implementation Procedures
Attachment B

ECONOMIC DEVELOPMENT POLICY

PURPOSE

The purpose of this Economic Development Policy (“Policy”) is to ensure that revenue
enhancement and other economic development projects undertaken by the Office of Hawaiian
Affairs (“OHA”) are conducted in a manner consistent with best practices and aligned with OHA’s
long-term strategies and current conditions.

II. POLICY

It is the policy of the Board to ensure the development of procedures for selecting economic
development projects and the operating structures for the projects that reflect cultural priorities
and current economic conditions. The Board believes that documented procedures are important
to ensure consistency within OHA regarding the use of land, cultural assets and other resources,
and OHA’s expectations for business conduct. Additionally, the principles reflected in the
procedures can be incorporated in development and other economic development agreements,
enabling projects that are developed will be consistent with OHA’s needs and priorities.

III. SCOPE & AUTHORITY

The projects covered by this Policy are all projects intended to increase the value of OHA assets,
generate additional revenues, or achieve cultural and socio-economic priorities. Ka Pouhana is
delegated the authority to develop the procedures necessary to implement this Policy. Nothing in
this delegation is intended to diminish the approval authority of the Board as stated in the State
Constitution, State law, or other OHA policies and procedures.

IV. PROCEDURES TO IMPLEMENT THE POLICY

Ka Pouhana shall develop, for approval by the Board, procedures regarding economic development
projects which shall be congruent with this Policy. The procedures shall model best practices and
must address, at aminimum:

1. Procedures for analyzing and selecting economic development projects, including the
requirements for the due diligence analysis and process prior to selecting the projects, the
process for requesting approval by the Board, and reporting requirements to the Board.

2. Performance standards for OHA staff and external consultants, managers, or advisors.
3. Permissible/impermissible projects, if any.
4. Criteria for assessing different operating structures for the projects, including the

evaluation criteria for selecting structures (such as LLCs anä partnerships) so that diverse
factors such as risk to OHA, control by OHA, and revenue potential can be weighed to
achieve a structure that best fits OHA’s needs.

The procedures shall detail how the policy principles will be implemented - what will be done,
what resources will be used and what results will be expected.
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Attachment B

V. EXCEPTIONS TO THE POLICY

While adherence to this Policy is required in applicable circumstances, changes in the capital
markets, programs and other unforeseen circumstances may produce situations that are not covered
by the Policy or require modifications or exceptions to achieve Policy goals. In these cases, the
Board may consider and approve exceptions to provisions within this Policy. When a request for
exception is made to the Board, a memo detailing the rationale for any exception to the Policy
must be submitted to the Board.
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ATTACHMENT C
Office of Hawaiian Affairs

MEETING Of THE
COMMITTEE ON RESOURCE MANAGEMENT

COMHTTEE REPORT

May22,20l9

The Honorable Colette Machado,
Chairperson Boatd of Trustees
Office of Hawaiian Affairs

Madame Chair Machado.

Your Joint Committees on Resource Management and Beneficiary Advocacy and Empowerment, having
met on May22,2Ot9and after full and free discussion, recommends approval of thefollowing action to the
Board ofTruscees:

A. Approve the Economic Development Policy, noting that Administration wilt return with the
implementation procedures for Board action;

B. Approve the Debt Nianagement Policy, noting that Administration will return with the
implementation procedures for Board action;

C. Acknowledge the Spending Policy language and the existing Native Hawaiian Trust Fund (NHTF)
Spending policy, as Amended, noting Administration will return with consolidated policy document
for Board action; and

D. Acknowledge the Investment and Real Estate Policy language and the existing NHTF Investment and
Real Estate Vision, Mission, and Strategy policies, noting Administration will return with
consolidated policy document(s) for Board action.

Relevant attachments are included for your information and reference. Attachment(s):

1) Action Item RM#l9-O7
2) RM#l94J7RcldflS

Committee on Resource Management for May 22, 2019 Page 1 of 2





ATTACHMENT C
Respectfully submitted:

Trustee, Chair Dan Ahuna Twstee John Waihe’e, IV, Member

Trustee Leina’ala Ahu Isa, Member Trustee Robert Lindsey, Mthber

vu)th ttthQij

______________

Trustee Carmen Hulu Lindsey, Membe- Trustee Colette Machado, Member

Trustee Brenden Lee, Member Tru tee Kalei Akaka, Member

Trustee KeIii Akina, Member
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Reviewed by:

Reviewed by:

Paul Harleman, MBA. EA, Trustee Aide
Office of Keli’i Akina, Ph.D., Trustee At-Large
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Pou Kako’o Mahele Kumupa’a, Investment Manager
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RM #19-15: Action Regarding the Debt Management Policy Implementation Procedures

Source: Fiscal Year 2018-2019 Summary, Next Steps Checklist, May 2019, transmitted via letter dated May 15, 2019

Disclaimer
The information contained in this report is confidential to the Office of Hawaiian Affairs (“OHA”) and may not be disclosed
without the express written consent of OHA Board of Trustee (“BOT”) Chair, Resource Management (“RM”) Committee
Chair, OHA executive management, and Spire Hawai’ i LLP (“Spire”). This information is intended solely forthe use ofOHA and
is not intended to be, and should not be, used by anyone other than OHA. This report should not be used for any other purposes or
reproduced in any form that is inconsistent with its intent or is not authorized. Ifyou are not authorized, please note that the use,
further transmission, or disclosure of the contents of this report is strictly prohibited. Under the standards promulgated by the
American Institute of Certified Public Accountants (“AICPA”), Spire considers all material confidential. However, we defer to
OHAcounsel onthe issue of whether any material is subject to disclosure under Statelaw.

Proposed Action

Administration recommends the Board of Trustees (BOT) approve the accompanying Debt
Management Policy implementation procedures as outlined in Attachment A.

II. Issue

Whether the BOT should take action on the accompanying Debt Management Policy
implementation procedures associated with the Fiscal Sustainability Plan (FSP).

III. Background1 and Context of the Debt Management Policy

Overview. As outlined in Action Item RM #19-07. Action regarding Economic Development,
Debt Management, Spending and Investment and Real Estate Policies, in 2016 OHA understood
the need to become fiscally sustainable. Fiscal sustainability was defined as the ability of a
government or government agency to sustain its current rate of spending, revenue and other
policies in the long run. To do this, OHA needed to change the way it operated and therefore
began implementing the Fiscal Sustainability Plan (“FSP”). To propel OHA’s progress in these

efforts, the Committee formed

______________

five work groups representing the
BOT, OHA Administration, and

4, ______________

staff experts to address five main
“ areas that may pose risks to

OHA’s fiscal sustainability. The
Fiscal five areas were: spending policy,

pension benefits, legal and
taxable structure, Department of

______________ ______________

Hawaiian Home Lands, and real
estate investment.

Real Estate
Investment

Working Group

OHHL Working
Group

Sustainability
Plan

Pension Benefits
Working Group

Legal and Taxable
Structure Working

Group
Although the last meeting

held by the five working groups
was in December 2017, the desire

to implement the FSP, beginning with related policies, remained a priority of Administration through the
election of new Trustees and Board leadership in 201$.
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IV. Alignment of the Policy to the Board
Governance Framework.

Overall. In January 2019, the Board approved the
formation of a permitted interaction group (PIG)
to: Investigate various elements of governance
frameworks and models, including but not limited

______

to cultural, indigenous, native, national and
international contexts. In April 2019, the Board
approved the PIG’s recommendation to approve
the five elements of OHA’s Board Governance

__________

Framework: 1) Identity; 2) Values and Mana; 3)
Statutory Basis; 4) Policies; and 5) Supporting
Documents and Practices (Operations).

Element 1) Identity is expanded below and
illustrates the dual nature of identity and the
related impact to policies.

AS*nr Aiiry
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Constitution,
Chapter 10

By-Laws j

Supporting
Documents, Practices

Ltttci 1 il iI rLr u ULhI t.dILi AlcL.i -— To a E UVLd LaLii A Sr it, iiL iL
lu i:aia.. .I Ltp,t. iIi;L1 ;dLIII1I. :u...:I bjLat,.f, iIi]a3]y Lb Ah i Tni [1) ‘.t)i : 1Li

ILiflhlSL! i iiptv. UI 1I; J—t2L.. bt 4)IIC IIIJILI [fl]. SIL)I IL id!Lit i LOIYk)1 ii iL [3u i_i..it.. A
öp. rr. l’ivc il 1r.,n duet. Lie t l.ruiLlr: gLrcsui’! iucl tiitjr n r h3eL. v1n

IO •11I ‘ ( i Li t tc III; . ii I i Ii 1. Iluil LI i t [1j. p]-. ry4 Fl,

F
C “I1.I ILIt.iIi

CIipet [0

lLtlI.l 9L

.LiX•r fLJI1

wNIu ii
r’Iiu ‘;ihij IA

Tri

Tat P6i

A
SuItoilEwg DOnI. Ptic t ic

t I — ‘S’:IaI;, 1. I[iub.uIuIi 1uI 1k) Hui,
Cur.

(ZJ I fr’ 11 t?. pec’le. :11 IJJ II N PI%.e t I,et.?j 31 it ‘

3J C)1eI.tN’CIi, H.itiiii i15 II p 3

I
EhbfTrIsi policies
1i:ieTn IcLI

Ii r. 5ejdicu

r)cbt
Ei,:’giK

3 I> a LZ



RM #19-15: Action Regarding the Debt Management Policy Implementation Procedures

L-Lähui Level Policies. Via Action Item #19-06. the Board approved the findings of the L
Lãhui Level Policies PIG and recommended approval of the following policies: (1) E Mãlama
(to protect); (2) E Ho’omau (to perpetuate); (3) E Pãpãkahi I Holomua (to unite in order to
progress); (4) E ‘Imi ‘Ike (to seek knowledge); (5) E Ho’oulu Lãhui (to grow the Lãhui),
developed in accordance with the approved PIG purview. L-Lähui level policies for OHA’s
Board Governance Framework, is intended to articulate the Hawaiian cultural foundation of the
organization as a basis for the kaumaha (heavy weight, sadness) or significant kttleana
(responsibility) to normalize Hawaiian language, protect and exercise native rights regarding
‘ama, water, wahi pana and iwi kupuna, strengthen ‘ohana and kaiaulu, perpetuate Hawaiian
culture, knowledge and practices and engage in global, international indigenous contexts.

T-Trustee Level Policies. Next in the series of cascaded Board Governance framework policy
work is the formulation of T-Trustee Level policies which would articulate broad, systemic,
strategic, overarching policies that are attributed to OHA’s Trustee role as a result of the
Constitution and Chapter 10 purposes and duties (e.g., fiduciary, care, obedience, code of ethics).
The two policies approved via Action Item RM #19-07---Economic Development and Debt
Management Policy; and the two additional policies---Spending and Investment and Real Estate
Policies are examples of T-Trustee Level Policies; and work will continue and be “on-ramped”
to the T-Trustee Level permitted interaction group when formulated.

In short, action on the implementation procedures of the approved Debt Management policy is
aligned to the Board Governance framework work.

Resource Management Committee Action. Attachment B outlines the actual Debt Management
Policy as approved by the Trustees at the May 29, 2019 meeting; and at that time, via RM #19-07,
Administration committed to the Trustees, to return with the implementation procedures for Board
action. The Meeting of the Committee on Resource Management Committee Report dated May

____________________________________________________________

22, 2019 with Action
Item RM #19-07: Action
regarding Economic
Development, Debt
Management, Spending
and Investment and Real
Estate Policies is
attached which outlines
the background and
context of the overall
fiscal policies

____________________________
_____ _____ ________ ______________

(Attachment C).

TRUSTEE T 2 ‘AE A’OLE KANALUA EXCUSED
(YES) (NO) (ABSTAIN)

TRUSTEE LEINA’ALA AHU ISA — X
TRUSTEE DAN AHUNA x — X
TRUSTEE KALEI AKAKA — X
TRUSTEE KELI’I AKINA X
TRUSTEE BRENDON KALEI’AINA LEE X -Abstain
TRUSTEE CARMEN HULU LINDSEY — X
TRUSTEE ROBERT LtNDSEY x X
TRUSTEE JOHN WAIHE’E — X
TRUSTEE COLETTE MACHADO — — X

TOTAL VOTE COUNT — 8
MOTION; [ ] UNANIMOUS [ x J PASSED [ ) DEFERRED [ ] FAILED
Motion passed with eight (8) yes votes, and one (I) abstention. —___________________

Board Action. At the
June 6, 2019 Board
meeting, the action
noted at left was taken.

V. Alignment to

Trustee Dan Ahuna moves to
A. Approve the Economic Development Policy, noting that Administration will return with the

implementation procedures for Board action;
B. Approve the Debt Management Policy, noting that Administration will return with the implementation

procedures for Board action;
C. Acknowledge the Spending Policy language and the existing Native Hawaiian Trust Fund (NHTF)

Spending policy, as Amended, noting Administration will return with consolidated policy document for
Board action; and

D. Acknowledge the Investment and Real Estate Policy language and the existing NHTF Investment and
Real Estate Vision, Mission, and Strategy policies, noting Administration will return with consolidated
policy document(s) for Board action.

Trustee Robert Lindsey seconds the motion.

Strategic Plan Foundation and Strategic Directions
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RM #19-15: Action Regarding the Debt Management Policy Implementation Procedures

In March 2019, via BOT
#19-03 Approval of the
foundational principles and
directions for the next OHA
Strategic Plan 2020+, the
Trustees approved the
following Strategic
Foundation and Strategic
Direction elements—as
depicted below:

Strategic Foundation
‘Ama. Strengthen our
ancestral connection to
‘ama through responsible
stewardship to preserve
legacy lands and to
responsibly develop
economically viable lands.

Mo’omeheu. Strengthen Native Hawaiian’s connection to culture by supporting opportunities to engage
in ‘Olelo and ‘ike activities and initiatives.

‘Ohana. Promote healthy ‘ohana relationships by providing opportunities in communities to engage in
‘ama and mo’omeheu based activities and initiatives as well as opportunities to engage
in the well-being of their communities via civic participation and leadership.

‘Ama, mo’omeheu. and ‘ohana are foundational to the work of OHA. This foundation is
the lens through which decisions, planning, activities, initiatives, policies, procedures, and
practices are made. Pilina with ama, mo’omeheu, ‘ohana, kaiaulu, and community partners is how we
engage in the implementation of our strategies. Building pillina with communities and organizational
partners is critical to successfully achieving our vision and mission.

Strategic Directions
Economic Stability. Engaging in strategies to enhance the economic development and financial
empowerment of the lãhui will ensure that Native Hawaiians progress toward a state of economic
stability.

Quality Housing. Leveraging partnerships to ensure Native Hawaiians can obtain affordable rentals as
well as homeownership while also engaging in opportunities to affect legislation that support Hawaiian
Home Lands, overall housing costs, and housing supply will greatly enhance the ability for Native
Hawaiians who so desire to remain in Hawai’i.

Educational Pathways. Supporting initiatives, leveraging partnerships, engaging in strategies to
develop educational pathways that strengthen culture-based education, early education, K-12 and post
secondary education will ensure that Native Hawaiians are grounded in their past
while participating in a technologically oriented future.

Health Outcomes. Supporting initiatives, leveraging partnerships, engaging in strategies to promote
healthy and strong families.
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RM #19-15: Action Regarding the Debt Management Policy Implementation Procedures

In short, action on the implementation procedures of the approved Debt Management policy is aligned to
the Strategic Foundation and Directions elements described above.

VI. Policy Review and Analysis2

Background. During this fiscal year, the following policies were developed or considered:
Spending; Debt Management; Investment and Commercial Real Estate; Economic Development;
and Fiscal Stabilization. These policy revisions have the following long-term objective of
proposing a distinct potential direction for OHA as an organization as it relates to who it is: A
primary State agency that provides services and programs to Native Hawaiians (HRS Chapter 10-

3); a semi
autonomous State
agency which relies
on self-funding

Establishing the Why? of Policies (Legislative
opinion); and a State

pOI Y agency to better the
oH cii III tI)al 1

conditions of Nativepol I cv \ -h \-

. Hawai;ans. As oflUttI I’
— I)efinitirin of February 2018, the

Fnir I ni BOT placed a
Li prudence or wisdom Jfl tilL 1.ll1i4.ltI. Ill LII ii I ill moratorium on the
Ii: maii.na Olc’flt or i ciclnr& i1,5(l ]1i iri1 Oft material intetest use of the FiscalIt a definite course or method of action SL iccwii from :mI flt 3Reserve3lwrnaIItcs ini in liiii ni I.ticn coniiiinnc to guide and determine
present and luture decisions

b a high—level overall plan embracing the genera] goals and
acceptable procedures cspciaih It a ,\trnIflcfll,i] hi

tLLZ 1,brv C4 2iJ19

2 Source: Fiscal Year 2018-2019 Summary, Next Steps Checklist, May 2019, transmitted via letter dated May 15, 2019.

Disclaimer
The information contained in this report is confidential to the Office of Hawaiian Affairs (“OHA”) and may not be disclosed
without the express written consent of OHA Board of Trustee (“BOT”) Chair, Resource Management (“Rivi”) Committee
Chair, OHA executive management, and Spire Hawai’iLLP(”Spire”). ThisinformationisintendedsolelyfortheuseofOHAand
is not intended to be, and should not be, used by anyone other than OHA. This report should not be used for any other purposes or
reproduced in any form that is inconsistent with its intent or is not authorized. Ifyou are not authorized, please note that the use,
further transmission, or disclosure of the contents of this report is strictly prohibited. Under the standards promulgated by the
American Institute of Certified Public Accountants (“AICPA”), Spire considers all material confidential. However, we defer to
OHAcounselontheissue of whether any material is subject to disclosure under Statelaw.

Moratorium on fiscal Reserve Spending, RM 18-03 Al, February 2018
6 P a u e
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limitations in investing the
Fund’s assets; and evaluate
the Advisors’ performance.

VII. Debt Management Policy

As approved by the BOT via
Action Item #19-07 in May 2019,
OHA shall not incur debt that is
more than necessary to fund the
OHA project or purpose for which
the issuance was approved and any
associated financing costs. Debt
proceeds should be secured as
close to the date of expenditure as
possible, unless there are practical
reasons to issue sooner, in which
cases such reasons should be
documented and approved by the
Board.

Alignment to the Native Hawaiian Trust fund
Investment Policy Statement4. Adopted by the
Board of Trustees (BOT) on August 24, 2017 (and
effective October 1, 2017), the Native Hawaiian Trust
Fund Investment Policy Statement (“IPS” or
“NHTFIPS”) governs the investment of assets held in
the Office of Hawaiian (OHA) Native Hawaiian Trust
Fund (“NHTF” or “the Fund”), including, but not
limited to investment objectives, and the expectations
and requirements with respect to the ongoing
management of the Fund’s assets.
OHA’s mission is to malama (protect) Hawai’i’s
people and environmental resources and the Trust
Fund’s assets toward ensuring the perpetuation of the
culture, the enhancement of lifestyle and the protection
of entitlements of Native Hawaiians, while enabling
the building of a strong and healthy Hawaiian people
and nation, recognized nationally and internationally.
The overall goal of the fund is to provide superior
investment returns to sustain the beneficiaries in
perpetuity and to uphold OHA’s mission.

The purpose of the Investment Policy Statement
(“Statement”) is to provide: clear and mutual
understanding the Fund’s philosophy, investment
objectives and policies; guidance, objectives and

Defines purpose for debt — 5ection ii

Defines debt — Section ii

Does not allow debt ther more than needed,
and requires the debt to be secured as close to
the date of expenditure as possibit

ReqtJires debt to improve net worth orgenerato
value, including cultural value

Prohibits debt Without a repayment Solution,
requires debt to be taken againstan asset only
fr financial gain, requires due diligence prior to
issuing debt

• Requires debt study eVery two years

Requires administration to develop procedures
to implement policy

Native Hawaiian Trust Fund Investment Policy Statement, Adopted by the Board of Trustees, August 24, 2017, Effective
October 1, 2017

®HA
OFFICE OF HAWAIIAN AFFAIRS

OFFICE OF HAWAIIAN AFFAIRS

NATIVE hAWAIIAN TRUST FUND
INVESTMENT POLICY STATEMENT

Adopted by the Board of Trustees, August 24, 2017
Eftrctive October 1, 2017

Debt Management PoIlcy

I
:‘
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The policy further: Defines purpose for debt; Defines debt; Does not allow debt that is more
than needed, and requires the debt to be secured as close to the date of expenditure as possible;
Requires debt to improve net worth or generate value, including cultural value; Prohibits debt
without a repayment solution, requires debt to be taken against an asset only for financial gain,
requires due diligence prior to issuing debt; Requires debt study every two years; Requires
administration to develop procedures to implement policy. OHA should not issue debt that it
cannot repay or that causes it to incur undue financial risk. OHA should not take on debt without
a repayment solution that is consistent with its spending and withdrawal policies and its budget.
Debt should be taken against an asset only for a financial gain.

Prior to incurring debt, OHA must consider financial alternatives where its assets and portfolio
are not totally at risk. OHA should leverage its assets wisely by using debt strategically and
prudently. A rigorous due diligence analysis should be conducted prior to issuance of debt,
including impact of future budgets, sufficiency of revenues dedicated to debt service or operating
costs of capital assets, and impact on ability to provide future services. A lack of repayment
plans and dedication of funds, use of debt to cover operational costs and lack of diligence
required to assume debt may occur when there is no clear policy.

Because this is a new policy, implementation procedures are provided to effect its launch.

VIII. Debt Management Policy — Implementation Procedures

Refer to Attachment A for proposed implementation procedures.

IX. Certification of Funding Availability

N/A — no funding required for action item.

X. Recommended Action(s)

Administration recommends the Board of Trustees (BUT) approve the Debt Management Policy
implementation procedures as detailed in Attachment A.

XI. Alternatives

A. Take no action, leaving the approved Debt Management Policy without implementation
procedures (Attachment B).

B. Amend the Debt Management Policy implementation procedures (Attachment A).

XII. Time Frame

This action shall be effective immediately upon approval by the BOT.
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XIII. Attachment(s)

A. Debt Management Policy Implementation Procedures

B. Debt Management Policy, including Section IV. PROCEDURES TO IMPLEMENT THE
POLICY

C. Meeting of the Committee on Resource Management Committee Report dated May 22, 2019

D. Debt Management Procedures Analysis & Recommendations, August 2019

E. OHA Revenue Bonds, White Paper, July 2019

9 I P a
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Attachment A

IV. PROCEDURES TO IMPLEMENT THE POLICY

Ka Pouhana shall develop, for review by the Board, procedures regarding debt which shall
be congruent with this Policy. The procedures shall model best practices for issuing debt.
The procedures must address, at a minimum

1. Procedures for incurring and managing debt, including the requirements for the
due diligence analysis and process prior to incurring debt, the process for
requesting approval by the Board, and reporting requirements to the Board

2. Performance standards for OHA staff and external consultants, managers, or
advisors

3. Permissible/impermissible forms of debt

The procedures shall detail how the policy principles will be implemented - what will
be done, what resources will be used and what results will beexpected.

A. Purpose and Uses of Debt

In managing debt, OHA shall distinguish between long-term debt and short-term debt. Debt with
maturities that exceed three years are considered long-term debt and debt with maturities that are
less than three years are considered short-term debt.

Debt shall only be used to fund capital projects. Under no circumstances shall long-term debt
proceeds be used to fund current operations or maintenance expenditures.

1. Long-term debt proceeds shall only be used for the purpose of financing or refinancing
the cost of design, acquisition, improvement and construction of capital projects that
relate to the mission of OHA and align with its Strategic Plan objectives.

2. Short-term debt may only be used to fund temporary cash flow shortages for capital
projects or unexpected and significant repair and maintenance expenses for existing
capital assets.

B. Guidelines for Decision-making

OHA shall use the following guidelines for decision-making regarding the assumption of debt:

1. To preserve debt capacity, OHA shall only consider debt when necessary and only if
utilizing pay-as-you-go financing is not feasible.

2. Capital projects that are fully self-funded and that relate to OHA’s Strategic Plan
objectives will receive priority consideration.

3. Capital projects that are partially self-funded and relate to OHA’s Strategic Plan
objectives will only be considered if the project generates significant cultural value to
OHA’s beneficiaries and produces adequate revenue to offset recurring expenditures for
maintenance.

4. OHA shall balance the objective of achieving the lowest cost of capital with the objective
of limiting exposure to restrictive liens and debt covenants, interest rate, default, and
liquidity risks.

tO I P a g c
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Attachment A

C. Debt Service Limitation
Under no circumstances shall debt service payments exceed twenty percent of Public Land Trust
expenditures.

D. Permissible/Impermissible forms of Debt

In accordance with the provisions, restrictions and limitations of the Hawaii state Constitution,
Hawaii Revised Statutes, and applicable provisions of the state Debt Management Policy, OHA
shall only consider the following forms of permissible debt:

1. Reimbursable General Obligation Bonds as defined by HRS Chapter 39

2. Revenue Bonds as defined by HRS § 10-25

3. Revenue Anticipation Bonds as defined by § HRS 10-24

4. financing Agreements as defined by HRS Chapter 37D

To reduce risk and preserve debt capacity, under no circumstances shall OHA enter into the
following forms of debt agreements;

1. Conduit debt obligations in which OHA would be liable to pay for the principal and
interest for debt instruments issued by third-party entities in which OHA does not hold an
ownership interest.

2. Non-Exchange financial Guarantees in which OHA would provide credit enhancements
or financial assurances to a third-party entity in which OHA does not hold an ownership
interest.

3. Derivatives Instruments, such as interest rate agreements or swaps.

E. Financing Agreements

If financing agreements are considered the appropriate method of financing, OHA shall consult
with the Department of Budget and Finance to determine whether OHA can participate in any
state financing opportunities. Additionally, OHA shall solicit and consider proposals from
various statewide and national financial institutions.

F. Revenue Bonds

If revenue bonds are considered the appropriate method of financing, OHA shall reach out to the
Department of Budget and finance to request for assistance in the structuring, preparation and
sale of revenue bonds. The State Debt Management Policy shall be used as the basis to determine
the structure, issuance, methods of sale, standards for professional service providers, and pricing
of revenue bonds.
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G. Debt Structuring

In structuring debt, OHA shall use the following guidelines:

1 .Debt proceeds shall be secured as close to the date of expenditure as possible.

2.Debt maturity structures shall not exceed the lesser of the expected useful life of the
project financed or 30 years.

3.Debt amortization schedules for long-term debt shall be structured with either annual level
principal payments or annual level debt service payment.

4.Principal payments must be made no later than five years from the date of the debt
issuance.

5.Debt covenants shall not consist of features that prohibit or restrict potential refunding or
refinancing opportunities in the future.

H. Board of Trustees Approval

The Board of Trustees must approve all decisions regarding new debt as well as the refinancing
and refunding of existing debt.

Action items that involve decision-making on debt shall include a financial plan that covers the
useful life of the capital project to be financed. At minimum, the financial plan shall include
estimates for the cost for design, acquisition, construction, financing and ongoing maintenance of
the capital project.

I. Refunding/Refinancing

OHA shall monitor outstanding debt for refunding and refinancing opportunities at least
annually. Refunding and refinancing decisions shall be considered under the following
circumstances:

1. When refunding or refinancing would generate a net present value savings on debt
service.

2. When refunding or refinancing would result in the modification of restrictive debt
covenants.

3. When refunding or refinancing would involve the conversion between variable and fixed
interest rate structures.

J. Debt Affordability Study (“Study”)

The Study shall use generally accepted financial ratios that are consistent with the methodologies
adopted by creditrating agencies. At minimum, the Study shall include the following financial
ratios:

1. Outstanding debt as a percentage of unrestricted net assets,

2. Outstanding debt, pension and other post-employment benefit liabilities as a percentage of
Unrestricted Net Assets,
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3. Debt service as a percentage of Public Land Trust expenditures, and

4. Debt service, pension and other post-employment benefit contributions as a percentage of
Public Land Trust expenditures.

J. Board Reporting

Consistent with OHA Executive Policy Manual section 3.4.f., a summary of outstanding debt
shall be submitted in conjunction with the Multi-Year Financial Plan, which shall be submitted
in conjunction with the Biennium Budget.
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DEBT MANAGEMENT POLICY

PURPOSE

The purpose of this Debt Management Policy (“Policy”) is to ensure that all debt issuances
undertaken by the Office of Hawaiian Affairs (“OHA”) are completed in an efficient
manner and in accordance with best practices.

H. POLICY

It is the policy of the Board to adhere to prudent financial management practices and
commit to long-term capital and financial planning. This Policy will enable OHA to foster
consistency and optimize the use of its limited resources to meet its long-term capital needs.

OHA believes that debt is an equitable means of financing projects and represents an
important means of meeting fiscal responsibilities. Adherence to a policy is essential to
ensure that OHA maintains a sound debt position and protects the credit quality of its
obligations.

OHA intends to use debt efficiently to maximize the delivery of projects within acceptable
levels of risk, balancing obtaining the best possible credit ratings, minimizing interest costs,
and optimizing future flexibility.

A. Purpose of Debt
OHA shall not incur debt that is more than necessary to fund the OHA project or
purpose for which the issuance was approved and any associated financing costs. Debt
proceeds should be secured as close to the date of expenditure as possible, unless there
are practical reasons to issue sooner, in which cases such reasons should be documented
and approved by the Board.

Debt should improve OHA’s net worth or help to generate value, including cultural
value. Additionally:

1. OHA should not issue debt that it cannot repay or that causes it to incur undue
financial risk. OHA should not take on debt without a repayment solution that
is consistent with its spending and withdrawal policies and its budget.

2. Debt should be taken against an asset only for a financial gain. Prior to
incurring debt, OHA must consider financial alternatives where its assets and
portfolio are not totally at risk. OHA should leverage its assets wisely by using
debt strategically and prudently.

3. A rigorous due diligence analysis should be conducted prior to issuance of debt,
including impact of future budgets, sufficiency of revenues dedicated to debt
service or operating costs of capital assets, and impact on ability to provide
future services.

B. Financial and Credit Limitations
In addition to legal limitations, financial and credit limitations must also be considered,
such as target coverage levels and credit ratings goals, before issuing new debt. In
conjunction with this Policy, OHA will undertake a Debt Affordability Study (“Study”)
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every two years to optimize the use of limited debt capacity while meeting public
spending goals and to ensure the prudent use of debt and to preserve enough future debt
capacity. The Study analyzes the OHA’s debt profiles and presents relevant financial
metrics to assess debt affordability. Before the issuance of any new debt, the analysis
and recommendations of the most recent Study should be considered. The financial
and credit impact of new debt must be evaluated, in order that OHA will not issue debt
that it cannot repay or that causes it to incur undue financial risk.

III. SCOPE & AUTHORITY

The debt covered by this Policy is as defined in GASB Statement 8$, namely: “[F]or this
purpose, debt is defined as a liability that arises from a contractual obligation to pay cash
(or other assets that may be used in lieu of cash) in one or more payments to settle an
amount that is fixed at the date the contractual obligation is established.” Debt includes,
but is not limited to, issuances under Hawai’i Revised Statutes (“HRS”) sections 10-22 and
10-23. Nothing in in this Policy is intended to supersede the requirements of State or
federal law, including Article VII, sections 12 and 13 of the State Constitution, I-IRS
sections 1 3(2) and 10-36, and HRS chapter 10, part II. All debt is to be issued pursuant to
the provisions, restrictions and limitations of the State Constitution, the HRS, the
applicable provisions of the State of Hawai’i Debt Management Policy, applicable federal
law, and other mandatory requirements.

IV. PROCEDURES TO IMPLEMENT THE POLICY

Ka Pouhana shall develop, for review by the Board, procedures regarding debt which shall
be congruent with this Policy. The procedures shall model best practices for issuing debt.
The puceckus must address, at a minimum

1. Procedures for incurring and managing debt, including the requirements for the
due diligence analysis and process prior to incurring debt, the process for
requesting approval by the Board, and reporting requirements to the Board

2. Performance standards for OHA staff and external consultants, managers, or
advisors

3. Permissible/impermissible forms of debt

The procedures shall detail how the policy principles will be implemented - what will
be done, what resources will be used and what results will be expected.

V. EXCEPTIONS TO THE POLICY

While adherence to this Policy is required in applicable circumstances, changes in the
capital markets, programs and other unforeseen circumstances may produce situations that
are not covered by the Policy or require modifications or exceptions to achieve Policy
goals. In these cases, the Board may consider and approve exceptions to provisions within
this Policy. A memo detailing the rationale for any exception to the Policy must be
submitted to the Board.
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Office of Hawaiian Affairs

MEETING Of THE
COMMITTEE ON RESOURCE MANAGEMENT

COMMITTEE REPORT

May 22, 2019

The Honorable Colette Mach ado,
Chairperson Board of Trustees
Office of Hawaiian Affairs

Madame Chair Machado,

Your Joint Committees on Resource Management and Beneficiary Advocacy and Empowerment, having
met on N/fay2220t9and after full and free discussion, recommends approval ofthefollowing action to the
Board of Trustees:

A. Approve the Economic Development Policy, noting that Administration will return with the
implementation procedures for Board action;

B. Approve the Debt Management Policy, noting that Administration will return with the
implementation procedures for Board action;

C. Acknowledge the Spending Policy language and the existing Native Hawaiian Trust fund (NHTF)
Spending policy, as Amended, noting Administration will return with consolidated policy document
for Board action, and

D. Acknowledge the Investment and Real Estate Policy language and the existing NHTF Investment and
Real Estate Vision, Mission, and Strategy policies, noting Administration wilt return with
consolidated policy document(s) for Board action.

Relevant attachments are included for your information and reference. Attachment(s):

1) Action Item RM #19-07
2) RM#t9-07RollCallSl

Committee on Resource Management for May 22, 2019 Page 1 of 2
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Respectfully submitted:

Trustee, Chair Dan Ahuna Trustee John Waihee, IV, Member

cce >

____

Trustee Leina’ala Ahu isa, Member Trustee Robert Lindsey, èthber

&?fr1vtWJ tth& L/t1J
Trustee Carmen Hulu Lindsey, Membe Trustee Colette Machado, Member

Trustee Brenden Lee, Member Tru tee Kalel Akaka, Member

/

Trustee Kelli Akina, Member

Committee on Resource Management for May22, 2019 Page 1 of 2
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DEBT
MANAGEMENT
PROCEDURES
Analysis & Recommendations

Prepared at the request from Administration:

Paul Harleman, MBA, EA
Trustee Aide
Office of Keli’i Akina, Ph.D., Trustee At-Large

August 14th, 2019
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I. OBJECTIVE

On May 22, 2019, the Board of Trustees approved a series of board level policies. including a Debt
Management Policy. The Debt Management Policy requires that specific procedures are developed
to address the following:

1. Incurring and managing debt
2. Due diligence process and analysis
3. Board decision-making and reporting
4. Performance standards for OHA staff and external consultants
5. Permissible/impermissible forms of debt

The development of specific recommendations for debt management procedures requires that due
diligence is performed to ensure that the proposed procedures align with 01-lA’s current debt
profile as well its future strategic and capital needs.

The objectives of this report are threefold:

• To provide a review of the best practices for debt management policies and procedures,
• To provide an analysis of OHA’s current debt profile and future debt capacity, and
• To propose specific recommendations for the implementation procedures of the Debt

Management Policy.
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II. METHODOLOGY

The (i) Government finance Officers Association (“GfOA “) Best Practicesfor Debt Management
Policies and the (ii) Standards & Poor ‘s/Moody’s Credit Ratings framework define best practices
that 01-IA can use as a framework to develop its debt management procedures.

(1) GFOA Best Practices

The GFOA best practices for debt management policies are mainly developed for state and
municipal governments that have the statutory authority to issue bonded debt instruments. Because
OHA’s statutory authority is limited to the issuance of revenue bonds, not all the GFOA best
practices are relevant for OHA. Nevertheless, the following recommended GFOA framework for
debt management policies can be used as an outline for OHA’s debt management procedures
(Appendix 1).

1. Conditions for debt issuance
2. Restrictions on debt issuance
3. Debt service limitations
4. Limitations on Outstanding debt
5. Characteristics of debt issuance
6. Debt issuance process

In addition to defining best practices for debt management procedures, the GFOA also provides
guidance for structuring debt. The following guidelines for structuring debt are generally accepted
as best practices:

• Match short-term capital needs with short-term debt, and long-term capital needs with
long-term debt.

• Restrict variable rate debt to short-term financing in order reduce interest rate risk
exposure.

• Restrict the use of long-term debt proceeds to capital projects.
• Prohibit use of long-term debt to fund current operations or new programs.
• Avoid debt covenants that unduly restrict the ability to redeem bonds and refinance non-

bonded debt instruments.
• Do not extend the maturity of debt beyond the useful life of the capital project that is being

financed.
• Adopt a debt amortization schedule with equal principal or debt service payments.

(ii) Standards & Poor’s/Moody’s Credit Ratings Framework

Standards & Poor’s and Moody’s are the two leading credit rating agencies that opine on the credit
worthiness of both governmental and corporate bonds. The factors generally considered by credit
rating agencies should therefore provide a baseline to develop OHA’s debt management
procedures.
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Table I provides a summarized overview of the factors that credit rating agencies consider as part
of their credit ratings process for general obligation bonds.

Table 1. Standards & Poor’s/Moody’s Credit Rating Criteria’

Credit Rating Criteria S&P Moodys
1. Economy 30% 30%
Diversified asset base
Strong statewide economic indicators

2. Financial Measures 30% 30%
Stable, diversified operating revenues

Budgetary flexibility

Fiscal reserves & liquidity

3. Debt & Long-term Liabilities 10% 20%
Modest capital/debt needs and regularly updated CIP plans

Rapid amortization of debt (less than65% within 10 years is good)

Predominantly fixed rate debt (less thanl5% variable debt is good)

Pension and OPEB’ funding funded based upon the ARC2

Carrying cost for debt (less than 15% of spending is good; greater than25%
is bad)

4. Management & Institutional Framework 20% 20%
Efficient decision-making process and consistent cooperation among
decision-makers

Adherence to financial policies and timely reporting

Support from state government in case of fiscal distress

Source: Government Finance Officers Association. 108th Annual Conference. “Rating Agencies:
How New Evaluation Criteria Could Impact Your Rating”

Since the “Management & Institutional framework” and “Economy” criteria are already addressed
by different policy working groups, the emphasis of this report is solely on the “Financial
Measures” and “Debt & Long-Term Liabilities” categories.

The Debt Management Policy and related implementation procedures are certainly significant.
However, as illustrated by the credit ratings framework, they are only part of the overall equation
that affects OHA’s creditworthiness. The work on the economic development policies and the
additional efforts by the various Permitted Interaction Groups (PIG) are equally important.

Best practices from both the GFOA and the credit rating agencies are used throttghout this report
as the basis to evaluate 01-lA’s current debt profile, future debt capacity, as welt as the
development of specific recommendations for debt management procedures.

I Other Post Employment Benefits: In OHAs case this refers to the contributions tbr the Employer Union Trust Fund
(EUTF)
2 Annual Required Contribution (ARC); In OHAs case this refers to the actuarially determined minimum annual
contribution that must be made to the Employment Retirement System (ERS).
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III. DISCUSSION OF FINANCING OPTIONS

OHA’s financing options consist of(i) bonded debt options and (ii) conventional financing
agreements.

(1) Bonded Debt

The bonded debt options available to OHA consist of reimbursable general obligation bonds,
revenue bonds, and revenue bond anticipation notes.

Table 2. State of Hawaii Credit Ratings

State of Hawaii - 6.0. Bonds AA Aal AA+

Revenue Bonds

DHHL A Aa3
DOlAirport System A+ Al AA
DOTHarborSystem A+ A2 A+
DOT Highway System AA Aa2 AA
HHFDC Rental Housing A Al
HHFDC Single Family AAA Aaaa AA+
UH Board of Regents AA Aa2

• Reimbursable G.O. Bonds3 are general obligation bonds that are issued by the State of
Hawai’i on behalf of either a department or political subdivision. The bonds are secured
by the full faith and credit of the State of Hawai’i and are subject to reimbursement of
debt service payments from the beneficiary department or political subdivision.

• Revenue Bonds4 are not secured by the full faith and credit of the State of Hawai’i and
are instead secured by revenues to be derived from either the financed project, other
departmental or agency revenues, or a combination of both.

• Revenue Bond Anticipation Notes5 are notes that are secured by the proceeds of the
sale of the revenue bonds and the revenues that are pledged towards the revenue bonds.
They are used as a short-term financing vehicle in anticipation of the sale of revenue
bonds.

Table 3 provides a summarized comparison of the reimbursable general obligation bonds and
revenue bonds financing options that are available to OHA.

HRS 10-31 (3) “Reimburse the general fund ofthe State for any bond requirements on general obligation bonds issued for an
office project or projects to the extent required by law”

1-IRS 10-27 (2) states that revenue bands may cantain covenants as to: “the use and disposition of the revenue of the office
project”. “the use and disposition of the revenue of all office projects”. “and the revenues ofthe office”

HRS § 10-24

Page 6
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Table 3. Comparison: Reimbursable G.O. Bonds vs Revenue Bonds

Because the bonds are backed
by the full faith and credit of
the State of Hawai’i they
generally carry a higher credit
rating and lower interest rate.

The Department of Budget and
Finance will cover the issuance
fees.

(ii) Financing Agreements

OHA revenue bonds will likely have a lower credit
rating than the State of Hawai’i.

Budget and Finance Department could assist in the
process. However, OHA would need to retain

1) underwriter(s),
2) financial advisors (municipal advisor) to

assist in the structuring of the bond
issuance,

3) bond counsel to issue a disclosure with
respect to the tax treatment of the bond,

4) bond trustee or fiscal agent, and
5) credit rating agencies.

According to a 2013 study done in California, the
average issuance costs for bonds ranged from
2.5% - 0.4% per $1.000.

In addition to bonded debt instruments, OHA is also allowed to enter into conventional financing
agreements such as loan agreements and lines of credit. However, according to HRS Chapter
37D and the State Debt Management Policy, financing agreements by departments and agencies
are to be approved by the Director of finance and Attorney General. It is unclear whether this
requirement applies to OHA as a semi-autonomous state agency.

California Debt and Investment Advisory Commission

Credit Rating &
Interest

Reimbursable G.O. Bonds Revenue Bonds

Issuing Fees

Recurring fees The Department of Budget and Requires ongoing costs for the following: 1)
Finance will cover the recurring Permanent employee(s) to manage the required
fees. recordkeeping, reporting and investor retations.

2) Annual credit ratings
3) bond trustee, and

4) arbitrage rebate service providers to ensure
compliance with IRS arbitrage rules.

Legislative Requires legislative approval Requires legislative approval. However, because
Approval and more scrutiny, revenue bonds are not backed by the full faith and

credit of the State of Hawai’i, they are generally
exposed to reduced levels of legislative scrutiny.
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IV. REVIEW OF DEBT PROFILE

Review of OHA’s debt profile requires that debt be properly defined for the purposes of this
report. Action Item RM #18-12. which established a new budget system, and the recently
adopted Debt Management Policy define debt and debt service as follows:

• Debt Management Policy:

o “Debt is defined as a liability that arises from a contractual obligation to pay cash
(or other assets that may be used in lieu of cash) in one or more payments to settle
an amount that is fixed at the date the contractual obligation is established.”

• R1/I 18-12 (Budgeting System):
o “Financing agreement means any lease purchase agreement, installment sale

agreement, loan agreement, line of credit, or any other instrument of indebtedness
of which the full faith and credit of OHA are pledged towards the payment of
principal and interest.”

o ‘Debt Service means interest and principal repayments on financing agreements”

Considering these definitions, an obligation is therefore considered debt if it satisfies the
following three criteria:

1. It is a contractual obligation to pay cash.
2. It is an amount that is fixed at the date the contractual obligation is established.
3. The full faith and credit of OHA are pledged towards the payment of principal and

interest.

Subsequently, RM #18-12 requires that any payments made towards an obligation defined as
debt be treated and budgeted as debt service. Strict readings of the definitions for debt and debt
service require, therefore, that OHA’s annual payments to DHHL are in fact included in OHA’s
debt profile as well as its assessment of future debt capacity.

Although the DHHL payments are currently classified as grants for budgetary purposes, they are
reported as a discounted debt obligation8 on OHA’s financial statements, and creditors and credit
rating agencies are likely to include the DHHL financial obligation in their assessment of OHA’s
creditworthiness. For these reasons, the DHHL financial obligation is included in OHA’s debt
profile for the purposes of this analysis.

$ In 2012. the State Auditor required the total gross commitment to DHHL be reflected on OHA’s balance sheet with a debt
service schedule to correspond to the actual $3 million payment. Subsequently. the 590 million obligation was discounted
according to a 30-year debt amortization schedule. (Source: OKA DHHL Evaluation Report. July 15. 2015)
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(I) Outstanding Debt

Table 4. Debt Profile OHA

Agreement Matures On Entity Amount Debt Service Interest Rate Outstanding
Date Principal

(6/30/2018)

08/12/20018 5/22/2039 DHHL $41.8M9 $ 3M N/A $ 29.5M’

8/14/2012 9/1/2022 Bank of Hawaii $ 21.3M $ 1.3M1’ 3.6%12 $ 19.7M

2/2/2015 2/3/2024 Bank of Hawaii $ 5M’3 $ 1.8M’4 3%-4.5% S 8.3M

6/28/2013 6/28/2023 Bank of Hawaii $ 6.7M16

Table 4 provides a summary of OHA’s debt profile. Appendix I provides a comprehensive analysis
of the structural details of all financing agreements.

The carrying value (‘book value”) of OHA’s outstanding debt as of June 30, 201$ amounts to
$57.5 million. It is important to note, however, that because of the unique characteristics of the
DHHL financial obligation, the carrying value of OHA’s outstanding debt is not consistent with
the actual value of OHA’s outstanding debt.

Per the accounting rules, only outstanding principal is reflected as a liability for financial statement
purposes. In DHHL’s case, the actual value of the financial obligation after the refinancing of the
DHHL revenue bond amounts to $41.6 million, which is $12.1 million higher than the reported
carrying value of $29.5 million. Although the accounting rules allow for the discounting of
financial obligation to DHHL. it is important to understand that unlike conventional debt
instruments in which debtors are only liable for outstanding principal, OHA is contractually
obtigated to pay the entire outstanding balance of $41 .6M 17to DHHL.

For the purposes of this report, the carrying value of the DHHL liability is used as opposed to the
actual value of the financial obligation. As a disclaimer, it is important to note that creditors and

This reflects the discounted value ofthe $90 million financial obligation. The interest rate per the Supplemental Agreement
#2337.01 is 5.733%. which allows 01-IA to discount the financial obligation based upon a 30-year debt service amortization
schedule.
10 This reflects the discounted carrying value: the full obligation to be repaid after the refinancing of the DHHL revenue
bonds amounts to $43.6 million
II This does not include the payment of$l7.3 million in 2023.
12 This reflects the amended rate. The initialinterest rate was 3.35%.
Ii This reflects the maximum allotvable draw.
14 No principal payments have been made as of June30, 2018.
15 The interest for the lines of credit are based upon the following elections made by 01-IA: Variable options are base rate -I
0.5%. LIBOR +1+ 0.75%: fixed option is federal home loan bank index +1+ 0.75%. The current Base Rate is 4.5%: LIBOR is
2.2%: 6-year federal home loan bank index is 2.39%.
16 This reflects the maximum allowabledraw.
17 01-IA Legal Counsel is of the position. as shared during the meetings of the FSP DHHL work group. that 01-IA is legally
required to pay the entire outstanding balance of the DH1-IL financial obligation. Only DHHL is able to reduce the amount of the
financial obligation.
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rating agencies may use the actual value of the DHHL obligation in their assessment of OHAs
creditworthiness.

(ii) Debt service & Amortization

According to the current debt amortization schedule, more than 63% of outstanding principal is
expected to be repaid within the next ten years. This is generally viewed as positive factor.
However, since the current debt service scheduLe consists of a $17 million payment for Na Lama
Kukui in 2023, it does not provide for a realistic scenario.

Table 5. Outstanding Principal

S70.0( It)i)0()
560.000.OOt)
550.Ot)0.t)O()
$40.000.000
530.000.000

IIIIIhi.1_
.

,. , - - . .

SD! 1111. S \tortea2e S I rtge.e (Rehn.) S Line ofCredits

It’s reasonable to assume that the mortgage with Bank of Hawaii will have to be refinanced in
2023. The displayed amortization schedule assumes a refinancing of the mortgage at a 3% fixed
rate for 10-years. The 10-year 3% fixed rate loan would mirror the current debt service for Na
Lama Kukul. Under this scenario, only 49% of outstanding principal is expected to be repaid
within the next ten years. which is less than the 63% benchmark established by the credit rating
agencies.

Table 6. Debt Service Schedule
525.000.000

S20.0t).000

51 5.000.1)00

$1 0.000MOO

55.000.000 —

iiiiiIil._
,\ ,, ,‘ ..\ t’ \

-- ‘, ,, -, - - , , . -s’. -

• DII!!! I Nlurtgage S vlortgage (ietin.) • line ofCredib

Sources for TableS and 6: Mortgage and Line of Credit debt schedule is retrieved from the OHA Financial Statements 201$.
Note L — Long Term Liabilities. DHHL debt schedule is retrieved from the DHHL Memorandum to
Chair Machado (August 10, 2017). Mortgage refinancing assumes that the Bank of Hawaii mortgage
is refinanced at a fixed 10-year loan at 3%.
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(iii) Net Pension and OPEB Liabilities

In addition to debt, OHA’s credit worthiness
is also affected by its participation in the
Employment Retirement System (“ERS”)
and the Employer Union Trust fund
(EUTF’). Due to recent changes in the
government accounting standards, 01-lA’s
proportionate share of the unfunded
liabilities for the ERS and EUTF are now
fully disclosed on QUA’s financial
statements.

Although the Board of Trustees has limited
ability to manage QUA’s risk exposure to
increased future payments for pension and
OPEB liabilities, the likelihood of increased
future payments should be carefully
evaluated in the context of debt decision-
making.

Table 7. Net Pension and OPEB Liabilit

570.000.0ot)

$60.OOt).t)Ot)

S5U.000.0t)

40.000.t)t)0

530.{)00.00t)

520.000.000
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‘22. I 36.)$2
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The ERS and EUTF are required to conduct an actuarial valuation study every two years. The
actuarial valuation studies contain a projected schedule with minimum annual required
contributions for the next 30 years.

Since these actuarial valuation studies form the basis for potential future fringe benefit rate
increases, they should be carefully reviewed on a regular basis. Especially the risk exposure to
increased healthcare costs needs to be monitored carefully. Under the most recent actuarial study
for the EUTF, a 1% increase in the assumption that is used to project healthcare costs could
potentially result in a 17% increase of OHA’s Net Pension Liability’8.

Table 8. Annual Required Pension & OPEB Contributions

Pension Contribution
OPEB Contribution (Healthcare)
Total

1,694,776 $
2,123,100 $
3,817,876 $

1,621,477
1,881,695

3,503,172

Sources for Table 7 and 8: OHA Financial Statements 201$. Schedule of Contributions (Pensions) page 69.
Schedule of Contributions (OPEB) page 72. Schedule of Changes in Net OPEB Liability page 71.
Schedule of OHA’s Proportionate Share ofNet Pension Liability page 68.

8 Hawaii Employer Union Health Benefit Trust Fund Retiree Health Care Plan, Actuarial Valuation Report as ofjuly 1. 2018.
Page 16.

2014 201$

531.892.391

533 .3 25 .2

$
$

________________________

Required Contribution FY2018 Actual Contribution FY 2018

$
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SI 50)00.000

S I 00.000.000

550.000000

I
201(1 101 I 2012

5(50.1)00.1)00

5(100.000.000)

Over time, increases and decreases in the net position provides a useful indicator of whether
OHA’s financial position is improving or deteriorating. Since 2008, OHA’s net assets have grown
from $446 million to $586 million. However, this growth is primarily due to the transfer of
Kaka’ako Makai (vakied at $200 million) by the State of Hawai’i in 2012.

5310.321.269

Table 10. Net Position FY 2018

5220.811.572

Sources for Table 9 and 10. OHA Financial Statements for the period 2008-2018. Statement ofNet Position

V. REVIEW Of FINANCIAL MEASURES

Financial measures such as the performance of assets, revenue generated capabilities, as well as
the flexibility to adjust expenditures are important considerations with respect to the issuance and
management of debt.

(I) Net Assets

Table 9. Changes in Net Posilion

I
2)113 2011 S5 S —0l7 2018

525.326.992

U Capital Assct U Rctricted .\sets I t;iiictrictcd Ascts
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In addition to changes in net position, OHA’s unrestricted net assets reflect an important
measurement of the solvency OHA. which refers to OHA’s ability to meet long-term debt and
financial obligations. However, since OHA has the discretion to sell its commercial properties, the
unrestricted net asset balance, combined with the appraised value of commercial real estate assets
would provide a more suitable measurement of OHA’s solvency. Because real-estate assets are
recorded at their book value for financial statement purposes, 01-IA should consider regular
appraisals for commercial real estate in order to better assess future debt solvency ratios.

In addition to the importance of tracking the unrestricted net asset balance, it is also important to
highlight that due to the budget proviso for the general funds. debt service is traditionally paid for
by public land trust assets. From a debt management policy perspective, public land trust revenues
and expenditures are therefore an appropriate debt management indicator as opposed to total
revenues and expenditures, which would provide a distorted view of OHA’s debt position because
it would include general, federal, as well as proprietary fundtQ revenues and expenditures.

(ii) Public Land Trust Revenue (“PLT”)

Table 11. PIT Reentie

SI 00.000.000

S8t).00t).Ot)0

$60.ot)t).0t)0

S 10000.0( It)

520.OOt).000

St2OMOt)M00) I I 2010 2011 2012 2013 2014 2015 2016 2017 2018

St 10.U00.O0t) I

St 60.000.000

St 80.000.000

$( I t)0.00t).000 1

.11 I Rceiiue S Na [ama Kukui S Kaka’ako Makai •Net Inestment Earnings S Other

Sources: 01-IA Financial Statements 2008-20 1$. Governmental Funds — Statement of Revenues. Expenditures. and
Changes in Fund Balances.

Revenues are often used as the basis for debt policies. For example, the State Constitutional limit
for outstanding general obligation bonds is tied to 18.5% of the average general fund revenues for
the preceding three years. PLT revenues are predominately tied to the performance of the Native
Hawaiian Trust fund (“NHTP’) financial assets portfolio. Because of the volatility of the financial
markets, the PLT revenues would not provide for a stable measurement of OHA’s debt capacity.

19 Reflects Hillei Aloha LLC and Flookele Pono EEC
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(iii) Public Land Trust Expenditures

In contrast to the PLT revenues, PLT expenses have been relatively stable throughout the last
decade because they are subject to the Spending Policy, which restricts draws to the 20-month
moving average of the NHTF.

Because of the stability, PLT expenditures form a better measurement of OHA’s debt capacity.
This approach is consistent with the City & County of Honolulu, which has capped debt service
on general obligation bonds to 20% of the operating budget20.

Table 12. PLT Expenses
70M00.000 70b

— Henellcar\ Adocacy

Support Ser tees

I3oartl of I ttisleCS

[3enc)iciar Aclocae is a O itt lotal P11’ E\pensCs

Sources: 01-IA Financial Statements 2008-20 18. Governmental funds — Statement of Revenues. Expenditures, and
Changes in fund Balances.

With respect to the issuance of debt, OHA should also assess how future debt service payment
woutd impact its abiLity to respond to the growing needs among beneficiaries. A review of PLT
expenditures illustrates that within the last decade, the share of beneficiary expenditures relative
to total PLT expenses has gradually declined from 58% in 2008 to 47% in 2018. OHA defines
beneficiary advocacy expenditures on its financial statements as disbursements that provide for
the “betterment of all Hawaiians through improving access to resources, benefits, and services, in
the areas of housing, education, health, and economic development”21.

Because beneficiary advocacy is at the core of OHA’s mission, it would be prudent to evaluate
and assess the impact of future debt service payments on beneficiary advocacy expenditures.

20 Office of the City Auditor. Audit of the City Debt Service Practices (2006)
21 OHA annual financial statements (2018). page5.
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VI. DEBT AFFORDABILITY

The recently adopted Debt Management Policy requires that a “Debt Affordability Study” be
conducted every two years to “optimize the use of limited debt capacity while meeting public
spending goals and to ensure the prudent use of debt and to preserve enough future debt capacity.”

The credit rating agencies provide a framework of commonly used debt ratios that OHA could
implement as part of the “Debt Affordability Study”. The following debt ratios are commonly
used:

• Outstanding Debt as a % of Unrestricted Net Assets: measures the degree to which
assets are available to pay for debt and financial obligations.

• Debt Service as a % of Revenues: measures the ability to pay debt service with revenues.
• Debt Service as a % of Expenditures: measures the ability to pay debt service relative to

other expenditures.

Since both debt as well as pension liabilities affect OHA’s creditworthiness and debt capacity, it
is highly recommended that the above-mentioned ratios are evaluated for both outstanding debt,
debt service, as well as pension and OPEB liabilities and contributions.

Benchmarks for debt ratios are relative statistics that fluctuate over time. However, generally a
debt service ratio that is less than 15% of spending is considered acceptable by credit rating
agencies. Similarly, a debt service ratio that exceeds 25% of spending is generally considered as
unfavorable.

OHA’s debt ratios reflected in Table 13 indicate that withoLit increased PLT revenues, OHA has
limited to no capacity to responsibly take on additional debt service payments. Both debt service
and payments for pension and OPEB contributions currently account for nearly 25% of total PLT
expenses. This means that in the absence of revenue generating activity, incurring additional
debt service will negatively affect OHA’s creditworthiness as well as its ability to respond to the
growing needs among beneficiaries.
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Table 13. Debt Assessment
Actual Projected

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Tsp. _

-s a -,o ui uIIrstI-Iuteu let

Assets
Outstanding Debt 17.5% 19.6% 21.8% 19.4% 17.1% 16.2% 15.0% 13.9% 12.8% 11.6% 10.4% 9.3%
Pension & OPEB Liabilities 5.7% 5.8% 6.8% 18.7% 19.3% 18.9% 19.1% 19.2% 19.3% 19.3% 19.3% 19.3%
Outstanding Debt, Pension & 23.2% 25.4% 28.6% 38.1% 36.4% 35.1% 34.2% 33.2% 32.1% 30.9% 29.7% 28.5%
OPEB Liabilities

As a % of Unrestricted Net
Assets & Commercial
Properties (book value)
Outstanding Debt 11.1% 12.0% 12.9% 11.9% 10.3% 9.9% 9.2% 8.5% 7.8% 7.1% 6.3% 5.7%
Pension & OPEB Liabilities 3.7% 3.6% 4.0% 11.5% 11.7% 1 1.6% 1 1.7% 1 1.8% 11.8% 11.8% 11.8% 1 1.8%

Outstanding Debt, Pension & 14.8% 15.5% 16.9% 23.4% 22.0% 21.5% 20.9% 20.3% 19.6% 18.9% 18.2% 17.5%
OPEB Liabilities

As a % of Public Land Trust
Revenue
Debt Service 5.1% 19.2% 25.2% 7.9% 8.8% 14.2% 14.3% 14.1% 13.9% 11.8% 11.2% 10.7%
Pension&OPEB 2.0% 11.9% 15.2% 5.0% 5.6% 7.6% 7.8% 7.9% 8.0% 8.1% 8.2% 8.3%
Non-Discretionary Costs 7.2% 3 1.1% 40.4% 12.9% 14.4% 21.9% 22.1% 21.9% 21.8% 19.9% 19.4% 19.0%

As a % of Public Land Trust
Expenses
Debt Service 7.8°/b 10.7% 10.5% 16.0% 14.1% 16.9% 17.0% 16.7% 16.4% 14.0% 13.3% 12.7%
Pension & OPEB 3.1% 6.7% 6.4% 10.1% 8.9% 9.1% 9.2% 9.3% 9.4% 9.6% 9.7% 9.8%

Non-Discretionary Costs 10.9% 17.4% 16.9% 26.1% 23.0% 25.9% 26.2% 26.0% 25.9% 23.5% 23.0% 22.5%

Actual financial Data (2014-2018):
The actual financial figures are derived from the 01-IA financial Statements for 2014-20 18.
Debt and debt service data is derived from Note C Changes in long-term liabilities (Compensated absences and capital lease obligations
are excluded). The DHHL outstanding debt balance is derived from the Governmental funds — Balance Sheet Committed fund balance for
the Public Land Trust. The data for unrestricted net assets and outstanding pension and 0PEB liabilities is derived from the
Statement of Net Position.

Projected financial Data (20 19-2025):
The projected financial data for the 20 19-2025 time-frame is based on various assumptions.
The pension and OPEB liabilities and contributions are assumed to grow proportionately to the Unfunded Actuarial Accrued Liability
(UAAL) and Annual Required Contribution (ARC)as projected by the most recent actuarial valuations for the ERS and EUTF.
The Public Land Trust revenues and expenditures are based on the 5-year average for 20 14-2018.
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VII. RECOMMENDATIONS

The following provides a summary of findings with respect to OHA’s debt profile and debt
capacity. The SWOT analysis forms the basis for (i) strategic considerations and (ii) specific
recommendations for OHA’s debt management procedures.

Strengths:
• The ratio of current debt service to PLT expenditures is within acceptable limits (less than 15%

is good).

Weakness:
• Only 49% of outstanding debt is scheduled to be repaid within the next 10 years (less than 65%

is the benchmark).
• The refinancing of the mortgage for Na Lama Kukui has reduced the recourse to 53% of the

property value. However, the refinancing has also increased the interest rate from 3.3 to 3.6%.
• Payments of principal for the mortgage for Na Lama Kukui and tines of credit were delayed by

two years.
• A tine of credit is designed to provide short-term liquidity, and was not a suitable method to

finance capital improvement projects for Na Lama Kukui.
• The mortgage for Na Lama Kukui includes a 1% prepayment privilege fee, which has increased

the costs for future refinancing.
• The mortgage for Na Lama Kukui has a final payment that consists of 87% of principal due in

2023.
• The DHHL obligation has substantially reduced 0 HA’s debt capacity.

Opportunities:
• All current debt is held by Bank of Hawaii. Banking diversification could provide more

favorable financing terms and potential for increased deposit returns.
• The implementation of debt management procedures could lead to better financing decisions.
• Reimbursable G.O. Bond could potentially provide an affordable and effective means of

financing for OHA.
• The development of formal cash management policies and procedures could lead to increased

deposit returns on excess cash.
• Closer cooperation with the Budget & Finance department with respect to financing decisions

cOuld potentially lead to more favorable terms on conventiohal financing agreements.

Threats:
• Since 01-IA is a participating employer within the EUTF, its debt capacity could be impacted

by potential liability adjustments due to changing projections for future healthcare inflation.
• Beneficiary advocacy expenses have gradually declined from 58% of total PLT expenses in

2008 to 47% in 2018.

• It is unclear currently whether OHA’s financing agreements require formal approval from the
Hawai’i Finance Director and Attorney General (HRS Chapter 37D).



ATTACHMENT D

(I) Strategic Considerations

The following provides strategic recommendations to be considered in discussions of debt
management procedures.

• Cash Management Policy — The development of an organization-wide cash
management policy could potentially result in increased deposit returns and efficiencies
in the management of working capital.

• Relationship with Budget & Finance — Fostering a formal relationship with the
Department of Budget & Finance could potentially result in more favorable financing
terms through either Reimbursable G.O. Bonds or collaborations on conventional
financing agreements with local and national banks.

• Banking Diversification — Banking diversification, at both the state and national level,
could potentially result in more favorable financing terms as well as deposit returns
through a more formalized treasury function.

(ii) Recommendations for Debt Management Procedures

The following are specific recommendations for the development of OHA’s debt management
procedures.

I. Distinguish between short-term (<3 years) and long-term debt (>3 years).
2. Establish a debt ceiling that limits debt service to less than 20% of total PLT expenses.
3. Restrict long-term debt to capital improvement projects only, and prohibit the use of debt

proceeds for operating or maintenance expenses.
4. Use the credit rating agency framework as the basis for the “Debt Affordability Study.”
5. Prohibit the issuance of conduit debt obligations and non-exchange financial guarantees

suèh as the DHHL financial obligation.
6. Avoid debt covenants that include features that prohibit or restrict future refunding or

refinancing opportunities.
7. Require that principal payments are made no later than five years from the date of the

debt issuance.
8. Restrict debt maturity schedules to the lesser of the expected useful life of the project

financed or 30 years.
9. Use debt amortization schedules that are structured with either fixed annual principal or

debt service payments.
10. Encourage diversification among banks as an effort to obtain more favorable financing

terms.
II. F or revenue bonds, use the “State Debt Management Policy” as the policy and require

formal coordination with the State of Hawai’i Director of Finance (HRS § 39-68)
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12. The current policy requires that debt only be taken against an asset for a “financial gain”.
Providing a working definition for “financial gain’ in the procedures provides better
guidance and more flexibility with respect to projects that consist of predominantly
cultural gains as opposed to financial gains.

13. Require formal Board of Trustees approval of all decision-making on new debt as well as
the refinancing of existing debt.

14. Require that refinancing opportunities be reviewed on a regular basis.

(iii) Recommendations for Implementation

The following are some recommendations that could be considered as part of the
implementation of the proposed debt management procedures.

1. Obtain a legal opinion from Board Counsel and the Attorney General to determine
whether OHA is required to comply with the requirements of HRS Chapter 37D.

2. Since the DHHL debt service payments are property classified as beneficiary advocacy
expenditures, consider reclassifying the DHHL grant to debt service for budgeting
purposes.

3. Create a formal nexus between the budget and the financial statements by classifying
budgeted expenses by fund type (General Fund, Public Land Trust, Federal Funds, Other)
and financial reporting division (Beneficiary Advocacy, Support Services, Board of
Trustees).

4. Create a cash management policy and treasury function to better manage OHA’s working
capital and potentially increase returns on cash deposits.
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VIII. MAHALO

This research was conducted at the request from OHA Administration. The research would not have been
possible without the contributions, expertise, support and guidance from the following individuals:

• Rodney Lee; Executive VP, Spire Hawaii LLP

• Lucas Sayin; Partner, Spire Hawaii LLP

• Gill Berger; Chairman Board of Directors (retired), Pacific Rim Bank.

• Wes Machida; State of Hawaii Budget Director (retired)

• Kalbert Young; VP Finance, University of Hawaii

• Ray Matsuura; OHA Investment Manager
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DISCLAIMER 

The information contained in this report is confidential to the Office of Hawaiian Affairs (OHA) and may not 
be disclosed without the express written consent of OHA Board of Trustee (BOT) Chair, Resource 
Management (RM) Committee Chair, OHA executive management, and Spire Hawaii LLP (Spire).  This 
information is intended solely for the use of OHA and is not intended to be, and should not be, used by anyone 
other than OHA.  This report should not be used for any other purposes or reproduced in any form that is 
inconsistent with its intent or is not authorized.  If you are not authorized, please note that the use, further 
transmission, or disclosure of the contents of this report is strictly prohibited. 

 

Under the standards promulgated by the American Institute of Certified Public Accountants (AICPA), Spire 
considers all material confidential.  However, we defer to OHA counsel on the issue of whether any material is 
subject to disclosure under State law. 
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 Section 1 
Introduction 
This white paper summarizes the origins of OHA’s revenue bond authority and describes 
the conditions necessary for an OHA revenue bond issuance. This white paper is a 
research summary and should not be considered legal or financial advice.  

Short summary 

OHA has statutory revenue bond authority to finance its projects.  
However, in order to consider revenue bonds as a financing option, OHA 
must have enough reliable revenue streams to support the bond issuance, 
as well as the fiscal, human and infrastructure resources necessary to 
support the bond through its life.  Until OHA can meet these conditions, it 
should consider more conventional means of financing, provided debt 
policy requirements can be met. 

OHA’s Revenue Bond Authority 

The authority for OHA to issue revenue bonds1 is statutory, and not 
constitutional. This authority was granted by Act 283 of the 1994 State 
Legislature and was codified as Part II of Hawaii Revised Statutes (“HRS”) 
chapter 10. 

Act 283 defined OHA revenue bonds as “revenue bonds, interim 
certificates, notes, debentures, or other evidence of indebtedness of the 
board authorized by or issued under this part”  and stated that the purpose 
of granting OHA revenue bond authority was to “enable the office to 
maximize the trust funds without eroding the trust corpus by providing 
another alternative to leverage the trust funds.” 2   

                                                            
1 Revenue bonds are a form of debt, secured by revenues of the issuing entity.   
2 It is noteworthy that prior to the passage of Act 283, OHA filed a lawsuit on January 14, 1994, against 
the State based on the failure of the State to fully compensate OHA for its share of State revenues. 
Andrade, Troy J.H., Changing Tides, A Political And Legal History of the Office of Hawaiian Affairs 
(May 2016), page 100. 
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OHA’s revenue bonds can be used to finance “office projects,” broadly 
defined in HRS §10-21 as: 

(1) The lawful acquisition of any property, real, personal, or mixed, 
tangible or intangible, or any interests therein, pursuant to section 
§10-4(2); 

(2) Any capital improvement projects on lands held by the office 
pursuant to section §10-4(2) or in the public land trust, including but 
not limited to the construction of buildings and other improvements; 
infrastructure development, and other enterprises which are 
acquired, constructed, reconstructed, rehabilitated, improved, 
altered, or repaired by or on behalf of the office; 

(3) Pilot projects, demonstrations, or both, where those projects or 
demonstrations fulfill criteria established by the board, pursuant to 
section 10-5(7); and 

(4) Any other projects determined by rules adopted by the board 
pursuant to chapter 91 or otherwise authorized by the board in 
accordance with applicable law to be for the betterment of native 
Hawaiians and are consistent with the purposes of this chapter.3 

As revenue bonds are a form of debt secured by revenues of the issuing 
entity,4 Act 283 contemplated that the revenue bonds would be “secured by 
moneys received by OHA from the twenty per cent share of revenue from 
the public land trust.”5   

By legislative action in 2009, the legislature inserted a definition of revenues 
in order to (1) “[b]roaden the sources of revenue by which the Office of 
Hawaiian Affairs may meet the requirement that its projects be self-
supporting”6 and (2) explicitly exclude general fund appropriations and 

                                                            
3 HRS §10-21. 
4 HRS §39-61. 
5 Act 283 1994 SLH. 
6 Stand. Com. Rep. No. 1247 on H.B. No. 899, H.D. 1, S.D. 1, 2009 Regular Session.6  The stated reasons for 
the amendments were to (1) clarify and strengthen OHA’s bond authority and (2) better reflect the state 
of government bond practices. Act 146, 2009 Session Laws of Hawaii.  However, by 2009, OHA’s share of 
public land trust (PLT) revenues had significantly diminished due to unfavorable legislative and 
gubernatorial actions, and OHA no longer received a 20 per cent share of PLT revenues.  See, Andrade, 
pages 100-184. 
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previously committed funds from inclusion in the definition of “revenues 
of the office.” Revenues are now defined in HRS §10-21 as: 

"Revenues of the office" or "office's revenue" means all rates, rentals, 
fees and charges, and user taxes, received by the office of Hawaiian 
affairs, and all money and revenue derived from the operations of 
the office, other than: 

(1) General appropriations; and 

(2) Funds, the terms of which preclude their being used for payment 
of the costs of acquisition, purchase, construction, reconstruction, 
improvement, betterment, extension, or maintenance of an office 
project or the costs of a loan program or the payment of principal or 
interest of revenue bonds.7 

  

                                                            
7 Consideration of “loan programs” was added in 2013, by Act 171. 
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Section 2 
Revenue Bond Vetting Process 

1. Identify the project and the amount of bonds required, consistent with 
statutory and debt policy requirements 

OHA must identify how the bond proceeds will be used, and the 
uses must fall within the definition of “office project” or “project” in 
HRS §10-21. Note that HRS §§10-21(3) and (4) require the BOT to 
establish criteria or rules for qualifying pilots, demonstrations and 
other projects.  Since OHA does not currently have such criteria or 
rules, they will have to be established before projects falling under 
subsections (3) and (4) are selected. 

Debt Capacity of the bond. Debt capacity refers to the total amount 
of debt an organization can incur and repay according to the terms 
of the debt agreement8. The amount of the bonds required should be 
determined based on consultation with the financial specialists 
noted in the section below entitled “Assess adequacy of 
infrastructure for bond issuance.”  

The two main measures to assess debt capacity for bonds are  looking 
at the balance sheet and cash flow. These two measures will 
determine how much debt OHA can handle. In order to assess the 
level of debt capacity, the following matrix summarizes the 
measurements required to determine it. 

                                                            
8  https://corporatefinanceinstitute.com/resources/knowledge/finance/assessing-debt-capacity/ 
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Source: https://corporatefinanceinstitute.com/resources/knowledge/finance/assessing-debt-capacity/ 

 

By using the ratios captured above, OHA, with its financial 
specialists, can assess the amount of bonds it can realistically 
manage. This can be achieved as long as the amount of cash at hand 
from OHA can easily cover the interest expense, and ultimately 
cover the principle repayments that are required. Bond lenders will 
look at a combination of balance sheet measures and cash flow 
measures when assessing OHA’s total debt capacity of the bond. 

Also affecting the amount of bonds that can be issued is HRS §39-61, 
which requires that the undertaking or loan program financed by 
revenue bonds must be self-sustaining: 

“Rates, rentals, fees, and charges; undertaking and loan 
programs to be self-sustaining.  (a)  The department issuing 
revenue bonds pursuant to this part shall impose, prescribe, 
and collect rates, rentals, fees, or charges for the use and 
services of, and the facilities and commodities furnished by, 
the undertaking or for the use and services and benefits of the 
loan program for which the revenue bonds are issued, and 
shall from time to time whenever necessary, so that, together 
with the proceeds of the user taxes derived with respect to the 
undertaking pledged to the payment of those revenue bonds, 
the undertaking or loan program shall be and always remain 
self-sustaining.  The rates, rentals, fees, or charges imposed 
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and prescribed shall produce revenue which, together with 
the proceeds of the user taxes, will be at least sufficient: 

(1)  To make the required payments of the principal and 
interest on all revenue bonds issued for the undertaking or 
loan program, including the payment of all revenue bonds 
and interest thereon for the payment of which the revenue, or 
user taxes, or combination of both, are or shall have been 
pledged, charged or otherwise encumbered, or which are 
otherwise payable from the revenue or user taxes, or 
combination of both or are payable from a special fund 
maintained, or to be maintained, from the revenue or user 
taxes, or combination of both, including reserves therefor, and 
to maintain the special fund in an amount at least sufficient to 
pay when due all revenue bonds and interest thereon which 
are payable from the special fund, including reserves 
therefor.” (Emphasis added.) 

Size of the bond. The size of an issuance is also constrained by HRS 
§§10-3, -21 and -30. HRS §10-3 requires that OHA’s revenue bonds 
must be paid for and secured only by the revenues of the project or 
projects financed and/or OHA revenues.  Under HRS §10-21, OHA 
cannot use general fund appropriations or other funds with terms 
that “preclude their being used for” the purposes of the bonds, or 
the payment of principal or interest of revenue bonds,” thus 
eliminating the funds needed for OHA’s existing obligations (lines 
of credit, mortgages) or funds committed for other purposes (such 
as OHA’s payments to DHHL and the PLT revenues budgetarily 
committed for operations) would potentially be excluded from 
consideration.  Finally, since HRS §10-30 requires that OHA’s 
revenue bonds must be paid for and secured only by the revenues of 
the project or projects financed and/or OHA revenues, OHA’s 
current revenue stream might be insufficient to support a high-
quality bond issuance.   

Quality/Rating of the bond. According to the Municipal Securities 
Rulemaking Board (MSRB), the quality of a bond issue is assessed 
on such factors as the source of funds for repayment of principal and 
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interest of the bonds and any economic or other trends that may 
impact revenues. The MSRB was established by Congress in 1975, to 
protect municipal securities investors, municipal entities and the 
public interest.  In support of their mission to protect public interest, 
MSRB provides educational resources to help inform potential 
investors about municipal securities.  Per MSRB “a credit rating is 
the evaluation or assessment that a rating agency assigns to a bond 
to indicate the likelihood that the issued will repay the bond.”9  
Investment grade bonds are rated as BBB-/Baa3, and without an 
obvious stream of revenue to repay the bond issuance, being rated 
as an investment grade bond may prove difficult. 

Unlike other government agencies with substantial tax or fee 
revenues, OHA might not have enough reliable revenue sources to 
support the kind of issuance it needs.10  

2. Assess adequacy of infrastructure for bond issuance 

Considerable resources and infrastructure are needed to support a 
bond issuance. First, fiscal resources are required.  OHA must pledge 
adequate funds for the punctual payment of revenue bonds and 
interest (from the revenue of the office project or projects or loan 
program or programs for which the bonds have been issued, or the 
revenues of the office, or both), and for reasonable reserves to back 
these payments.11 In addition, OHA, as an issuer, will also incur 
other issuance expenses, which vary according to the nature, size 
and complexity of the financing.  These include underwriting costs 
and insurance.  Issuance costs must be paid for by OHA under HRS 
§10-22, which provides that “OHA must advance such moneys of the 
office, not otherwise required, as are necessary to pay the expenses 
incurred in making the preparations for the initial issuance of 
revenue bonds under this part.”   

                                                            
9 http://www.msrb.org/~/media/Files/Education/Credit-Rating-Basics-for-Municipal-Bond-
Investors.ashx?? 
10 The PLT revenues are now capped at $15,100,000, and are not immune to future (downward or 
upward) adjustment by the State Legislature. 
  
11 HRS §10-22. 
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Next, human resources and organizational infrastructure are also 
required.  OHA must develop an internal governance structure with 
enough expertise to make timely, informed decisions during the 
bond process and to guide the external specialists.   

Other resources and infrastructure necessary to support a bond issue 
fall into two broad categories, pre-issuance and post-issuance. 

Pre-issuance human resources consist of a financing team of 
specialists, that OHA must engage externally, since it does not have 
internal resources.12  The team should consist of: 

• Bond counsel  
• Financial advisor or municipal advisor 
• Underwriter/Investment banker 
• Paying Agent/Trustee 
• Rating Agency 
• Bond Insurance Provider or Other Credit Enhancer 

Post-issuance resources and infrastructure are required for OHA to 
perform compliance and reporting responsibilities for the life of the 
bond. Among the post-compliance responsibilities are debt 
management (including prompt payment) and complying with 
continuing disclosure and investment requirements.13 OHA 
currently does not have either the human resources or systems to 
perform these responsibilities, so these must be procured externally.  

3. Obtain necessary approvals 

The BOT must pass a resolution to authorize the bond issuance.14  
Prior to BOT action, OHA’s Debt Policy requires presentation of the 
following analyses to the BOT: 

• Identification of a repayment solution 
• Consideration of financial alternatives 
• Assessment of the impact of the debt on future budgets 

                                                            
12 For a more detailed description of team responsibilities, see Debt 101 (Volume 1) – Issuing a Bond, GFOA, 
pages 1-2. 
13 The GFOA has best practices covering major pre- and post-issuance requirements. 
14 HRS §10-23. 
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• Rigorous due diligence analysis, including assessing the 
sufficiency of revenues dedicated to debt service, 
consideration of the operating cost of capital assets and the 
impact on OHA’s ability to provide future services  

• Debt Affordability Study (if one has not been done in the last 
two years)  

• Financial and credit impact of new debt  

HRS §10-36 requires OHA comply with the State constitutional 
requirements for bonds in Article VII, sections §§12 and 13, 
therefore, these requirements will prevail over any contradictory 
language in HRS chapter 10. Also, as a State agency, OHA is required 
to follow the requirements applicable to State agencies, unless 
specifically exempted. 

OHA must submit the BOT resolution to the State legislature for 
approval to issue the bonds.  It is significant to note that by Act 146, 
2009 SLH, the State legislature amended HRS §10-4(6) to remove the 
language that stated the principal amounts of OHA’s revenue bonds 
needed to be “authorized from time to time by law.”   The reason for 
this removal was that OHA’s authority to issue revenue bonds 
would be strengthened, because the BOT could “[i]ssue revenue 
bonds without legislative authorization and approval..”15  However, 
the same legislature inexplicably added back the requirement for 
legislative approval in an amendment to HRS §10-22(2), by inserting 
the requirement that revenue bonds issued under HRS chapter 10 
needed to be in such principal amounts “as may be authorized by 
the legislature from time to time.”  There is no written legislative 
history that appears to directly address this discrepancy. 

If other State agencies issue  bonds  for capital improvements, they 
must receive capital appropriation authorization.  In OHA’s case, 
there is no requirement in HRS §10-22(2) that the cost of the “office 
project” funded by the revenue bond must be “as authorized by 
law.”16  To be certain about the applicability of the capital 

                                                            
15 Conference Committee Rep. No. 161 on H.B. No. 899, H.D. 1, S.D. 1, C.D. 1 (2009) 
16 The requirement for legislative approval was in H.B. No. 899, but was removed from H.B. No. 899 
(2009).  See, Conference Committee Rep. No. 161 on H.B. No. 899, H.D. 1, S.D. 1, C.D. 1 (2009). 
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appropriation authorization, OHA should consult with its legal 
counsel. 
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Section 3 
Other Bond Options  

HRS §10-31 states, in part, that: 

…the revenues of the office project or the loan program, and the 
revenues of the office shall produce revenue at least sufficient to: 

    * * * * 

(3) Reimburse the general fund of the State for any bond 
requirements on general obligation bonds issued for an office project 
or projects or for a loan program or programs to the extent required 
by law; 

This language implies that OHA can request that the State issue general 
obligation bonds for its projects or loan programs.  General obligation 
bonds of the State must be authorized pursuant to the State Constitution by 
a majority vote of the members to which each house of the Legislature is 
entitled.  The Legislature enacts laws specifying the amount of such bonds 
that may be issued and defining the purposes for which the bonds are to be 
issued. 
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Section 4 
Summary 

Whether OHA can effectively use revenue bonds for its financing needs 
depends on its capacity to assume additional debt, the reliability of its 
revenue streams and whether it has the fiscal, human and infrastructure 
resources necessary to support the bond through the life of the bond. If 
these conditions cannot be met, revenue bonds may be a hypothetical, 
rather than realistic, option for OHA, and it should look at more 
conventional means of financing that are appropriate under the debt policy. 



ATTACHMENT E

Other Bond Options
HRS §10-31 states, in part, that:

the revenues of the office project or the loan program, and the

revenues of the office shall produce revenue at least sufficient to:

* * * *

(3) Reimburse the general fund of the State for any bond
requirements on general obligation bonds issued for an office project
or projects or for a loan program or programs to the extent required

by law;

This language implies that OHA can request that the State issue general
obligation bonds for its projects or loan programs. General obligation
bonds of the State must be authorized pursuant to the State Constitution by
a majority vote of the members to which each house of the Legislature is
entitled. The Legislature enacts laws specifying the amount of such bonds
that may be issued and defining the purposes for which the bonds are to be
issued.
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R1’I #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

PROPOSED ACTIONS

Administration recommends that the Committee on Resource Management approves; and further
recommends that the Board of Trustees (BOT) approve, the following actions:

1. Approve OHA’s Total Operating Budget Realignment #1 for fiscal year 2020 as outlined in
ATTACHMENT #1;

2. Transfer $2,000,000 in cash from the Kakaako Makai cash account to the Native Hawaiian
Trust fund for use when needed in realizing OHA’s Total Operating Budget Realignment #1
as outlined in ATTACHMENT #1;

3. Reimburse to Trustee Hulu Lindsey, $758.12 utilized in support of beneficiaries impacted by
the Kauaula, Maui fire in August 2018;

4. Designate’ $1,445,000 in unspent. unencumbered funds (fka Fiscal Reserve) from FY 2018,
for the purposes noted below:

a) $500,000 to support Disaster Recovery;

b) $500,000 in support of funding the audit by the State Auditor as required by State of
Hawaii’s Act 37/HB 172;

c) $100,000 for the purposes of repatriation (e.g.. iwi kupuna, moe pu. funerary items),
beyond current fiscal biennium project;

d) $120,000 for litigation contingencies; and

e) $225,000 for possible fringe rate increases beyond current FY 2020 budgeted 63% fringe
rate; and

5. Activate seven (7) frozen OHA staff positions and proceed with implementing the proposed
Organizational Charts dated 9/4/19 as illustrated in ATTACHMENT #4.

I Designate=specifically identify. plan for, reserve: Trustee authorization and approval still needed to activate the designated
or specified funds.
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (fY 21)

II. ISSUE

Whether or not the Board of Trustees (BOT) should approve the: 1) OHA’s Budget Realignment
#1 for fiscal year 2020 as outlined in ATTACHMENT #1; 2) Transfer of cash to the Native
Hawaiian Trust Fund from Kakaako Makai for Budget Realignment #1; 3) Reimbursement of
funds to Trustee Hulu Lindsey; and 4) Board designations in the fiscal Reserve. All actions are
summarized and referenced in Table 1 below:

Table 1. Summary of Budget Realignment Actions

Funding# Amount Purpose
Source

Budget Realignment
- ATTACHMENT

$1 998 547
#1 and Unfreeze and Native Hawaiian

‘

‘ activate seven (7) Trust Fund
frozen OHA staff
positions
Cash transfer to
Native Hawaiian

2. S2,000,000 Trust Fund (NHTF) Kakaako Makai
for realignment
needs
Reimbursement to

. Native Hawaiian3. $758 Trustee Hulu
. Trust FundLindsey

Designation re:4. $500,000 . Fiscal ReserveDisaster Recovery
Designation re: State
Audit in State of5. $500,000 .., Fiscal ReserveHawaii s Act
37/HB 172 (2019)
Designation re:
Repatriation, beyond6. $100,000 . Fiscal Reservecurrent fiscal
biennium project
Designation re:

7. $120,000 Litigation Fiscal Reserve
Contingency
Designation re:
Fringe Rate Increase,

8. $225,000 . Fiscal Reservebeyond FY20 fringe
rate

Total $5,444,304
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R1VI #19-17: Realignment #1 of the OHA Biennium Budget for the fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

III. BACKGROUND — Purpose of Budget Realignment

The OHA Biennium Budget is prepared every two years, for the ensuing two years. The current
Biennium Budget covers the periods from July 1, 2019 through June 30, 2020 (FY 20) and July 1,
2020 through June 30, 2021 (FY 21) and was approved by OHA’s BOT on June 20, 2019, Action
Item RM #19-09, OHA Biennium Budget for the Fiscal Biennium Periods 201 9-2020 (FY 20) and
2020-2021 (FY21).

As the budget is prepared only once every two years, adjustments are often required to update the
budget to current conditions. Moreover, as was noted in “Section XIII. Post Budget Approval,
Noted Items” of Action Item #19-09,

“White the Fiscal Biennium Periods 2019-2020 (FY 20) and 2020-202 1 (FY 21) were
prepared in accordance with existing policies and procedures, Administration found
this year’s biennium budget construction effort to be very challenging and needing
policy alignment and update. Consequently, Administration would like the Trustees to
understand, support and note the following considerations to be implemented post
approval of the biennittm bttdget, resttlting in a strategic and better aligned bttdget and
projections...”

6. “Work Plan amid related Bttdget Reatignrneitt. Work plan (e.g., program
objectives, activities) and budget realignmentfor FY 2020-202 1 based on
Board Governance Framework, inctuding policies; Strategic Plan 2020+
strategies; governance, tactical and operational plans (e.g., technology,
projects, key personnel position hires). The following realigned budgets
will be brought backfor Board review and action: A) Operating Budget —

2 Year (20/21); B) Major Project Bttdget (20/21); and C) Capital Budget
(5-Year beginning with FY20). In addition, reserve designation proposals
for Trustee consideration and action (e.g., fringe, disaster, iwi kupuna
repatriation) will also be provided. (September 2019);”

The process of updating a budget that has already been approved is referred to internally as a
“budget realignment”. This action specifically addresses the current fiscal periods from July 1,
2019 through June 30, 2020 (FY 2020) and July 1, 2020 through June 30, 2021 (FY 2021) and
seeks approval to realign OHA’s FY 2020, FY2021 Total Operating Budget (TOB) which was
approved by the BOT on June 20, 2019. This Action Item seeks Trustee consideration and
approval for budget realignment to properly reflect current organizational projects and priorities.

On September 6, 2019, the fY2020 Budget Realignment #1 Book (RBB) was distributed to the
Trustees to provide details ahead of this Action Item.
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

IV. DISCUSSION

A. OHA’s Budget, Available Funds and OHA’s Spending Limit

An appropriation is an authorization granted by the OHA Board of Trustees or Hawai’i State
Legislature permitting the agency, within established fiscal and budgetary controls, to incur
obligations and to make expenditures for specific purposes. An appropriation is usually limited
in amount and period of time during which it may be expended. The sources of funding available
for spending include the following appropriations detailed in Table 2 below:

Table 2: Sources of Funding

AppropriationType Descnption
Number

General Fund appropriations drawn from the State of
Hawai’i

A portion of the NHTF, and also includes revenues
received from 1) past-due settlements dividend and
interest earnings received thereon, 2) twenty (20) percent
of estimated lease and other revenues generated from
OHA-owned Kaka’ako Makai (KM) parcels allocated for
grants, and 3) thirty (30) percent of KM’s FY 18 and FY
19 net revenue allocated for OHA’s Legacy Property
Management2

2Per BOT approved Action Item RM #19-10. Approval of a second amendment to BOT #12-05 — Kakaako Makai properties
to the Land Legacy Program, dated August 21, 2019.

100

Core Operating
Budget

Public Land Trust Revenues (PLT) received annually 901
from various State Agencies conducting business on PLT
lands

Matching Fund appropriations by the State of Hawai’i but 910
drawn on the Native Hawaiian Trust Fund (NHTF)

930

. One-time cash transfer from Kaka’ako Makai (1(M) 930Core Operating
Revenues crenerated from OHA-owned parcels to theBuacet
Native Hawaiian Trust Fund

. Appropriations authorized from the NHTF by OHA’s 935Fiscal Reserve .. . BOT up to a maximum of S3 million annually pursuant toAuthorizations . .

its Spending Policy

Commercial Kakaako Makal (KM) Revenues generated from OHA- 93$
Property owned parcels
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R1VI #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Appropriation
Type Description

Number

Na Lama Kukui (NLK) Revenues generated from its 939
investment (formerly known as Gentry Pacific Design)

Palauea Cultural Preserve — includes a percentage of all 310
home sales within the development

Legacy Property Wao Kele 0 Puna Management Fund — includes 315
previously-authorized Board appropriations for current
and future programmatic needs

. Federal-fund appropriations for the Hãlawa Lüluku 200
Special

Interpretive Development (HLID) ProjectPrograms
Budaet —

Federal-fund appropriations for the Native Hawaiian 202
Federal

Revolving Loan Fund (NHRLF) Program

Hawaiian Projects — includes funds collected from Ka 320
. Wai Ola advertisement sales and other miscellaneous

Special
incomePrograms

Budget — Other Repayments for the OHA-DHHL Homesteader Loan 902
Program

OHA’ s Budget is comprised of all five Sottrces of Funding as summarized in Table 3 below, and
is discussed herein, to include the following:

1. Core Budget
2. Fiscal Reserve Authorizations
3. Commercial Property
4. Legacy Property
5. Special Programs Budget — Federal and Other
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 3: Spending Limit for OHA’s FY 2020 Budget

FY 2020
funding Sources Approved Proposed . Ref

. AdjustmentsBudget Realignment_#1 Page(s)
1. Core Budget
59i of NHTF Portfolio $17,692,555 S17.692,555 $0
Public Land Trust Revenues 15,100,000 15,100,000 0
State of Hawai’i General funds3 3,037,879 3.037,879 0
Allocation of Kaka’ ako Makai
Revenues 1,435,610 1,866,436 430,826
One-time Cash Transfer from
Kaka’ako Makai4 0 2,000,000 2,000,000

Sub-total - Core Budget: $37,266,044 $39,6%,$70 i2,430,$26
2. fiscal Reserve Authorizations k.

Available for FY 2020
Authorizations SO $0 $0

Sub-total — FR Authorizations: $0 $0 $0
3 Commercial Property
Kaka’akoMakai $10,878,315 $10,878,315 $0
Na Lama Kukui 7,’,481 7,909,481 0

Sub-total — Commercial
Property:

4. Federal Programs Budget
Halawa-Luluku Interpretive
Development $4,099,249 $4,099,249 $0
Native Hawaiian Revolving Loan
fund 902,005 902,005 0

Sub-total -Federal Programs
Budget: $5,001,254 $5,001,254 $0

5. Special Programs Bud.
Special Programs Budget -

Legacy Properties $880,257 $880,257 $0
Special Programs Budget — Other 367,862 367,862 0

Sub-total — Special Pngrams
Budget: $1,248,119 $1,248,119 $0

Total Spending Limit: $62,303,213 $64,734,039 $2,430,826

SON General Fund — approved by the Governor as Act 037(19) on June 12, 2019, conveyed as Governor’s Message No.
1138.

Request in this Action Item a one-time cash transfer from Kakaako \lakai for use in Core Budget.

In February 2018. via RM #18-03. the Board approved a moratorium on the use of fiscal reserve ftinds until specific policy
changes are approved by the Board of Trustees.
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RM #19-17: ReaLignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

1. Core Btidget: Reflects the primary budget consisting of three budget types: operating, project
and capital budgets. Operating budget consists of payroll, operations, and program
expenditures. A Project budget is made up of planned expenditures for particular deliverables
having a beginning, middle and end for a duration of 1 to 2-year period (e.g., professional
services, other contractors, software or hardware). Capital budget consists of significant
expenditures to acquire, construct or maintain land, buildings, structures and equipment for the
duration of 3 or more years. Core budget includes the following four (4) funding sources:

> Withdrawals from the Native Hawaiian Trttst Fund (NHTf) are limited by the Native
Hawaiian Trust Fund Spending Policy. This policy limits the withdrawal to five (5) percent
of the NHTF’s twenty-quarter (20-quarter) rolling average market value, as defined, to
ensure that resources held within the trust are available for future spending.

Public Land Trust (PLT) Revenues are received from the State of Hawai’i and have been
set at $15,100,000 (Act 178, SLH 2006) per year, until further legislative action.

Kaka’ako Makai (KM) Revenites are allocated to OHA’s Core Budget for grant funding
and is calculated at twenty (20)6 percent of estimated lease and other revenues generated
from OHA-owned Kaka’ako Makai parcels funding and thirty (30) percent of FY 18 and
FY 19 net revenue to OHA’s FY 20 FY 21 Legacy Property management funding.

Kaka ‘ako Makai (KM) Cash with a one-time cash transfer from the Kaka’ako Makai cash
account to the Native Hawaiian Trust Fund for OHA’s Core Budget to be used in this FY
20 period as needed for Realignment #1 spending.

> State of Hawai’i General fund appropriations are determined by the legislature during
each Biennium. The State Legislature passed as Act 037(19) an appropriation of
$3,037,879 annually for fY 20 and FY 2l.

2. Fiscal Reserve Authorizations8: The funds to be withdrawn from the NHTF also include any
uses of the fiscal reserve that have been authorized by OHA’s Board of Trustees (BOT) and
are known as Fiscal Reserve Authorizations. The maximum designations allowable to be made
in any given fiscal year, using any combination of items - budget stabilization, unpredicted
one-time payments and capital acquisitions - are limited to no more than $3,000,000 annually.
The $3,000,000 limitation is based on the fiscal year in which the designation is made,
regardless of the year of funding specified in the designation. Any actions taken subsequent
to this Action may be added to the budget at a later date, but are not contemplated in the current
budget submission.

6 The proposed Kak&ako Makai policy with the two noted changes (e.g., 10% to 20% for grants, 30% to 50% for Land
Legacy) is going through the policy review and approval process including the final, reading at the September 19, 2019
Board meeting.

The FY21 General Fund appropriation is conditioned by the Act 37 audit, being conducted by the State Auditor and
scheduled to be completed in December 2019.

In February 2018, via RlvI #18-03, the Board approved a moratorium on the use of fiscal reserve funds until specific policy
changes are approved by the Board of Trustees and as of September 2019, the moratorium is still in effect.

9



RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

OHA’S NHTF Spending Policy’s Fiscal Reserve Withdrawal Guidelines

OHA’s fiscal reserve fund is designed to provide money in certain situations including budget
stabilization, unpredicted one-time payments and capital acquisitions. The maximum
designation is S3 million annually. The $3 million limitation is based on the fiscal year in
which the designation is made, regardless of the year of funding specified in the designation
and requires a vote of super majority (6 affirmative votes) for approval.

There may be special circumstances that will require the use of funds in excess of the situations
noted above, therefore, the criteria noted in the guidelines can be waived by OHA’s BOT with
a vote of super majority plus 2 (8 affirmative votes).

OHA’s Fiscal Reserve Balance is calculated as follows:

Begiitizing Balance
+ Increases:

Auditedfi,zaizciats that include:
+ Unexpended and unencumbered “approved” core operating budget
+ Unttsedfu,tdingfroin a priorfiscal year that is later “lapsed”

- Decreases
BOT-authorized withdrawals

= E,iding Bala,zce9

Lapsed funds are added back to OHA’s Fiscal Reserve fund. As of June 30, 2016, OHA’s
Fiscal Reserve balance was approximately $2.09 million. Since June 1, 2017. OHA’s Ke
Kaupoku, its Board of Trustees, did not authorize any withdrawals, leaving $2.09 million
available for future designations beginning in FY 18 (July 1, 2017 through June 30, 2019) and
which have accumulated to $5.7 million at the end of FY18. See Table 4 below and specific
details in the Realignment Budget Binder (RBB) Attachment #4. Moreover, in February 2018,
via RM #18-03, the Board approved a moratorium on the use of fiscal reserve funds until
specific policy changes are approved by the Board of Trustee and is still in effect.

According to OHA’s Spending Policy, only “upon the close of OHA’s fiscal year-end financial
records and the successful completion of a financial audit engagement” can OHA calculate and
authorize for use any unexpended, unencumbered or unused funding that has been “lapsed.”
Therefore, any FY 19 lapses are not reflected in the $5.7 million estimate hut are expected to
increase the $5.7 million estimate upon issuance of OHA’s FY 19 Audited Financial
Statements (currently scheduled for completion by the Spring of 2020).

Specific details in the Realignment Budget Binder (RBB)s Attachment #4 titled “Fiscal Reserve Roilforward”
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

TABLE 4: OHA’s FY 2020 Fiscal Reserve Authorizations and Requests

3. Commercial Property: Reflects the revenues generated on OHA-owned commercial property
lands, Kaka’ako Makai and Na Lama Kukui properties, and is summarized as follows:

> Kaka ‘ako Makai (KM) Revenues1’ are currently estimated at $4,308,255 for fY 20 and
$4,419,016 for fY 21 from lease revenues. Twenty (20) percent of gross revenue is
allocated to OHA’s FY 20 and FY 21 Core Budget for grant funding and thirty (30) percent

‘° FY 20 Realignment #1 Budget Binder (RBB)

“The proposed Kaka’ako Makai policy with the two noted changes (e.g., 10% to 20% for grants, 30% to 50% for Land
Legacy) is going through the policy review and approval process including the final, 2” reading at the September 19, 2019
Board meeting.

Date . FY 2020
. Current Prior Year

. . Approved Action , Balance of Ref.Description Year P0 Subtotalby the Item # . Fiscal Reserve Page(s)Lapse CancellationBOT Authorizations
FY17 Beginning Balance: $2,090,142
Add: FY17
Unspent,
Unencumbered
(audited) 1,096,804 1,057,034 2,153,838 $4,243,980
Add: FY18
Unspent.
Unencumbered RBB1°
(audited) 1,489,758 12,218 1,501,976 $5,745,956 Attach-
Add: FY19 ment
Unspent, #4
Unencumbered
(unaudited) 2,464,433 2,084,600 4,549,033 I0,294,9%9

Subtotal (1): 5,050,995 3,153,852 8,204,847
FY20 Beginning

$10,294,989Balance:
Disaster . RMDesignated t 500.000)Recovery #19-17
Act 37/HB172 . RM
State Audit

Designated
#19-17 (500.000)

. RM
. . Designated (100.000)Repatriation #19-17

Liticration
. RM

. Designated ( 120,000)Contingency #19-17
Frincre Rate . RMDesignated (225,000)Increase #19-17

Subtotal (2): (1,445,000)
Ending Balance: $8,849,989
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WV! #19-17: Realignment #1 of the OHA Biennium Budget for the fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

of FY18 and FY19 net revenue to OHA’s FY 20 FY 21 Legacy Property management
funding.

Na Laina Kukui (NLK) Revenues are from lease revenues. Realized surplus is retained
for remaining debt service payments incurred from the purchase of the property and its
Honolulu office build-out.

4. Legacy Property: Reflects the funds designated for use on specific legacy property.

,‘ Patauea Cultural Preserve Revenues are derived from the sale of homes in an affluent
area on Maui. The .05% of each sale has been deposited into an account for which the
funds are to be used for the upkeep and long-term stewardship of this historical site.

- Wao Kete 0 Pttna Maizagenteitt Fund balances consist of previously-authorized Board
appropriations for current and future programmatic needs.

5. Special Prograins Budget — Federal: Reflects the basic operating budget consisting of payroll,
operations, and program expenditures for Federally-funded OHA Projects & Programs
including:

> Hälawa Lãluku Interpretive Development (HLID) Project;
.- Native Hawaiian Revolving Loan Fund (NHRLF) Program; and
,- EPA Brownfields Assessment Grants for Kaka’ako Makai.

The amount of federal funding available each year for these Programs is based on budgets
submitted by OHA and approved by the respective grantors.

Special Prograins Bttdget — Other: Reflects special programs funded through other sources of
income including:

> Hawaiian Projects
v” Ka Wai Ola advertisement sales;
V Conference sponsorships; and
V Other miscellaneous income

Hawaiian Rights
“ Legal settlements*

*Note redttction in Available Funds reflected in Table 5 and explained below.

> Homesteader Loan Program
V Repayments received for the OHA-DHHL Homesteader Loan Program

These amounts are considered special program income and not part of the NHTF. Expenditure
of these funds is authorized through BOT approval of the Special Programs Budget. As of
June 2019, the approximate available funds for FY 2020, for Special Programs Budget
appropriations, are summarized in Table 5 below:
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 5: Available Funds for OHA’s FY 2020 & FY 2021 Special Programs Budget—
Other

flTtflTiiii I

Beginning Balance* S129,031 S 142,862 $0
Hawaiian Projects 76,205 75,000 75,000
Homesteader Loan Program 187,626 150,000 120,000

Sub-total Available Funds: $392,862 $367,862 $195,000
B OT-Approved Appropriations -250,000 0
Proposed Appropriations 0 -367,862 -195,000

Estimated Net Available Funds: $142,862 $0 $0
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R1VI #19-17: Realignment #1 of the OHA Biennium Budget for the fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (fY 21)

B. TOTAL OPERATING BUDGET ADJUSTMENTS

The following sections outline and provide explanation on the major adjustments
(increases/decreases) to the budget as a result of this realignment. Proposed adjustments to OHA’s
FY 2020 Total Budget are outlined in Table 6 below:

Table 6: FY 2020 Approved Total Budget and Realignment #1 Comparisons
FY 2020

Total Budget Approved Proposed . Ref
. AdjustmentsBudget Realignment#1 Page(s)

1. Core Budget
Personnel (including fringe) $16,905,440 $16,933,809 $28,369
Non-Personnel 20,360,603 22,401,774 2,041,171

Sub-total — Core Budget: $37,266,043 $39,335,583 $2,069,540

2. Fiscal Reserve Authorizations
Fiscal Reserve Authorizations $0 $1,445,000 $1,445,000

Sub-total — FR Authorizations: $0 $1,445 00 $1,441j0
—

3. Commercial Property
Kakaako Makai $2,553,946 $2,261,175 ($292,771)

NLamaKukui 5,853,411 5,950,051 96,640

Siib-ttl— Commercial Property: $8,407,357 ‘:,j j21l,2I f$196J31)

4. Federal Programs Budget
Halawa Luluku Interpretive
Development $4,099,249 $4,099,249 $0
Native Hawaiian Revolving Loan
Fund 902,005 902,005 0

Sub-total — Federal Programs
Budget: $5,001,254 $5,001,254 $0

5. SpeciaL Programs Budget
Legacy Properties

Palauea Culture Preserve $160,380 $160,380 $0
Wao Kele 0 Puna Management
Fund 256,610 256,610 0

Sub-total — Special-Legacy
Properties: $416,990 $416,990 $0

Special Programs Budget — Other

Hi’ilei Aloha & Subsidiaries $292,862 $405,000 $112,138
Ho’okele Pono & Subsidiaries 75,000 88,000 13,000

Sub-total — Special — Other: $367,862 $493,000 $125,138
Sub-total — Special Programs

Budget: $784,852 $909,990 $125,138
Total Budget: $51,459,506 $54,903,053 $3,443,547
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Bi. Core Budget Adjustments

The Core Budget (CB) is consisted of three budget types: operating, project and capital budgets.
Operating budget consists of payroll, operations, and program expenditures. Project budget is
made up of planned expenditures for particular deliverables having a beginning, middle and end
for a duration of 1 to 2-year period. Capital budget consists of significant expenditures to acquire,
construct or maintain land, buildings, structures and equipment for the duration of 3 or more years.
The following sections outline and provide explanation of the major adjustments
(increases/decreases) to the CB because of this realignment. Proposed adjustments to the are
outlined in Table 7 below. A listing of all proposed FY 20 adjustments, by Category and Object
Codes is provided in Appendix, pp. A-i to A-3.

Table 7: FY 2020 Approved Budget and Realignment #1 Core Budget Comparisons

FY 2020

Core Operating Budget Approved Proposed
. RefRealignment AdjustmentsBudget

#1
Page(s)

A-i to
Non-Personnel $20,360,603 $22,488,774 $2,128, 1 71 A-3
Personnel 16,905,440 16,933,809 28,369 A-3

Total Core Operating Budget: $37,266,043 $39,422,583 $2,156,540
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

B2. Core Personnel Budget Adjustments

Personnel costs includes all expenditures directly related to personnel and comprises of Salaries &
Fringe, Student Helper Program, Vacation Payments (including transfer of vacation leave to other
State agencies), Employee Continued Education Program and Workers’ Compensation Payments.
The Core Personnel Budget has been adjusted to reflect estimated needs for FY 2020. Core
Personnel Budget Adjustments are summarized in Table 8 and described below:

Table 8: FY 2020 Approved Budget and Realignment #1 Core Personnel Budget
Comparisons

FY 2020

Proposed
Approved Realignment Ref

Personnel Budget #1 Adjustments Page(s)
Salaries & fringe
OHA Salaries $10,373,213 $10,199,785 ($173,429) [Aj

OHA Fringe 6,232,227 6,434,024 201,797 [B]

Student Helper Program 104,050 104,050 0

Sub-total Salaries & Fringe: 16,709,490 16,737,859 28,368

Reserves
Vacation Payout 150,000 150,000 0

Overtime 10,000 10,000 0

Worker’s Compensation Payments 5,950 5,950 0

Continuing Education Program 30,000 30,000 0

Sub-total Reserves: 195,950 195,950

Total Core Personnel: $16,905,440 $16,933,809 $28,368

Salaries & Fringe increased by $28,368 mainly due to the following:

[A] DECREASE in Salary of ($173,429): OHA Administration updated the FY 2020 salary
budget to take into consideration savings from higher than normal vacancies and frozen positions
as well as additional salary expense for the seven (7) new, strategically created positions. Core
Personnel Adjustments are shown in Table 9 (birds eye view) below and an oversize view can be
found in the FY 2020 Budget Realignment #1 Book, Attachment #4.
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 9. FY 2020 Approved Budget and Realignment #1 Core Personnel Budget’2

Core Per]olmel Adju:tment:

:2:2:2:: I —

1—at———

2:.::::

I;; :I MI 7 I 1.€C4 rn 1171

Sal RaaII4 91 Cn rma asdIa Cp1nc

EE- •• -_k1_ 1
.Oa,.. 0 0 0477 $243 :; I 2152,D4D $ 2,;c,rnI $ 3377

a 0 - 7 — 136347 ID 7 43 071-4, 5.46315 9113 I,791,Sfl

1;
IIi 1

o,_ —1
$ 0S

TSCcnP,r 1304 ft lt344 $1 $14.33 $1LF7 97 *3336 $U4U

11]

UI 17

The overall budget impact is a decrease of ($173,429) in FY 2020. Personnel adjustments as
reflected are aligned with the proposed Organizational Charts dated 9/4/19 as provided in Section
5 of the FY 2020 Budget Realignment #1 Book.

[B] INCREASE in Fringe of $201,797: OHA administration used the prevailing composite
fringe rate of 60.08% to calculate fringe benefits for the FY 2020/202 1 Total Operating Budget,
Action Item #19-09, approved by OHA BOT on June 20, 2019. Since then OHA was notified by
the State of Hawaii, Department of Budget and Finance (B&F) via Finance Memorandum # 19-07
of the rate increase from 60.08% to 63.08%. The 3% rate hike along with other factors such as
vacancies, timing of recruitments and activation of previously frozen positions resulted in a budget
deficit of $201,797 in FY 2020.

2 Oversize lix 17 “view can be found in the FY 2020 Budget Realignment #1 Book, Attachment #4 titled “FY20 Core
Personnel Budget”
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

B3. Core Non-Personnel Budget Adjustments

The FY 2020 Core Non-Personnel Budget consists of all operational and programmatic costs and
has been adjusted to reflect estimated needs through June 30, 2020. OHA’s FY 2020 needs are
summarized in Table 10 below:

Table 10: FY 2020 Approved FY 2020
Budget and Realignment #1
Core Non-Personnel Budget Approved Proposed . Ref

ComparisonsCore Non- Budget Realignment #1
Adjustments Page(s)

Personnel

Contracts 4,296,719 5,988,759 1,692,040 [Al
Program $1,351,878 $1,484,603 S132,725 [BJ
Grants 9,660,921 9,660,921 0
Travel 511,087 571,667 60,580 [C]
Equipment 995,570 1,068,820 73,250 [Dl
Overhead 2,964,382 3,046,958 82,576 [l]
Debt Service 580,047 580,047 0
Other 0 125,138 125,138 [Fl

Total Core Non-Personnel
Budget: $20,360,603 $22,526,912 $2,166,309

1$



RJVI #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

[A] Contracts Budget Adjustments:

The Contracts Budget includes Services on a Fee and Legal Services as summarized in Table 11
below. The budget has increased by $1,692,040 to accommodate projects and capital
expenditures in FY20 as highlighted in Table 12, and specific details in Appendix, pp. A-4 to A-
6.

Table 11: FY 2020 Approved Budget and Realignment #1 Contracts Budget Comparisons

FY 2020
Contracts Approved Proposed Explanations

Budget Realignment #1 Adjustments I Ref Page(s)
A-4 toServices on a Fee 3,481,719 4,958,759 1,477,040

A-6
Legal Beneficiary

815,000 1,030,000 215,000 A-6Services

Total Contracts: $4,296,719 $5,988,759 $1,692,040

Table 12: FY 2020 Contracts Budget Realignment #1 Highlights

Services on a
Fee Budget Type

Grand Justification
Paia Operating Project Capital Total

OPERATING
BUDGET: Financial01. BOARD OF
consulting, lobbyistTRUSTEES 260,000 260,000
and parliamentary
services
OPERATING
BUDGET: cultural
protocol training,
headhunter and ClO02. EXECUTIVE

349,000 259,800 608,800 services; PROJECT
BUDGET: Oracle
Fusion implementation
and Census Campaign

04. Video production of
COMMUNITY Mismanagement of60,000 60,000ENGAGEMENT Mauna Kea
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 20 19-
2020 (FY 20) and 2020-2021 (FY 21)

Services on a
Fee Budget Type

Grand Justification
Paia Operating Project Capital Total

OPERATING Budget:
Housing study and
ceded lands editor
contract delayed until
FY21. PROJECT

05 RESEARCH BUDGET: Iwi
. (105,000) 180,000 75,000 Kupuna & Wahi Pana

database repository,
Civic Engagement
study, and Criminal
Justice Disparate
Treatment report
OPERATING
BUDGET: Legal,
accounting and ship

06. ADVOCACY
1 charters services.

I LU,UUU ‘-tU,UUU I UU,UUV
PROJECT BUDGET:
ceded lands working
group.
OPERATING
BUDGET: Bulldozer
training, PROJECT
BUDGET: Cultural

08. RESOURCE resource management
MANAGEMENT

15 240 15 000 283 000 313 240
training. CAPITAL

- LAND ASSETS ‘ ‘ ‘ ‘ BUDGET:
Kukaniloko — design
& permit of water
storage, nursery and
kupuna zone

Legal Services
Legal consultation,

. due diligence.01. Executive
215,000 215,000 representation and

labor laws

Grand Total $854,240 $554,800 $283,000 $1,692,040
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

[31 Program Budget Adjustments:

The Program Budget includes Conferences, Meetings, Events — Not Org by OHA, Other Expenses,
etc as summarized in Table 13. The Program Budget has increased by $132,725 to account for
projects and capital expenditures in FY 2020 as highlighted in Table 14 below with specific details
in Appendix, pp. A-7 to A-9.

Table 13: FY 2020 Approved Budget and Realignment #1 Program Budget Comparisons

FY 2020

Program Proposed
Approved Realignment Explanations

Budget #1 Adjustments I Ref Page(s)
Promotional Items S3,000 $5,500 $2,500 A-7

Books & Reference Materials 3,250 3,250 0
Dues 44,707 44,057 (650) A-7

Subscription 48,463 52.663 4,200 A-7

Freight & Delivery 2,900 2,700 (200) A-?
Bulk Mail 186,757 186,757 0
Printing 148,621 153,821 5,200 A-7

Advertising 170,135 170,135 0

Auto Allowance 3,912 3,912 0

Ada Accommodations 2,500 2,500 0

Other Rentals 34,100 22,600 ( I I ,500) A-7

Honorarium 42,100 43,800 1,700 A-7, A-s

Volunteer Stipend 5,200 5,200 0

Other Expenses 25,300 50,950 25,650 A-8

Seminar/Conference Fees 65,483 72,708 7,225 A-8

Conferences, Meetings, 337,550 237,650 (99,900) A-8, A-9
Events - Org By OHA
Conferences, Meetings, 156,100 323,600 167,500 A-9
Events - Not Org By OHA

Protocol 7,000 7,000 0
Trustee Allowance Report 64,800 64,800 0
Leasehold Improvements 0 31,000 31,000 A-9

Total Program: $1,351,878 $1,484,603 $132,725
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R1’vI #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 14: FY 2020 Program Budget Realignment #1 Highlights

Program Budget Type
Grand JustificationPaia Operating Project Capital
Total

OPERATING
BUDGET: Staff
training and online

02. EXECUTIVE 6,600 125,000 131,600 legal research service.
PROJECT BUDGET:
Census workshops &
FESTPAC

03. RESOURCE
OPERATINGMANAGEMENT

1,425 1,425 BUDGET: Grant
- FINANCIAL

reviewer honorariumsASSETS
OPERATING
BUDGET: Investiture04.

COMMUNITY (10,000) 63,500 53,500
budget moved to
FY21. PROJECTENGAGEMENT
BUDGET: Get Out
the Vote 2020
Reclassified Iwi

05. RESEARCH (100.000) (100,000)
kupuna & wahikupuna
dbase repository to
Contact Services
OPERATING
BUDGET:
Promotional items,06. ADVOCACY 8,100 600 8,700
printing brochures,
misc meetings and
event costs.
CAPITAL BUDGET:
Fire suppression

08. RESOURCE system - Oahu office.
MANAGEMENT 5,500 32,000 37,500 OPERATING:
- LAND ASSETS signage for Maui

office, kaliuokapaakai
conference

Grand Total $(SS,375) $189,100 $32,000 $132,725



RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

[Cl Travel Budget Adjustments:

The Travel Budget includes all expenditures associated with In-State and Out-Of-State travel to
include transportation, accommodation, car rental, parking, mileage, and subsistence as
summarized in Table 15 below. The Travel Budget has increased by $60.580 to account for
projects and capital expenditures in FY 2020 as highlighted in Tables 15 to 17 below, with specific
details in Appendix, pp. A-b to A-12.

Table 15: FY 2020 Approved Budget and Realignment #1 Travel Budget Comparisons

FY2020
Travel

(by Type of Expenditures) Approved Proposed
Adjustments Explanations

Budget Realignment #1 I Ref Page(s)

In-State Employee Travel
Mileage $2,059 $2,059 $o
Parking 10,550 10,550 0
Transportation - In State 76,667 83,342 6,675 A-10
Subsistence - In State 92,666 96,736 4,070 A-10
Car Rental - In State 51,620 53,040 1,420 A-10

Subtotal - In-State
Employee: $233,562 $245,727 $12,165

Out-of-State Employee Travel
Transportation - Out of
State $82,250 $110,000 $27,750 A-li
Subsistence - Out of State 130,398 147,313 16,915 A-il
Car Rental - Out of State 20,868 23,618 2,750 A-12

Subtotal - Out-of-State
Employee: $233,515 $280,931 $47,415

Other and Non-Employee Travel
Other Travel - In State $6,685 $7,685 $1,000 A-12
Other Travel - Out of State 37,325 37,325 0
Subtotal - Other and Non

Employee: $44,010 $45,010 $1,000

Total Travel: $511,087 $ 571,668 $ 60,580
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 16: FY 2020 Approved Budget and Realignment #1 Travel Budget Comparisons
(by Expenditure Type)

FY 2020
Travel

(by Type of Expenditures, Proposed

by Paia) Approved Realignment Explanations
Budget #1 Adjustments / Ref Page(s)

In-State Employee Travel
Board of Trustees $100,720 $100,720 so
Executive 13800 17,050 3,250
Resource Management - 21,723 15,623
Financial Assets (6,100)
Community Engagement 42,073 42,073 0
Research 16,159 18,659 2,500
Advocacy 25,587 38,102 12,515
Resource Management - Land 13,500 13,500
Assets 0

Subtotal - In-State
Employee: $233,562 $245,727 $12,165

Out-of-State Employee Travel
Board of Trustees $167,400 $167,400 $0
Executive 18,870 23,660 4,790
Resource Management -

Financial Assets 5,515 16,540 11,025
Community Engagement 3,190 3,190 0
Research 7,640 16,640 9,000
Advocacy 24,900 47,500 22,600
Resource Management - Land
Assets 6,000 6,000 0

Subtotal - Out-of-State
Employee: $233,515 $280,930 $47,415

Other and Non-Employee Travel
Board of Trustees $4,835 $4,835 $0
Executive 33,400 33,400 0
Community Engagement 0 0 0
Research 775 775 0
Advocacy 5,000 6,000 1,000

Subtotal - Other and Non
Employee: $44,010 $45,010 $1,000

Total Travel: $511,087 $571,667 $60,580
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R1/I #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 17: FY 2020 Travel Budget Realignment #1 Highlights

Travel Budget Type
Grand Justification

Paia Operating Project Capital
Total

OPERATING BUDGET:
HR Conference; IT COC02. EXECUTIVE 8,040 8,040
maintenance visit and IT
staff training

03. RESOURCE
OPERATING BUDGET:MANAGEMENT

4,925 4,925 Grants Foundant
- FINANCIAL
ASSETS

Training

OPERATING BUDGET:
Land Culture History:

05. RESEARCH 11,500 11,500
Travel to archival,
geneology conferences.

OPERATING BUDGET:
Maunakea related,

06. ADVOCACY 36,115 36,115 NAGPRA training, travel
to Midway Atoll,
KMLAC meetings

Grand Total $ 60,580 $ - $ - $ 60,580
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

[Dl Equipment Budget Adjustments:

The Equipment Budget includes Repair & Maintenance, Furniture, Fixtures, and Software and
Equipment, as summarized in Table 18. The Equipment Budget has increased by $73,250 as
highlighted in Table 19 below, with specific details in Appendix, p. A-13.

Table 1$: FY 2020 Approved Budget and Realignment #1 Equipment Budget Comparisons

FY 2020

Equipment Proposed
Approved Realignment Explanations

Budget #1 Adjustments I Ref Page(s)
Repair&Maintenance $838,020 $853,270 $15,250 A-13
Furniture&Fixtures 22,500 27,500 5,000 A-13
Software & Equipment 135,050 188,050 53,000 A-13

Total Equipment: $ 995,570 $ 1,068,820 $ 73,250 A-13

Table 19: FY 2020 Equipment Budget Realignment #1 Highlights

Equipment Budget Type
Grand Justification

Paia Operating Project Capital Total
OPERATING BUDGET:
IT equipment purchase,
annual license &

02. EXECUTIVE 28,000 32,000 60,000
subscription fees.
PROJECT BUDGET:
Microsoft server upgrades
and conference room
refresh

03. RESOURCE
OPERATING BUDGET:MANAGEMENT

8,750 8,750 Portfol annual license fee
- FINANCIAL

for GrantsASSETS
OPERATING BUDGET:
Project management08. RESOURCE
software. CAPITALMANAGEMENT 3,000 1,500 4,500
BUDGET: Waialua

- LAND ASSETS
Courthouse floor & Pahua
Heiau interpretive signage

Grand Total $39,750 $32,000 $1,500 $73,250
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R1’I #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

[El Overhead Budget Adjustments:

Overhead includes all expenditures associated with office rents and utilities, communication costs,
insurance, supplies, and postage and is represented in Table 20 below. The Overhead Budget has
increased by $82,576 most notably to purchase insurance during FY 2020 as highlighted in Table
21 below, with specific details in Appendix, p. A-14.

Table 20: FY 2020 Approved Budget and Realignment #1 Overhead Budget Comparisons

FY 2020

Overhead
Approved Proposed Explanations

Budget Realignment #1 Adjustments I Ref Page(s)
Office Supplies $20,400 $21,200 $800 A-14
Other Supplies 19,600 20,000 400 A-14
Postage 22,100 22,100 0

Telephone & Related 203,556 203,556 0
Services
Cellular Phone 30,000 30,000 0
Parking Validations 45,750 45,750 0
Electricity 312,020 313,152 1,132 A-14
Water 2,539 2,539 0
Rental of Land & 1,084,441 1,086,135 1,694 A-IA
Building
Rental of Land & 672,709 672,709 0
Building - CAM & Misc
Rental of Equipment 84,614 84,614 0
Insurance 378,853 419,403 40,550 A-14
Settlement - Lawsuit 30,000 30,000 0
Leasehold Improvements 57,800 95,800 38,000 A-14

Total Overhead: $2,964,382 $3,046,958 $82,576
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 21: FY 2020 Overhead Budget Realignment #1 Highlights

Overhead Budget Type
Grand Justification

Paia Operating Project Capital Total
OPERATING

02. EXECUTIVE 40,550 40,550 BUDGET: Insurance
premiums

03. RESOURCE
MANAGEMENT -

800 800FINANCIAL
ASSETS
06. ADVOCACY (600) (600)

OPERATING
BUDGET: additional
rent & electricity costs08. RESOURCE
Maui office. PROJECTMANAGEMENT - 3,826 38,000 41,826
BUDGET: SecurityLAND ASSETS
cameras & video
intercoms for neighbor
island office

Grand Total $44,576 $38,000 $82,576

[F] Other Budget Adjustments

Administration received from Hi’ilei Aloha and Ho’okele Pono (OHA’s wholly-owned
subsidiaries) request for an additional funding of $125,138 for FY20. Given that that the Special
Program Budget is funded through sources of income as itemized on page 12, and that the
approximate available funds for FY20 are already budgeted, see page 33, additional support for
LLC funding needs will require another funding source. Administration recommends that LLCs
financial needs be funded through OHA’s Native Hawaiian Trust Fund (Core Budget) and as
summarized in Table 22 below with specific details in Appendix, p. A-19:

Table 22: Approved Budget and Realignment #1 Other Budget Comparisons

FY 2020

Other Proposed
Approved Realignment Explanations I

Budget #1 Adjustments Ref Page(s)
Investment Capitalization

0 125,138 125,138 A-19-LLC
Total Equipment: $0 $125,138 $125,138
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

D. Commercial Property Budget Adjustments

The Commercial Property Budget consists of Kaka’ako Makai and Na Lama Kukui’s revised
operational costs to reflect estimated needs through June 30, 2020.

Dl. Kaka’ako Makai

Kaka’ako Makai’s gross revenues are currently estimated at $4,308,255 per year from lease
revenues. Estimated net available funds of $7,535,316 for FY 2020, as summarized in Table 23
and highlighted in Table 24 below, is to be retained for contribution to future expenditures on
its parcels including expenditures relating to its master planning efforts.

Table 23: FY 2020 Approved Budget and Realignment #1 Kaka’ako Makai Budget
Comparisons

____________

FY 2020

Kaka’ako Makai Approved
Proposed

Explanations
Budget

Realigiiment Adjustments
#1

/ Ref Page(s)

Beginning Balance13 8,344,287 7,355,103 ($989,184)
Gross Revenue 4,308,255 4,308,255 0

Less: Allocation to Grants’4
430,826 861,652 430,826 [A]

(Approved 10%; Proposed 20%)

Less: True-up of 10%
72,206 72,206 0

Allocation for FY 2013 - 2018

Less; KM Prior Year Net
932,578 932,578 0Revenue to Legacy Lands

Sub-total Available Fit itds: 11,216,932 9,796,922 (558,358)
Less: Expenses
Personnel $278,161 $285,390 $7,229 [B1,A-15
Program 81,475 81,475 0
Contracts 610,000 810,000 200,000 [Cl, A-15
Travel 0 431 431
Equipment 939,500 439,500 (500,000) [Dl, A-iS
Overhead 644,810 644,810 0

Sitb-total Expenditttres: 2,553,946 2,261,606 ($292,340)

Estimated Net Available
$8,662,986 $7,535,316 ($292,340)

Kaka’ako Makai:

Significant adjustments in the Kaka’ako Makai budget include the following:

‘ Kakaako Makai’s beginning balance is updated to take into consideration BOT approved Action Item RM #19-05 fY19
Commercial Property Budget Realignment #1, dated May 1, 2019.
‘ As per BOT approved Action Item R1v1 #19-10, Approval of a second amendment to BOT #12-05 — Kak&ako Makai
properties to the Land Legacy Program, dated August 21, 2019.
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

[Al INCREASE: $430,826 additional allocation from Kaka’ako Makai to OHA’s Grants
program. Via Action Item RM #19-10, OHA BOT approved a second policy amendment to the
Kaka’ako Makai Policy, Section 3.A.2), to increase the allocation of the gross revenues from
Kaka’ako Makai to OHA’s Grants program from 10% to 20%, and to increase the allocation of
the net revenues to OHA’s Legacy Land Program (LLP) from 30% to 50%; and/or B) extend the
LLP provision to beyond June 30, 2019.

[B] INCREASE: $7,229 due to fringe rate increased by 3%. OHA administration used the
prevailing composite fringe rate of 60.08% to calculate fringe benefits for the FY 20/2 1 Total
Operating Budget, Action Item #19-09, approved by OHA BOT on June 20, 2019. Since then
OHA was notified by the State of Hawaii, Department of Budget and Finance (B&F) via Finance
Memorandum # 19-07 of the rate increase from 60.08% to 63.08%.

[C] INCREASE: $200,000 additional budget request of $100,000 to solicit and procure a
contractor for the environmental impact statement preparation notice (EISPN) and $150,000 for
legal services. Reallocated ($50,000) originally approved for contractor to prepare RFP for Lot A
developer solicitation.

[Dl DECREASE: ($500,000) elimination of budget for the AAFES building fire sprinkler system
upgrade. The building is 60% vacant and could be 100% vacant within the next two years as the
current tenant, Hawaii State Department of Public Safety, is looking to relocate. Any capital
expenditure on the property is pending further evaluation on the course of actions by OHA BOT
and Administration.

Table 24: FY 2020 Kaka’ako Makai Budget Realignment #1 Highlights

Kaka’ako
Makai Budget Type
Expense Grand Justification
Category Operating Project Capital Total

PROJECT BUDGET:
CONTRACTS 200,000 200,000 Contractor for EISPN

and legal services
CAPITAL BUDGET:
eliminate budget for

EQUIPMENT (500.000) (500.000) the AAFES building
fire sprinkler system
upgrade
OPERATING

PERSONNEL 7,229 7,229 BUDGET: Fringe
rate increase by 3%

Grand Total $7,229 $200,000 $(500,000) $(292,771)
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the fiscal Biennium Periods 2019-
2020 (fY 20) and 2020-2021 (FY 21)

D2. Na Lama Kukui

Na Lama Kukui’s gross revenues are currently estimated at $5,184,971 from lease revenues,
including spaced occupied by OHA. Estimated net available funds of $1,362,766 for fY 2020, as
summarized in Table 25 and highlighted in Table 26 below, is to be retained for future debt
service payments which includes an anticipated increase in the next fiscal biennium.

Table 25: FY 2020 Approved Budget and Realignment #1 Na Lama Kukui Budget
Comparisons

FY 2020

Na Lama Kukui Approved
Proposed

. Explanations
Realignment Adjustments

Budget
#1

I Ref Page(s)

Beginning Balance $2,724,510 $2,127,846
Gross Revenue 5,184,971 5,184,971

Sitb-total Available Funds: $7,909,481 $7,312,817 $0
Less: Expenses
Personnel 0 77,875 77,875 [Al , A-16

Program 368,276 368,276 $0

Contracts 535,015 560,560 $25,545 [B] , A-16

Equipment 1,311,958 1,305,178 ($6,780) [CJ,A-16

Overhead 1,087,183 1,087,183 $0
Sub-total Expenditures: $3,302,432 $3,399,072 $96,640

Debt Service 2,550,979 2,550,979 0

Estimated Net Available Na
$2,056,070 $1,362,766 ($96,640)

Significant adjustments in the Na Lama Kukui budget include the following:

[A] INCREASE: $77,875 reallocation of personnel costs from OHA’s Core Budget to Non-core
Budget to align expenditures with operations. Salary and fringe benefits for staff dedicated to
managing and directly working with Colliers International, commercial property management
company, on overseeing NLK leasing activities.

[B] INCREASE: $25,545 additional budget request for contract services for property
management, leasing and security needs.

[C] DECREASE: ($6,780) realign budget for Repairs and Maintenance due to realized savings
from year to date operations.
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 26: FY 2020 Na Lama Kukul Budget Realignment #1 Highlights

Na Lama
Kukui Budget Type

Expense Grand Justification
Category Operating Project Capital Total

OPERATING BUDGET:
contract services for
property management,

CONTRACTS 25,545 25,545 leasing and security needs
OPERATING BUDGET:
actual savings from
operation in the Repairs
and Maintenance expense

EQUIPMENT (6,780) (6,780) category
OPERATING BUDGET:
reallocate costs from Core
Budget for staff assigned to
managing and working
with property management
company on NLK leasing

PERSONNEL 77,875 77,875 activities

Grand Total $96,640 $0 $0 $96,640
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

E. Legacy Property Budget Adjustments

The Legacy Property Budget consists of operational costs associated with the long-term
stewardship kuleana of these historical sites.

El. Palauea Culture Preserve

Revised needs through June 30, 2020 are estimated and summarized in Table 27 for the Palauea
Culture Preserve and described below:

Table 27: FY 2020 Approved Budget and Realignment #1 Palauea Budget Comparisons

FY 2020

Palauca Culture Preserve Approved
Proposed

. ExplanationsRealignment Adjustments
Budget

#1
I Ref Page(s)

Beginning Balance $353,769 $353,769 $0
Gross Revenue 65,570 65,570 0

Sttb-totat Available Funds: $419,339 $419,339 $0
Less: Expenses

Program 3,000 2,700 (300) A-17

Contracts 75,000 80,000 5,000 A-17
Grants15 25,000 25,000 0

Travel 4,680 4,680 0

Equipment 43,500 39,000 (4,500) A-17
Overhead 9,200 9,000 (200) A-17

Sitb-total Expeizditttres: $160,380 $160,380 $0
Estimated Net Available

$258,959 $258,959 $0Palauea Culture Preserve:

The adjustments represent reallocation of budget between expense categories, with a net
realignment #1 adjustments of zero, with specific details in ATTACHMENT #3, p. A-17.

5 Programmatic grants are on an operational hold, pending clarity regarding strategic alignment.
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2020 (FY 20) and 2020-2021 (FY 21)

E2. Wao Kele 0 Puna Management Fund

Included in OHA’s Biennium Budget, BOT #15-02 approved on June 25, 2015, was the
establishment of the Wao Kele 0 Puna (WKOP) Management Fund to include previously-
authorized Board appropriations for current and future programmatic needs.

The available balance of the Fund as well as needs through June 30, 2020 are estimated and
summarized in Table 2$ below:

Table 2$: FY 2020 Approved Budget and Realignment #1 Wao Kele 0 Puna Budget
Comparisons

FY 2020

Wao Kele 0 Puna Proposed
Approved ReaLignment Explanations

Budget #1 Adjustments I Ref Page(s)
Beginning Balance S460,918 S460,918 $0
Less: Expenses

Program 9,550 4,550 (5,000) A-18
Contracts 70,000 73,500 3,500 A-18
Grants 10,000 10,000 0

Travel 8,160 8,160 0

Equipment 158,100 159,600 1,500 A-18
Overhead 800 800 0

Sub-total Expenditures: $256,610 $256,610 $0
Estimated Net Available Wao

Kele 0 Puna: $204,308 $204,308 $0

The adjustments represent reallocation of budget between expense categories, with a net
realignment #1 adjustments of zero, with specific details in ATTACHMENT #3, p. A-Is.
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R1’I #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

F. Special Programs Budget Adjustments

OHA’s Special Programs Budget reflects budgets for special programs funded through non-trust-
fund sources, including federal funds and other fund sources. OHA’s Special Programs Budget
requests are summarized in Table 29 below:

Table 29: FY 2020 Approved Budget and Realignment #1 Special Programs Budget
Comparisons

FY 2020

Special Programs Budget
Other Proposed

Approved Realignment Explanations
Budget #1 Adjustments I Ref Page(s)

Beginning Balance $142,862 $142,862 $0
Ka Wai Ola Revenues 75,000 75,000 0
Homesteader Loan Repayments 150,000 150,000 0

Sub-total Available funds: $367,862 $367,862 $0
Add: funding from Native
Hawaiian Trust fund 0 125,138 125,138

$367,862 $493,000 $125,138
Less: Expenses
Hi’ilei Aloha & Subsidiaries 292,862 405,000 112,138
H&okele Pono & Subsidiaries 75,000 88,000 13,000

Sttb-totat Expenditures: $367,862 $493,000 $125,138
Estimated Net AvaiLable

Special Programs Budget
Other: $0 $0 $0

As already mentioned on page 26 [Fl Other Budget Adjustments, OHA Administration received
from Hi’ilei Aloha and Ho’okele Pono request for an additional funding of $125,138 for FY20.
See Attachment 5. LLC Business Analysis. Given that that the Special Program Budget is funded
through sources of income as itemized on page 12 and that the approximate available funds for
FY20 are already budgeted, additional support for LLC funding needs will require another funding
source. Administration recommends that LLCs financial needs is funded through OHA’s Native
Hawaiian Trust Fund (Core Budget) and as summarized in Table 30 below:
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R1’1 #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

Table 30: FY 2020 Hi’ilei Aloha and Ho’okele Pono’s Budget Realignment #1 Requests

Funding Source -

FY 2020
Approve Proposed
d Budget Realignment #1

Special Programs Budget - — Proposed Explanation
Other Realignme s / Ref

nt #1 Total Page(s)

Sottrce offttnds: Special
Programs — LLC
Hi’ilei Aloha & Subsidiaries 292,862 292,862 292,862
Hookele Pono & Subsidiaries 75,000 75,000 75.000

Su b-total - LLC $367,862 $367,862 $367,862
Source offunds: Core Budget
HiileiAloha& Subsidiaries 0 112,138 112,138 A-19
Hooke1e Pono & Subsidiaries 0 13,000 13,000

Sub-total - Core Budget: $0 $125,138 $0 $125,138
Total Special Programs — EEC: $125,138 $367,862 $493,000
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R1VI #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (FY 20) and 2020-2021 (FY 21)

G. Trustee Reimbursement

In response to beneficiaries’ impacted by fires in the Kauaula, Maui community, in August 2018,
Trustee Hulu Lindsey expended her own funds to support immediate needs for building materials
to repair irrigation systems destroyed during the fires totaling $758.12. See copies of receipts in
Images 1 and 2 below. The Board via Action Items RM #19-06 (April 2019) and RM #19-11
(August 2019) approved the distribution of $35,000 of emergency disaster relief to the Kauaula,
Maui community impacted by the fires.

Reimburse to Trustee Hulu Lindsey, $758.12 utilized in support of beneficiaries impacted by the
Kauaula, Maui fire in August 2018.

Images 1: Copy of Receipt #1
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RM #19-17: Realignment #1 of the OHA Biennium Budget for the Fiscal Biennium Periods 2019-
2020 (fY 20) and 2020-2021 (FY 21)

RECOMMENDED ACTIONS Administration recommends that the Committee on Resource
Management approves; and further recommends that the Board of Trustees approve, the following
actions:

1. Approve OHA’s Total Operating Budget Realignment #1 for fiscal year 2020 as outlined in
ATTACHMENT #1;

2. Transfer $2,000,000 in cash from the Kakaako Makai cash account to the Native Hawaiian
Trust Fund for use when needed in realizing OHA’s Total Operating Budget Realignment #1
as outlined in ATTACHMENT #1;

3. Reimburse to Trustee Hulu Lindsey, $758.12 utilized in support of beneficiaries impacted by
the Kauaula, Maui fire in August 2018;

4. Designate16 $1,445,000 in unspent, unencumbered funds (fka Fiscal Reserve) from FY 18, for
the purposes noted below:

fl $500,000 to support Disaster Recovery;

g) $500,000 in support of funding the audit by the State Auditor as required by State of
Hawaii’s Act 37/HB 172;;

h) $100,000 for the purposes of repatriation (e.g., iwi kupuna, moe pu, funerary items),
beyond current fiscal biennium project;

i) $120,000 for litigation contingencies; and

j) $225,000 for possible fringe rate increases beyond current FY20 budgeted 63% fringe rate;
and

5. Activate seven (7) frozen OHA staff positions and proceed with implementing the proposed
Organizational Charts dated 9/4/19 as illustrated in FY2020 Budget Realignment #1 Book,
Section V.

V. ALTERNATIVE ACTIONS
A. Amend the recommended action.
B. Do not approve the recommended action.

VI. ATTACHMENTS

1. OHA’s Total Operating Budget Realignment #1 for the fiscal year 2020, Updated
9/16/19

2. FY2020 Budget Adjustments Details
3. LLC Business Analysis, Updated 9/15/2019
4. FY2020 Budget Realignment #1 Book (includes Section V. Proposed

Organizational Charts as of 9/4/20 19)

Designate=specifically identify, plan for, reserve; Trustee authorization and approval still needed to activate the designated
or specified funds.
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ATTACHMENT #3 LLC BUSINESS ANALYSIS

CCC Business Analysis
Updated: 9/15/2019
HRS Chapter 428- Uniform Limited Liability Company Act
Operational Assumption: Wind-down, Dissolve and Terminate all Other LLCs

I. CCC Business Analysis
From: 201905 Analysis

II 21) FY21 Tolal
Professional Fees 9 99,000 S 8(10)) S 117,000
Operations - Dissolution S - S 750)10 S 75,000
Operations - Vind Down S 307.000 S 232.000 LS539.B0J

S 406.000 I S 325.000 I S 731.000

II. RM #19-09 - OH. Biennium Budget for the Fiscal Biennium Periods 20l9-2020(FY2U) and 2020-2021 IFY2I)
From: 201906 Biennium Budget Analysis
Note: Unable to budget the entire projected amount given bodgetary constraints.

Fl 20 — Fl 21 — Total
lliilei Aloha, CCC

Professional Fees S 99,00)) S 18,000 5 117,000
Org:tniz:ttioo Dissolution S - $ 75,0)10 $ 75,000
Organizatinn lips - YB S 90000 S 24,000 S 114,000
Org:tnization C)ps - Vinddossn S 103.862 S 78.000 S 181,862

Subtolal lli’ilei S 292,862 S 195,000 5 387,862

Ilookele Pono ICC
Organization Dissolution S 75,000 S - S 75,000
Organization 0ps S - S - S -

Subtotal llookele Pono S 75,000 S - S 75,000

Grand Total S 367.862 — S 195,000 — 5 562,862

Ill. Difference- Realignment #1
From: 201909 Budget Realignment Analysis

20 - FY21 Thl
IIiilei Aloha, LI.C

Professional Fees S 18,000 lal S - S 18,000
Organization Dissolution S - S - S -

Organization Ops - YB S - S - S -

Organization 0ps - tVinddossn S 94,138 IbI S 130,000 S 221.138
Subtotal lliilei S 112,138 S 130,000 S 242,138

ll&okele Pono CCC
Org:tniz:ttion Dissolution 5 13,000 S - $ 13,000
Organization Ops S - S - $ -

Subtotal Ilookele Pono 5 13,000 S - $ 13,000

Grand Total $ 125,138 — 5 130.000 — 5 255,138

I al - Includes :tdded professional tees re: recent court action

hI - Includes additional amount for inter-company balance per 12/31/18 audit

IV. Updated: Realignment #1
From: 201909 Budget Realignment

Fl 2)) — FY21 — Total
lliilei Aloha, [IC

Professional Fees S 117.000 $ 18,000 S 135,00(1
Organization Dissolution S - S 75,)lOO S 75,000
Organization lips - YB 5 90,000 S 24,000 S 111,000
Organization lips - Winddown $198,000 $208,000 $ 406,000

Subtotal Ilille: S 405000 5 325)10(1 5 730.000

Ilookele Pono I.t.t
Organization Dissolution S 88,000 S $ 88.000
Organization 0ps S — - S - S -

S..hn.uI P,n,,, t1. .Lip,ip.i $ 88.000 S - S 88,000

Grand Total 5 493,000 — S 325,000 S 818,000
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