
WR Committee 

From: 	 Eva Blumenstein <Eva.Blumenstein@co.maui.hi.us> 
Sent: 	 Thursday, April 20, 2017 1:55 PM 

To: 	 WR Committee 

Cc: 	 Dave Taylor; Gladys Baisa 
Subject: 	 Re: WR-5 Watershed Management and Protection 

Aloha: 

Please find annual financial statements for watershed partnerships grants for the past 3 years for download here: 

https://www.dropbox.com/sh/vsiglo6wtcajhl8/AACuB-WAudniEC5jlrnjvXq  a?dl0 

DWS requires that all watershed protection grant applicants submit financial statements for the last 3 years with at 

least one year audited. Since we begin our application process over a year prior to awarding of a grant, current year 

(2017)financials are generally not available yet. 

To date, we fund 9 grant subsidies through 4 main administrative entities that accept and account for awarded 

funds. Financial statements are organized by administrator and consolidated for the entities that administer multiple 

grants: 

The Hawaii Agricultural Research Center (HARC) 

The University of Hawaii Office of Research Services (ORS) 

Tr-Isle RC&D Council, Inc. (Tr-Isle) 

The Nature Conservancy (TNC) 

As requested, hard copies are submitted to the Office of Council Services. 

Mahalo, 

Eva 

Eva Blumenstein 

Planning Program Manager 

Maui County Department of Water Supply 

200 South High Street 

Wailuku, Hawaii 96793-2155 

Tel: (808) 463-3102 

Fax: (808) 463-3112 

>>> WR Committee <WR.Committee@mauicounty.us> 4/19/2017 9:53 AM >>> 

Aloha, 

On behalf of Water Resources Committee Chair Atay, may I please request copies of the profit and loss statements 

for the watershed partnerships grants funded by the Department of Water Supply for FY's 2015-2017. 



Mahalo, 

Kimberley Willenbrink 
Water Resources Committee Staff 
Office of Council Services 
200 South High Street 
Wailuku, Hawaii 96793 

(808)270-7761 
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A Hawaii Certified Public Accounting Corporation 

INDEPENDENT AUDITOR'S REPORT 

Hawaii Agriculture Research Center and affiliates: 

Reoort on the Consolidated Financial Statements 

We have audited the accompanying consolidated financial statements of Hawaii Agriculture Research Center 
and affiliates (Organization), which comprise the consolidated statement of financial position as of June 30, 
2015, and the related consolidated statements of activities, functional expenses, and cash flows for the year 
then ended, and the related notes to the consolidated financial statements. 

Management's Responsibility for the Consolidated Financial Statements 

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

Auditor's Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We 
conducted our audit in accordance with auditing standards generally accepted in the United States of America. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
consolidated financial statements are free from material misstatement. 

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

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

Topa Financial Center 

700 Bishop Street. Suite 1040 

Honolulu, Hawaii 96813 

Telephone (808) 531-1040 

Facsimile (808) 531-1041 

www.cwassociatescpas.com  



Opinion on the Consolidated Financial Statements 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the consolidated financial position of the Organization as of June 30, 2015, and the changes in their net assets 
and their cash flows for the year then ended in accordance with accounting principles generally accepted in 
the United States of America. 

Report on Prior Year Comparative Information 

We have previously audited the Organization's consolidated financial statements as of and for the year ended 
June 30, 2014, and in our report dated February 11, 2015, expressed an unmodified opinion on those 
consolidated financial statements. In our opinion, the accompanying prior year comparative information is 
consistent, in all material respects, with the audited consolidated financial statements from which it has been 
derived. 

Honolulu, Hawaii 
February 8, 2016 

ON Associates 
2 	 A Hawaii Certified Public Accounting Corpornrion 



HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

As of June 30, 2015 
(With Prior Year Comparative Information) 

2015 	2014 
ASSETS 

CURRENT ASSETS 
Cash (including interest-bearing accounts) 	 $ 206,693 	$ 221,179 
Contracts, grants, and other receivables - net 	 336,158 	154,790 
Investments in marketable securities - current 	 7,002,687 	7,329,648 
Prepaid expenses and other current assets 	 155,191 	145,913 
Total current assets 	 7,700,729 	7,851,530 

PROPERTY AND EQUIPMENT - Net 	 14,495,028 	14,829,195 

INVESTMENTS IN MARKETABLE SECURITIES - Noncurrent 	4,199,963 	5,344,698 

INVESTMENT IN CARDAX PHARMACEUTICALS, INC. 	 16,200 	16,200 

TOTAL ASSETS 	 $26,411,920 	$28,041,623 

LIABILITIES AND NET ASSETS 

CURRENT LIABILITIES 
Advances on line-of-credit $ 7,002,687 $ 7,329,648 
Accounts payable and accrued liabilities 431,818 371,926 
Note payable - current - 982,672 
Total current liabilities 7,434,505 8,684,246 

NOTE PAYABLE - Noncurrent 1,319,232 - 

NET POSTRETIREMENT LIABILITY 86,064 58,492 

NET PENSION LIABILITY 2,881,676 2,586,723 

TOTAL LIABILITIES 11,721,477 11,329,461 

NET ASSETS 
Unrestricted 	 14,690,443 	16,712,162 
Total net assets 	 14,690,443 	16,712,162 

TOTAL LIABILITIES AND NET ASSETS 	 $26,411,920 $28,041,623 

See accompanying notes to the consolidated financial statements. 
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HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

CONSOLIDATED STATEMENT OF ACTIVITIES 

For the Year Ended June 30, 2015 
(With Prior Year Comparative Information) 

2015 2014 
CHANGES IN UNRESTRICTED NET ASSETS 
Revenue and support 

Agricultural consulting services $ 	512,770 $ 	598,967 
Federal government grants 511,113 459,932 
Other project revenue 293,260 250,732 
Rental income—net 248,479 283,911 
State government grants 192,288 154,139 
Other revenue and support 191,812 45,772 
Total revenue and support 1,949,722 1,793,453 

Expenses 
Program services 

Federal government grants 641,505 734,899 
Agriculture and forestry projects 421,159 397,196 
Sugar projects 350,222 357,790 
Other program services 678,080 1,122,539 
Total program services 2,090,966 2,612,424 

Supporting services 
Management and general 956,129 744,153 
Fundraising 63,533 61,857 
Total supporting services 1,019,662 806,010 

Total expenses 3,110,628 - 3,418,434 
Revenue and support less expenses (1,160,906) (1,624,981) 
Net earnings (losses) on investments in marketable securities (138,288) 1,396,376 
Pension and postretirement credit (cost) (722,525) 508,039 
Increase (decrease) in unrestricted net assets (2,021,719) 279,434 

INCREASE (DECREASE) IN NET ASSETS (2,021,719) 279,434 

NET ASSETS - Beginning of year 16,712,162 16,432,728 

NET ASSETS - End of year $14,690,443 $16,712,162 

See accompanying notes to the consolidated financial statements. 
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HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

CONSOLiDATED STATEMENT OF FUNCTIONAL EXPENSES 

For the Year Ended June 30, 2015 
(With Prior Year Comparative Information) 

Program Services 	 Supporting Services 
Agriculture 

Federal and 	 Other Total Management 	 Total 
Governmeni Forestry 	Sugar 	Program Program 	and 	Fund- Supporting 

Grants Projects Projects Services Services General Raisins Services 
2015 	2014 

Totals 	Totals 

Salaries and benefits 
Depreciation 
Telephone and utilities 
Project costs 
Professional fees 
Interest 
Insurance 
Predevelopment costs 
Office and administrative 
Lease rent 
Uncollectable accounts 
Other expenses 

Total expenses 

$389,689 $279,423 $232,515 $273,551 $1,175,178 
56,601 40,747 32,449 37,428 167,225 
36,256 26,100 20,785 23,974 107,115 
74,638 14,186 16,131 77,681 182,636 
13,596 9,788 7,795 8,991 40,170 

- - - 72,303 72,303 
27,142 19,539 15,560 17,948 80,189 

- - - 137,384 137,384 
17,990 12,951 10,314 11,896 53,151 

4,413 3,177 2,530 2,918 13,038 
1,550 1,116 889 1,025 4,580 

19,630 14,132 11,254 12,981 57,997 

$641,505 $421,159 $350,222 $678,080 $2,090,966 

$316,310 $42,382 $ 358,692 '$1,533,870 $1,537,336 
175,099 6,757 181,856 349,081 342,987 
78,377, 4,328 82,705 189,820 227,038 

- - - 182,636 201,296 
135,015 1,623 136,638 176,808 84,116 

98,401 - 98,401 170,704 126,659 
58,675 3,240 61,915 142,104 150,545 

- - - 137,384 561,031 
38,892 2,148 41,040 94,191 69,180 

9,540 527 10,067 23,105 35,451 
3,352 185 3,537 8,117 3,030 

42,468 2,343 44,811 102,808 79,765 

$956,129 $63,533 $1,019,662 $3,110,628 $3,418,434 

See accompanying notes to the consolidated financial statements. 
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HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

CONSOLIDATED STATEMENT OF CASH FLOWS 

For the Year Ended June 30, 2015 
(With Prior Year Comparative Information) 

2015 	2014 

CASH FLOWS FROM OPERATING ACTIVITIES 
Increase (decrease) in net assets $ (2,021,719) $ 	279,434 
Adjustments to reconcile increase (decrease) in net assets 

to net cash used by operating activities: 
Depreciation of property and equipment 349,081 342,987 
Depreciation of rental property 285,708 285,708 
(Gain) loss on investments in marketable securities 332,915 (1,268,837) 
Increase in: 

Contracts, grants, and other receivables - net (181,368) (24,006) 
Prepaid expenses and other current assets (9,278) (7,829) 

Increase (decrease) in: 
Accounts payable and accrued liabilities 59,892 (6,560) 
Net postretirement liability 27,572 4,378 
Net pension liability 294,953 (1,152,417) 

Net cash used by operating activities (862,244) (1,547,142) 

CASH FLOWS FROM INVESTING ACTIVITIES 
Purchases of property and equipment (300,622) (25,000) 
Proceeds from sales of marketable securities 1,443,838 805,912 
Purchases of marketable securities (305,057) (210,102) 
Net cash provided by investing activities 838,159 570,810 

CASH FLOWS FROM FINANCING ACTIVITIES 
Additions to note payable 336,560 532,438 
Increase (decrease) in advances on line-of-credit (326,961) 443,866 
Net cash provided by financing activities 9,599 976,304 

NET DECREASE IN CASH (14,486) (28) 

CASH - Beginning of year 221,179 221,207 

CASH—End of year $ 	206,693 $ 	221,179 

SUPPLEMENTAL CASH FLOW INFORMATION 
Cash paid during the year for interest $ 	98,401 $ 	87,703 

See accompanying notes to the consolidated financial statements. 



HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

NOTES TO THE CONSOLIDATED F1NANCJ4L STATEMENTS 

For the Year Ended June 30, 2015 
(With Prior Year Comparative Information) 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Organization and Activit 

Hawaii Agriculture Research Center and affiliates (Organization) consists of Hawaii Agriculture Research 
Center (Center), Hawaii Foundation for Agriculture Research (Foundation), Kunia Village Title Holding 
Corporation (Corporation), and Kuma Village Development Corporation (Development Corporation). 

The Center was incorporated in the State of Hawaii in August 1978 as Hawaiian Sugar Planters' Association. 
The name was changed to Hawaii Agriculture Research Center in March 1996. The Center is a nonprofit 
corporation exempt from income taxes under Section 501(c)(3) of the U.S. Internal Revenue Code and under 
applicable State of Hawaii tax statutes, that was organized to support agriculture in Hawaii. 

The Foundation was incorporated in the State of Hawaii in February 2008. The Foundation is also a nonprofit 
corporation exempt from income taxes under Section 501(c)(3) of the U.S. Internal Revenue Code and under 
applicable State of Hawaii tax statutes, to carry out the charitable educational or scientific purposes of the 
Center as a supporting organization under Section 509(a)(3) of the U.S. Internal Revenue Code. 

The Corporation, which is owned by the Center, was incorporated in the State of Hawaii in March 2010 as a 
tax exempt title holding corporation under Section 501 (c)(2) of the U.S. Internal Revenue Code and under 
applicable State of Hawaii tax statutes, to collect and remit to the Center the entire net income from real and 
personal property it holds. The Corporation's expenses exceeded its revenue for the years ended June 30, 
2015 and 2014. 

The Development Corporation, incorporated in the State of Hawaii in June 2010, is a nonprofit corporation 
exempt from income taxes under Section 501(c)(3) of the U.S. Internal Revenue Code and under applicable 
State of Hawaii tax statutes. It was established to provide low-income rental housing for agricultural workers. 

The accompanying consolidated financial statements include the accounts of the Center, Foundation, 
Corporation, and Development Corporation, except that all significant intercompany transactions and 
balances have been eliminated in consolidation. 

Basis of Accounting 

The Organization reports information regarding its financial position and activities according to three classes 
of net assets: unrestricted net assets, temporarily restricted net assets (none in 2015 and 2014), and 
permanently restricted net assets (none in 2015 and 2014). Support is recognized when pledged and is 
considered to be available for unrestricted use unless restricted by the donor. Donor restricted support is 
recognized when pledged as an increase in temporarily restricted or permanently restricted net assets, 
depending on the nature of the restriction. When a temporary restriction is satisfied or expires, temporarily 
restricted net assets are reclassified to unrestricted net assets. 
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Basis of Accounting (Continued)  

Revenue from government grants and contracts is recognized to the extent of expenditures made in 
accordance with the related agreements (including expenditures for property and equipment, which may be 
capitalized and depreciated for financial reporting purposes). Revenue from agricultural consulting services 
and rental operations is recognized when earned. Other revenue and support is also recognized when earned. 

Expenses are recognized when the related liability is incurred. Expenses are allocated on a functional basis 
among program services and supporting services based on estimates by management. Expenses that can be 
identified with a specific program or supporting service are charged directly to the program or supporting 
service using natural expense classifications. Other expenses that are common to several functions are 
allocated by various bases. 

Donated services are recognized as contributions if the services create or enhance nonfinancial assets, or 
require specialized skills that are performed by people with those skills and would otherwise be purchased by 
the Organization. A substantial number of unpaid volunteers have made contributions of their time to the 
Organization. The value of this time is not reflected in these consolidated financial statements because it did 
not meet the criteria for recognition. 

Use of Estimates 

The accompanying consolidated financial statements have been prepared in accordance with accounting 
principles generally accepted in the United States of America. The preparation of financial statements in 
accordance with such generally accepted accounting principles requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the consolidated financial statements and the reported amounts of revenue and 
expenses during the reporting period. Actual results could differ from those estimates, and it is at least 
reasonably possible that such differences will occur in the near term. 

Concentrations of Credit Risk 

Financial instruments that potentially subject the Organization to credit risk include cash, unsecured 
receivables due primarily from federal and state government agencies and from member entities, and 
investments in marketable securities. Cash on deposit with financial institutions exceeded the related federal 
insurance by approximately $65,300 and $134,900 at June 30, 2015 and 2014, respectively. 

The Organization is custodian for the bank accounts of the International Consortium of Sugar 
Biotechnologies, included in prepaid expenses and other current assets and in accounts payable and accrued 
liabilities, which amounted to $140,675 and $128,763 as of June 30, 2015 and 2014, respectively. 

Contracts, grants, and other receivables have been adjusted for all known doubtful accounts, estimated to be 
$0 at June 30, 2015 and 2014. Such receivables are determined to be collectible or uncollectible based on 
management's assessment of the facts and circumstances of individual accounts. 



NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Investments 

Investments in marketable securities are stated at fair value, are fully insured by federal and private insurance, 
as represented by the custodians, and are classified as noncurrent to the extent they exceed the amount used as 
collateral for the line-of-credit. Net  realized and unrealized gains and losses, determined using the specific 
identification method, are included in net earnings (losses) on investments in marketable securities. Future 
changes in market prices may make such investments less valuable. The Organization's investment in 
596,000 shares, or 6.512%, of the common stock of Cardax Pharmaceuticals, Inc., is stated at cost and is not 
available for operations. Investments are reviewed for impairment whenever events or changes in 
circumstances indicate that the related carrying amounts may not be recoverable. 

Property and Equipment 

Property and equipment is stated at cost or, if donated, at the estimated fair market value at the date of 
donation. Depreciation is computed using the straight-line method over estimated useful lives of 5 to 40 years 
for building and improvements, 3 to 18 years for leasehold improvements, 3 to 20 years for research 
equipment, 5 to 10 years for the reference library, 3 to 20 years for office furniture and equipment, and 5 
years for vehicles. Property and equipment is reviewed for impairment whenever events or changes in 
circumstances indicate that the related carrying amounts may not be recoverable. Major improvements are 
capitalized. Repairs and maintenance are expensed. 

Hawaii General Excise Tax 

The State of Hawaii imposes a general excise tax of 4% on the Organization's gross receipts from rental 
operations within Hawaii, plus an additional 0.5% for such gross receipts within the City & County of 
Honolulu. Hawaii general excise tax included in rental revenue - net, amounted to $38,673 and $27,650 for 
the years ended June 30, 2015 and 2014, respectively. 

Income Taxes 

The Corporation is exempt from income taxes under Section 501(c)(2) of the U.S. Internal Revenue Code. 
The Center, Foundation, and Development Corporation are exempt from income taxes under Section 
501 (c)(3) of the U.S. Internal Revenue Code, except as to their unrelated business income. The Center has 
loss carryforwards from unrelated business income that expire at various dates through June 2034. Estimated 
deferred income tax benefits relating to the loss carryforwards of $227,333 and $228,234 at June 30, 2015 and 
2014, respectively, have been reduced by valuation allowances in the same amount. 

Accounting principles generally accepted in the United States of America require uncertain tax positions to be 
recognized in the financial statements if they are more likely than not to fail upon regulatory examination. 
Management has evaluated the Organization's tax positions as of June 30, 2015 and 2014 and for the years 
then ended by reviewing its income tax returns and conferring with its tax advisors, and determined that the 
Organization had no uncertain tax positions required to be reported in accordance with such generally 
accepted accounting principles. With few exceptions, the Organization is no longer subject to examination by 
taxing authorities for tax years ended on or before June 30, 2011, due to the expiration of the statutes of 
limitations. 



NOTE B - PROPERTY AND EQUIPMENT 

At June 30, 2015 and 2014, property and equipment consisted of the following: 

2015 2014 

Land $ 7,401,449 $ 7,401,449 
Buildings and improvements 9,514,926 9,233,572 
Leasehold improvements 1,248,338 1,248,338 
Research equipment 3,177,968 3,173,020 
Reference library 798,546 798,546 
Office furniture and equipment 423,589 409,269 
Vehicles 298,928 298,928 
Total 22,863,744 22,563,122 
Accumulated depreciation (8,368,716) J7,733,927) 

Property and equipment - net $14,495,028 $14,829,195 

Land consisting of 119.086 acres received from James Campbell Company, LLC, is subject to reservations on 
use, including a minimum of 90 residential units for affordable rental housing, and water and waterline 
easements. James Campbell Company, LLC, reserves the rights to all housing credits issued by the City and 
County of Honolulu. 

NOTE C - INVESTMENTS IN MARKETABLE SECURITIES 

At June 30, 2015 and 2014, investments in marketable securities consisted of the following: 

2015 
	

2014 

Cost 

Mutual funds 	 $ 4,513,356 
Common stock 	 3,589,180 
Corporate bonds 	 1,960,160 
U.S. Government securities 	 705,361 
Money market funds 	 288,155 

Fair 
Value 

$ 4,360,960 
3,878,521 
1,960,939 

714,075 
288,155 

Fair 
Cost Value 

$ 	955,376 $ 	979,890 
7,625,403 8,637,875 
1,117,859 1,126,664 
1,356,626 1,361,197 

568,720 568,720 

Total marketable securities 	 $ 11,056,212 
	

$11,202,650 	$11,623,984 	$12,674,346 
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NOTE C - INVESTMENTS IN MARKETABLE SECURITIES (Continued) 

At June 30, 2015 and 2014, fair value exceeded cost by $146,438 and $1,050,362, respectively. For the years 
ended June 30, 2015 and 2014, net earnings (losses) on investments in marketable securities consisted of the 
following: 

2015 	2014 

Realized gain $ 571,009 $ 	687,165 
Unrealized gains (losses) (903,924) 581,672 
Total gains (losses) (332,915) 1,268,837 
Interest and dividends 302,110 210,103 
Investment fees (107,483) (82,564) 

Net earnings (losses) on investments in marketable securities 	 $ (138,288) $1,396,376 

NOTE D - FAIR VALUE MEASUREMENTS 

The established framework for measuring fair value provides a fair value hierarchy that prioritizes the inputs 
to the valuation methodologies used to measure fair value. There are three levels of inputs to the valuation 
methodology. Level 1 inputs consist of unadjusted quoted prices for identical assets or liabilities in active 
markets that the Organization has the ability to access. Level 2 inputs include quoted prices for similar assets 
or liabilities in active markets, quoted prices for identical or similar assets or liabilities in inactive markets, 
inputs other than quoted prices that are observable for the asset or liability, and inputs that are derived 
principally from or corroborated by observable market data by correlation or other means. Level 3 inputs are 
unobservable and significant to the fair value measurement. The fair value measurement level of an asset or 
liability within the fair value hierarchy is based on the lowest level of any input that is significant to the fair 
value measurement. Valuation methodologies used need to maximize the use of observable inputs and 
minimize unobservable inputs. 

The Organization values mutual funds and common stock (equity securities) at quoted market prices, and 
money market funds at stated value; all of which are Level 1 inputs. It values investments in U.S. government 
securities and corporate bonds (fixed income securities) by discounting the related cash flows based on 
current yields of similar instruments with comparable durations considering the creditworthiness of the issuer, 
a Level 2 input. The Organization has no investments requiring Level 3 inputs. 

The valuation methods described above may produce a fair value that may not be indicative of net realizable 
value or reflective of future fair values. The use of different methodologies or assumptions to determine the 
fair value of certain investments could result in a different fair value measurement at the reporting date. 
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NOTE D - FAIR VALUE MEASUREMENTS (Continued) 

The following sets forth by level, within the fair value hierarchy, the Organization's investments in 
marketable securities at fair value as of June 30, 2015: 

Level 1 Level 2 	Level 3 Total 

$ 1,703,442 $ 	- 	$ 	- $ 	1,703,442 
1,659,504 - 	- 1,659,504 
1,542,444 - 	- 1,542,444 
1,523,926 - 	- 1,523,926 

918,542 - 	- 918,542 
732,000 - 	- 732,000 
159,623 - 	- 159,623 

8,239,481 - 	- 8,239,481 
288,155 - 	- 288,155 

- 982,990 	 - 982,990 
- 840,261 	 - 840,261 
- 761,228 	 - 761,228 
- 90,535 	 - 90,535 
- 2,675,014 	 - 2,675,014 

$ 8,527,636 $2,675,014 	$ 	- $11,202,650 

Equity securities 
Industrials and materials 
Consumer staples and discretionary 
Utilities and energy 
Financials 
Healthcare 
Technology 
Other mutual funds 
Total equity securities 

Money market funds 
Fixed income securities 

Long term bond 
Short term bond 
Intermediate term bond 
Fixed income blend 
Total fixed income securities 

Total marketable securities 

The following sets forth by level, within the fair value hierarchy, the Organization's investments in 
marketable securities at fair value as of June 30, 2014: 	 - 

Level 1 Level 2 	Level 3 Total 

$ 	1,978,545 $ 	- 	$ 	- $ 	1,978,545 
1,683,009 - 	- 1,683,009 
1,611,944 - 	- 1,611,944 
1,467,614 - 	- 1,467,614 
1,351,557 - 	- 1,351,557 
1,049,859 - 	- 1,049,859 

475,237 - 	- 475,237 
9,617,765 - 	- 9,617,765 

568,720 - 	- 568,720 

- 800,941 	 - 800,941 
- 796,812 	 - 796,812 
- 666,191 	 - 666,191 
- 223,917 	 - 223,917 
- 2,487,861 	 - 2,487,861 

$10,186,485 $2,487,861 	$ 	- $12,674,346 

Equity securities 
Consumer staples and discretionary 
Industrials and materials 
Technology 
Financials 
Utilities and energy 
Healthcare 
Other mutual funds 
Total equity securities 

Money market funds 
Fixed income securities 

Intermediate term bond 
Short term bond 
Long term bond 
Fixed income blend 
Total fixed income securities 

Total marketable securities 
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NOTE E - EMPLOYEE BENEFIT PLANS 

The Organization sponsors a defined benefit pension plan and a postretirement plan. Pension and 
postretirement cost for the year ended June 30, 2015 of $722,525 consisted of net periodic pension cost of 
$115,226, a cost of $579,727 for changes in components of net periodic pension cost not yet recognized, net 
periodic postretirement credit of $547, and a cost of $28,119 for changes in components of net periodic 
postretirement cost not yet recognized. Pension and postretirement credit for the year ended June 30, 2014 of 
$508,039, consisted of net periodic pension cost of $260,286, a credit of $772,703 for changes in components 
of net periodic pension cost not yet recognized, net periodic postretirement credit of $717, and a cost of 
$5,095 for changes in components of net periodic postretirement cost not yet recognized. 

Defined Benefit Pension Plan 

The Organization sponsors a defined benefit pension plan covering all of its employees who meet certain 
requirements, except bargaining unit employees who joined the Organization after June 1998, to which it 
contributes the minimum finding required under the Employee Retirement Income Security Act of 1974 
(ERISA). Benefits under the Plan are based on years of service and compensation. The Plan was amended in 
September 2010 to include three bargaining unit participants that were transferred to Hawaiian Commercial & 
Sugar Company (HC&S). The participants will receive benefit accruals and vesting services until the earlier 
of their normal retirement date or termination of employment from HC&S. The funded status of this Plan and 
amounts recognized in the consolidated financial statements as of and for the years ended June 30, 2015 and 
2014 were as follows: 

2015 	2014 

Fair value of plan assets 
	

$10,438,668 	$ 10,912,621 
Projected benefit obligation 

	
(13,320,344) 	(13,499,344) 

Net pension liability 
	

$ (2,881,676) 	(586,723) 

Net periodic pension expense 
	

$ 115,226 	$ 260,286 

At June 30, 2015 and 2014, items not yet recognized as a component of net periodic pension cost for this Plan 
consisted of the following: 

2015 2014 

Prior service cost 	 $ 	2,841 $ 	3,215 
Net loss 	 5,526,518 4,946,417 

Total 	 $5,529,359 $4,949,632 
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Service cost 
Interest cost 
Expected return on assets 
Amortization of prior service cost 
Amortization of deferred losses 

$ 63,643 $ 84,940 
520,106 527,488 

(698,337) (740,157) 
374 374 

269,271 242,581 

Projected net periodic pension cost $155,057 	$115,226 

NOTE E - EMPLOYEE BENEFiT PLANS (Continued) 

The measurement dates used to determine the pension benefit measurements were June 30, 2015 and 2014. 
Plan assets at June 30, 2015 and 2014 were invested in equity securities (39.6% in 2015 and 52.2% in 2014), 
debt securities (45.2% in 2015 and 41.8% in 2014), cash (15.2% in 2015), and real estate (6.0% in 2014), the 
objective of which is to preserve capital while providing a return that is adequate to meet the Plan's 
obligations as estimated by the Plan's actuary, in accordance with the Plan's weighted-average expected 
return. For the year ended June 30, 2015, the excess of the expected return over the actual return for the Plan 
was $537,874. For the year ended June 30, 2014 the excess of the actual return over the expected return for 
the Plan was $634,843. As of June 30, 2015 and 2014, the accumulated benefit obligation was $13,219,119 
and $13,370,184, respectively, and the reclassified amounts of net periodic pension expenses previously 
recognized as changes in unrestricted net assets but not included in net periodic benefit cost when they arose 
was $242,955 and $321,834, respectively. 

For the years ended June 30, 2015 and 2014, the weighted-average actuarial assumptions used to determine 
the net periodic pension cost included a rate of compensation increase of 1%, a discount rate of 4.07%, and a 
benefit credit for an expected return on plan assets of 7.00%. For the years ended June 30, 2015 and 2014, 
employer contributions amounted to $400,000 and $640,000, respectively. The Plan paid pension benefits of 
$1,076,236 and $1,037,636 for the years ended June 30, 2015 and 2014, respectively. 

At June 30, 2015, estimated future benefits payments from the pension plan were as follows: 

Years ending June 30th: 
2016 $1,082,663 
2017 $1,074,564 
2018 $1,044,175 
2019 $1,020,182 
2020 $1,006,407 
Thereafter (cumulative for the years 2021 to 2025) $4,385,820 

The Organization expects to contribute $263,000 to the Plan during the year ending June 30, 2016. 

At June 30, 2015 and 2014, components of the net periodic pension cost projected for this Plan consisted of 
the following: 

2015 	2014 

The Plan invests in mutual funds, which it values at quoted market values, a Level 1 measurement. The Plan 
has no investments requiring Level 2 or Level 3 inputs. 
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NOTE E - EMPLOYEE BENEFIT PLANS (Continued) 

The following sets forth by level, within the fair value hierarchy, the Plan's investments at fair value as of 
June 30,2015: 

Level 1 
Mutual Funds 

Fixed income $ 4,719,275 
Large cap 3,102,777 
Small cap 523,913 
International 507,349 
Total mutual funds 8,853,314 

Money market 1,585,354 

Total Plan investments 	 $10,438,668 

	

Level 2 	Level 3 	Total 

$ 4,719,275 

	

- 	- 	3,102,777 

	

- 	- 	523,913 

	

- 	- 	507,349 

	

- 	- 	8,853,314 

	

- 	- 	1,585,354 

$10,438,668 

The following sets forth by level, within the fair value hierarchy, the Plan's investments at fair value as of 
June 30, 2014: 

Level 1 	Level 2 	Level 3 Total 
Mutual Funds 

Fixed income $ 4,568,255 	$ 	- 	$ 	- $ 4,568,255 
Large cap 2,609,977 	- 	- 2,609,977 
International 1,488,205 	- 	- 1,488,205 
Small cap 956,889 	- 	- 956,889 
Real estate 649,793 	- 	- 649,793 
Emerging markets 639,502 	- 	- 639,502 

Total Plan investments $10,912,621 	$ 	- 	$ 	- $10,912,621 

Postretirement Plan 

The Organization also sponsors a postretirement plan that provides life insurance benefits to certain 
employees, which it has the right to modify or terminate. The plan assets consist of deposits in an insurance 
company general account, the contract value of which approximates fair value. The funded status of this Plan 
and amounts recognized in the consolidated financial statements as of and for the years ended June 30, 2015 
and 2014 were as follows: 

2015 2014 

$337,538 $368,769 
(423,602) (427,261) 

$ (86,064) C58,492) 

$ 	547 $ 	717 

Fair value of plan assets 
Accumulated benefit obligation 

Net postretirement liability 

Net periodic postretirement credit 
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NOTE E - EMPLOYEE BENEFIT PLANS (Continued) 

At June 30, 2015 and 2014, items not yet recognized as a component of net periodic postretirement cost for 
this Plan consisted of the following: 

2015 	2014 

Transition amount 
	

$ 	(1) 	$ (7,013) 
Net loss 
	

225,638 	204,531 

Total 
	

$225,637 	$197,518 

The weighted-average actuarial assumptions used to determine the accumulated postretirement benefit 
obligation at June 30, 2015 and 2014 included a discount rate of 4.07% and 4.13%, respectively. The 
weighted-average actuarial assumptions used to determine the net periodic postretirement cost included a 
discount rate of 4.07% for the years ended June 30, 2015 and 2014, and benefit credit for an expected return 
on plan assets for the years ended June 30, 2015 and 2014 of 6.50%. For the years ended June 30, 2015 and 
2014, this Plan paid postretirement benefits of $17,169 and $25,658, respectively. 

At June 30, 2015, estimated future benefits payments for the postretirement plan were expected to 
approximate the following: 

Years ending June 30th: 
2016 $ 39,255 
2017 $ 38,045 
2018 $ 36,652 
2019 $ 35,288 
2020 $ 33,605 
Thereafter (cumulative for the years 2021 to 2025) $141,385 

For the years ended June 30, 2015 and 2014, the reclassified amounts of net periodic postretirement credits 
previously recognized as changes in unrestricted net assets but not included in net periodic benefit credits 
when they arose was $3,862 and $3,966, respectively. 

At June 30, 2015 and 2014, components of the net periodic postretirement cost projected for this plan 
consisted of the following: 

2015 2014 

Service cost $ 1,304 $ 1,703 
Interest cost 16,442 16,605 
Expected return on assets (20,664) (22,717) 
Amortization of transition amount (1) (7,013) 
Amortization of deferred losses 11,743 10,875 

Projected net periodic postretirement cost (credit) $ 8,824 $ 	(547) 
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NOTE E - EMPLOYEE BENEFIT PLANS (Continued) 

Defined Contribution Pension Plan 

The Organization also sponsors a retirement savings plan to which each participant may contribute up to the 
lesser of 15% of their annual salary or the amount provided under Section 401(k) of the Internal Revenue 
Code. The Organization does not contribute to the defined contribution pension plan. 

NOTE F - ADVANCES ON LINE-OF-CREDIT 

The Organization has a revolving line-of-credit with Bank of America. Advances are payable on demand, 
collateralized by its investments in marketable securities, and bear interest at 1.1% above the 30-day London 
Inter-Bank Offered Rate (LIBOR). At June 30, 2015 and 2014, the 30-day LIBOR was 0.19%. At June 30, 
2015 and 2014, advances on the revolving line-of-credit amounted to $7,002,687 and $7,329,648, 
respectively. 

On July 1, 2014, the Corporation entered into a $200,000 revolving line-of-credit with Central Pacific Bank 
available through July 1, 2016, advances on which bear interest payable monthly at the Bank's lending base 
rate plus 1%. The Bank's base rate was 4.5% at June 30, 2015. Advances on the line-of-credit are 
collateralized by substantial all of the Corporation's assets. Advances on the revolving line-of-credit 
amounted to $200,000 at June 30, 2015. 

NOTE G - NOTE PAYABLE 

The Organization has a loan with the Rural Community Assistance Corporation Project of up to $1,319,479 to 
finance the predevelopment costs for a 41 unit farm worker housing community in Kunia Village Phase 1, 
which is collateralized by certain real estate. In December 2015, the loan amount increased to $1,841,583. 
Principal and unpaid accrued interest are due upon maturity in August 2016. At June 30, 2015 and 2014, 
outstanding drawings on the loan amounted to $1,319,232 and $982,672, respectively. For the years ended 
June 30, 2015 and 2014, related expenditures of $336,560 and $532,438, respectively, have been recognized 
as expenses in accordance with accounting principles generally accepted in the United States of America. 
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NOTE H - LEASES 

As Lessee 

The Organization leases land from the State of Hawaii, Department of Agriculture, in the Maunawili area of 
Honolulu under an operating lease that expires in August 2036 for which it pays minimum lease rent of 
$25,000 per year for the first 15-year period. Under the terms of the lease agreement, the Organization may 
offset the value of certain of its agricultural research and education services against the annual lease rent 
obligation. Percentage rent at 3% of gross proceeds, as defined, may also be due annually. Lease rent expense 
was $25,000 for the years ended June 30, 2015 and 2014. At June 30, 2015, expected future minimum lease 
payments approximated the following: 

Years ending June 30th: 
2016 $ 25,000 
2017 $ 25,000 
2018 $ 25,000 
2019 $ 25,000 
2020 $ 25,000 
Thereafter (cumulative) $404,200 

As Lessor 

The Organization leases land and facilities to others under operating leases that expire through December 
2032, some of which have five-year options to extend. Certain of the leases allow for an increase in rent based 
on the Producer Price Index (PP1). The Organization also leases retail space for which the tenant pays 2% of 
gross sales or a minimum of $30,000 per year and contains an early termination clause if annual thresholds 
are not met. The Organization also leases housing to agriculture workers and retired Del Monte Foods 
Corporation employees on an annual basis. At June 30, 2015, future minimum rent income by years ending 
June 30 approximated to the following: 

Years ending June 30th: 
2016 $1,002,800 
2017 $ 	878,500 
2018 $ 	887,500 
2019 $ 	853,300 
2020 $ 	847,200 
Thereafter (cumulative) $7,063,100 
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NOTE H - LEASES (Continued) 

For the years ended June 30, 2015 and 2014, rental income and expenses as lessor consisted of the following: 

2015 2014 
Rental income 

Residential $ 1,003,555 $ 1,122,866 
Commercial 963,012 804,548 

Total rental income 1,966,567 1,927,414 

Rental expenses 
Facilities and rental management 803,410 795,042 
Depreciation 285,708 285,708 
Repairs and maintenance 258,123 193,233 
Taxes and other expenses 171,842 166,697 
Utilities 146,912 139,397 
Insurance 52,093 63,426 

Total rental expenses 1,718,088 1,643,503 

Rental income - net $ 	248,479 $ 	283,911 

NOTE I - COMMITMENTS AND CONTINGENCIES 

Certain revenue is derived from federal, state, and private grants and contracts for agricultural consulting 
services, the loss of which could have a material adverse effect on the Organization. The Organization may be 
subject to legal proceedings, claims, or litigation arising in the course of business for which it may seek the 
advice of legal counsel. Management estimates, on the advice of legal counsel and consultants, that the cost to 
resolve these matters would not be material to the consolidated financial statements. However, it is at least 
reasonably possible that such estimates may change within the near term. 

The Organization operates in the State of Hawaii. National and international events can have severe, adverse 
effects on economic conditions in Hawaii. The effects, if any, on the consolidated financial statements of the 
Organization from such changes in economic conditions are not presently determinable. 

NOTE J - PARTNERSHIP WITH RURAL COMMUNITY ASSISTANCE CORPORATION 

In June 2013, the Development Corporation entered into a joint development agreement with Rural Quality, 
LLC, an entity specifically created by the Rural Community Assistance Corporation (RCAC) to jointly 
rehabilitate or replace improvements on property held by the Kunia Village Title Holding Corporation. The 
intent of this arrangement is to renovate the existing agricultural worker housing community through the 
formation of a Hawaii limited partnership and use of tax credits for affordable housing developments. The 
formation of the partnership was completed in December 2013. 
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NOTE K - FINANCIAL STATEMENT PRESENTATION 

The consolidated financial statements include certain prior year comparative information. Such information 
does not include sufficient detail to constitute a complete presentation in conformity with accounting 
principles generally accepted in the United States of America. Accordingly, such information should be read 
in conjunction with the consolidated financial statements of the Organization as of and for the year ended 
June 30, 2014, from which the information was derived. 

NOTE L - SUBSEQUENT EVENTS 

Management has evaluated subsequent events through the date of the independent auditor's report, which is 
the date the consolidated financial statements were available to be issued, and determined that the 
Organization did not have any subsequent events requiring adjustment to the consolidated financial 
statements or disclosure in the notes to the consolidated financial statements. 
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INDEPENDENT AUDITOR'S REPORT 

Hawaii Agriculture Research Center and affiliates: 

Report on the Consolidated Financial Statements 

We have audited the accompanying consolidated financial statements of Hawaii Agriculture Research Center 
and affiliates (Organization), which comprise the consolidated statement of financial position as of June 30, 
2016, and the related consolidated statements of activities, functional expenses, and cash flows for the year 
then ended, and the related notes to the consolidated financial statements. 

Management's Responsi bility for the Consolidated Financial Statements 

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

Auditor's Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We 
conducted our audit in accordance with auditing standards generally accepted in the United States of America. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
consolidated financial statements are free from material misstatement. 

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

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

Topa Financial Center 

700 Bishop Street, Suite 1040 

Honolulu, Hawaii 96813 

Telephone (808) 531-1040 

Facsimile (808) 531-1041 

www.cwassociatescpas.com  



Opinion on the Consolidated Financial Statements 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the consolidated financial position of the Organization as of June 30, 2016, and the changes in their net assets 
and their cash flows for the year then ended in accordance with accounting principles generally accepted in 
the United States of America. 

Report on Prior Year Comparative Information 

We have previously audited the Organization's consolidated financial statements as of and for the year ended 
June 30, 2015, and in our report dated February 8, 2016, expressed an unmodified opinion on those 
consolidated financial statements. In our opinion, the accompanying prior year comparative information is 
consistent, in all material respects, with the audited consolidated financial statements from which it has been 
derived. 

c 
Honolulu, Hawaii 
March 14, 2017 

Vo~ CWAssociates 
2 A Hawaii Certified Public Accounting Corporation 



HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

As of June 30, 2016 
(With Prior Year Comparative Information) 

2016 	2015 
ASSETS 

CURRENT ASSETS 
Cash (including interest-bearing accounts) 	 $ 212,412 	$ 206,693 
Contracts, grants, and other receivables - net 	 294,391 	336,158 
Investments in marketable securities - current 	 6,770,187 	7,002,687 
Prepaid expenses and other current assets 	 94,992 	155,191 
Total current assets 	 7,371,982 	7,700,729 

PROPERTY AND EQUIPMENT —Net 	 14,134,445 	14,495,028 

INVESTMENTS IN MARKETABLE SECURITIES —Noncurrent 	3,779,788 	4,199,963 

INVESTMENT IN CARDAX PHARMACEUTICALS, INC. 	 16,200 	16,200 

TOTAL ASSETS 	 $25,302,415 	$26,411,920 

LIABILITIES AND NET ASSETS 

CURRENT LIABILITIES 
Advances on line-of-credit 	 $ 6,770,187 	$ 7,002,687 
Accounts payable and accrued liabilities 	 361,763 	431,818 
Total current liabilities 	 7,131,950 	7,434,505 

NOTE PAYABLE - Noncurrent 	 - 	1,319,232 

NET POSTRETIREMENT LIABILITY 	 124,002 	86,064 

NET PENSION LIABILITY 	 3,268,631 	2,881,676 

TOTAL LIABILITIES 	 10,524,583 	11,721,477 

NET ASSETS 
Unrestricted 	 14,777,832 	14,690,443 
Total net assets 	 14,777,832 	14,690,443 

TOTAL LIABILITIES AND NET ASSETS 	 $25,302,415 	$26,411,920 

See accompanying notes to the consolidated financial statements. 
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HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

CONSOLIDATED STATEMENT OF ACTIVITIES 

For the Year Ended June 30, 2016 
(With Prior Year Comparative Information) 

2016 2015  
CHANGES IN UNRESTRICTED NET ASSETS 
Revenue and support 

Federal government grants $ 	503,657 $ 	633,028 
Rental income - net 440,766 248,479 
Agricultural consulting services 420,441 512,770 
Gain on sale of land 308,125 - 
Other project revenue 298,748 293,260 
State government grants 191,556 192,288 
Other revenue and support 85,293 69,897 
Total revenue and support 2,248,586 1,949,722 

Expenses 
Program services 

Federal government grants 563,113 641,505 
Agriculture and forestry projects 378,924 421,159 
Sugar projects 300,322 350,222 
Other program services 779,895 678,080 
Total program services 2,022,254 2,090,966 

Supporting services 
Management and general 969,345 956,129 
Fundraising 54,276 63,533 
Total supporting services 1,023,621 1,019,662 

Total expenses 3,045,875 3,110,628 
Revenue and support less expenses (797,289) (1,160,906) 
Net losses on investments in marketable securities (28,828) (138,288) 
Pension and postretirement cost (794,893) (722,525) 
Gain due to reduction of note payable and land transfer 1,708,399 - 
Increase (decrease) in unrestricted net assets 87,389 (2,021,719) 

INCREASE (DECREASE) IN NET ASSETS 87,389 (2,021,719) 

NET ASSETS - Beginning of year 14,690,443 16,712,162 

NET ASSETS - End of year $14,777,832 $14,690,443 

See accompanying notes to the consolidated financial statements. 
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HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES 

For the Year Ended June 30, 2016 
(With Prior Year Comparative Information) 

Program Services 	 Supporting Services 
Agriculture 

Federal and 	 Other Total Management 	 Total 
Govemmeni Forestry 	Sugar 	Program Program 	and 	Fund- Supporting 	2016 	2015 

Grants Projects Projects Services Services General Raising Services Totals 	Totals 

Salaries and benefits 	$334,348 $228,751 $205,722 $270,580 $1,039,401 	$362,327 $37,222 $ 399,549 $ 1,438,950 $1,533,870 
Depreciation 50,726 33,247 23,874 36,902 144,749 232,055 5,777 237,832 382,581 349,081 
Predevelopment costs - - - 332,834 332,834 - - - 332,834 137,384 
Project costs 79,013 52,021 24,118 67,538 222,690 - - - 222,690 182,636 
Telephone and utilities 26,431 17,324 12,440 19,228 75,423 75,146 3,010 78,156 153,579 189,820 
Insurance 24,510 16,065 11,536 17,831 69,942 69,684 2,791 72,475 142,417 142,104 
Interest - - - - - 91,324 - 91,324 91,324 170,704 
Office and administrative 14,542 9,531 6,844 10,579 41,496 41,346 1,656 43,002 84,498 94,191 
Professional fees 9,033 5,921 4,252 6,572 25,778 27,779 1,029 28,808 54,586 176,808 
Other expenses 24,510 16,064 11,536 17,831 69,941 69,684 2,791 72,475 142,416 134,030 

Total expenses 	$563,113 $378,924 $300,322 $779,895 $2,022,254 $969,345 $54,276 $1,023,621 $3,045,875 $3,110,628 

See accompanying notes to the consolidated financial statements. 



HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

CONSOLIDATED STATEMENT OF CASH FLOWS 

For the Year Ended June 30, 2016 
(With Prior Year Comparative Information) 

2016 2015 

CASH FLOWS FROM OPERATING ACTIVITIES 
Increase (decrease) in net assets $ 	87,389 $(2,021,719) 
Adjustments to reconcile increase (decrease) in net assets 

to net cash provided (used) by operating activities: 
Gain on sale of land (308,125) - 
Depreciation of property and equipment 382,581 349,081 
Depreciation of rental property 285,708 285,708 
Loss on disposal of property and equipment 12,000 - 
Loss on investments in marketable securities 235,844 332,915 
(Increase) decrease in: 

Contracts, grants, and other receivables - net 41,767 (181,368) 
Prepaid expenses and other current assets 60,199 (9,278) 

Increase (decrease) in: 
Accounts payable and accrued liabilities (70,055) 59,892 
Net postretirement liability 37,938 27,572 
Net pension liability 386,955 294,953 

Net cash provided (used) by operating activities 1,152,201 (862,244) 

CASH FLOWS FROM INVESTING ACTIVITIES 
Proceeds from sale of land 308,125 - 
Purchases of property and equipment (319,706) (300,622) 
Proceeds from sales of marketable securities 714,982 1,443,838 
Purchases of marketable securities (298,151) (305,057) 
Net cash provided by investing activities 405,250 838,159 

CASH FLOWS FROM FINANCING ACTIVITIES 
Decrease in advances on line-of-credit (232,500) (326,961) 
Additions (deductions) to note payable (1,319,232) 336,560 
Net cash provided (used) by financing activities (1,551,732) 9,599 

NET INCREASE (DECREASE) IN CASH 5,719 (14,486) 

CASH - Beginning of year 206,693 221,179 

CASH — End ofyear $ 	212,412 $ 	206,693 

SUPPLEMENTAL CASH FLOW INFORMATION 
Cash paid during the year for interest 	 $ 91,324 	$ 	98,401 
Noncash financing activities 

Decrease in note payable for transfer of property 	 $1,319,232 	$ 

See accompanying notes to the consolidated financial statements. 



HAWAII AGRICULTURE RESEARCH 
CENTER AND AFFILIATES 

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

For the Year Ended June 30, 2016 
(With Prior Year Comparative Information) 

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Organization and Activi 

Hawaii Agriculture Research Center and affiliates (Organization) consists of Hawaii Agriculture Research 
Center (Center), Hawaii Foundation for Agriculture Research (Foundation), Kunia Village Title Holding 
Corporation (Corporation), and Kunia Village Development Corporation (Development Corporation). 

The Center was organized in the State of Hawaii in August 1978 as Hawaiian Sugar Planters' Association. 
The name was changed to Hawaii Agriculture Research Center in March 1996. The Center is a nonprofit 
corporation exempt from income taxes under Section 501 (c)(3) of the U.S. Internal Revenue Code, that was 
organized to support agriculture in Hawaii. 

The Foundation was organized in the State of Hawaii in February 2008. The Foundation is also a nonprofit 
corporation exempt from income taxes under Section 501 (c)(3) of the U.S. Internal Revenue Code, to carry 
out the charitable educational or scientific purposes of the Center as a supporting organization under Section 
509(a)(3) of the U.S. Internal Revenue Code. 

The Corporation, which is owned by the Center, was incorporated in the State of Hawaii in March 2010 as a 
tax exempt title holding corporation under Section 501 (c)(2) of the U.S. Internal Revenue Code, to collect and 
remit to the Center the entire net income from real and personal property it holds. The Corporation's expenses 
exceeded its revenue for the years ended June 30, 2016 and 2015. 

The Development Corporation, organized in the State of Hawaii in June 2010, is a nonprofit corporation 
exempt from income taxes under Section 501 (c)(3) of the U.S. Internal Revenue Code. It was established to 
provide low-income rental housing for agricultural workers. 

The accompanying consolidated financial statements include the accounts of the Center, Foundation, 
Corporation, and Development Corporation, except that all significant intercompany transactions and 
balances have been eliminated in consolidation. 

Basis of Accounting 

The Organization reports information regarding its financial position and activities according to three classes 
of net assets: unrestricted net assets, temporarily restricted net assets (none in 2016 and 2015), and 
permanently restricted net assets (none in 2016 and 2015). Support is recognized when pledged and is 
considered to be available for unrestricted use unless restricted by the donor. Donor restricted support is 
recognized when pledged as an increase in temporarily restricted or permanently restricted net assets, 
depending on the nature of the restriction. When a temporary restriction is satisfied or expires, temporarily 
restricted net assets are reclassified to unrestricted net assets. 
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Basis of Accounting (Continued)  

Revenue from government grants and contracts is recognized to the extent of expenditures made in 
accordance with the related agreements (including expenditures for property and equipment, which may be 
capitalized and depreciated for financial reporting purposes). Revenue from agricultural consulting services 
and rental operations is recognized when earned. Other revenue and support is also recognized when earned. 

Expenses are recognized when the related liability is incurred. Expenses are allocated on a functional basis 
among program and supporting services based on estimates by management. Expenses that can be identified 
with a specific program or supporting service are charged directly to the program or supporting service using 
natural expense classifications. Other expenses that are common to several functions are allocated by various 
bases. 

Donated services are recognized as contributions if the services create or enhance nonfinancial assets, or 
require specialized skills that are performed by people with those skills and would otherwise be purchased by 
the Organization. A substantial number of unpaid volunteers have made contributions of their time to the 
Organization. The value of this time is not reflected in these consolidated financial statements because it did 
not meet the criteria for recognition. 

Use of Estimates 

The accompanying consolidated financial statements have been prepared in accordance with accounting 
principles generally accepted in the United States of America. The preparation of financial statements in 
accordance with such generally accepted accounting principles requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the consolidated financial statements and the reported amounts of revenue and 
expenses during the reporting period. Actual results could differ from those estimates, and it is at least 
reasonably possible that such differences will occur in the near term. 

Concentrations of Credit Risk 

Financial instruments that potentially subject the Organization to credit risk include cash, unsecured 
receivables due primarily from federal and state government agencies and from member entities, and 
investments in marketable securities. Cash on deposit with financial institutions, which was fully insured at 
June 30, 2016, exceeded the related federal deposit insurance by approximately $65,300 at June 30, 2015. 

The Organization is custodian for the bank accounts of the International Consortium of Sugar 
Biotechnologies, included in prepaid expenses and other current assets and in accounts payable and accrued 
liabilities, which amounted to $95,166 and $140,675 as of June 30, 2016 and 2015, respectively. 

Contracts, grants, and other receivables have been adjusted for all known doubtful accounts, estimated to be 
$0 at June 30, 2016 and 2015. Such receivables are determined to be collectible or uncollectible based on 
management's assessment of the facts and circumstances of individual accounts. 



NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Investments 

Investments in marketable securities are stated at fair value, are fully insured by federal and private insurance, 
as represented by the custodians, and are classified as noncurrent to the extent they exceed the amount used as 
collateral for the line-of-credit. Net  realized and unrealized gains and losses, determined using the specific 
identification method, are included in net losses on investments in marketable securities. Future changes in 
market prices may make such investments less valuable. The Organization's investment in 596,000 shares, or 
6.512%, of the common stock of Cardax Pharmaceuticals, Inc., is stated at cost and is not available for 
operations. Investments are reviewed for impairment whenever events or changes in circumstances indicate 
that the related carrying amounts may not be recoverable. 

Fair Value Measurements 

The established framework for measuring fair value provides a fair value hierarchy that prioritizes the inputs 
to the valuation methodologies used to measure fair value. There are three levels of inputs to the valuation 
methodology. Level 1 inputs consist of unadjusted quoted prices for identical assets or liabilities in active 
markets that the Organization has the ability to access. Level 2 inputs include quoted prices for similar assets 
or liabilities in active markets, quoted prices for identical or similar assets or liabilities in inactive markets, 
inputs other than quoted prices that are observable for the asset or liability, and inputs that are derived 
principally from or corroborated by observable market data by correlation or other means. Level 3 inputs are 
unobservable and significant to the fair value measurement. The fair value measurement level of an asset or 
liability within the fair value hierarchy is based on the lowest level of any input that is significant to the fair 
value measurement. Valuation methodologies used need to maximize the use of observable inputs and 
minimize unobservable inputs. 

The valuation methods described above may produce a fair value that may not be indicative of net realizable 
value or reflective of future fair values. The use of different methodologies or assumptions to determine the 
fair value of certain investments could result in a different fair value measurement at the reporting date. 

Pronertv and Eciuii,ment 

Property and equipment is stated at cost or, if donated, at the estimated fair market value at the date of 
donation. Depreciation is computed using the straight-line method over estimated useful lives of 5 to 40 years 
for building and improvements, 3 to 18 years for leasehold improvements, 3 to 20 years for research 
equipment, 5 to 10 years for the reference library, 3 to 20 years for office furniture and equipment, and 5 
years for vehicles. Property and equipment is reviewed for impairment whenever events or changes in 
circumstances indicate that the related carrying amounts may not be recoverable. Major improvements are 
capitalized. Repairs and maintenance are expensed as incurred. 

Hawaii General Excise Tax 

The State of Hawaii imposes a general excise tax of 4% on the Organization's gross receipts from rental 
operations within Hawaii, plus an additional 0.5% for such gross receipts within the City & County of 
Honolulu. Hawaii general excise tax included in rental revenue - net, amounted to $44,561 and $38,673 for 
the years ended June 30, 2016 and 2015, respectively. 



NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued) 

Income Taxes 

The Corporation is exempt from income taxes under Section 501(c)(2) of the U.S. Internal Revenue Code. 
The Center, Foundation, and Development Corporation are exempt from income taxes under Section 
501 (c)(3) of the U.S. Internal Revenue Code, except as to their unrelated business income. The Center has 
loss carryforwards from unrelated business income that expire at various dates through June 2034. Estimated 
deferred income tax benefits relating to the loss carryforwards of $227,333 at June 30, 2016 and 2015 have 
been reduced by valuation allowances in the same amount. 

Accounting principles generally accepted in the United States of America require uncertain tax positions to be 
recognized in the financial statements if they are more likely than not to fail upon regulatory examination. 
Management has evaluated the Organization's tax positions as of June 30, 2016 and 2015 and for the years 
then ended by reviewing their income tax returns and conferring with their tax advisors, and determined that 
the Organization had no uncertain tax positions required to be reported in accordance with such generally 
accepted accounting principles. The Organization is subject to routine audits by taxing jurisdictions; however, 
there are currently no audits in progress for any open tax periods. 

NOTE B - INVESTMENTS IN MARKETABLE SECURITIES 

At June 30, 2016 and 2015, investments in marketable securities consisted of the following: 

Mutual funds 
Common stock 
Corporate bonds 
U.S. Government securities 
Money market funds 

Total marketable securities  

2016 
Fair 

Cost Value 

$ 3,930,828 $ 4,114,032 
3,679,443 3,816,226 
1,480,125 1,528,209 

719,211 755,607 
335,901 335,901 

2015 
Fair 

Cost Value 

$ 4,513,356 $ 4,360,960 
3,589,180 3,878,521 
1,960,160 1,960,939 

705,361 714,075 
288,155 288,155 

$ 10,145,508 	$ 10,549,975 	$11,056,212 	$11,202,650 

At June 30, 2016 and 2015, fair value exceeded cost by $404,467 and $146,438, respectively. For the years 
ended June 30, 2016 and 2015, net losses on investments in marketable securities consisted of the following: 

2016 	2015 

Realized gains (losses) $ (493,873) $ 	571,009 
Unrealized gains (losses) 258,029 (903,924) 
Total gains (losses) (235,844) (332,915) 
Interest and dividends 313,843 302,110 
Investment fees (106,827) J107,483) 

Net losses on investments in marketable securities 
	 $ (28,828)  
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NOTE C - PROPERTY AND EQUIPMENT 

At June 30, 2016 and 2015, property and equipment consisted of the following: 

2016 2015 

Land $ 7,401,449 $ 7,401,449 
Buildings and improvements 9,829,633 9,514,926 
Leasehold improvements 1,248,338 1,248,338 
Research equipment 3,182,968 3,177,968 
Reference library 798,546 798,546 
Office furniture and equipment 423,589 423,589 
Vehicles 280,428 298,928 
Total 23,164,951 22,863,744 
Accumulated depreciation (9,030,506) J,368,716) 

Property and equipment - net $14,134,445 $14,495,028 

Land consisting of 119.086 acres received from James Campbell Company, LLC, is subject to restrictions as 
to use, including a minimum of 90 residential units for affordable rental housing, and water and waterline 
easements. James Campbell Company, LLC, reserves the rights to all housing credits issued by the City and 
County of Honolulu. 

NOTE D - FAIR VALUE MEASUREMENTS 

The Organization values mutual funds and common stock (equity securities) at quoted market prices, and 
money market funds at stated value; all of which are Level 1 inputs. It values investments in U.S. government 
securities and corporate bonds (fixed income securities) by discounting the related cash flows based on 
current yields of similar instruments with comparable durations considering the creditworthiness of the issuer, 
a Level 2 input. The Organization has no investments requiring Level 3 inputs. 
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NOTE D - FAIR VALUE MEASUREMENTS (Continued) 

The following sets forth by level, within the fair value hierarchy, the Organization's investments in 
marketable securities at fair value as of June 30, 2016: 

Level 1 Level 2 	Level 3 Total 

$1,654,410 $ 	- 	$ 	- $ 	1,654,410 
1,458,467 - 	- 1,458,467 
1,414,584 - 	- 1,414,584 
1,360,370 - 	- 1,360,370 

984,961 - 	- 984,961 
743,697 - 	- 743,697 
201,160 - 	- 201,160 
112,609 - 	- 112,609 

7,930,258 - 	- 7,930,258 
335,901 - 	- 335,901 

- 809,651 	 - 809,651 
- 739,686 	 - 739,686 
- 694,256 	 - 694,256 
- 40,223 	 - 40,223 
- 2,283,816 	 - 2,283,816 

$8,266,159 $2,283,816 	$ 	- $10,549,975 

Equity securities 
Consumer staples and discretionary 
Industrials and materials 
Utilities and energy 
Financials 
Technology 
Healthcare 
Real estate 
Other mutual funds 
Total equity securities 

Money market funds 
Fixed income securities 

Short term bond 
Long term bond 
Intermediate term bond 
Fixed income blend 
Total fixed income securities 

Total marketable securities 

The following sets forth by level, within the fair value hierarchy, the Organization's investments in 
marketable securities at fair value as of June 30, 2015: 

Level 1 Level 2 	Level 3 Total 

$1,703,442 $ 	- 	$ 	- $ 1,703,442 
1,659,504 - 	- 1,659,504 
1,542,444 - 	- 1,542,444 
1,523,926 - 	- 1,523,926 

918,542 - 	- 918,542 
732,000 - 	- 732,000 
159,623 - 	- 159,623 

8,239,481 - 	- 8,239,481 
288,155 - 	- 288,155 

- 982,990 	 - 982,990 
- 840,261 	 - 840,261 
- 761,228 	 - 761,228 
- 90,535 	 - 90,535 
- 2,675,014 	 - 2,675,014 

$8,527,636 $2,675,014 	$ 	- $11,202,650 

Equity securities 
Consumer staples and discretionary 
Industrials and materials 
Technology 
Financials 
Utilities and energy 
Healthcare 
Other mutual funds 
Total equity securities 

Money market funds 
Fixed income securities 

Intermediate term bond 
Short term bond 
Long term bond 
Fixed income blend 
Total fixed income securities 

Total marketable securities 
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NOTE E - EMPLOYEE BENEFIT PLANS 

The Center sponsors a defined benefit pension plan (Plan) and a postretirement plan. Pension and 
postretirement cost for the year ended June 30, 2016 of $794,893 consisted of net periodic pension cost of 
$155,057, a cost of $601,898 for changes in components of net periodic pension cost not yet recognized, net 
periodic postretirement cost of $8,824, and a cost of $29,114 for changes in components of net periodic 
postretirement cost not yet recognized. Pension and postretirement cost for the year ended June 30, 2015 of 
$722,525, consisted of net periodic pension cost of $115,226, a cost of $579,727 for changes in components 
of net periodic pension cost not yet recognized, net periodic postretirement credit of $547, and a cost of 
$28,119 for changes in components of net periodic postretirement cost not yet recognized. 

Defined Benefit Pension Plan 

The Center sponsors a defined benefit pension plan covering all of its employees who meet certain 
requirements, except bargaining unit employees who joined the Center after June 1998, to which it 
contributes the minimum funding required under the Employee Retirement Income Security Act of 1974 
(ERISA). Benefits under the Plan are based on years of service and compensation. The Plan was amended in 
September 2010 to include three bargaining unit participants that were transferred to Hawaiian Commercial & 
Sugar Company (HC&S). The participants will receive benefit accruals and vesting services until the earlier 
of their normal retirement date or termination of employment from HC&S. The funded status of this Plan and 
amounts recognized in the consolidated financial statements as of and for the years ended June 30, 2016 and 
2015 were as follows: 

2016 	2015 

Fair value of plan assets 
	

$ 9,916,277 	$10,438,668 
Projected benefit obligation 

	 (13,184,908) 	fl320,344) 

Net pension liability 
	

$ (3,268,631) 	$ (2,881,676) 

Net periodic pension expense 
	 $ 155,057 	$ 115,226 

At June 30, 2016 and 2015, items not yet recognized as a component of net periodic pension cost for this Plan 
consisted of the following: 

2016 21 

Prior service cost 	 $ 	2,467 $ 	2,841 
Net loss 	 6,128,790 5,526,518 

Total 	 $6,131,257 $5,529,359 

The measurement dates used to determine the pension benefit measurements were June 30, 2016 and 2015. 
Plan assets at June 30, 2016 and 2015 were invested in equity securities (48.9% in 2016 and 39.6% in 2015), 
debt securities (41.2% in 2016 and 45.2% in 2015), and cash (9.9% in 2016 and 15.2% in 2015), the objective 
of which is to preserve capital while providing a return that is adequate to meet the Plan's obligations as 
estimated by the Plan's actuary, in accordance with the Plan's weighted-average expected return. For the year 
ended June 30, 2016, the excess of the expected return over the actual return for the Plan was $534,745. For 
the year ended June 30, 2015 the excess of the actual return over the expected return for the Plan was 
$537,874. As of June 30, 2016 and 2015, the accumulated benefit obligation was $13,082,821 and 
$13,219,119, respectively, and the reclassified amounts of net periodic pension expenses previously 
recognized as changes in unrestricted net assets but not included in net periodic benefit cost when they arose 
was $269,645 and $242,955, respectively. 
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NOTE E - EMPLOYEE BENEFIT PLANS (Continued) 

Defined Benefit Pension Plan (Continued)  

For the years ended June 30, 2016 and 2015, the weighted-average actuarial assumptions used to determine 
the net periodic pension cost included a rate of compensation increase of 1%, a discount rate of 3.91% and 
4.07%, respectively, and a benefit credit for an expected return on plan assets of 7.00%. For the years ended 
June 30, 2016 and 2015, employer contributions amounted to $370,000 and $400,000, respectively. The Plan 
paid pension benefits of $1,055,983 and $1,076,236 for the years ended June 30, 2016 and 2015, respectively. 

At June 30, 2016, estimated future benefits payments from the pension plan were as follows: 

Years ending June 30th: 
2017 $1,097,107 
2018 $1,065,066 
2019 $1,036,684 
2020 $1,021,451 
2021 $ 	977,302 
Thereafter (cumulative for the years 2022 to 2026) $4,217,441 

The Organization expects to contribute $875,000 to the Plan during the year ending June 30, 2017. 

At June 30, 2016 and 2015, components of the net periodic pension cost projected for this Plan consisted of 
the following: 

2016 2015 

Service cost $ 70,496 $ 63,643 
Interest cost 494,081 520,106 
Expected return on assets (686,366) (698,337) 
Amortization of prior service cost 374 374 
Amortization of deferred losses 314,748 269,271 

Projected net periodic pension cost $193,333 $155,057 

The Plan invests in mutual funds, which it values at quoted market values, a Level 1 measurement. The Plan 
has no investments requiring Level 2 or Level 3 inputs. 

The following sets forth by level, within the fair value hierarchy, the Plan's investments at fair value as of 
June 30, 2016: 

Level 1 	Level 2 	Level 3 	Total 
Mutual funds 

Fixed income funds 
Equity funds 
Total mutual funds 

Money market funds 

	

$4,847,218 	$ 	- 	$ 	- 	$4,847,218 

	

4,085,931 	- 	- 	4,085,931 

	

8,933,149 	- 	- 	8,933,149 

	

983,128 	- 	- 	983,128 

Total Plan investments 	 $9,916,277 	$ 	- 	$ 	- 	$9,916,277 
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NOTE E - EMPLOYEE BENEFIT PLANS (Continued) 

The following sets forth by level, within the fair value hierarchy, the Plan's investments at fair value as of 
June 30, 2015: 

Level 1 	Level 2 	Level 3 	Total 
Mutual funds 

Fixed income funds 	 $ 4,719,275 	$ 	- 	$ 	- 	$ 4,719,275 
Equity funds 	 4,134,039 	- 	- 	4,134,039 
Total mutual funds 	 8,853,314 	- 	- 	8,853,314 

Money market funds 	 1,585,354 	- 	- 	1,585,354 

Total Plan investments 
	

$10,438,668 	$ 	- 	$ 	- 	$10,438,668 

Postretirement Plan 

The Center also sponsors a postretirement plan that provides life insurance benefits to certain employees, 
which it has the right to modify or terminate. The plan assets consist of deposits in an insurance company 
general account, the contract value of which approximates fair value, a Level 2 measurement. The Plan has no 
investments requiring Level 1 or Level 3 inputs. The funded status of the postretirement plan and amounts 
recognized in the consolidated financial statements as of and for the years ended June 30, 2016 and 2015 were 
as follows: 

2016 	2015 

Fair value of plan assets 
	

$ 281,047 	$337,538 
Accumulated benefit obligation 

	
(405,049) 	(423,602) 

Net postretirement liability 
	

$(124,002)  

Net periodic postretirement credit (cost) 
	

$ (8,824) 	$ 	547 

At June 30, 2016 and 2015, items not yet recognized as a component of net periodic postretirement cost for 
the postretirement plan consisted of the following: 

2016 	2015 

Transition amount 
	

$ 	- 	$ 	(1) 
Net loss 
	 254,751 	225,638 

Total 
	

$254,751 	$225,637 

The weighted-average actuarial assumptions used to determine the accumulated postretirement benefit 
obligation at June 30, 2016 and 2015 included a discount rate of 4.07%. The weighted-average actuarial 
assumptions used to determine the net periodic postretirement cost included a discount rate of 3.91% and 
4.07% for the years ended June 30, 2016 and 2015, respectively, and benefit credit for an expected return on 
plan assets for the years ended June 30, 2016 and 2015 of 6.50%. For the years ended June 30, 2016 and 
2015, the postretirement plan paid postretirement benefits of $50,420 and $17,169, respectively. 
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NOTE E - EMPLOYEE BENEFIT PLANS (Continued) 

Postretirement Plan (Continued) 

At June 30, 2016, estimated future benefits payments for the postretirement plan were expected to 
approximate the following: 

Years ending June 30th: 
2017 $ 38,104 
2018 $ 36,564 
2019 $ 35,179 
2020 $ 33,390 
2021 $ 31,622 
Thereafter (cumulative for the years 2022 to 2026) $132,016 

For the years ended June 30, 2016 and 2015, the reclassified amounts of net periodic postretirement credits 
previously recognized as changes in unrestricted net assets but not included in net periodic benefit credits 
when they arose was $11,742 and $3,862, respectively. 

At June 30, 2016 and 2015, components of the net periodic postretirement cost projected for the 
postretirement plan consisted of the following: 

2016 	2015 

Service cost $ 1,409 $ 1,304 
Interest cost 15,092 16,442 
Expected return on assets (17,030) (20,664) 
Amortization of transition amount - (1) 
Amortization of deferred losses 14,019 11,743 

Projected net periodic postretirement cost $13,490 $ 8,824 

Defined Contribution Pension Plan 

The Center also sponsors a retirement savings plan to which each participant may contribute up to the lesser 
of 15% of their annual salary or the amount provided under Section 401 (k) of the Internal Revenue Code. The 
Organization does not contribute to the defined contribution pension plan. 

NOTE F - ADVANCES ON LINE-OF-CREDIT 

The Foundation has a revolving line-of-credit with Bank of America. Advances are payable on demand, 
collateralized by its investments in marketable securities, and bear interest at 1.1% above the 30-day London 
Inter-Bank Offered Rate (LIBOR). At June 30, 2016 and 2015, the 30-day LIBOR was 0.19%. At June 30, 
2016 and 2015, advances on the revolving line-of-credit amounted to $6,770,187 and $7,002,687, 
respectively. 

On July 1, 2014, the Corporation entered into a $200,000 revolving line-of-credit with Central Pacific Bank 
available through July 1, 2018, advances on which bear interest payable monthly at the Bank's lending base 
rate plus 1%. The Bank's base rate was 4.5% at June 30, 2016. Advances on the line-of-credit are 
collateralized by substantial all of the Corporation's assets. There were no advances on the revolving line-of-
credit at June 30, 2016 and 2015. 
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NOTE G - NOTE PAYABLE 

The Center had a loan with the Rural Community Assistance Corporation Project of up to $1,319,479 to 
finance the predevelopment costs for a 41 unit farm worker housing community in Kunia Village Phase 1, 
which was collateralized by certain real estate. In December 2015, the loan amount increased to $1,841,583. 
Principal and unpaid accrued interest were due upon maturity in August 2016. At June 30, 2015, the 
outstanding drawings on the loan amounted to $1,319,232. During the year ended June 30, 2016, the 
outstanding balance was forgiven by Rural Community Assistance Corporation as part of the sale transaction 
noted in Note J. For the years ended June 30, 2016 and 2015, related loan expenditures of $239,024 and 
$336,560, respectively, have been recognized as expenses in accordance with accounting principles generally 
accepted in the United States of America. 

NOTE H—LEASES 

As Lessee 

The Center leases land from the State of Hawaii, Department of Agriculture, in the Maunawii area of 
Honolulu under an operating lease that expires in August 2036 for which it pays minimum lease rent of 
$25,000 per year for the first 15-year period. Under the terms of the lease agreement, the Organization may 
offset the value of certain of its agricultural research and education services against the annual lease rent 
obligation. Percentage rent at 3% of gross proceeds, as defined, may also be due annually. Lease rent expense 
was $25,000 for the years ended June 30, 2016 and 2015. At June 30, 2016, expected future minimum lease 
payments approximated the following: 

Years ending June 30th: 
2017 $ 25,000 
2018 $ 25,000 
2019 $ 25,000 
2020 $ 25,000 
2021 $ 25,000 
Thereafter (cumulative) $379,200 

As Lessor 

The Center and Organization lease land and facilities to others under operating leases that expire through May 
2036, some of which have five-year options to extend. Certain of the leases allow for an increase in rent based 
on the Producer Price Index (PPI). The Center also leases retail space for which the tenant pays 2% of gross 
sales or a minimum of $30,000 per year and contains an early termination clause if annual thresholds are not 
met. The Corporation also leases housing to agriculture workers and retired Del Monte Foods Corporation 
employees on an annual basis. At June 30, 2016, expected future minimum rent income by years ending June 
30 approximated to the following: 

Years ending June 30th: 
2017 $1,155,000 
2018 $1,166,200 
2019 $1,156,200 
2020 $1,150,100 
2021 $1,040,700 
Thereafter (cumulative) $ 6,876,000 
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NOTE H - LEASES (Continued) 

For the years ended June 30, 2016 and 2015, rental income and expenses as lessor consisted of the following: 

2016 2015 
Rental income 

Commercial $1,002,647 $ 	963,012 
Residential 736,198 1,003,555 

Total rental income 1,738,845 1,966,567 

Rental expenses 
Facilities and rental management 679,457 803,410 
Depreciation 285,708 285,708 
Utilities 103,225 146,912 
Repairs and maintenance 90,871 258,123 
Taxes and other expenses 79,642 171,842 
Insurance 59,176 52,093 

Total rental expenses 1,298,079 1,718,088 

Rental income - net $ 	440,766 $ 	248,479 

NOTE I COMMITMENTS AND CONTINGENCIES 

Certain revenue is derived from federal, state, and private grants and contracts for agricultural consulting 
services, the loss of which could have a material adverse effect on the Organization. The Organization may be 
subject to legal proceedings, claims, or litigation arising in the course of business for which it may seek the 
advice of legal counsel. Management estimates, on the advice of legal counsel and consultants, that the cost to 
resolve these matters, if any, would not be material to the consolidated financial statements. However, it is at 
least reasonably possible that such estimates may change within the near term. 

The Organization operates in the State of Hawaii. National and international events can have severe, adverse 
effects on economic conditions in Hawaii. The effects, if any, on the consolidated financial statements of the 
Organization from such changes in economic conditions are not presently determinable. 

NOTE J - PARTNERSHIP WITH RURAL COMMUNITY ASSISTANCE CORPORATION 

In June 2013, the Development Corporation entered into a joint development agreement with Rural Quality, 
LLC, an entity specifically created by the Rural Community Assistance Corporation (RCAC) to jointly 
rehabilitate or replace improvements on property held by the Kunia Village Title Holding Corporation. The 
intent of this arrangement is to renovate the existing agricultural worker housing community through the 
formation of a Hawaii limited partnership and use of tax credits for affordable housing developments. The 
formation of the partnership was completed in December 2013. 

On February 26, 2016, the Corporation sold property to Kunia Village Housing Partners LLP (buyer) (a joint 
venture between the Corporation and the Rural Community Assistance Corporation) for $2,948,510. The 
property sold by the Corporation had a zero basis. The buyer paid for the real property taxes of $13,274, paid 
cash of $308,125, and signed an unsecured promissory note of $2,653,659 to the Corporation. This note bears 
interest at 2.62%, with principal and interest payments beginning upon completion of the development of the 
property, which is estimated to be no sooner than January 1, 2030. The note matures in March 2071. 
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NOTE J - PARTNERSHIP WITH RURAL COMMUNITY ASSISTANCE CORPORATION (Continued) 

In accordance with Financial Accounting Standards Board, Accounting Standards Codification 360-20-40-3, 
real estate sales under the full accrual method must meet the following two conditions in order for the full 
gain on the sale to be recognized: 1) the profit is determinable, that is, the collectabiity of the sales price is 
reasonably assured or the amount that will not be collectible can be estimated, and 2) the earnings process is 
virtually complete, that is, the seller is not obligated to perform significant activities after the sale to earn the 
profit. Unless both conditions exist, recognition of all or part of the profit shall be postponed. As the 
collectability of this note cannot be reasonably assured, the gain on the sale and corresponding promissory 
note are not recognized in the financial statements. When a payment on the promissory note is received by the 
Corporation, the amount received will be recognized as a gain on sale. 

NOTE K - FINANCIAL STATEMENT PRESENTATION 

Certain amounts in the 2015 consolidated financial statement presentation have been reclassified to conform 
to the 2016 presentation. The consolidated financial statements include certain prior year comparative 
information. Such information does not include sufficient detail to constitute a complete presentation in 
accordance with accounting principles generally accepted in the United States of America. Accordingly, such 
information should be read in conjunction with the consolidated financial statements of the Organization as of 
and for the year ended June 30, 2015, from which the information was derived. 

NOTE L - SUBSEQUENT EVENTS 

Management has evaluated subsequent events through the date of the independent auditor's report, which is 
the date the consolidated financial statements were available to be issued, and determined that the 
Organization did not have any subsequent events requiring adjustment to the consolidated financial 
statements or disclosure in the notes to the consolidated financial statements. 
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CERTIFIED PUBLIC ACCOUNTANTS 

Report of Independent Auditors 

To the Board of Regents of the 
University of Hawai'i 

Report on the Financial Statements 
We have audited the accompanying consolidated financial statements of the University of Hawai'i 
(the "University"), a component unit of the State of Hawaii, as of and for the years ended June 30, 2014 
and 2013, and the related notes to the consolidated financial statements, which collectively comprise 
the University's basic financial statements as listed in the accompanying index. 

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

Auditors' Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on 
our audits. We did not audit the financial statements of the University of Hawai'i Foundation (the 
"Foundation"), which represent 13.0 percent and 11.0 percent, respectively, of the total assets and 
deferred outflows of resources and 1.0 percent and 1.0 percent, respectively, of the total operating 
revenues of the University as of and for the years ended June 30, 2014 and 2013. Those financial 
statements were audited by other auditors whose reports thereon have been furnished to us, and our 
opinion expressed herein, insofar as it relates to the amounts included for the Foundation as of and for 
the years ended June 30, 2014 and 2013, are based solely on the reports of the other auditors. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the consolidated financial statements 
are free from material misstatement. 

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

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

999 BISHOP STREET, SUITE 1900 

HONOLULU, HAWAII 96813 
an independent member Of 	 TELEPHONE: 808 5313400 FACSIMILE: 808 5313433 

BAKER TILLY 
INTERNATIONAL 



Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of the University of Hawaii, as of June 30, 2014 and 2013, and the 
changes in financial position and cash flows for the years then ended in accordance with accounting 
principles generally accepted in the United States of America. 

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

Honolulu, Hawaii 
February 12, 2015 
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Introduction 

The following discussion and analysis provides an overview of the consolidated financial position and 
activities of the University of Hawaii (the "University") for the years ended June 30, 2014 and 2013, 
with selected information for the year ended June 30, 2012. This discussion has been prepared by 
management and should be read in conjunction with the financial statements and the notes thereto, 
which follow this section. 

Founded in 1907 under the auspices of the Morrill Act, the University is a land-grant, sea-grant and 
space-grant institution. The University system distinguishes itself through its Hawaiian, Asian and Pacific 
orientation and its position as one of the world's foremost multicultural centers for global and indigenous 
studies. Students are members of a population in which no one ethnic group constitutes a majority, and 
the educational experience is enriched by the diversity of cultures represented. 

The University is Hawaii's sole public higher education system and is governed by a Board of Regents 
consisting of fifteen members appointed by the Governor of the State of Hawaii. The University system 
is comprised often campuses with approximately 60,000 students and 10,000 faculty and staff. The 
University provides a broad range of 385 degree (baccalaureate to post-doctoral level) programs, through 
a framework of sixteen colleges and nine professional schools. Through its seven community colleges 
on O'ahu, Hawaii, Maui and Kauai, the University offers more than 279 certificate and associate degree 
programs and in certain areas, baccalaureate degrees. In addition to organized research institutes and 
administrative service and distance learning centers, the University system houses more than a hundred 
centers with a research, instruction or public service purpose. The University is also engaged in 
instructional research and service activities at hundreds of Hawaii schools, hospitals and community 
sites, and carries out these activities across the Pacific Islands and in foreign countries. 

KI 
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Using the Financial Statements 

The University's consolidated financial statements are prepared in accordance with Governmental 
Accounting Standards Board ("GASB") principles, which establish standards for external financial 
reporting for public colleges and universities. The University's consolidated financial statements are 
comprised of the following four components: 

Statements of Net Position - The Consolidated Statements of Net Position present information 
on the University's assets and liabilities, with the difference reported as net position. Over time, 
increases or decreases in net position may serve as a useful indicator of whether the University's 
financial condition is improving or deteriorating. Net  position increases when revenues exceed 
expenses, or when assets increase without a corresponding increase in liabilities. This is an 
indication of improving financial condition. However, when expenses exceed revenues, or when 
liabilities increase without a corresponding increase in assets, there is an indication of deteriorating 
financial condition. 

Statements of Revenues, Expenses and Changes in Net Position - The Consolidated Statements 
of Revenues, Expenses and Changes in Net Position present the University's revenues and 
expenses and illustrate how current year activities improve or weaken the University's financial 
condition. Changes in net position are reported when the underlying event occurs (accrual basis 
of accounting), which may be different from actual cash flows. The Consolidated Statements of 
Revenues, Expenses and Changes in Net Position also distinguish operating from non-operating 
revenues and expenses. Tuition and fees revenue and student housing fees revenue are reported 
net of scholarships and fellowships, including tuition and fee waivers applied to student accounts. 
Sales and services revenue is primarily comprised of bookstores, student and faculty housing, food 
services, parking and athletics. It is anticipated that the University will consistently report an 
operating loss since certain significant revenue sources relied upon for core operational needs, 
including state appropriations, private gifts and investment income, are considered non-operating 
revenues. 

• Statements of Cash Flows - The Consolidated Statements of Cash Flows distinguishes between 
cash inflows and outflows from operating activities, non-capital financing activities, capital and related 
financing activities, and investing activities. 

• Notes to Consolidated Financial Statements - The notes provide additional information that is 
essential to a full understanding of the information presented in the consolidated financial statements. 

Related Entities 

The University maintains close relationships with two other entities, considered to be component units, 
whose financial information is blended into the University's accompanying consolidated financial 
statements. The University of Hawaii Foundation (the "Foundation") is a not-for-profit organization 
established to solicit and manage funds for the benefit of the University. The Research Corporation of the 
University of Hawai'i (the "Research Corporation") provides administrative support services for research 
and training programs of the University. Both of the University's component units prepare stand-alone 
financial statements with footnotes, which are audited by independent auditors. Summarized information 
of the individual components of the University's consolidated financial position, results of operations and 
cash flows for the years ended June 30, 2014 and 2013 is presented in Note 18 to the consolidated 
financial statements. 
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Financial Position 

The Consolidated Statements of Net Position present the financial position of the University at the end of 
the fiscal year and display all assets and liabilities of the University. Assets and liabilities are presented 
using fair and current values, respectively. Two notable exceptions are receivables and capital assets, 
which are stated at historical cost less an allowance for doubtful accounts and accumulated depreciation, 
respectively. The difference between assets and liabilities is net position, representing a measurement 
of the current financial condition of the University. The University's assets, liabilities and net position at 
June 30, 2014, 2013 and 2012 are summarized as follows (in thousands): 

Percentage Percentage Percentage 

of Total of Total of Total 

Assets and Assets and Assets and 
Deferred Deferred Deferred FY 14 vs 13 FY 13 vs 12 

2014 Outflows 2013 Outflows 2012 Outflows Change Change 

Current assets 
Cash and operating investments $ 	342,353 10% $ 	377,545 11% $ 	448,346 13% $ 	(35,192) $ 	(70,801) 

Receivables, net 108,463 3% 112,384 3% 95,112 3% (3,921) 17,272 

Other current assets 23,597 1% 38,301 1% 23,107 1% (12,704) 13,194 

Total current assets 474,413 14% 526,230 15% 566,565 17% (51,817) (40,335) 

Noncurrent assets 
Endowment and other investments 499,460 14% 468,120 14% 526,663 16% 31,340 (58,543) 

Capital assets, net 2,071,850 60% 2,027,120 60% 1,826,937 54% 44,730 200,183 

Other noncurrent assets 418,903 12% 379,184 11% 443,259 13% 39,719 (64,075) 

Total assets 3,464,626 100% 3,400,654 100% 3,363,424 100% 63,972 37,230 

Deferred outflows of resources 
Deferred loss on refunding 5,576 0% 5,883 0% 6,180 0% (307) (297) 

Total deferred outflows of resources 5,576 0% 5,883 0% 6,180 0% (307) (297) 

Total assets and deferred outflows of resources 3,470202 100% 3,406,537 100% 3,369,604 100% 63,665 36,933 

Current liabilities 263,583 8% 269,754 8% 290,210 8% (6,171) (20,456) 

Noncurrent liabilities 
Long4erm debt 578,585 17% 593,930 17% 608,670 18% (15,345) (14,740) 

Other noncurrent liabilities 666,508 19% 605,956 18% 499,530 14% 60,552 106,426 

Total liabilities 1,508,676 43% 1,469,640 43% 1,398,410 42% 39,036 71,230 

Net position 
Net investment in capital assets 1,519,669 44% 1,482,274 44% 1,336,377 41% 37,395 145,897 

Restricted 
Nonexpendable 218,133 6% 207,338 6% 191,532 6% 10,795 15,806 

Expendable 598,070 17% 530,130 16% 574,344 17% 67,940 (44,214) 

Unrestricted (374,346) -11% (282,845) -8% (131,059) 4% (91,501) (151,786) 

Total net position $ 	1,961,526 57% $ 	1,936,897 57% $ 	1,971,194 60% $ 	24,629 $ 	(34,297) 

Current Assets and Liabilities 

Working capital is a good measure of both the University's efficiency and financial health. Positive 
working capital means that the University has current assets in excess of current liabilities and is able to 
pay off short-term obligations. A working capital deficit would mean that the University is unable to meet 
its short-term obligations with existing current assets. 

At June 30, 2014, 2013 and 2012, working capital amounted to $210.8 million, $256.5 million and $276.4 
million, respectively. The University is working toward maintaining a prudent level of working capital to 
fund operations, including pre-funding its approximately $420 million in extramural grants which are on 
a cost reimbursement basis and to provide for uncertainties such as possible cuts to federal programs 
and the fiscal economic situation in the United States ("US") and Asia. Based on the $1,550 million of 
operating expenses (excluding depreciation) for the fiscal year ended June 30, 2014, the working capital 
at year end represents approximately 55 days of operating funds. 
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The components of the University's current assets and liabilities and their fluctuations during the three-
year period are as follows: 

• Current assets consist primarily of cash and cash equivalents, operating investments and net 
receivables. Total current assets were $474.4 million, $526.2 million and $566.6 million at June 30, 
2014, 2013 and 2012, respectively. Total current assets decreased by $51.8 million, or 9.8% percent, 
at June 30, 2014 compared to June 30, 2013, primarily due to a $35.2 million decrease in cash and 
operating investments. Operating investments decreased by $20.8 million primarily due to a $21.0 
million decrease in time certificates of deposits ("TCDs"), which were used to fund construction, 
repairs and maintenance and payroll in the current year. Total current assets decreased by $40.3 
million, or 7.1 percent, at June 30, 2013 compared to June 30, 2012, primarily due to decreases in 
operating investments offset by increases in cash and cash equivalents and accounts receivable. 
Operating investments decreased by $93.9 million primarily due to a decrease of $68 million in time 
certificates of deposit ("TCD5"), which were used to fund construction, repairs and maintenance and 
payroll. Increases in accounts receivable of $18.5 million were primarily due to timing of collections 
of Federal accounts receivable. 

Current liabilities consist primarily of accounts payable, accrued payroll and fringe benefits, advances 
from sponsors and deferred revenue. Current liabilities also include amounts due to the State of 
Hawai'i, the current portion of long-term liabilities and other current liabilities. Total current liabilities 
were $263.6 million, $269.8 million and $290.2 million at June 30, 2014, 2013 and 2012, respectively. 
Total current liabilities decreased by $6.2 million, or 2.3 percent, at June 30, 2014 compared to 
June 30, 2013, and by $20.5 million, or 7.1 percent, at June 30, 2013 compared to June 30, 2012, 
primarily due to decreases in accounts payable. 

Endowment and Other Investments 

The University's endowment and other investments, including endowments held with the Foundation, 
increased by $31.3 million to $499.5 million at June 30, 2014 and decreased by $58.5 million to $468.1 
million at June 30, 2013. Endowments and other investments held with the Foundation amounted to 
$365.8 million at June 30, 2014 and $311.8 million at June 30, 2013. The fiscal year 2014 increase 
was primarily due to an increase in the fair value of investments. 

In fiscal year 2012, the University's auction rate securities portfolio decreased by $22.9 million due to 
redemptions at par value, in accordance and under the terms of the agreement with Citigroup Global 
Markets Inc. In July 2012, the University fully liquidated the remaining $25.5 million auction rate 
securities portfolio, at par. 

The University's endowment funds consist of both permanent endowments and funds functioning as 
endowments (quasi-endowment funds). Permanent endowment funds are funds received from donors 
or other outside agencies with the stipulation that the principal be inviolate and invested in perpetuity 
for the purpose of producing present and future income which may either be expended for the purposes 
specified by the donor or added to principal. Quasi-endowment funds are funds which the Board of 
Regents, rather than a donor or other outside agency, has allocated for long-term investment purposes. 
The Board of Regents, in accordance with its policies, is not required to maintain the quasi-endowment 
principal in perpetuity. Quasi-endowment funds are further categorized as restricted and unrestricted. 
Restricted quasi-endowment funds represent donor-restricted gifts, without the requirement to maintain 
the principal in perpetuity. Unrestricted quasi-endowment funds represent unrestricted funds designated 
by the Board of Regents for long-term investment purposes. 
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Programs supported by the University's permanent and quasi-endowment funds include scholarships, 
fellowships, professorships, research efforts, and other important programs and activities. The University 
uses its endowment to support academic and research programs by generating a predictable stream of 
annual support for current needs, while preserving the purchasing power of the endowment funds for 
future periods. 

The University's spending rate policy is to limit the immediate impact that significant changes in the fair 
value of the endowment portfolio have on annual distributions. The spending rate policy provides for an 
annual distribution, ranging between three percent and five percent of the five-year moving average of the 
endowment portfolio's fair value. In fiscal years 2014 and 2013, the University instituted a 4.5 percent 
distribution rate on restricted and unrestricted endowments. The total restricted and unrestricted 
distributions available to the University amounted to $2.4 million and $2.3 million in fiscal years 2014 
and 2013. 

Capital and Debt Activities 

The University's capital assets are separated into seven categories: land, buildings, infrastructure, land 
improvements, equipment, library materials, and construction in progress. At June 30, 2014, 2013 and 
2012, total capital assets, net of accumulated depreciation amounted to $2.1 billion, $2.0 billion and 
$1.8 billion, respectively, which represented 60 percent, 60 percent and 54 percent, respectively, of the 
University's total assets. Capital asset additions totaled $186.5 million, $313.7 million and $416.8 million 
in fiscal years 2014, 2013 and 2012, respectively, while depreciable capital asset disposals, net of 
accumulated depreciation, amounted to $32.3 million, $6.8 million and $15.6 million, respectively. The 
decrease of the additions was due to the completion of many strategic capital projects. In fiscal year 
2014, the University transferred $19 million capital asset to the State and Federal governments. 

One of the critical factors in enhancing the quality of the University's academic and research programs 
and student life enrichment is the development, replacement and renewal of capital assets. The 
University continues to modernize its older teaching and research facilities, and develop and construct 
new facilities. 

Significant capital projects completed during fiscal years 2014, 2013 and 2012 or in progress as of 
June 30, 2014, 2013 and 2012 included: 

University of Hawai'i at West 0'ahu ("UH-West O'ahu") - The new $177 million UH-West Oahu 
Kapolel campus opened to over 2,000 students on August 20, 2012. The current campus consists of 
approximately 220,000 square feet of building floor area, which includes a state-of-the-art high-tech 
classroom building, laboratory building, campus center, library and resource center, and maintenance 
and mechanical plant building. The architectural design of the new campus incorporates the latest 
trends in environmental sustainability and achieved LEED gold certification. The construction of the 
entire campus and adjacent business and retail community will span several decades. When 
completed, UH-West O'ahu will accommodate 7,600 students and 1,000 faculty and staff. 

University of Hawai'i Cancer Center - Construction of the 156,000 square foot building for the 
University of Hawaii Cancer Center was completed in September 2012. The $120 million center that 
is part of the University of Hawai'i at Mãnoa, is adjacent to the UH Mãnoa John A Burns School of 
Medicine in Kaka'ako. Under a partnership agreement with The Queen's Medical Center, Hawai'i 
Pacific Health, and Kuakini Health Systems, the center will lead research efforts, including clinical 
trials while the hospitals continue to deliver care to patients, making use of the latest research. 
The UH Cancer Center is one of 65 National Cancer Institute centers across the United States, 
a designation that brings grant funding needed to further research in epidemiology, natural products 
and cancer biology, and prevention and control of carcinogenesis. 
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University of Hawai'i at Mänoa Center for Life Science Research and Teaching - This $55 
million project includes the renovation of Edmondson Hall for the Biology department, Snyder Hall 
for the Microbiology department, and a new building with stairs and elevators that will be used by 
both Edmondson and Snyder. The renovation of Edmondson Hall was completed on July 10, 2013. 
Edmonson Hall's first two floors consist of biology laboratories, while floors three and four are for 
graduate and faculty research. 

• University of Hawai'i Information Technology Center - The $52.4 million Information Technology 
Center was completed on December 16, 2013. The building is six stories high with approximately 
74,000 square feet of floor space and has received a LEED silver certification. The Information 
Technology Center is equipped with an emergency situation room, meeting and training rooms, 
and houses the entire system-wide Information Technology department. 

University of Hawai'i at Mänoa Campus Center Renovations and Expansion Project - The 
$46 million project was completed on April 11, 2014. It includes the addition of the two-story Warrior 
Recreation Center along with renovations to Campus Center and Hemenway Hall. The Warrior 
Recreation Center includes an indoor track, a fitness center, locker rooms, and a multi-purpose 
gymnasium. Renovations to Campus Center include the addition of Starbucks Coffee, an outdoor 
seating area, improvements to the central air conditioning system, and a new store-front for the 
University of Hawai'i Bookstore. 

Community College Energy Conservation Project - The $40 million project taking place on the 
University of Hawaii Community College campuses statewide is designed to reduce electricity and 
water consumption. The Community Colleges will also incorporate photovoltaic energy systems on 
each campus through new projects, such as 'Ike Le'a (UHMC), Hale Aloha (Hawaii CC), and Hale 
Laakea (WCC). Other components of the project include solar water heaters, energy efficient HVAC 
and lighting systems, and electric car charging stations. 

• University of Hawai'i at Hilo's University Village - Hale 'Alohonua, the first phase of the University 
of Hawai'i at Hilo's University Village project was completed on August 19, 2013. The $33.8 million, 
105,505 square foot residence hall is located across the main campus of the University of Hawai'i at 
Hilo's entrance on Kawili Street. The facility is made up of three, three-story walk-ups and a student 
life common area where the students will be able to cook, do their laundry, and study. 

Hawai1 Community College Pãlamanui Campus - The groundbreaking ceremony for the $25 
million Hawaii Community College Palamanui Campus took place on May 28, 2013. The community 
of Pãlamanui, "A Place of Enlightenment", will consist of parks, a University Village Town Center, a 
University Inn, and placed in the middle will be the Hawai'i Community College Palamanui Campus. 
The first phase includes a 24,000 square foot structure with classrooms, science labs, library, and 
culinary arts kitchens, which will be powered by a large photovoltaic system. 

Ka Haka 'Ula o Ke'elikolani College of Hawaiian Language - Hale 'Olelo, the $24.4 million 
College of Hawaiian Language facilities on the University of Hawai'i at Hilo campus was completed 
on January 11, 2014. The featured space for this 36,800 square foot educational facility is a 200-seat 
performing arts room with enhanced acoustics and includes a custom retractable lighting system 
(Haka) and a 36-foot high ceiling. Other notable spaces include a distance learning center designed 
to support remote classroom instruction and video conferences as well as a library and archives 
collection for extremely rare printed and audio records. 

E1 
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• University of Hawai'i at Hilo Student Services - The new $22 million three-story, 35,000 square 
foot Student Services building was placed into service in May 2014. Students will now be able to 
attend to their financial, registration and counseling needs in one central location. The project 
included photovoltaic panels for the Library, College of Business Economics, Performing Arts Center, 
and the Student Services Buildings. 

• University of Hawai'i at Manoa Gartley Hall Renovation - The blessing for the recently renovated 
University of Hawai'i at Manoa Gartley Hall took place on November 6, 2014. Gartley Hall is the 
second oldest building on the Manoa campus and is home to the School of Social Work. The $17.7 
million renovation corrected structural issues in the building, preserved the historic features of the 
building, and installed photovoltaic panels for energy efficiency. 

• Leeward Community College Ka 'Imi 'Ike - The dedication ceremony of the $16.6 million Leeward 
Community College education building Ka 'Imi 'Ike (The Search for Knowledge) was held on 
August 22, 2014. The 24,000 square foot teacher education building includes classrooms, a lecture 
hall, offices, a resource center, and meeting spaces. Ka 'Imi 'Ike is energy efficient, utilizing large 
windows for natural sunlight, photovoltaic panels, and a hybrid air-conditioning unit. 

• Clarence T.C. Ching Athletics Complex - The $16 million Clarence T.C. Ching Athletics Complex 
was completed on August 31, 2014. The three-story facility includes grandstand seating for 2,500 
people and offices and locker rooms for women's soccer, cross country, track and field, and sand 
volleyball. Adjacent to the grandstand seating is a sand volleyball court with bleacher style seating. 

General obligation bonds have also been issued by the State of Hawaii that included financing for 
University projects. These bonds are carried as liabilities of the State. In fiscal year 2014, 2013 and 
2012, the State appropriated funds directly to the Department of Budget and Finance to pay for debt 
service on general obligation bonds issued for the University. As a result, the University itself received no 
appropriations and made no transfers for debt service on general obligation bonds for these fiscal years. 
In fiscal year 2014, 2013 and 2012, $101.0 million, $97.8 million and $82.5 million was appropriated in 
each year, respectively. 

The University also uses revenue bond financing for major capital projects. In February 2012, the 
University issued $8.6 million in Series 2012A(R) revenue bonds to constructively retire $9.0 million of 
the outstanding Series 2001 B revenue bonds. The proceeds of the Series 2012A(R) revenue bonds were 
deposited into a trust account with an escrow agent to fully defease the outstanding principal of the Series 
2001 B bonds. The defeasance resulted in an accounting gain of $0.9 million and an immaterial economic 
loss (difference between the present values of the debt service payments on the old and new debt). 

In October 2010, the University issued $292.7 million in Series 201 OA-1 ($111.3 million), 2010A-2 
($27.4 million), 2010B-1 ($127.5 million), and 2010B-2 ($26.6 million) bonds (collectively, the "Series 
2010 Bonds") for the purpose of financing the costs of certain University projects. The Series 2010A-1 
and Series 2010B-1 bonds are designated as "Build America Bonds" under the provisions of the 
American Recovery and Reinvestment Act of 2009. These University projects include the construction 
and maintenance of the University's Cancer Center, renovations and additions to the Mãnoa Campus 
Center, construction and equipment for an Information Technology Building, renovations to the Sinclair 
Library basement on the Manoa campus, further development of the U H-West O'ahu Kapolei campus, 
various energy conservation/efficiency projects on the community college campuses on O'ahu, Kaua'i 
and Maui, land acquisition for the Leeward Community College Wai'anae Education Center, construction 
of the Kapi'olani Community College Culinary Institute of the Pacific, and renovation of the observatory 
for the Panoramic Survey Telescope & Rapid Response System 2 telescope. The Series 2010 revenue 
bonds was assigned municipal bond ratings of "A+", "Aa3", and 'AA-" by Standard & Poor's, Moody's 
Investors Service and Fitch Ratings, respectively. The interest rates for the Series 2010 Bonds range 
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from 2.50% - 6.03% (first interest payment due on April 1, 2011) and mature on October 1, 2030 and 
2040. 

At June 30, 2014, 2013 and 2012, revenue bonds payable amounted to $593.9 million, $608.7 million 
and $622.9 million, respectively. Debt service in fiscal year 2014 amounted to $45.2 million, consisting 
of $14.7 million of principal and $30.5 million of interest. Debt service in fiscal year 2013 amounted to 
$45.2 million, consisting of $14.2 million of principal and $31.0 million of interest. Debt service in fiscal 
year 2012 amounted to $45.1 million, consisting of $13.8 million of principal and $31.3 million of interest. 
Principal reductions during fiscal year 2014, 2013 and 2012 were in accordance with scheduled debt 
service payments. 

In June 2002, the University issued $150 million in Series 2002A revenue bonds to finance the 
construction of the new John A. Burns School of Medicine campus. In October 2006, the University 
issued $133.8 million in Refunding Series 2006A bonds to refinance a portion of the University's 
outstanding Series 2002A revenue bonds. The bond offering was structured to match the timing of 
receipt of projected State of Hawai'i Tobacco Settlement funds. While all unrestricted revenues of 
the University, excluding those revenues pledged under the University Bond System, are pledged as 
collateral, the University anticipates that State of Hawai'i Tobacco Settlement funds will be the primary 
source of support for debt service payments on these revenue bonds. The University received State of 
Hawai'i Tobacco Settlement funds in the amount of $9.9 million in fiscal years 2014, 2013 and 2012 to 
cover the debt service due. 

On May 4, 2012, the University entered into a five-year, unsecured loan agreement ("Note) with Hawaii 
Regional Center LP Ill ("Lender") for a commitment amount not to exceed $18,000, subject to certain 
limitations. The proceeds were used to facilitate and fund construction of the UH-West O'ahu campus 
located in Kapolei, Hawai'i. 

The Note bears interest at the rate of 1.5% per annum, which is due and payable semi-annually to the 
Lender on January 1 and July 1 each year until the Note has been paid in full. Under the terms of the 
Note, repayment each fiscal year is limited and subject to specific appropriations by the State to make 
such payments. The Note matures on July 16, 2017, at which time the unpaid principal will be due. 
As of June 30, 2014, $17,000 remains outstanding. 

Net Position 

Net position represents the residual interest in the University's assets after liabilities are deducted. 
At June 30, 2014, 2013 and 2012, total net position amounted to $2 billion, $1.9 billion and $2 billion, 
respectively. Net  position is reported in four major categories: net investment in capital assets, restricted 
nonexpendable, restricted expendable and unrestricted. 

Net investment in capital assets, net of accumulated depreciation and the related outstanding debt used 
to finance the acquisition, construction or improvement of those assets, amounted to $1.5 billion, $1.5 
billion and $1.3 billion at June 30, 2014, 2013 and 2012, respectively. The $37.4 million increase in fiscal 
year 2014, as compared to fiscal year 2013, was primarily attributable to $186.5 million of capital asset 
additions, offset by $109.5 million of depreciation expense, $32.3 million in net disposals, and $15.3 
million decrease in related debt. The $145.9 million increase in fiscal year 2013, as compared to fiscal 
year 2012, was primarily attributable to $313.7 million of capital asset additions, offset by $106.6 million 
of depreciation expense, $6.8 million in net disposals, and $14.7 million decrease in related debt. 
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Restricted nonexpendable net position primarily represents the University's and Foundation's permanent 
endowment funds, which are required to be maintained in perpetuity, amounted to $218.1 million, $207.3 
million and $191.5 million at June 30, 2014, 2013 and 2012, respectively. The increases of $10.8 million 
and $15.8 million in fiscal years 2014 and 2013, respectively, were primarily attributable to new 
permanent endowment gifts received. 

Restricted expendable net position is subject to externally imposed restrictions governing their use. Net  
position was restricted for the following purposes at June 30, 2014, 2013 and 2012 (in thousands): 

2014 
	

2013 	2012 

310,195 $ 304,397 $ 375,821 

	

234,200 
	

178,018 	157,600 

	

41,172 
	

35,353 	25,020 

	

12,502 	12,362 	15,903 

$ 598,070 $ 530,130 $ 574,344 

Plant facilities 
Donor-restricted activities 
Loan activities 
External sponsor activities 

In fiscal year 2014, the overall increase of $67.9 million in restricted expendable net position was primarily 
attributable to an increase of approximately $56.2 million in donor-restricted activities, which was a direct 
result of an increase in donations received through the Foundation. In fiscal year 2013, the overall 
decrease of $44.2 million in restricted expendable net position was primarily attributable to a decrease 
of approximately $71.4 million in plant facilities, which is a direct result of the decrease in unspent capital 
appropriations. 

Net position that is not subject to externally imposed restrictions governing their use is classified 
as unrestricted for financial reporting purposes. At June 30, 2014, 2013 and 2012, unrestricted net 
position amounted to deficits of $374.3 million, $282.8 million and $131.1 million, respectively. Although 
unrestricted net position is not subject to externally imposed restrictions, all of the University's unrestricted 
net position has been internally designated for various academic and research programs and initiatives, 
contractual commitments, and capital projects. In addition, unrestricted net position of $46.7 million, 
$36.0 million and $31.1 million were designated for endowment activities at June 30, 2014, 2013 and 
2012, respectively. 

The reduction in unrestricted net position for the fiscal years ended June 30, 2014, 2013 and 2012 is 
primarily attributable to the University's required accounting and recognition for the University's allocated 
share of the State of Hawai'i actuarial determined total other post-employment benefits ("OPEB") liability. 
Similar to other state and local governments, the State of Hawaii ("State") plan has been paid on a 
"pay as you go" basis, which resulted in the OPEB liability growing substantially each year. As a result, 
despite total assets of the University growing each year, unrestricted net position continues to decline 
due to recognition of the OPEB liability. The University's share of the OPEB liability as of June 30, 2014, 
2013 and 2012 was $579.2 million, $514.4 million and $413.5 million, respectively. Annual required 
OPEB contribution payments, on a "pay as you go" basis, towards this liability were paid directly by 
the State Department of Budget and Finance from its general fund appropriation and not out of the 
University's operating budget appropriation. The University makes contributions calculated as part of 
the State's total contribution requirements and are reimbursed to the State's General Fund as part of 
the fringe benefit rate on University employees' actual salaries. 
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Results of Operations 

The Consolidated Statements of Revenues, Expenses and Changes in Net Position are a presentation 
of the University's results of operations for the year. It indicates whether the financial condition of the 
University improved or deteriorated. For financial reporting purposes, certain significant revenues, 
including state appropriations, private gifts and investment income, which are relied upon and budgeted 
to support the University's core operations, are required to be reported as nonoperating revenues. The 
University's results of operations for the years ended June 30, 2014, 2013 and 2012, summarized to 
match revenues supporting core activities with expenses associated with core activities, are as follows 
(in thousands of dollars): 

2014 	 2013 	 2012 	 Increase (Decrease) 
Percent 	 Percent 	 Percent FYl4vsl3 FYl3vsl2 

Amount 	of Total 	Amount 	of Total 	Amount 	of Total 	Change 	Change 
Revenues 
Operating 

Tuition and tees 
Less: Scholarship allowances 
Grants and contracts 
Sales and services 
Other revenue 

Total operating revenues 

Non-operating 
State appropriations 
Federal Pelt grant 
Net investment income (expense) 
Private gifts 

Total non-operating revenues 

Total revenues supporting 
core activities 

Expenses 
Operating 

Compensation and benefits 
Supplies, services and cost of goods sold 
Telecom and utilities 
Scholarships and fellowships 
Other expense 

Total operating expenses 

Non-operating (revenues) expenses 
Transfers (from) to State, net 
Transfers (from) to Federal - capital assets 
Interest expense 

Total non-operating (revenues) expenses 

Expenses associated with core 
activities before depreciation 

Income (loss) from core 
activities before depreciation 

Depreciation 

Expenses associated with core 
activities including depreciation 

Loss from core activities 

Other nonoperating activity 
Capital gifts and grants 
Permanent endowment 
Other revenue (expenses) net 

Other nonoperating income, net 

Increase (decrease) in net position 

Net position 
Beginning of year 

End of year 

$ 	377,550 27.4% 	$ 362,175 27.8% 	$ 349,421 27.5% 	$ 15,375 $ 	12,754 
(129,173) -9.3% (120,364) -9.2% (112,350) -8.8% (8,809) (8,014) 
427,056 30.8% 414,793 31.9% 409,974 32.3% 12,263 4,819 
130,879 9.5% 133,211 10.2% 138,899 10.8% (2,332) (3,688) 

2,935 0.2% 2,989 0.2% 3,107 0.3% 	(54) (118) 
809,247 58.7% 792,804 60.9% 787,051 62.1% 16,443 5,753 

391,266 28.3% 374,280 28.7% 375,754 29.5% 16,986 (1,474) 
67,265 4.9% 67,826 5.2% 66,257 5.2% (561) 1,569 
51,520 3.7% 32,206 2.5% 1,272 0.1% 19,314 30,934 
61,127 4.5% 35,206 2.7% 40,031 3.1% 25,921 (4,825) 

571,178 41.5% 509,518 39.1% 483,314 37.9% 61,660 26,204 

1,380,425 100.0% 1,302,322 100.0% 1,270365 100.0% 78,103 31,957 

1,070,419 71.0% 1,049,129 70.3% 1,027,243 70.9% 21,290 21,886 
238,687 15.8% 243,893 16.3% 235,678 16.3% (5,206) 8,215 

79,860 5.3% 79,787 5.4% 80,852 5.6% 73 (1,065) 
50,835 3.4% 51,414 3.4% 51,760 3.6% (579) (346) 

110,597 73% 110,928 7.4% 117,922 8.1% 	(331) (6,994) 
1,550,398 1018% 1,535,151 102.9% 1,513,455 104.5% 15,247 21,696 

(183,460) -12.2% (172,757) -11.6% (179,495) -12.4% (10,703) 6,738 
4,156 0.3% - 0.0% - 0.0% 4,156 - 

26,690 1.8% 23,452 1.6% 22,500 1.6% 3,238 952 
(152,614) -10.0% 	(149,305) -91 8% 	(156,995) -10.8% 	(3,309) 7,690 

1,397,784 - 1,385,846 - 1,356,460 - 11,938 29,386 

(17,359) - 	 (83,524) - 	 (86,095) - 66,165 2,571 
109,458 7.4% 106,631 7.1% 91,933 6.3% 2,827 14,698 

1,507,242 100.0% 1,492,477 100.1% 1,448,393 100.0% 14,765 44,084 
(126,817) (190,155) (178,028) $ 63,338 $ 	(12,127) 

	

146,068 
	

147,772 
	

169,291 

	

9,502 
	

14,670 
	

8,754 

	

(4,124) 
	

(6,584) 
	

(13,539) 

	

151,446 
	

155.858 
	

164.506 

	

24,629 
	

(34,297) 
	

(13,522) 

	

1,936,897 
	

1,971,194 
	

1,984,716 

	

$ 1,961,526 
	

$ 1,936,897 
	

$ 1,971,194 
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Revenues Supporting Core Activities 

The University has a diversified stream of revenues to support its operations. State appropriations 
and tuition and fees are the core components that support the University's instructional and academic 
programs. Government and nongovernmental grants and contracts provide opportunities for under-
graduate and graduate students to participate in basic research with renowned researchers. Private 
gifts contribute toward the support of the University's instructional and academic initiatives. Sales and 
services revenues include revenues from educational departments and auxiliary enterprises, including 
bookstores, student and faculty housing, food services, parking and athletics. 

Tuition and fees revenue, net of scholarship allowances, increased by $6.6 million, or 2.7 percent, to 
$248.4 million in fiscal year 2014, and increased by $4.7 million, or 2.0 percent, to $241.8 million in fiscal 
year 2013. Scholarship allowances amounted to $129.2 million, $120.4 million and $112.4 million in fiscal 
years 2014, 2013 and 2012, respectively. For fiscal year 2014 and 2013, the increase in tuition and fees 
revenue and scholarship allowances are primarily attributable to increase in tuition and fee rate increases. 

Revenues from federal, state and local grants and contracts and nongovernmental sponsored programs 
increased by $12.3 million, or 3.0 percent to $427.1 million in fiscal year 2014, and increased by $4.8 
million, or 1.2 percent to $414.8 million in fiscal year 2013. The fiscal year 2014 net increase was 
attributable to a $4.4 million increase in federal grants and contracts, a net increase of $6.8 million in 
nongovernmental sponsored programs and a $1.1 million increase in state and local grants. The fiscal 
year 2013 net increase was attributable to a $0.8 million decrease in federal grants and contracts, a net 
decrease of $2.0 million in nongovernmental sponsored programs and offset by a $7.6 million increase 
in state and local grants. 

Sales and services revenues, which are mainly comprised of bookstores, student and faculty housing, 
food services, parking and athletics, decreased by $2.3 million, or 1.8 percent, to $130.9 million in fiscal 
year 2014, and decreased by $3.7 million, or 2.7 percent, to $133.2 million in fiscal year 2013. 

General state appropriations increased by $17.0 million, or 5 percent, to $391.3 million in fiscal year 2014 
and decreased by $1.5 million, or 0.4 percent, to $374.3 million in fiscal year 2013. The decrease in fiscal 
year 2013 was mainly attributable to a decrease of $8.8 million in the University's general funds from 
legislative appropriations and gubernational restrictions offset by a $7.0 million reduction in executive 
restrictions. 

The University's net investment income for fiscal year 2014, as compared to fiscal year 2013, increased 
by $19.3 million, resulting in net investment income of $51.5 million. The fiscal year 2014 increase was 
mainly due to the increase in realized gain of $17.0 million. The University's net investment income for 
fiscal year 2013, as compared to fiscal year 2012, increased by $30.9 million, resulting in net investment 
income of $32.2 million. The fiscal year 2013 increase was mainly due to the change in unrealized gain 
of $31.6 million. 
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The components of net investment income for the years ended June 30, 2014, 2013 and 2012 were as 
follows (in thousands): 

Increase (Decrease) 

FY 14-13 FY 13-12 

2014 2013 2012 Change Change 

Interest and dividend income $ 	7,621 $ 	9,011 $ 	9,408 $ 	(1,390) $ 	(397) 
Net realized gains (losses) 21,904 4,878 7,052 17,026 (2,174) 
Net unrealized gains (losses) 22,826 19,102 (12,494) 3,724 31,596 
Other, net (831) (785) (2,694) (46) 1,909 

$ 	51,520 $ 	32,206 $ 	1,272 $ 	19,314 $ 	30,934 

Private gifts, most of which are restricted as to use, increased by $25.9 million, or 74 percent, to $61.1 
million in fiscal year 2014 when compared to $35.2 million in fiscal year 2013. The fiscal year 2014 
increase was primarily attributable to an increase in unrealized gains. Private gifts, most of which are 
restricted as to use, decreased by $4.8 million, or 12.0 percent, to $35.2 million in fiscal year 2013 when 
compared to $40.0 million in fiscal year 2012. The fiscal year 2013 decrease was primarily attributable 
to a decrease in unrealized gains. The University will continue to aggressively develop private revenue 
sources and cultivate the increasing trend in private gifts received. 

Expenses Associated with Core Activities 

The University is committed to recruiting and retaining outstanding faculty and staff, and providing 
compensation equivalent to peer institutions and nonacademic employers. Of the University's operating 
expenses, approximately 69.0 percent during fiscal year 2014, 68.3 percent during fiscal year 2013, and 
67.9 percent during fiscal year 2012 were related to compensation and benefits. 

Compensation and benefits increased by $21.3 million, or 2.0 percent, to $1,070.4 million in fiscal year 
2014 as compared to fiscal year 2013, and increased by $21.9 million, or 2.1 percent, to $1,049.1 million 
in fiscal year 2013 as compared to fiscal year 2012. 

This fiscal year 2014 increase was attributable to three factors: pay increases and an increase in the 
number of employees offset by a decrease of postretirment health and life insurance benefits during 
the year. The University recognized $106.8 million, $142.6 million and $136.1 million related to 
postretirement health and life insurance benefits in fiscal year 2014, 2013 and 2012, respectively. The 
decrease was due to enacted Act 268, SLH 2013 during the 2013 legislative session. The Act requires 
the State and the University to establish a phased annual contribution schedule starting in fiscal year 
2015 to fully fund the Annual Required Contribution as determined by an actuary within 30 years. As a 
result, the discount rate used to calculate the liability has changed from 4% to 7%, which resulted in a 
lower cost in fiscal year 2014. 

Supplies, services and cost of goods sold expense includes service fees, printing and binding, 
advertising, dues and subscriptions, controlled property acquisitions, cost of goods sold for resale items 
and other miscellaneous operating costs. In fiscal year 2014, such expenses decreased by $5.2 million, 
or 2.1 percent, to $238.7 million as compared to fiscal year 2013. In fiscal year 2013, such expenses 
increased by $8.2 million, or 3.5 percent, to $243.9 million as compared to fiscal year 2012. The increase 
was primarily attributable to increases in other services and supplies and materials, offset by decreases in 
cost of goods sold for resale items and non-capital asset acquisitions. 
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The University is committed to providing affordable yet quality education to its students. To accomplish 
this goal, student aid is provided in the form of scholarships and fellowships, including tuition and fee 
waivers applied to student accounts and reflected as reductions and allowances to student tuition and 
student housing revenues, and scholarship and fellowship payments (mostly academic and athletic) 
made directly to students. Total aid to students increased by $8.2 million, or 4.8 percent, to $180.0 
million in fiscal year 2014 as compared to the prior fiscal year 2013. Total aid to students increased by 
$7.7 million, or 4.7 percent, to $171.8 million in fiscal year 2013 as compared to the prior fiscal year 2012. 
Increases are consistent and in line with increased enrollment and with scheduled tuition increases. 

The University depreciates its capital assets over their estimated useful lives using the straight-line 
method. Depreciation expense increased by $2.8 million, or 2.7 percent, to $109.5 million during fiscal 
year 2014 as compared to fiscal year 2013, and increased by $14.7 million, or 16.0 percent, to $106.6 
million during fiscal year 2013 as compared to fiscal year 2012. The increase in 2014 and 2013 was 
primarily attributable to building and equipment additions, and reclassifications from construction in 
progress. 

Transfers from State amounted to $183.5 million, $172.8 million and $179.5 million in fiscal year 2014, 
2013 and 2012, respectively. Transfers from State were primarily for fringe benefit expenses and the 
University's Cancer Center cigarette stamp tax collections. 

The Cigarette Tax and Tobacco Tax Law, HRS section 245-15, effective July 1, 2006, established the 
Hawaii Cancer Research Special Fund. The cigarette stamp tax, beginning October 1, 2006, provides 
revenues to support research and operating expenses to this fund as follows: 

Time Period 
	

Cigarette Stamp Tax 

October 1, 2006 - September 30, 2007 
	

1.0 cent per cigarette 

October 1, 2007 - September 30, 2008 
	

1.5 cents per cigarette 

October 1, 2008 - thereafter 
	

2.0 cents per cigarette 

Other Nonoperating Activities 

Revenues from other nonoperating activities are generally not used to support the University's 
current operations and are comprised primarily of capital gifts and grants and additions to permanent 
endowments. Capital gifts and grants and state capital appropriations and transfers may only be used 
for the purchase or construction of specified capital assets. While additions to permanent endowments 
must be retained in perpetuity, investment earnings thereon may be available in future years to support 
specified programs. 

In fiscal year 2014, capital gifts and grants, including state capital appropriations and transfers, decreased 
by $1.7 million, or 1.2 percent, to $146.1 million compared to $147.8 million in fiscal year 2013. The State 
of Hawai'i capital appropriations increased by $13.8 million, or 10.8 percent to $142.0 million. Other 
capital gifts and grants during fiscal year 2014 included federal capital grants of $15.9 million and private 
capital gifts and grants of $5.9 million. 

In fiscal year 2013, capital gifts and grants, including state capital appropriations and transfers, decreased 
by $21.5 million, or 12.7 percent, to $147.8 million compared to $169.3 million in fiscal year 2012. The 
State of Hawai'i capital appropriations decreased by $9.2 million, or 6.7 percent to $128.2 million. Other 
capital gifts and grants during fiscal year 2013 included federal capital grants of $18.5 million and private 
capital gifts and grants of $1.1 million. 
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Cash Flows 

The Consolidated Statements of Cash Flows presents the University's significant sources and uses 
of cash and cash equivalents, including restricted cash balances. The University's cash is comprised 
primarily of cash held with the state treasury, demand deposits, and time certificates of deposit with an 
original maturity of three months or less. A summary of the University's cash flows for the years ended 
June 30, 2014, 2013 and 2012 are as follows (in thousands): 

FYl4 vs. 13 	FYl3 vs. 12 
2014 	2013 	2012 	Change 	Change 

Cash received from operations 
Cash payments for operations 

Net cash used in operating activities 

Net cash provided by noncapital 
financing activities 

Net cash used in capital 
and related financing activities 

Net cash provided by 
investing activities 

Net (decrease) increase in cash 

Cash 
Beginning of year 

End of year 

$ 	799,092 $ 	778,370 $ 	787,231 $ 	20,722 $ 	(8,861) 
(1,314,062) (1,331,830) (1,218,760) 17,768 (113,070) 

(514,970) (553,460) (431,529) 38,490 (121,931) 

508,527 501,084 511,811 7,443 (10,727) 

(50,446) (110,101) (228,103) 59,655 118,002 

42,492 185,614 131,679 (143,122) 53,935 
(14,397) 23,137 (16,142) (37,534) 39,279 

78,704 55,567 71,709 23,137 (16,142) 

$ 	64,307 $ 	78,704 $ 	55,567 $ 	(14,397) $ 	23,137 

The University's cash and cash equivalents decreased by $14.4 million, or 18.3 percent, to $64,307 
million at June 30, 2014 from $78.7 million at June 30, 2013. During fiscal year 2014, $515.0 million in 
cash was used for operating activities, offset by $508.5 million in cash provided by noncapital financing 
activities. The University's cash and cash equivalents increased by $23.1 million, or 41.6 percent, to 
$78.7 million at June 30, 2013 from $55.6 million at June 30, 2012. During fiscal year 2013, $553.5 
million in cash was used for operating activities, offset by $501.1 million in cash provided by noncapital 
financing activities. 

Net cash used in capital and related financing activities amounted to $50.4 million, $110.1 million and 
228.1 million in fiscal years 2014, 2013 and 2012, respectively. 

The $59.7 million decrease in cash used in capital and related financing activities in fiscal year 2014 
as compared to fiscal year 2013 was primarily attributable to a decrease in capital asset purchased of 
$120.6 million, offset by a decrease in capital appropriations of $54.9 million and proceeds from notes 
payable. The $118.0 million decrease in cash used in capital and related financing activities in fiscal year 
2013 as compared to fiscal year 2012 was primarily attributable to an increase in capital appropriations of 
$26.1 million and a decrease in capital asset purchases of $88.5 million. 
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Looking Forward 

The University of Hawaii plays a vital role for the State of Hawaii as its sole provider of public higher 
education institution. Looking toward the future, the state economy continues to improve. The 
visitor and construction industries are growing, and the unemployment rate has declined to 4.2% in 
September 2014. While caution is being exercised in light of federal program cutbacks as well as 
realignment of research and development funding to improve health care and expanding coverage 
through the Affordable Care Act and international economic uncertainties, management believes 
that the University is positioned to maintain its financial condition and level of service to students, 
the research community, and the State of Hawaii. 

Enrollment and Tuition 
System-wide enrollment decreased slightly with 57,052 students in fall 2014 as compared to 58,941 
in the prior year, as the State's improving economy continues to provide employment opportunities. 
On October 26, 2011, the University's Board of Regents approved a new tuition increase schedule 
for Fall 2012 through Spring 2017 following its increase schedule for the previous six years. This 
new schedule continues to provide stability and predictability for the University and its students while 
preserving affordability and access as the sole provider of public higher education in the State of 
Hawaii. The continued implementation of this schedule is under continuing review by the Board 
of Regents. 

Extramural Funds 
Funding profile uncertainties with sponsored agencies, federal sequestration and the realignment 
of research and development ("R&D") funding priorities have impacted the research community 
nationwide. Fiscal year 2014 extramural awards closed at $392 million, which represents a four 
percent reduction from $409 million in fiscal year 2013. However, the University made significant 
progress in diversifying the funding stream and received a $40 million award from the Simons 
Foundation, the largest private foundation gift the University has received. In addition, the 
University launched its first proof of concept center, XLR8UH, to create new funding opportunities 
and position the University's research enterprise to further the State of Hawaii's economy. 

Facilities and Infrastructure 
The University has a strong commitment to its core facilities and infrastructure. In the past two years, 
the University completed a number of major and critical projects: a new campus at West O'ahu, an 
innovative Cancer Research Center, an Information Technology building that serves all 10 campuses, 
and new buildings at the Hilo campus, Maui College and Windward Community College. The State of 
Hawaii legislature continues its strong support to the University's capital improvements and provided 
general obligation bond appropriations for capital improvement projects for the 2013-2015 and 
2011-2013 fiscal biennia of approximately $347 million and $276 million, respectively. 

Fundraising 
The University launched a seven-year $500 million fundraising campaign and began its "quiet phase" on 
July 1, 2011. Since the launch of the campaign, the University has consistently exceeded its fundraising 
goals. In fiscal year 2014, the University raised $98.6 million as compared to $66.3 million in fiscal year 
2013 and $66.9 million in fiscal year 2012. 
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State General Fund Appropriations 
The Hawai'i Governor supported, and the State legislature appropriated, an increase of $24.5 million in 
general funds for the University System Fiscal Year 2015 operating budget. These funds will be allocated 
throughout the campuses to fund faculty salary increases that were negotiated through collective 
bargaining. Future general fund appropriations are dependent upon quarterly State Council on Revenues 
projections and priorities yet to be articulated by the newly elected Governor and State legislature. The 
Board of Regents has been working closely with the University leadership in reviewing the Fiscal Year 
2015 campus financial operating plans, to include campus operating reserves to ensure sufficient 
operating funds for Academic Year 2014-2015, and beyond. 

New Campuses 
UH-West O'ahu's new campus in Kapolei opened in the Fall of 2012. Headcount enrollment has 
increased in Fall 2014, 2013 and 2012 by 12.7%, 18.2% and 20.2%, respectively, over the previous year. 

The University of Hawai'i and the Hawaii Island community broke ground on the long anticipated Hawai'i 
Community College Pãlamanui campus in Kona on May 28, 2013. With the opening of UH-West O'ahu's 
Kapolei campus, West Hawaii is the only major community without a permanent higher education facility. 
Pãlamanui will be the first permanent, physical University of Hawai'i campus in the area. The University 
continues to pursue its mission to make higher education accessible to all communities in the state. 

University of Hawai'i 15 to Finish Campaign 
UH's Hawaii Graduation Initiative (HGI") is focused on increasing the number of citizens with a college 
degree to support a highly skilled workforce and promote the economic vitality of the State. 

As part of HGI, the 15 to Finish initiative encourages students attending or planning to attend the 
University's 2- or 4-year campuses to take 15 credits per semester to graduate on time in four years 
for a baccalaureate degree or two years for an associate degree. Across the nation, the norm has been 
to take 12 credits per semester and one to three additional years to complete a degree. The University 
of Hawaii was the first university system in the nation to put together a comprehensive strategy to 
encourage students to take 15 credits. Supported by research showing that students taking 15 credits 
are likely to perform as well better than students taking fewer than 15 credits, the communications 
campaign and changes in individual campus procedures have made a significant difference. The overall 
strategy has been endorsed by Complete College America and adopted by 15 other states. 

Overall, the percentage of first-time freshmen taking 15 or more credits at the UH four-year campuses 
(UH Manoa, UH Hilo and UH West O'ahu) has increased from 36.4% to 55.5% since the 15 to Finish 
initiative began. 

The percentage of first-time freshmen at the UH four-year campuses taking 30 or more credits in the 
academic year (including the spring semester and summer session) has increased from 44.1% to 59.9%: 
UH Mãnoa: 47.2% to 67.7%; UH Hilo: 37.7% to 44.6%; UH West O'ahu: 15.0% to 32.6%. Taking 30 
credits per academic year accomplishes the same objective as 15 credits in the fall and spring semesters. 

The percentage of first-time freshmen at the UH Community Colleges taking 15 or more credits, although 
low compared to the UH four-year campuses, has nearly doubled, from 7.5% before the initiative began 
to 13.0% in fall 2014. The most remarkable change has occurred at Windward CC, where the percentage 
has increased from 3.7% to over 22%. 
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At UH Mãnoa, where the campus instituted a Premier Registration process that gives freshmen the option 
to register early with a pre-selected schedule of 15 credits, the most remarkable change has occurred. 
The percentage of first-time freshmen at UH Manoa taking 15 or more credits increased in Fall 2014 to 
63.2%. This figure compares to an average of 37.5% for the combined Fall 2009 to Fall 2011 cohorts, 
before the 15 to Finish initiative began in fall 2012. 

Hawai'i Innovation Initiative 
The University of Hawaii is working in partnership with community and business groups to build the 
state's research industry through the Hawai'i Innovation Initiative. The goal is to build a $1 billion 
research enterprise in Hawaii. The university, in partnership with the business community, plans to 
create innovation clusters that link fundamental scientific discovery with applied research and economic 
development. The university will also provide the training required for technological innovation and 
economic development to enable Hawaii's citizens to lead and participate in this sector. The Hawai'i 
Innovation Initiative will focus on the following hubs: astronomy, ocean sciences, health sciences and 
wellness, data intensive sciences and engineering, agriculture, and sustainability sciences including 
energy. 

Impact of the University on the State of Hawai'i's Economy 
In fiscal year 2012, student spending; state and federal government-funded University spending for goods 
and services; out-of-state visitor spending; and University-related expenditures totaled $2.32 billion, $1.84 
billion of which was spent locally. Together with additional indirect and induced benefits from these 
activities, the University had a total impact of $3.61 billion on Hawaii's economy.1  

Overall, the $1.84 billion of local education related expenditures attributable to the University generated 
$3.61 billion in local business sales, $1.1 billion in employee earnings, $194 million in state tax revenues, 
and nearly 30,000 jobs in Hawaii in fiscal year 2012. This represented approximately 4.8% of total (non-
farm) jobs, 3.6% of worker earnings, and 3.2% of total state tax revenues in the economy of Hawai'i. 

The University represents about 4.0% of Hawai'i GDP (estimated). By comparison, in 2011, retail trade's 
contribution to Hawaii GDP was 6.9%; construction, 5.6%; the health care industry, 6.7%; hotels and 
other accommodations and food services, 8.1%; utilities, 2.3%; and agriculture, 0.7%. The University of 
Hawai'i system is a major economic sector in Hawai'i, and due to the significant proportion of spending 
on research, is expected to play an even larger role as the Hawai'i Innovation Initiative progresses. 

1  Source: http:I/www. uhero. hawaii.edu/assets/U  HSysteml mpactReport-Public. pdf 
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2014 2013 

Assets and Deferred Outflows of Resources 
Current assets 

Cash and cash equivalents $ 	64,307 $ 	78,704 
Operating investments 278,046 298,841 
Due from State of Hawaii 924 329 
Accounts receivable, net 89,301 96,109 
Current portion of notes and contributions receivable, net 17,788 15,266 
Accrued interest receivable 450 680 
Inventories 11,608 12,288 
Prepaid expenses and other current assets 11,989 24,013 

Total current assets 474,413 526,230 

Noncurrent assets 
Due from State of Hawaii 349,084 338,108 
Endowment and other investments 499,460 468,120 
Notes and contributions receivable, net 52,116 24,637 
Capital assets, net 2,071,850 2,027,120 
Other noncurrent assets 17,703 16,439 

Total noncurrent assets 2,990,213 2,874,424 
Total assets 3,464,626 3,400,654 

Deferred outflows of resources 
Deferred loss on refunding 5,576 5,883 

Total deferred outflows of resources 5,576 5,883 

Total assets and deferred outflows of resources $ 	3,470,202 $ 	3,406,537 

Liabilities and Net Position 
Current liabilities 

Accounts payable $ 	71,078 $ 	76,431 
Accrued payroll and fringe benefits 57,496 54,835 
Advances from sponsors 26,636 35,202 
Unearned revenue 44,010 38,497 
Due to State of Hawai'i 6,272 6,303 
Current portion of long-term liabilities 49,186 47,369 
Other current liabilities 8,905 11,117 

Total current liabilities 263,583 269,754 

Noncurrent liabilities 
Accrued vacation 44,341 43,550 
Accrued workers' compensation 8,918 9,277 
Other postemployment benefits 579,196 514,364 
Due to State of Hawai'i 380 555 
Revenue bonds payable 578,585 593,930 
Premium on bonds payable 3,802 4,696 
Note payable 17,000 16,500 
Other noncurrent liabilities 12,871 17,014 

Total noncurrent liabilities 1,245,093 1,199,886 
Total liabilities 1,508,676 1,469,640 

Commitments and contingencies 
Net position 

Net investment in capital assets 	 1,519,669 	1,482,274 
Restricted 

Nonexpendable 	 218,133 	207,338 
Expendable 	 598,070 	530,130 

Unrestricted 	 (374,346) 	(282,845) 
Total net position 	 1,961,526 	1,936,897 
Total liabilities and net position 	 $ 3,470,202 	$ 3,406,537 

The accompanying notes are an integral part of the consolidated financial statements. 
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2014 2013 

Operating revenues 
Student tuition and fees $ 	377,550 $ 	362,175 
Less: Scholarship allowances 129,173 120,364 

Net student tuition and fees 248,377 241,811 

Federal appropriations, grants and contracts 357,185 352,805 
State and local grants and contracts 30,072 28,946 
Nongovernmental sponsored programs 39,799 33,042 
Sales and services of educational departments, other 32,943 39,074 
Auxiliary enterprises 

Bookstores 23,638 25,097 
Student housing (net of scholarship allowances of $1,503 and $1,996) 29,644 26,438 
Other auxiliary enterprises revenues 44,654 42,602 

Other operating revenues 2,935 2,989 

Total operating revenues 809,247 792,804 

Operating expenses 
Compensation and benefits 1,070,419 1,049,129 
Supplies, services and cost of goods sold 238,687 243,893 
Depreciation 109,458 106,631 
Telephone and utilities 79,860 79,787 
Scholarships and fellowships 50,835 51,414 
Travel expenses 33,279 33,648 
Repairs and maintenance 26,907 24,597 
Rental expenses 13,043 14,096 
Other operating expenses 37,368 38,587 

Total operating expenses 1,659,856 1,641,782 

Operating loss (850,609) (848,978) 

Nonoperating revenues (expenses) 
State appropriations 391,266 374,280 
Federal Pell grants 67,265 67,826 
Private gifts 61,127 35,206 
Net investment income 51,520 32,206 
Interest expense (26,690) (23,452) 
Net transfers from (to) State of Hawaii for 

Fringe benefits 153,919 142,859 
Tobacco settlement 2,644 2,736 
Interest on Tobacco settlement (5) (10) 
Hawaii Barrel Tax 201 2,776 
School of Nursing 983 88 
University of Hawaii Cancer Center 7,893 6,657 

Loss on disposal of capital assets (4,486) (6,845) 
Other, net 362 261 

Net nonoperating revenues before capital 
and endowment additions (deductions) 705,999 634,588 

Capital - state appropriations 142,029 128,186 
Capital - federal grants/subsidies 15,865 18,528 
Capital - gifts and grants 5,901 1,126 
Net transfers to State of Hawai'i for capital assets (17,727) (68) 
Transfers from State of Hawaii, Tobacco settlement 9,926 9,926 
Transfers from State of Hawaii, University of Hawai'i Cancer Center 7,899 7,725 
Transfers to Federal - capital assets (4,156) - 
Additions to permanent endowments 9,502 14,670 

Total other revenues 169,239 180,093 

Net nonoperating revenues 875,238 814,681 

Change in net position 24,629 (34,297) 

Net position 
Beginning of year (restated) 1,936,897 1,971,194 

End of year $ 	1,961,526 $ 	1,936,897 

The accompanying notes are an integral part of the consolidated financial statements. 
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2014 2013 

Cash flows from operating activities 
Student tuition and fees $ 	247,158 $ 	238,851 
Grants and contracts 416,854 406,691 
Other revenues 135,080 132,828 
Payments to employees (847,053) (807,843) 
Payments to suppliers and other (416,174) (472,573) 
Payments for scholarships and fellowships (50,835) (51,414) 

Net cash used in operating activities 	 (514,970) 	(553,460) 

Cash flows from noncapital financing activities 
State appropriations 390,671 374,390 
Gifts and grants for other than capital purposes 106,180 114,413 
Transfer from State of Hawaii for 

Hawaii Barrel Tax 201 2,776 
School of Nursing 983 88 
Tobacco Settlement 2,644 2,736 
University of Hawaii Cancer Center 7,893 6,657 

Transfers to State of Hawai'i for 
Interest on Tobacco Settlement (5) (10) 

Other receipts (disbursements) (40) 34 

Net cash provided by noncapital financing activities 508,527 501,084 

Cash flows from capital and related financing activities 
Capital appropriations 131,053 185,919 
Capital gifts and grants 21,748 17,889 
Proceeds from note payable 500 16,500 
Purchases of capital assets (182,112) (302,717) 
Proceeds from sale of capital assets 5,912 - 
Principal paid on capital debt (14,906) (14,399) 
Interest paid on capital debt (30,466) (30,944) 
Transfer from State of Hawaii, Tobacco settlement 9,926 9,926 
Transfer from State of Hawai'i, University of Hawaii Cancer Center 7,899 7,725 

Net cash used in capital and related financing activities (50,446) (110,101) 

Cash flows from investing activities 
Interest and dividends on investments, net 7,888 8,743 
Proceeds from sales and maturities of investments 1,239,893 1,264,619 
Purchase of investments (1,205,289) (1,087,748) 

Net cash provided by investing activities 42,492 185,614 
Net increase (decrease) in cash and cash equivalents (14,397) 23,137 

Cash and cash equivalents 
Beginning of year 78,704 55,567 

End of year $ 	64,307 $ 	78,704 

The accompanying notes are an integral part of the consolidated financial statements. 
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2014 2013 

Reconciliation of operating loss to net cash 
used in operating activities 

Operating loss $ 	(850,609) 	$ (848,978) 

Adjustments to reconcile operating loss to 
net cash used in operating activities 

On behalf payments by State for fringe benefits 153,919 142,859 
Depreciation expense 109,458 106,631 
Bad debt expense, net 2,651 4,025 

Changes in operating assets and liabilities 
Accounts receivable 4,458 (19,550) 
Notes and contributions receivable 497 726 
Inventories 680 428 
Prepaid expenses and other assets 10,097 (13,555) 
Accounts payable (6,063) (31,690) 
Accrued payroll and benefits 4,743 (2,705) 
Accrued workers' compensation liability (430) (187) 
Advances from sponsors (8,566) 2,778 
Other postemployment benefits 64,832 100,902 
Other, net (637) 4,856 

Net cash used in operating activities $ 	(514,970) 	$ (553,460) 

Supplemental information of noncash transactions 
Noncash contributions $ 	1,437 	$ 10,263 
Net transfers to State of Hawaii for capital assets (17,727) (68) 
Transfers to Federal for capital assets (4,156) - 
Accounts payable for capital assets 29,963 29,254 

The accompanying notes are an integral part of the consolidated financial statements. 
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1. 	Organization and Summary of Significant Accounting Policies 

Financial Reporting Entity 
The accompanying consolidated financial statements of the University of Hawaii (the "University") 
include the activities of the University of Hawaii at Mãnoa, University of Hawai'i at Hilo, University 
of Hawaii at West Oahu, University of Hawaii at Maui College, University of Hawaii Community 
Colleges and its component units. The University has defined its reporting entity in accordance 
with Governmental Accounting Standards Board ("GASB") Statement No. 14, The Financial 
Reporting Entity, as amended by GASB Statement No. 39, Determining Whether Certain 
Organizations are Component Units, as amended by GASB Statement No. 61, The Financial 
Reporting Entity: Omnibus an amendment of GASB Statements No. 14 and No. 34. The 
basic criterion for including a potential component unit within the reporting entity is financial 
accountability. Other criteria include fiscal dependency and the nature and significance of the 
relationship are such that exclusion would cause the financial statements of the University to be 
misleading. Accordingly, the financial information of the Research Corporation of the University of 
Hawaii (the "Research Corporation") and the University of Hawaii Foundation (the "Foundation") 
have been blended with the University's financial activity in the accompanying consolidated 
financial statements. 

Complete financial statements of the Research Corporation can be obtained at the Research 
Corporation of the University of Hawaii, 2800 Woodlawn Drive, Honolulu, HI 96822. The 
Foundation's federal Form 990 is available for inspection as required by Internal Revenue Code 
(IRC") Section 6104 at the University of Hawaii Foundation, 2444 Dole Street, Bachman Hall, 
Room 101, Honolulu, HI 96822. 

Similarly, the University is fiscally dependent upon the State of Hawaii (the "State") and therefore, 
the State is financially accountable for the University as defined by GASB Statement No. 14. 
Accordingly, the University's financial information is discretely presented as a component unit 
within the State's comprehensive annual financial report ('CAFR"). 

The University is classified as a state instrumentality under IRC Section 115, and is therefore 
exempt from federal income taxes. Certain activities of the University may be subject to taxation 
as unrelated business income under IRC Sections 511 and 514. 

Basis of Presentation 
The University follows the reporting model prescribed for special-purpose governments engaged 
only in business-type activities, as defined in GASB Statement No. 35, Basic Financial Statements 
and Management's Discussion and Analysis for Public Colleges and Universities, as amended. 
The consolidated financial statements of the University are presented using the economic 
resources measurement focus and the accrual basis of accounting. 

The Foundation's accounting policies conform to accounting principles generally accepted in the 
United States (GMP") applicable to not-for-profit organizations as promulgated by the FASB. The 
Foundation's financial information has been converted to conform to the University's presentation. 

The Research Corporation's accounting policies conform to GAAP applicable to business-type 
activities of governmental units as promulgated by the GASB. 
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Cash, Cash Equivalents and Investments 
The University considers all cash and investments with original maturities of three months or less 
to be cash equivalents. The carrying amounts reported in the Consolidated Statements of Net 
Position for cash equivalents approximate fair value due to the short maturity of these investments. 

The University classifies unspent cash, cash equivalents and investments from the issuance of 
revenue bonds held with an escrow agent and invested until used for the cost of construction as 
noncurrent assets. 

Investments 
Investments in money market funds, fixed income securities, equity securities, and mutual funds 
with readily determinable fair values are reported at fair value based on quoted market prices. 
Investments in auction rate securities are reported at par value, which approximates fair value 
based on successful auctions at or near fiscal year-end. Investment agreements, absolute return 
funds and real assets are reported at fair value, which is generally based on information provided 
by the respective external investment manager at the most recent valuation date and from the 
valuation date to fiscal year-end, if applicable. Investments in limited partnerships and real 
estate are not readily marketable and involve assumptions and methods that are reviewed by 
management. Because these investments are not readily marketable, their estimated value is 
subject to uncertainty and, therefore, may differ from the value that would have been used had 
a ready market for such investment existed. Unrealized gains and losses on investments are 
included in the Consolidated Statements of Revenues, Expenses and Changes in Net Position. 
Realized gains and losses are computed as the difference between the proceeds of the sale and 
the cost basis of the investment sold. The calculation of realized gains and losses is independent 
of the calculation of net changes in the fair value of investments. 

The title to investment securities is vested in the name of Securities and Exchange Commission 
('SEC") registered brokerage firms representing the various investment managers of the University 
and the Foundation. The title to short-term investments, made from pooled cash, is vested in the 
name of the University or the Foundation. 

Due from and Due to State 
The State Director of Finance is responsible for the safekeeping of all cash in the State Treasury in 
accordance with State laws. Currently, separate accounts are not maintained in the State Treasury 
for the University's general operating and capital appropriations. Although these appropriations are 
available to the University to expend, custody and ownership of the funds remain with the State. 
Unspent general and capital appropriations that continue to be available to the University for 
expenditure at the end of the fiscal year are reported as Due from State of Hawaii in the 
accompanying Consolidated Statements of Net Position. 

Amounts due to the State of Hawaii are primarily due to operating advances and general obligation 
bond debt service requirements. 

Perpetual Trusts 
The Foundation is the beneficiary of certain perpetual trusts held and administered by others. 
The fair value of the estimated future cash receipts from the trusts are recognized as assets and 
contribution revenues at the dates the trusts are established. Distribution revenues from the trusts 
are recorded as investment income and the carrying value of the assets is adjusted for changes in 
fair value. 
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Split Interest Agreements 
The Foundation's split interest agreements with donors consist of irrevocable pooled income funds, 
charitable remainder trusts and charitable gift annuities for which the Foundation serves as trustee. 
Assets held under the split interest agreements are included in investments. Contribution revenues 
are recognized at the date the split interest agreements are established after recording liabilities for 
the present value (utilizing discount rates ranging from two percent to five percent) of the estimated 
future payments to be made to the donors and/or other beneficiaries. The liabilities are adjusted 
during the term of the split interest agreements for changes in the fair value of the assets, accretion 
of the discount, and other changes in the estimates of future benefits. 

Accounts Receivable 
Accounts receivable are initially recorded at the amount invoiced or otherwise due and normally 
do not bear interest. The University maintains an allowance for doubtful accounts to reduce 
receivables to their estimated collectible amount. Management estimates the allowance for 
uncollectible receivables based on a specific review of customer balances, the overall aging 
of outstanding balances, historical collection experience and current business and economic 
conditions. Generally, accounts past due by more than 30 days are considered delinquent. 
Delinquent accounts in excess of two years are written off upon approval of University general 
counsel and when, in the judgment of management, they are deemed uncollectible based on 
an evaluation of the specific circumstances. 

Contributions 
The Foundation receives pledges and bequests of financial support from corporations, foundations 
and individuals. Revenue is recognized when a pledge representing an unconditional promise to 
pay is received and all eligibility requirements, including time requirements, have been met. In 
absence of such a promise, revenue is recognized when the gift is received. Endowment pledges 
that do not meet eligibility requirements, as defined by GASB Statement No. 33, are not recorded 
as assets until the related gift is received. 

Capital Assets 
Capital assets are recorded at cost, or if donated, at an appraised value at the date of the gift. 
Depreciation of capital assets is provided for on a straight-line basis over the estimated useful 
lives (3 to 100 years) of the respective assets. The University's policy is to capitalize tangible, 
noriexpendable personal property having an estimated useful life of more than one year. Interest 
incurred on tax-exempt construction financing, net of investment income on any unspent financing 
proceeds, is capitalized as a cost of construction. When taxable debt is incurred specifically for 
a project, interest is capitalized on amounts expended on the project using the weighted-average 
cost of outstanding borrowings. The capitalization of interest ceases when the project is 
substantially complete or construction activity is suspended for more than a brief period. The 
University incurred interest cost of $29,720 and $30,311 for the years ended June 30, 2014 and 
2013, respectively, of which capitalized interest as a cost of construction amounted to $3,030 
and $6,758, respectively. The University does not capitalize works of art or historical treasures 
that are held for exhibition, education, research and public service. These collections are neither 
disposed of for financial gain nor encumbered. Accordingly, such collections are not recognized 
or capitalized for financial statement purposes. Maintenance and repairs, as well as minor 
replacements, renewals and betterments, are charged to operations. Major renewals, 
replacements and betterments are capitalized in the year incurred. Capital assets retired 
or otherwise disposed of are removed from the appropriate asset and related accumulated 
depreciation accounts. Gains and losses on disposals and the net book value of transfers 
of capital assets are reflected in operations. 
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The University evaluates the future service utility of capital assets when events or changes in 
circumstances have occurred. A diminished service utility of the University's capital assets is 
reported as an impairment loss and netted against any insurance or appropriated recoveries. 

Deferred Loss on Refunding 
The University defers recognition of the loss on debt refunding related to issuance of its revenue 
bonds and amortizes these costs over the life of the bonds using the effective interest rate method. 

Advances from Sponsors 
Amounts received from grant and contract sponsors which have not been earned under the terms 
of the agreement are deferred and reported as advances from sponsors in the Consolidated 
Statements of Net Position. 

Unearned Revenue 
Unearned revenue includes amounts received in advance of an event such as student tuition and 
advance sports ticket sales related to a future period. 

Other Postemployment Benefits 
The University applies the provisions of GASB Statement No. 45, Accounting and Financial 
Reporting by Employers for Postemployment Benefits Other Than Pensions, which requires 
accrual-based measurement and recognition and disclosure of other postemployment benefits 
('OPEB") expense, such as retiree medical and dental costs, over the employees' years of service, 
along with the related liability. 

Revenue Bonds Payable 
Revenue bonds payable include outstanding amounts due from the issuance of revenue bonds 
by the University. 

Net Position 
The University's net position is classified into the following four net position categories: 

• Net investment in capital assets: This component of net position represents the University's 
total investment in capital assets, net of accumulated depreciation and outstanding principal 
balances of debt attributable to the acquisition, construction or improvement of those capital 
assets. 

• Restricted: 

• Nonexpendable - Net position subject to externally imposed stipulations that they be 
maintained permanently by the University, which includes the University's permanent 
endowment funds. 

• Expendable - Net position that is restricted for specific purposes by sponsors, donors 
or law. Restrictions in these assets are released when the University complies with the 
stipulations required by the sponsor, donor or legislative act. 
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• Unrestricted: Net position not classified as restricted or net investment in capital assets and 
not subject to externally imposed stipulations. Unrestricted net position may be designated 
for specific purposes by action of management or the Board of Regents ("Board") or may 
otherwise be limited by contractual agreements with outside parties. Substantially all 
unrestricted net position is designated for academic and research programs and initiatives, 
and capital asset programs. 

When an expense is incurred for purposes for which both restricted and unrestricted resources 
are available to pay the expenses, resources are generally applied proportionate to the benefit 
realized. For instances in which such a determination is not feasible or if there are cost compliance 
issues, unrestricted resources are applied first. 

Net Position Restricted by Enabling Legislation 
GASB Statement No. 46, Net Assets Restricted by Enabling Legislation - an amendment of 
GASB Statement No. 34, requires that limitations on the use of net position imposed by enabling 
legislation be reported as restricted net position. GASB Statement No. 46 also specifies the 
accounting and financial reporting requirements if new enabling legislation replaces existing 
enabling legislation or if legal enforceability is reevaluated. Restricted net position at June 30, 
2014 and 2013 amounted to $816,203 and $737,468, respectively, of which $320,398 and 
$313,750 were restricted by enabling legislation for capital activity. 

Operating and Nonoperating Activities 
The University's policies for defining operating activities, as reported on the Consolidated 
Statements of Revenues, Expenses and Changes in Net Position, are those that generally result 
from exchange transactions such as payments received for providing services and goods and 
payments made for services and goods received. Certain significant revenue streams relied upon 
for operations are recorded as nonoperating revenues, as defined by GASB Statement No. 35, 
including state appropriations, gifts and investment income. 

Student tuition and fees revenues are recognized in the period earned. Revenues for programs 
that cross fiscal years are prorated between the two fiscal years. 

The University recognizes revenue associated with the direct costs of research and training grants 
and contracts as the related expenses are incurred. 

Bookstore revenues are recognized at the point of sale. Sales returns (which are not significant) 
are recognized at the time returns are made. 

Room and other rental revenues are recognized over the period the room is occupied. Room 
and other rental revenues for the summer term are recognized in the fiscal year in which the term 
primarily falls. Had room and other rental revenues for the summer term been prorated between 
fiscal years, the difference would not be material. 

Scholarships and Fellowships 
Scholarships and fellowships, including tuition and fee waivers applied to student accounts, 
are shown as a reduction to student tuition and student housing revenues. Stipend and other 
payments made directly to students are reflected as scholarships and fellowships expense. 
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State Appropriations 
The University recognizes general operating and capital appropriations as nonoperating revenue 
when allotments are made available to the University for expenditure. If restrictions are placed 
on such appropriations, the restrictions are given separate and discrete accounting recognition. 

Management's Estimates 
The preparation of the consolidated financial statements in conformity with GAAP requires 
management to make estimates and assumptions that affect the amounts reported in the 
consolidated financial statements and accompanying notes. Actual results could differ from 
those estimates. These estimates, among others, include workers' compensation liabilities, 
postemployment benefit liabilities, allowances for uncollectible receivables, the useful lives of 
capital assets, the valuation of investments and the current versus noncurrent classification of 
assets and liabilities. 

With respect to workers' compensation insurance, the University is self-insured for the first $500 
per occurrence and annual aggregate and obtains excess insurance of $50,000 from a commercial 
insurance company. The University records a liability for risk financing and insurance related 
losses if it is determined that a loss has been incurred and the amount can be reasonably 
estimated. The University uses a third party actuary to estimate its workers' compensation liability. 
Changes in the liability are the result of claims payments made during the fiscal year, new claims 
filed and changes in the estimates of existing claims. Anticipated payments by the third party for 
the next fiscal year are considered current and payments thereafter are considered noncurrent. 
The liability represents the University's best estimate of workers' compensation liabilities based 
on available information. The University's estimated liability for workers' compensation claims 
is included in "Other Liabilities" in the accompanying Statements of Net Position (see Note 11). 

The University also uses a third party actuary to estimate its postretirement health care and life 
insurance benefit obligations. The assumptions used to determine the liability are described in 
Note 15. 

The allowance for uncollectible receivables is a valuation account used to estimate the portion of 
accounts, notes and contributions receivable that are considered uncollectible. 

The University depreciates its capital assets using useful lives internally or externally determined 
to represent the expected service period of the asset. 

In general, the fair value of investments has been determined using values supplied by 
independent pricing services. 
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New Accounting Pronouncements 
In 2014, the University adopted GASB Statement No.65, Items Previously Reported as Assets 
and Liabilities. This Statement provides financial reporting guidance for proper classification and 
recognition of previously reported assets and liabilities as deferred inflows or deferred outflows of 
resources. Management has adopted the new standard in the University's financial statements. 
Due to the adoption of GASB Statement No. 65, in fiscal year 2014, the 2013 financial statements 
were restated. The beginning net position as of July 1, 2013 was restated by approximately $929 
from $1,972,123 to $1,971,194. 

The GASB issued Statement No. 66, Technical Corrections - 2012. The objective of this 
Statement is to enhance usefulness of financial reports by resolving conflicting accounting 
and financial reporting guidance that could diminish the consistency of financial reporting. The 
requirements of this Statement are effective for reporting periods beginning after December 15, 
2012. This Statement did not have a material effect on the University's financial statements. 

The GASB issued Statement No. 68, Accounting and Financial Reporting for Pensions, issued 
in June 2012. This Statement revises and establishes new financial reporting requirements for 
most governments that provide their employees with pension benefits. The requirements of this 
Statement are effective for financial statements for periods beginning after June 15, 2014. The 
University is currently evaluating this accounting pronouncement. 

The GASB issued Statement No. 71, Pension Transition for Contributions Made Subsequent to the 
Measurement Date. The Statement amends and addresses an issue regarding application of the 
transition provisions of GASB Statement No. 68. The requirements of this Statement are effective 
for reporting periods beginning after June 15, 2014. The University is currently evaluating this 
accounting pronouncement. 
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Reclassifications 
Certain amounts in the 2013 consolidated financial statements have been reclassified to conform 
to the 2014 presentation. Such reclassifications, excluding implementation of GASB 65, had no 
impact on the 2013 change in net position as previously reported, however did impact operating 
loss and net nonoperating revenues. 

2013 
As Previously 2013 

Reported Reclassifications Revised 

Net position 
Net investment in capital assets $ 	1,492,599 $ 	(10,325) $ 	1,482,274 
Restricted - expendable 526,584 3,546 530,130 
Unrestricted (288,796) 5,951 (282,845) 

Operating revenues 
Federal appropriations, grants 

and contracts 420,631 (67,826) 352,805 
Sales and services of educational 
departments, other 54,105 (15,031) 39,074 

Auxiliary enterprises 
Bookstores 26,812 (1,715) 25,097 
Other auxiliary enterprises revenue 32,232 10,370 42,602 

Total operating revenues 867,006 (74,202) 792,804 

Operating expenses 
Compensation and benefits 1,049,129 105 1,049,234 
Supplies, services and cost of goods sold 252,203 (8,310) 243,893 
Telephone and utilities 79,796 (9) 79,787 
Travel expenses 33,653 (5) 33,648 
Repairs and maintenance 24,606 (9) 24,597 
Rental expenses 14,310 (214) 14,096 
Other operating expenses 36,416 2,171 38,587 

Total operating expenses 1,648,158 (6,376) 1,641,782 

Operating loss (781,152) (67,826) (848,978) 

Nonoperating revenues (expenses) 
Federal Pell grants - 67,826 67,826 
Interest expense (23,553) 101 (23,452) 
Net nonoperating revenues before capital 
and endowment additions (deductions) 566,661 67,927 634,588 
Net nonoperating revenues 746,754 67,927 814,681 

Cash flows from operating activities 
Net cash used in operating activities (485,634) (67,826) (553,460) 

Cash flows from noncapital financing 
activities 

Net cash provided by noncapital 
financing activities 433,258 67,826 501,084 
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2. 	Cash and Investments 

The carrying amounts of cash and cash equivalents and time certificates of deposit held outside 
of the State Treasury as of June 30, 2014 and 2013, classified as cash and cash equivalents 
and operating investments, were $267,023 and $302,424, with corresponding bank balances of 
$285,460 and $303,073, respectively. The portion of such bank balances covered by the Federal 
Deposit Insurance Corporation or by collateral held by the State Director of Finance in the name of 
the University totaled $280,632 at June 30, 2014 and $300,182 at June 30, 2013. Additional cash 
equivalent balances of $2,180 at June 30, 2014 and $7,478 at June 30, 2013 represent deposits 
with investment brokers covered by the Securities Investor Protection Corporation and additional 
insurance provided by the investment brokers. 

Endowment funds are combined in investment pools with each individual account subscribing to 
or disposing of shares on the basis of the market value per share. 

Cost of securities sold is determined using the first-in first-out method. 

As a result of market fluctuations, the fair market value of certain donor-restricted endowments 
was less than the historical cost of such funds by $2,099 and $5,066 at June 30, 2014 and 2013, 
respectively. These unrealized losses have been recorded as reductions in unrestricted net 
position. Future market gains will be used to restore this deficiency in unrestricted net position 
before any net appreciation above the historical cost value of such funds increases restricted 
expendable net position. 

• Endowment funds are received from benefactors who, by the terms of their conveying 
instruments, have stipulated that the principal of their gifts may never be expended, and 
use of the income is generally restricted. 

• Quasi-endowment funds are funds that have been transferred to the endowment funds by 
the Board. Use of the income is either restricted by the donor or unrestricted and designated 
by the Board. 

The Hawaii Uniform Prudent Management of Institutional Funds Act (HUPMIFA"), established 
under Hawaii Revised Statute §517E, was enacted by the State of Hawaii on July 1, 2009. 
HUPMIFA requires the preservation of the fair value of the original gift as of the gift date of the 
donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result, 
the University classifies as restricted nonexpendable net position (a) the original value of gifts 
donated to the permanent endowment, (b) the original value of subsequent gifts to the permanent 
endowment, and (c) accumulations to the permanent endowment made in accordance with the 
direction of the applicable donor gift instrument at the time the accumulation is added to the fund. 
The remaining portion of the donor-restricted endowment fund that is not classified in restricted 
nonexpendable net position is classified as restricted expendable net position until those amounts 
are expended and distributed by the University in accordance with its Board-approved spending 
rate policy and in a manner consistent with the standard of prudence prescribed by HUPMIFA. In 
fiscal years 2014 and 2013, the University's spending rate policy provided for annual distributions 
ranging from four percent to five percent of the trailing five-year moving average of the endowment 
fair value. 

Investment management fees incurred by the University during fiscal years 2014 and 2013 
approximated $1,500 in each year. 
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At June 30, 2014 and 2013, the University's investments were comprised of the following: 

2014 2013 
Fair Value Cost Fair Value Cost 

Money market funds $ 	25,406 	$ 25,406 $ 	65,243 	$ 65,243 
Fixed income securities 197,922 199,786 193,744 195,814 
Equity securities 5,754 5,137 21,375 17,639 
Mutual funds 159,894 149,981 111,965 107,339 
Time certificates of deposit 203,014 203,014 224,011 224,011 
Limited partnerships 72,645 42,392 49,639 32,104 
Absolute return 26,914 22,349 19,833 16,593 
Real estate 24,802 23,435 25,336 25,023 
Other investments 61,155 48,525 55,815 48,540 

Total investments 777,506 720,025 766,961 732,306 

Less: Current portion 278,046 277,865 298,841 292,552 

Total noncurrent investments $ 	499,460 	$ 442,160 $ 	468,120 	$ 439,754 
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Changes in the University's investments for the year ended June 30, 2014 were as follows: 

Fair Cost Net Unrealized Net Realized 
Value Basis Gain (Loss) Gain (Loss) 

University Endowment Pool 
End of year $ 	66,217 $ 	64,643 $ 	1,574 
Beginning of year 60,234 54,269 5,965 

Netchange 5,983 10,374 (4,391) $ 	10,927 

Foundation Endowment Pool 
End of year 264,174 210,514 53,660 
Beginning of year 225,141 195,464 29,677 

Netchange 39,033 15,050 23,983 9,070 

Associated Students of the 
University of Hawai'i 

End of year 8,251 7,561 690 
Beginning of year 7,126 6,479 647 

Netchange 1,125 1,082 43 1,082 

School of Medicine 
End of year 5,622 5,622 - 
Beginning of year 5,099 5,099 - 

Netchange 523 523 - (1) 

University Bond System 
End of year 53,537 53,539 (2) 
Beginning of year 83,876 83,957 (81) 

Netchange (30,339) (30,418) 79 (94) 

Operating investments 
End of year 278,046 277,865 181 
Beginning of year 298,841 298,862 (21) 

Netchange (20,795) (20,997) 202 4 
Other 
End ofyear 101,659 100,281 1,378 
Beginning of year 86,644 88,176 (1,532) 

Netchange 15,015 12,105 2,910 	 916 
Total investments 
End of year 777,506 720,025 57,481 
Beginning of year 766,961 732,306 34,655  

Netchange $ 	10,545 $ 	(12,281) $ 	22,826 	$ 	21,904 
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Changes in the University's investments for the year ended June 30, 2013 were as follows: 

Fair Cost Net Unrealized Net Realized 
Value Basis Gain (Loss) Gain (Loss) 

University Endowment Pool 
End of year $ 	60,234 $ 	54,269 $ 	5,965 
Beginning of year 56,282 53,993 2,289 

Netchange 3,952 276 3,676 $ 	1,055 

Foundation Endowment Pool 
End of year 225,141 195,464 29,677 
Beginning of year 201,316 189,275 12,041 

Net change 23,825 6,189 17,636 3,008 

Associated Students of the 
University of Hawaii 
End of year 7,126 6,479 .647 
Beginning of year 6,607 6,273 334 

Net change 519 206 313 461 

School of Medicine 
End of year 5,099 5,099 - 
Beginning of year 9,087 9,084 3 

Net change (3,988) (3,985) (3) (2) 

University Bond System 
End of year 83,876 83,957 (81) 
Beginning of year 171,290 171,405 (115) 

Net change (87,414) (87,448) 34 (158) 

Operating investments 
End of year 298,841 298,862 (21) 
Beginning of year 367,279 366,904 375 

Net change (68,438) (68,042) (396) 47 

Auction rate securities 
End of year - - - 
Beginning of year 25,500 25,500 - 

Net change (25,500) (25,500) - - 

Other 
End of year 86,644 88,176 (1,532) 
Beginning of year 82,081 81,455 626 

Net change 4,563 6,721 (2,158) 467 

Total investments 
End of year 766,961 732,306 34,655 
Beginning of year 919,442 903,889 15,553  

Net change $ 	(152,481) $ 	(171,583) $ 	19,102 $ 	4,878 
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2014 
	

2013 

Summary of net investment income 
Change in unrealized net gain 
Net realized gain 

Interest and dividend income 
Other 

$ 	22,826 
21,904 
44,730 

7,621 
655 

$ 	19,102 
4,878 

23,980 

9,011 
711 

Investment income before management fees 	 53,006 	33,702 
Less: Management fees 	 1,486 	1,496 

Net investment income 	 $ 	51,520 	$ 	32,206 

The Board is responsible for the establishment of policies over and monitoring of operating 
investments and endowments held by the University. Investments authorized by the Board 
include equity investments, bond investments, certificates of deposit, money market funds, U.S. 
Government, its Agencies, or its Instrumentalities securities, securities guaranteed or collateralized 
by the U.S. Government, its Agencies or its Instrumentalities and other types of investments. 

The Board of Directors of the Foundation is responsible for the establishment of policies over and 
monitoring of investments and endowments held by the Foundation. 

The University's investment strategy incorporates certain financial instruments, which involve, to 
varying degrees, elements of market risk and credit risk. Market risk is the potential for changes in 
the value of financial instruments due to market changes, including interest and foreign exchange 
rate movements and fluctuations embodied in forward and futures, commodity or security prices. 
Market risk is directly impacted by the volatility and liquidity of the markets in which the related 
underlying assets are traded. Credit risk is the possibility that a loss may occur due to the failure 
of a counterparty to perform according to the terms of the contract. The University's risk of loss in 
the event of counterparty default is typically limited to the amounts recognized in the Consolidated 
Statements of Net Position and is not represented by the contract or notional amounts of the 
instruments. 

Investment Risk Factors 
There are many factors that affect the value of investments. Some, such as custodial credit risk, 
concentration risk and foreign currency risk may affect both equity and fixed income securities. 
Equity securities respond to such factors as economic conditions, individual company earnings 
performance and market liquidity, while fixed income securities are particularly sensitive to credit 
risks and changes in interest rates. 

Concentration Risk 
Concentration risk is the risk associated with a lack of diversification, such as having substantial 
investments in a few individual issuers, thereby exposing the organization to greater risks resulting 
from adverse economic, political, regulatory, geographic or credit development. The University 
limits its risk of concentration of assets by limiting individual bond positions other than obligations 
of the U.S. government to not more than five percent of the total fixed income portion of the 
portfolio. Individual equities are limited to not more than five percent of the total market value 
of the stock portfolio. In addition, investment in any one stock is not to exceed five percent of 
a corporation's outstanding common stock. 
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Credit Risk 
Credit risk for fixed income securities is the risk that the issuer will not fulfill its obligations. 
Nationally recognized statistical rating organizations, such as Moody's and Standard and Poor's 
("S&P"), assign credit ratings to security issuers and issues that indicate a measure of potential 
credit risk to investors. To manage credit risk, the University specifies that all nonconvertible bonds 
should have at least a "BBB" rating or higher and be readily marketable. In addition, no more than 
15 percent of the fixed income investments may be graded with an S&P quality rating below "A". 
The University's mutual bond funds are not rated and classified as such. The underlying securities 
of the mutual bond funds are graded with an S&P quality rating of "A" or higher. 

The composition of fixed income securities at June 30, 2014 and 2013, along with credit quality 
ratings, is summarized below: 

Credit Quality Rating 
U.S. Govt- 

Fair value Exempt AAA AA A BBB Not Rated 

2014 
U.S. Treasury $ 	76,926 $ 	76,926 $ - $ - 	$ - $ - $ 
U.S. government agencies 120,278 - 120,155 123 - - - 
Corporate bonds 717 78 346 293 
Mutual bond funds 106,418 - - - - - 106,418 

Total fixed 
income securities $ 	304,339 $ 	76,926 $ 120,155 $ 201 	$ 346 $ 293 $ 	106,418 

Credit Quality Rating 
U.S. Govt- 

Fair Value Exempt AAA AA A BBB Not Rated 

2013 
U.S. Treasury $ 	100,046 $ 	100,046 $ - $ - 	$ - $ - $ 	- 
U.S. government agencies 81,473 - 80,891 308 274 - - 
Corporate bonds 12,225 - 327 1,740 6,794 3,364 - 

Mutual bond funds 112,065 - - - - - 112,065 

Total fixed 
income securities $ 	305,809 $ 	100,046 $ 81,218 $ 2,048 	$ 7,068 $ 3,364 $ 	112,065 

Interest Rate Risk 
Interest rate risk is the risk that the value of fixed income securities will decline because of 
changing interest rates. The prices of fixed income securities with a longer time to maturity tend 
to be more sensitive to changes in interest rates and, therefore, are more volatile than those with 
shorter maturities. 
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At June 30, 2014, the composition of the University's fixed income investments and maturities are 
summarized below: 

Investment Maturities (in Years) 
Fair Less More 

Value than I 1to5 6to10 than 10 

U.S. Treasury $ 	76,926 $ 	38,166 $ 	36,945 $ 	1,790 	$ 25 
U.S. government agencies 120,278 54,930 39,926 11,938 13,484 
Corporate bonds 717 95 400 222 - 
Mutual bond funds 106,418 32,327 51,695 16,500 5,896 

Total fixed 

	

income securities 	$ 304,339 	$ 125,518 	$ 128,966 	$ 30,450 	$ 19,405 

Foreign Currency Risk 
Foreign currency risk is the risk that investments denominated in foreign currencies may lose value 
due to adverse fluctuations in the value of the U.S. dollar relative to foreign currencies. The 
University's investment policy permits investments in publicly-traded foreign securities. 

At June 30, 2014 and 2013, the University's exposure to foreign currency risk expressed in U.S. 
dollars was not significant. 

3. Accounts Receivable 

The composition of accounts receivable at June 30, 2014 and 2013 is summarized as follows: 

U.S. government 
State and local government 
Private agencies 
Other 

2014 

$ 	58,485 
6,403 
7,773 

42.984 

2013 

$ 	60,301 
5,793 
6,764 

47,000 

	

115,645 
	

119,858 
Less: Allowance for uncollectible receivables 

	
26,344 	23,749 

$ 89,301 $ 96,109 

4. 	U.S. Government Funding 

The federal government reimburses the University for certain overhead costs (e.g., facilities 
and administrative costs) incurred in support of federally-sponsored programs based on cost 
reimbursement rates negotiated with the University's cognizant agency, the U.S. Department of 
Health and Human Services. These reimbursements amounted to approximately $44,142 in 2014 
and $46,424 in 2013. 

The University's federal grants and contracts are subject to periodic audit by federal examiners. 
In the opinion of the University, any adjustments which may be required as a result of these audits 
would not be material to the overall financial position of the University. 
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5. 	Notes and Contributions Receivable 

The composition of notes and contributions receivable at June 30, 2014 and 2013 is summarized 
as follows: 

2014 2013 

Student notes 
Federal loan programs $ 19,079 $ 19,178 
State loan programs 8,095 8,311 
University loan funds 68 69 
Other notes receivable 47 71 

Total student and other notes outstanding 27,289 27,629 

Less: Allowance for uncollectible receivables 7,954 7,514 

Total student and other notes receivable, net 19,335 20,115 

Contributions receivable 52,635 20,933 
Less: Allowance for uncollectible pledges 1,207 1,045 
Less: Discount to present value 859 100 

Total contributions receivable, net 50,569 19,788 

Total student notes and contributions receivable, net 69,904 39,903 

Less: Current portion, net 17,788 15,266 

$ 52,116 $ 24,637 

The allowance for uncollectible receivables at June 30, 2014 and 2013 is comprised of: 

2014 2013 

Federal Perkins loan program $ 4,575 $ 4,363 
State of Hawai'i Higher Education loans 3,317 3,062 
Nursing/Health Profession loans 34 35 
Hawai'i Educator loans - 2 
Short-term loans 28 52 

$ 7,954 $ 7,514 

Payments on contributions receivable at June 30, 2014 are expected to be collected in: 

Less than one year 
	

$ 	15,636 
One year to five years 
	 36,999 

$ 	52,635 

The principal repayment and interest rate terms of federal and University loans vary considerably. 
The allowance for uncollectible receivables only applies to University funded notes and the 
University's portion of federal student loans, as the University is not obligated to fund the federal 
portion of uncollected student loans. Federal loan programs are funded principally with federal 
advances to the University under the Perkins and various health profession loan programs. 
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The Federal Perkins loan program provides for the assignment of uncollectible loans to the U.S. 
Department of Education for collection. Uncollectible Nursing and Health Profession loans may 
be written off with the approval of the U.S. Department of Health and Human Services, Division of 
Financing Services. Uncollectible State of Hawai'i Higher Education loans, Hawai'i Educator loans 
and University short-term loans may be written off with the approval of the University's General 
Counsel. 

During the years ended June 30, 2014 and 2013, the University distributed $2,628 and $2,456 in 
student loans through the U.S. Department of Education Federal Perkins Loan, respectively, and 
$151,730 and $153,387 in Direct Loan programs, respectively. These distributions and related 
funding sources are not included as expenses or revenues in the accompanying financial 
statements. 

As discussed in Note I to the consolidated financial statements, pledges for permanent 
endowments that do not meet eligibility requirements, as defined by GASB Statement No. 33, 
are not recorded as assets until the related gift is received. Accordingly, permanent endowment 
pledges totaling approximately $9,359 and $3,259 at June 30, 2014 and 2013, respectively, were 
not recognized as assets in the accompanying consolidated financial statements because of 
uncertainties with regard to their realizability, valuation, bequest intentions and other conditional 
promises until the specified conditions are met. 

Unconditional promises to give (contributions receivable) that are expected to be collected within 
one year are recorded at net realizable value. Pledges receivable that are expected to be collected 
in future years are recorded at the present value of their estimated future cash flows. The 
discounts on those amounts are computed using the risk-free interest rates applicable to the 
years in which the promises are received. Amortization of the discounts is included in private 
gift revenues. 

6. 	Inventories 

The inventories and the methods of valuation at June 30, 2014 and 2013 are summarized below: 

2014 	2013 

University of Hawaii 
Bookstore merchandise 
inventory 

University of Hawaii 
Chemistry Stockroom 

University of Hawai'i 
Facilities Management 
Warehouse 

Lower of cost or market using the first-in, 
first-out retail inventory method. 

Cost applied on the first-in, first-out basis. 

Cost applied on the first-in, first-out basis. 

$ 8,453 $ 10,339 

1,103 	1,088 

1,034 

University of Hawai'i Press 	Job order or specific identification method. 
merchandise inventory 	Books remaining in the inventory after the 

first year of publication are written off on the 
straight-line basis over a five-year period. 	 676 	572 

University of Hawai'i 	Cost applied on the first-in, first-out basis. 
other inventory 	 342 	289 

$ 11,608 $ 12,288 
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7. 	Capital Assets 

A summary of capital assets at June 30, 2014 and 2013 is as follows: 

Beginning Ending 
Balance Additions Deductions Transfers Balance 

2014 
Nondepreciable capital assets 
Land $ 	14,891 $ 	87 $ 	- $ 	21,233 	$ 36,211 
Construction in progress 397,825 145,838 6,080 (306,618) 230,965 

Total capital assets not 
being depreciated 412,716 145,925 6,080 (285,385) 267,176 

Depreciable capital assets 
Land improvements 122,161 28 - 5,401 127,590 
Infrastructure 149,100 552 15,290 36,070 170,432 
Buildings 1,964,451 15,062 20,988 233,566 2,192,091 
Equipment 366,068 22,529 15,602 10,348 383,343 
Library materials 159,466 2,373 - - 161,839 

Total capital assets 
being depreciated 2,761,246 40,544 51,880 285,385 3,035,295 

Less: Accumulated depreciation 1,146,842 109,458 25,679 - 1,230,621 

Capital assets, net $ 	2,027,120 $ 	77,011 $ 	32,281 $ 	- 	$ 2,071850 

Beginning Ending 
Balance Additions Deductions Transfers Balance 

2013 
Nondepreciable capital assets 
Land $ 	14,486 $ 	405 $ 	- $ 	- 	$ 14,891 
Construction in progress 545,827 277,206 98 (425,110) 397,825 

Total capital assets not 
being depreciated 560,313 277,611 98 (425,110) 412,716 

Depreciable capital assets 
Land improvements 102,014 432 - 19,715 122,161 
Infrastructure 107,526 792 40,782 149,100 
Buildings 1,608,864 14,321 13,695 354,961 1,964,451 
Equipment 350,271 18,227 12,082 9,652 366,068 
Library materials 157,190 2,276 - - 159,466 

Total capital assets 
being depreciated 2,325,865 36,048 25,777 425,110 2,761,246 

Less: Accumulated depreciation 1,059,241 106,631 19,030 - 1,146,842 

Capital assets, net $ 	1,826,937 $ 	207,028 $ 	6,845 $ 	- 	$ 2,027,120 
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Capital assets consist of land, land improvements, infrastructure, buildings, equipment, library 
materials, and construction in progress. Construction in progress (CIP") additions represent costs 
for new projects, net of the amount of capital assets placed in service. CIP is not depreciated until 
the asset is placed in service. Assets acquired are recorded at cost, or if donated, at appraised 
value at the date of the gift. Land parcels comprising 1,581 acres, or 93 percent of the University's 
property, are recorded at the State's value of $1 per parcel. Assets owned by the federal 
government, although in the custody of the University, are not included in the capital asset total. 

The State Department of Accounting and General Services ("DAGS") administers certain of the 
University's construction projects. Upon completion, the University records the total project cost, 
including amounts funded from state and federal sources. No capital assets were transferred to 
the University from DAGS in 2014 or 2013. 

8. 	Other Noncurrent Assets 

Other noncurrent assets at June 30, 2014 and 2013 were comprised of: 

 

Interest in beneficial trusts held by others 
Prepaid bond insurance 
Other 

2014 	 2013 

$ 15,159 $ 13,912 

	

337 	 355 

	

2,207 	 2,172 

$ 17,703 $ 16,439 

9 Due From and Due To the State of Hawaii 

 

Amounts due from and due to the State of Hawaii at June 30, 2014 and 2013 were as follows: 

2014 2013 
Due from Due to Due from Due to 

State appropriations for current operations $ 	924 $ 	329 
State capital appropriations - noncurrent 349,084 338,108 

Total due from State of Hawaii $ 	350,008 $ 	338,437 

Imprest/petty cash advances $ 86 $ 95 
Advance 6,000 6,000 
General obligation bonds - current 176 167 
Employee fringe adjustments 10 41 

Due to State of Hawaii - current 6,272 6,303 

General obligation bonds - noncurrent 380 555 

Total due to State of Hawaii $ 6,652 $ 6,858 
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10. Due to the State of Hawai'i for General Obligation Bonds 

Activity related to amounts due to the State of Hawaii for general obligation bonds for the year 
ended June 30, 2014 is as follows: 

Original Beginning Principal Ending 
Amount Balance Repayment Balance 

Series DB (interest rate, 2.80% to 5.25%) 
Student Housing 

Manoa $ 	731 $ 	366 $ 	84 $ 	282 
Hilo 143 71 16 55 

Parking Structure Phase I 425 213 49 164 

1,299 650 149 501 

Series DG (interest rate, 5.00%) 

Student Housing 
Mãnoa 82 41 9 32 
Hilo 16 7 2 5 

Parking Structure Phase I 47 24 6 18 

145 72 17 55 

$ 	1,444 $ 	722 $ 	166 $ 	556 

Activity related to amounts due to the State of Hawai'i for general obligation bonds for the year 
ended June 30, 2013 is as follows: 

Original Beginning Principal Ending 
Amount Balance Repayment Balance 

$ 	731 $ 	446 $ 	80 $ 	366 
143 87 16 71 
425 260 47 213 

1,299 793 143 650 

82 50 9 41 
16 9 2 7 
47 29 5 24 

145 88 16 72 

$ 	1,444 $ 	881 $ 	159 $ 	722 

Series OB (interest rate, 2.80% to 5.25%) 
Student Housing 

Mãnoa 
Hilo 

Parking Structure Phase I 

Series DG (interest rate, 5.00%) 
Student Housing 

Mãnoa 
Hilo 

Parking Structure Phase I 
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General obligation bonds are payable in annual installments, including semi-annual interest 
payments, with final payment due in July 2017. The bonds mature in designated numerical 
sequence and are payable from the operations of the University. The interest and principal 
payments are due as follows: 

Principal 	 Interest 
Series DB 	 September 1 	 March 1 and September 1 
Series DG 	 July 1 	 January 1 and July 1 

At June 30, 2014, principal and interest maturities on general obligation bonds for each of the next 
five years, and the next subsequent five-year period and thereafter are as follows: 

Principal 	Interest 
Year ending June 30, 
2015 
2016 
2017 

$ 	176 
185 
195 

$ 	556 

$ 	3 
I 

$ 	4 

The general obligation bonds have provisions for early redemption. The premiums on bond 
redemption, as a percentage of the bond principal redeemed, range from 0.5 percent to 2 percent. 

In June 2005, the State issued $772,600 in general obligation Series DG (refunding bonds), of 
which the University's portion was approximately $145, with a five percent interest rate to advance 
refund approximately $152 (University's portion) of outstanding general obligation Series CG bonds 
(refunded bonds) which have been partially defeased. The net proceeds from the issuance of the 
refunding bonds were placed in an irrevocable trust and were used to purchase securities of the 
United States government at various interest rates and maturities sufficient to meet the debt 
service requirements of the refunded bonds. 

In September 2003, the State issued $188,700 in general obligation Series DB bonds (refunding 
bonds) of which the University's portion was approximately $1,299, with interest rates ranging 
from 2.80 percent to 5.25 percent to advance refund approximately $1,299 (University's portion) 
of outstanding general obligation Series CG bonds (refunded bonds) which have been partially 
defeased. The net proceeds from the issuance of the refunding bonds were placed in an 
irrevocable trust and were used to purchase securities of the United States government at various 
interest rates and maturities sufficient to meet the debt service requirements of the refunding 
bonds. 
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11. Long-Term Liabilities 

Long-term liability activity for the years ended June 30, 2014 and 2013 is summarized as follows: 

	

Beginning 	 Ending 	Current 
Balance Additions Reductions Balance Portion 

	

$ 608,670 $ 	- 	$ 14,740 	$ 593,930 $ 15,345 

	

14,698 	3,866 	4,296 	14,268 	5,350 

	

70,758 	26,843 	24,769 	72,832 	28,491 

	

514,364 	106,832 	42,000 	579,196 	 - 

	

16,500 	500 	 - 	17,000 	 - 

	

616,320 	138,041 	71,065 	683,296 	33,841 

	

$ 1,224,990 $ 138,041 	$ 85,805 $ 1,277,226 $ 49,186 

	

$ 622,910 $ 	- 	$ 14,240 	$ 608,670 $ 14,740 

	

14,885 	4,072 	4,259 	14,698 	5,421 

	

74,602 	25,410 	29,254 	70,758 	27,208 

	

413,462 	142,602 	41,700 	514,364 	 - 

	

- 	16,500 	 - 	16,500 	 - 

	

502,949 	188,584 	75,213 	616,320 	32,629 

$ 1,125,859 $ 188,584 $ 89,453 $ 1,224,990 $ 47,369 

2014 
Bonds payable 
Revenue bonds payable 

Other liabilities 
Workers' compensation 
Accrued vacation 
Postretirement health care/life 
insurance benefits (Note 15) 
Note payable 

Total other liabilities 

Total long-term liabilities 

2013 
Leases and bonds payable 
Revenue bonds payable 

Other liabilities 
Workers' compensation 
Accrued vacation 
Postretirement health care/life 
insurance benefits (Note 15) 

Note payable 
Total other liabilities 

Total long-term liabilities 

Revenue Bonds Payable 
The University's revenue bonds payable at June 30, 2014 and 2013 is as follows: 

Series 	Date Issued 	Authorized 	2014 	2013 

Frear Hall Construction, 
Student Housing System at Mânoa, 
Food Service System and 
Student Housing System at Hilo 
(interest rate, 3.25% to 5.0%) 
University Health & Wellness Center 
(interest rate, 3.5% to 5.0%) 

Various acquisition and 
construction projects 
(interest rate, 2.5% to 6.0%) 
University's Cancer Center 
(interest rate, 2.5% to 6.0%) 

Various construction projects 
(interest rate, 2.5% to 6.0%) 
Student Housing System at Mãnoa 
and Telecommunications System 
(interest rate, 20% to 5.0%) 

2006A December 13, 2006 	$ 100,000 $ 	89,825 	$ 92,020 

Ref 2006A October 25, 2006 133,810 127,420 131,495 

2009A April 15, 2009 100,000 92,195 94,480 

2010A-1, 2010A-2 October 7, 2010 138,640 130,495 133,290 

2010B-1, 2010B-2 October 7, 2010 154,090 147,995 150,085 

2012A(R) February 22, 2012 8,575 6,000 7,300 

$ 635,115 $ 	593,930 	$ 608,670 
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In February 2012, the University issued $8,575 in Series 2012A(R) revenue bonds to retire 
(current refund) $8,955 of the outstanding Series 2001 B revenue bonds. The proceeds of the 
Series 2012A(R) bonds were deposited into a trust account with an escrow agent to fully defease 
the outstanding principal of the Series 2001 B bonds. The defeasance resulted in an accounting 
gain of $943 and an economic loss (difference between the present values of the debt service 
payments on the old and new debt) of $27. The coupon interest rates for the Series 2012A(R) 
bonds range from 2.0 percent - 5.0 percent (first interest payment due on April 1, 2012) and 
mature on October 1, 2018. 

In October 2010, the University issued $292,730 in Series 2010A-1 ($111,265), 2010A-2 ($27,375), 
2010B-1 ($127,535), and 201 OB-2 ($26,555) bonds (collectively, the "Series 2010 Bonds") for the 
purpose of financing the costs of certain University projects. The Series 201 OA-1 and Series 
2010B-1 bonds are designated as "Build America Bonds" under the provisions of the American 
Recovery and Reinvestment Act of 2009. These University projects may include the construction 
and maintenance of the University's Cancer Center, renovations and additions to the Mãnoa 
Campus Center, construction and equipment for an Information Technology Building, renovations 
to the Sinclair Library basement on the Mãnoa campus, further development of the University of 
Hawai'i at West O'ahu ("UH-West O'ahu") Kapolei campus, various energy conservation/efficiency 
projects on the community college campuses on O'ahu, Kaua'i and Maui, land acquisition for the 
Leeward Community College Wai'anae Education Center, construction of the Kapi'olani Community 
College Culinary Institute of the Pacific, and renovation of the observatory for the Panoramic 
Survey Telescope & Rapid Response System 2 telescope. The coupon interest rates for the Series 
2010 Bonds range from 2.50 percent - 6.03 percent (first interest payment due on April 1, 2011) 
and mature on October 1, 2030 and 2040. 

The University receives funds from the State of Hawai'i Tobacco Settlement Special Fund for 
the payment of principal and interest on the Refunding Series 2006A bonds to finance the cost of 
construction of the medical school facility and for annual operating expenses incurred by the facility. 
The funds received from the State of Hawai'i Tobacco Settlement Special Fund for debt service 
amounted to $9,926 in 2014 and 2013. 

The revenue bonds are paid from certain unrestricted revenues in annual installments, including 
semi-annual interest payments ranging from $490 to $15,906 with the final payment due in October 
2040. Series 2006A, 2009A, 2010 and 2012A(R) bonds interest is payable semi-annually on 
April 1 and October 1, and the principal is payable on October 1 of each year. The Refunding 
Series 2006A interest is payable semi-annually on January 15 and July 15, and the principal is 
payable on July 15 of each year. The Bond Resolution adopted on May 17, 2002 and 
supplemented, stipulates that all available moneys on deposit in any special fund or revolving fund 
of the University, excluding moneys on deposit in the University Revenue - Undertakings Fund 
derived from the University Bond System, are pledged to the payment of the Refunding Series 
2006A bonds, interest and premiums (if any). All available moneys on deposit in any special fund 
or revolving fund of the University, including moneys on deposit in the University Bond System, 
are pledged to the payment of the Series 2006A, 2009A, 2010 and 2012A(R) bonds, interest and 
premiums (if any). 

The University entered into continuing disclosure certificates for the benefit of revenue 
bondholders, where it agreed to provide certain financial information and operating data relating to 
the University with respect to its revenue bonds to the Municipal Securities Rulemaking Board. 
The University, based on consultation with its bond counsel and bond underwriter, has complied 
in all material respects with the continuing disclosure requirements. 
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At June 30, 2014, future maturities of revenue bonds are as follows: 

Year ending June 30, 
2015 
2016 
2017 
2018 
2019 
2020-2024 
2025-2029 
2030-2034  
2035-2039  
2040-2041 

Principal 	Interest 

$ 	15,345 $ 	29,852 
17,115 29,126 
17,700 28,393 
18,585 27,651 
18,065 26,836 

102,020 120,402 
122,520 92,999 
137,500 60,491 
113,195 25,845 

31,885 1,943 

$ 593,930 $ 443,538 

Bond Premiums 
Activity related to the premiums on general obligation and revenue bonds for the years ended 
June 30, 2014 and 2013 is as follows: 

Beginning 	 Ending 
Series 	Balance Additions Reductions Balance 

2014 
John A. Burns School of Medicine 
University's Cancer Center 
Various construction projects 
General obligation 
General obligation 

Total bond premiums 

Ref 2006A 	$ 1,314 	$ 	- 	$ 	58 
2010A 	 1,395 	 - 	365 
2010B 	 1,976 	 - 	465 
DB 	 9 	 - 	 5 
DG 	 2 	 - 	 I 

	

$ 4,696 	$ 	- $ 894  

$ 1,256 
1,030 
1,511 

4 
I 

$ 3,802 

2013 
John A. Burns School of Medicine 
University's Cancer Center 
Various construction projects 
General obligation 
General obligation 

Total bond premiums 

Ref 2006A 	$ 1,383 
2010A 1,777 
2010B 2,447 
DB 15 
DG 3 

$ 	5,625 

$ 	- $ 69 	$ 1,314 
- 	382 	1,395 
- 	471 	1,976 
- 	 6 	 9 
- 	 1 	 2 

$ 	- $ 929 	$ 4,696 

Note Payable 
On May 4, 2012, the University entered into a five-year, unsecured loan agreement ('Note) 
with Hawaii Regional Center LP Ill ("Lender") for a commitment amount not to exceed $18,000, 
subject to certain limitations. The proceeds were used to facilitate and fund construction of the 
UH-West O'ahu campus located in Kapolei, Hawai'i. 

The Note bears interest at the rate of 1.5% per annum and is due and payable semi-annually to the 
Lender on January 1 and July 1 each year until the Note has been paid in full. Under the terms of 
the Note, repayment each fiscal year is limited and subject to specific appropriations by the State to 
make such payments. The Note matures on July 16, 2017, at which time the unpaid principal will 
be due. As of June 30, 2014, $17,000 remains outstanding. 
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12. Line of Credit (Research Corporation) 

The Research Corporation has a revolving line of credit with First Hawaiian Bank in the amount of 
$5,000 for short-term working capital, expiring on February 1, 2015. The terms of the revolving line 
of credit require repayment as specified in the credit agreement. All borrowings are collateralized 
by a security agreement over the Research Corporation's accounts receivable. The rate of interest 
on borrowings was 3.28 percent at June 30, 2014 and 2013. At June 30, 2014 and 2013, there 
were no borrowings under this line. 

13. Property Leases 

The University has entered into real property operating lease agreements with future minimum 
payments as follows: 

Lease 
Amount 

Year ending June 30, 
2015 $ 	2,612 
2016 1,650 
2017 1,300 
2018 ,247 1 
2019 642 
2020-2024 615 
2025-2029 
Thereafter 1,789 

$ 	10,189 

Rent expense for outside space for the years ended June 30, 2014 and 2013 approximated 
$10,195 and $8,366, respectively. 

14. Employee Benefits 

Employees' Retirement System 
Substantially all eligible employees of the University are members of the Employees' Retirement 
System of the State of Hawaii (ERS"), a cost-sharing, multiple-employer, public employee 
retirement plan. The ERS provides retirement benefits as well as death and disability benefits. 

Prior to July 1, 1984, the ERS consisted only of a contributory option. In 1984, legislation was 
enacted to add a new noncontributory option for members of the ERS who are also covered under 
Social Security. Persons employed in positions not covered by Social Security are precluded from 
the noncontributory option. The noncontributory option provides for reduced benefits and covers 
most eligible employees hired after June 30, 1984. Employees hired before that date were allowed 
to continue under the contributory option or to elect the new noncontributory option and receive 
a refund of employee contributions. All benefits vest after five and ten years of credited service 
under the contributory and noncontributory options, respectively. Both options provide a monthly 
retirement allowance based on the employee's age, years of credited service and average final 
compensation ('AFC"). If the employee became a member prior to January 1, 1971, the AFC is 
the average salary earned during the five highest paid years of service, including the vacation 
payment, or three highest paid years of service, excluding the vacation payment. The AFC for 
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members hired on or after that date is based on the three highest paid years of service, excluding 
the vacation payment. Contributions are based upon negotiated collective bargaining agreements, 
and the majority is funded by the State general fund as accrued. Subsequently, if an employee is 
paid from another funding source, contributions will be made from that same source. Effective 
July 1, 2005, employer contribution rates are a fixed percentage of compensation, including the 
normal cost plus amounts required to pay for the unfunded actuarial accrued liability. 

On July 1, 2006, a new hybrid contributory plan became effective pursuant to Act 179, SLH of 
2004. Members in the hybrid plan will be eligible for full retirement benefits at age 62 with 5 years 
of credited service or age 55 with 30 years of credited service. Members will receive a benefit 
multiplier of two percent for each year of credited service in the hybrid plan. The benefit payment 
options are similar to the current contributory plan. Almost 58,000 current members, all members 
of the noncontributory plan and certain members of the contributory plan were eligible to join the 
new hybrid plan. Most of the new employees hired from July 1, 2006 will be required to join the 
hybrid plan. 

Contribution requirements are not actuarially determined, but are established by the Hawaii 
Revised Statues ("HRS") Chapter 88 and amended by the Hawai'i State Legislature. The funding 
method used to calculate the total employer contribution requirement is the Entry Age Normal 
Actuarial Cost Method. The employee contribution rate is 7.8 percent of salary for the Contributory 
Plan and 6.0 percent of salary for the Hybrid Plan. There is no employee contribution for the 
Noncontributory Plan. Employer contributions are calculated as part of the State's total contribution 
requirements and are reimbursed to the State's General Fund as part of the fringe benefit rate on 
the University employees' actual salaries. The required employer contributions for the years ended 
June 30, 2014, 2013 and 2012 were $87,753, $84,154 and $75,497, respectively. Effective July 1, 
2008, the employer contribution rate increased from 13.75 percent to 15.00 percent of salary. 

Actuarial valuation is prepared for the entire ERS and not separately computed for the University. 
Information on vested and nonvested benefits and other aspects of the ERS is also not available 
at the University level. 

ERS issues a Comprehensive Annual Financial Report ("CAFR") that includes financial statements 
and required supplementary information which may be obtained from the following address: 

Employees' Retirement System of the State of Hawaii 
210 Merchant Street, Suite 1400 

Honolulu, Hawaii 96813 

Basis of Accounting 
The financial statements of the ERS are prepared using the accrual basis of accounting. Employer 
and member contributions are recognized in the period in which the contributions are due. Benefits 
and refunds are recognized when due and payable in accordance with the terms of the plan. 

Method Used to Value Investments 
Plan investments are reported at fair value. Where appropriate, the fair value includes disposition 
costs. Short-term investments are reported at cost, which approximates fair value. Securities 
traded on a national or international exchange are valued at the last reported sales price at current 
exchange rates. Mortgages are valued on the basis of future principal and interest payments, 
and are discounted at prevailing interest rates for similar instruments. The fair value of real estate 
investments and real estate owned are based on independent appraisals and estimated values. 
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Other Benefits - 
The State absorbs the fringe benefit cost for employees paid from State and federal appropriations. 
In fiscal years 2014 and 2013, the State appropriated funds to the Department of Budget and 
Finance to pay for these fringe benefit costs on behalf of the University. Fringe benefit costs 
included in total revenue and total expenditures amounted to $168,891 and $154,757 for fiscal 
years 2014 and 2013, respectively. 

All regular employees, with certain exceptions, earn vacation leave at the rate of 14 hours for 
each month of service. Employees who are entitled to annual vacation may accumulate for the 
succeeding year or years up to 15 working days annual vacation allowance, provided that the total 
accumulation shalt not exceed 90 working days at the end of the calendar year. Accumulated 
vacation leave, earned, but not taken, is reflected as an accrual in the accompanying consolidated 
financial statements. When termination of services takes place, the employees are paid for their 
vacation allowance in a lump sum. 

Sick leave accumulates at the rate of 14 hours for each full month of service without limit, but 
can be taken only in the event of an illness and is not convertible to pay upon termination of 
employment. Accordingly, accumulated sick leave, earned but not taken, is not reflected as an 
accrual in the accompanying consolidated financial statements. Employees who retire with 60 
days of unused sick leave are entitled to three months of service credit in the ERS. For each 
additional 20 days, or major fraction thereof, of unused sick leave they have in excess of 60 days, 
their service period is increased by one month. As of June 30, 2014 and 2013, accumulated sick 
leave approximated $428,237 and $406,973, respectively. 

The University's regular employees may enter into deferred compensation arrangements directly 
with authorized insurance companies or agencies through a payroll deduction plan. Accordingly, 
the University has no deferred compensation or withholding payable. 

The University manages its workers' compensation program. Medical related payments for fiscal 
years 2014 and 2013 were $2,080 and $2,146, respectively. Temporary wage loss payments for 
fiscal years 2014 and 2013 amounted to $577 and $625, respectively. 

15. Postemployment Benefits Other than Pensions 

In addition to providing pension benefits, the State of Hawai'i, pursuant to HRS Chapter 87, 
provides other postemployment benefits ("OPEB") such as health care and life insurance benefits 
to all retired University employees. Effective July 1, 2007, the University implemented GASB 
Statement 45, Accounting and Financial Reporting by Employers for Postemployment Benefits 
Other Than Pensions, prospectively which establishes standards for the measurement, recognition 
and display of OPEB expense and related liabilities, note disclosure and required supplementary 
information in the financial reports. 

50 



University of Hawai'i 
State of Hawai'i 
Notes to Consolidated Financial Statements 
June 30, 2014 and 2013 
(All dollars reported in thousands) 

Plan Description 
The State contributes to the Hawai'i Employer-Union Health Benefits Trust Fund ("EUTF"), an 
agent, multiple-employer defined benefit plan that replaced the Hawaii Public Employees Health 
Fund effective July 1, 2003, pursuant to Act 88, SLH of 2001. The EUTF was established to 
provide a single delivery system of health benefits for state and county workers, retirees and 
their dependents. The EUTF issues a publicly available financial report that includes financial 
statements and required supplementary information. That report may be obtained by writing to: 

Hawaii Employer-Union Health Benefits Trust Fund 
City Financial Tower 

210 Merchant Street, Suite 1520 
Honolulu, Hawai'i 96813 

For employees hired before July 1, 1996, the State pays the entire base monthly contribution for 
employees retiring with 10 years or more of credited service, and 50 percent of the base monthly 
contribution for employees retiring with fewer than ten years of credited service. Retirees may 
elect a family plan to cover dependents. 

For employees hired after June 30, 1996, but before July 1, 2001, and who retire with less than 
10 years of service, the State makes no contributions. For those retiring with at least 10 years, 
but fewer than 15 years of service, the State pays 50 percent of the base monthly contribution. 
For those retiring with at least 15 years, but fewer than 25 years of service, the State pays 75 
percent of the base monthly contribution. For those employees retiring with at least 25 years of 
service, the State pays 100 percent of the base monthly contribution. Retirees in this category 
may elect a family plan to cover dependents. 

For employees hired on or after July 1, 2001 and who retire with less than 10 years of service, 
the State makes no contributions. For those retiring with at least 10 years, but fewer than 15 years 
of service, the State pays 50 percent of the base monthly contribution. For those retiring with at 
least 15 years, but fewer than 25 years of service, the State pays 75 percent of the base monthly 
contribution. For those employees retiring with at least 25 years of service, the State pays 100 
percent of the base monthly contribution. Only single plan coverage is paid for retirees in this 
category. Retirees may elect family coverage, but must pay the difference. 
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Funding Policy and Annual OPEB Cost 
Employer contributions are financed on a pay-as-you-go basis. The University's contributions are 
calculated as part of the State's total contribution requirements and are reimbursed to the State's 
General Fund as part of the fringe benefit rate on the University employees' actual salaries. 
The University's annual OPEB cost is calculated based on the annual required contribution of 
the employer ("ARC"), an amount actuarially determined in accordance with the parameters of 
GASB Statement No. 45. The ARC represents a level of funding that, if paid on an ongoing basis, 
is projected to cover normal cost each year and to amortize any unfunded actuarial liabilities over 
a period not to exceed thirty years. The following tables present the annual OPEB cost and the 
percentage of annual OPEB cost contributed to the plan for the fiscal year ended June 30, 2014: 

Projected June 30, 2014 Net OPEB Obligation ("NOO") 

July 1, 2013 net OPEB obligation 	 $ 	514,364 

Plus: Annual OPEB cost 	 106,832 
Less: Employer contributions (estimated "pay as you go" method) 	 42,000 

Equals: Expected June 30, 2014 net OPEB obligation 	 $ 	579,196 

The University remitted $56,972 and $53,598 in State assessed OPEB contributions for the years 
ended June 30, 2014 and 2013, respectively. The University's actuarially determined minimum 
OPEB contribution was $42,000 and $41,700 for the years ended June 30, 2014 and 2013, 
respectively. The difference between the State assessed and University actuarially determined 
OPEB contribution is reported net with Transfers from (to) State for Fringe Benefits in the 
accompanying Consolidated Statements of Revenues, Expenses and Changes in Net Position. 

OPEB Summary 

Fiscal Year 
Ending 

Annual 
OPEB Cost 

Percentage of Annual 
OPEB Cost Contributed 

Net OPEB 
Obligation 

June 3O,2014 $106,832 39.3% $579,196 

June 30, 2013 $142,602 29.2% $514,364 

June 30, 2012 $136,078 30.6% $413,462 
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Funded Status 
Actuarial valuations represent a long-term perspective and involve estimates of the value of 
reported amounts and assumptions about the probability of occurrence of events far into the future. 
Examples include assumptions about future employment, mortality, investment return and health 
care cost trends. The projection of benefits does not explicitly incorporate the potential effects of 
the results of collective bargaining discussions on the contribution rate. Actuarially determined 
amounts are subject to periodic revisions as actual rates are compared with past expectations 
and new estimates are made about the future. 

Actuarial value of assets 	 $ 	- 
Actuarial accrued liability 	 1,185,790 

Unfunded actuarial accrued liability (UAAL") 	 $ 1,185,790 

Funded ratio 	 0% 

Covered payroll (active plan members) 	 $ 	550,758 

UAAL as a percentage of covered payroll 	 215.3% 

The schedule of funding progress, presented as required supplementary information following the 
notes to the financial statements, is designed to present multiyear trend information that shows 
whether the actuarial value of plan assets is increasing or decreasing over time relative to the 
actuarial accrued liabilities for benefits. 

Actuarial Methods and Assumptions 
Projections of benefits for financial reporting purposes are based on the plan and include the types 
of benefits provided at the time of each valuation and the historical pattern of sharing of benefit 
costs between the employer and plan members to that point. The actuarial methods and 
assumptions used include techniques that are designed to reduce the effects of short-term volatility 
in actuarial accrued liabilities and the actuarial value of assets, consistent with the long-term 
perspective of the calculations. Significant methods and assumptions used were as follows: 

State of Hawaii actuarial valuation date 
	

July 1, 2013 

Actuarial cost method 
	

Entry age normal 

Amortization method 
	

Level percentage, closed 

Amortization period 
	

30 years 

Asset valuation method 
	

Not applicable 

Actuarial assumptions 
Investment rate of return 
	

4% 
Projected salary increases 

	
3.5% 

Health care inflation rate 
Medical and Rx Pre-65 
	

9.5% initial, 5% ultimate 
Medical and Rx Post-65 
	

10.0% initial, 5% ultimate 
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16. Other Noncurrent Liabilities 

Other noncurrent liabilities at June 30, 2014 and 2013 are comprised of: 

2014 	2013 

Liabilities under split interest agreements 
Amounts held for others 
Unearned revenue on pending sale of real estate 
Other 

17. State Appropriations 

$ 	6,889 	$ 6,488 
3,182 2,946 

- 5,150 
2,800 2,430 

$ 	12,871 	$ 17,014 

By statutory provision, the University prepares a biennium budget for its programs. Budgeted 
expenditures are derived primarily from the General Appropriations Act and from other specific 
appropriations acts in various Session Laws of Hawaii (SLH"). 

An allotment system and encumbrance accounting are utilized by the University for statutory 
budgetary control purposes. Obligations in the form of purchase orders or contracts are recorded 
as encumbrances at the time purchase orders or contracts are awarded and executed. To the 
extent they are not expended or encumbered, general fund appropriations generally lapse at the 
end of the fiscal year. The Hawai'i State Legislature specifies the lapse date and any other 
particular conditions relating to terminating the authorizations for other appropriations. 

Act 122, SLH 2014 Section 35, provided $101,013 in general fund appropriations directly to the 
Department of Budget and Finance to pay for debt service on general obligation bonds issued for 
the University. As a result, the University itself received no appropriations and made no transfers 
for debt service on general obligation bonds for the year ended June 30, 2014. 

Act 164, SLH 2011 Section 32, provided $97,770 in general fund appropriations directly to the 
Department of Budget and Finance to pay for debt service on general obligation bonds issued for 
the University. As a result, the University itself received no appropriations and made no transfers 
for debt service on general obligation bonds for the year ended June 30, 2013. 

The net amount of the University's State general and capital appropriations for the years ended 
June 30, 2014 and 2013 were $391,266 and $142,029 and $374,280 and $128,186, respectively. 
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Net general and capital appropriations for the year ended June 30, 2014 were as follows: 

General appropriations 
Act 134, SLH 2013, Appropriation Warrant No. 35 $ 	386,721 
Act 237, SLH 2013, Appropriation Warrant No. 89 500 
Act 272, SLH 2013, Appropriation Warrant No. 97 100 
Act 275, SLH 2013, Appropriation Warrant No. 89 150 
Total funds lapsed (158) 
Collective bargaining adjustment 3,953 

Total general appropriations $ 	391,266 

Capital appropriations 
Act 134, SLH20I3 	 $ 	83,900 
Sections 39 & 71 of Act 134, SLH 2013 	 51,940 
Section 39 of Act 134, SLH 2013 	 10,000 
Total funds lapsed 	 (3,811) 

Total capital appropriations 	 $ 	142,029 

Net general and capital appropriations for the year ended June 30, 2013 were as follows: 

General appropriations 
Act 164, SLH 2011, Appropriation Warrant No. 18 
Act 129, SLH 2012, Appropriation Warrant No. 57 
Total funds lapsed 
Collective bargaining adjustment 
Executive restrictions 

Total general appropriations 

Capital appropriations 
Act 164, SLH20II, as Amended by Act 106, SLH 2012 
Sections 36 & 37 of Act 164, SLH 2011, 
as Amended by Act 106, SLH 2012 
Section 36 of Act 164, SLH 2011, 
as Amended by Act 106, SLH 2012 

Act 164, SLH20II 
Total funds lapsed 

Total capital appropriations 

$ 377,460 
30 

(77) 
120 

(3,253) 

$ 374,280 

51,163 

68,976 

825 
7,500 
(278) 

$ 128,186 
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18. Blended Component Information 

The following condensed combining information summarizes the individual components of the 
University's consolidated financial position, results of operations and cash flows as of and for the 
years ended June 30, 2014 and 2013: 

Condensed Consolidating Statements of Net Position 

Assets and deferred outflows of resources 
Current assets 
Interdepartmental receivables 
Capital assets, net 
Other assets 

Total assets 

Deferred outflows of resources 

Total deferred outflows of resources 

Total assets and deferred outflows 
of resources 

2014 
Research Consolidation 

University Corporation Foundation Adjustments Total 

$ 	405,372 $ 	47,182 $ 	21,859 $ 	- $ 	474,413 
31,303 5,559 11,135 (47997) - 

2,068,363 1,273 2,214 - 2,071,850 
498,357 - 416,541 3,465 918,363 

3,003,395 54,014 451,749 (44,532) 3,464,626 

5,576 - - - 5,576 

5,576 - - - 5,576 

$ 3,008,971 	$ 	54,014 	$ 	451,749 	$ 	(44,532) $ 3,470,202 

Liabilities 
Current liabilities $ 	251,331 	$ 11,007 $ 	1,245 $ 	- $ 	263,583 
Interdepartmental payables 5,675 28,607 4,318 (38,600) - 
Noncurrent liabilities 1,230,800 4,222 10,071 - 1,245,093 

Total liabilities 1,487,806 43,836 15,634 (38,600) 1,508,676 

Net position 
Net investment in capital assets 1,516,182 1,273 2,214 - 1,519,669 
Restricted 

Nonexpendable 10,493 - 216,999 (9,359) 218,133 
Expendable 381,474 - 213,131 3,465 598,070 

Unrestricted (386,984) 8,905 3,771 (38) (374,346) 

Total net position 1,521,165 10,178 436,115 (5,932) 1,961,526 

Total liabilities and net position $ 	3,008,971 	$ 54,014 $ 	451,749 $ 	(44,532) $ 	3,470,202 
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2013 
Research Consolidation 

University Corporation Foundation Adjustments Total 

Assets and deferred outflows of resources 
Current assets $ 	443,800 $ 	46,286 $ 	36,144 $ 	- $ 526,230 
Interdepartmental receivables 38,635 12,331 3,315 (54,281) - 
Capital assets, net 2,023,921 983 2,216 - 2,027,120 
Other assets 521,111 - 332,911 (6,718) 847,304 

Total assets 3,027,467 59,600 374,586 (60,999) 3,400,654 

Deferred outflows of resources 5,883 - - - 5,883 

Total deferred outflows of resources 5,883 - - - 5,883 

Total assets and deferred outflows 
of resources $ 	3,033,350 $ 	59,600 $ 	374,586 $ 	(60,999) $ 3406,537 

Liabilities 
Current liabilities $ 	254,364 $ 	12,446 $ 	2,944 $ 	- $ 269,754 
Interdepartmental payables 14,059 33,867 3,040 (50,966) - 
Noncurrent liabilities 1,186,583 3,869 9,434 - 1,199,886 

Total liabilities 1,455,006 50,182 15,418 (50,966) 1,469,640 

Net position 
Net investment in capital assets 1,479,075 983 2,216 - 1,482,274 
Restricted 

Nonexpendable 10,493 - 200,104 (3,259) 207,338 
Expendable 377,176 - 159,672 (6,718) 530,130 

Unrestricted (288,400) 8,435 (2,824) (56) (282,845) 

Total net position 1,578,344 9,418 359,168 (10,033) 1,936,897 

Total liabilities and net position $ 	3,033,350 $ 	59,600 $ 	374,586 $ 	(60,999) $ 3,406,537 
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Condensed Consolidating Statements of Revenues, Expenses and Changes in Net Position 

2014 
Research Consolidation 

University Corporation Foundation Adjustments Total 

Operating revenues 
Student tuition and fees, net $ 	249,334 $ 	- $ 	- $ 	(957) $ 	248,377 
Federal appropriations, grants and contracts 357,185 4,708 - (4,708) 357,185 
State and local grants and contracts 28,992 2,290 - (1,210) 30,072 
Nongovernmental sponsored programs 49,585 - - (9,786) 39,799 
Sales and services of educational 
departments, other 30,276 - 5,667 (3,000) 32,943 

Auxiliary enterprises 97,936 - - - 97,936 
Other operating revenues 529 - 2,406 - 2,935 

Total operating revenues 813,837 6,998 8,073 (19,661) 809,247 

Operating expenses 
Depreciation 109,211 211 36 - 109,458 
Other operating expenses 1,517,767 6,120 49,754 (23,243) 1,550,398 

Total operating expenses 1,626,978 6,331 49,790 (23,243) 1,659,856 

Operating income (loss) (813,141) 667 (41,717) 3,582 (850,609) 

Nonoperating activity 
Nonoperating revenues (expenses) 445,258 93 103,062 (3,564) 544,849 
Capital contributions and additions to 
permanent and term endowments 141,582 - 15,602 (6,100) 151,084 

Special and extraordinary items - - - - - 
Transfers 179,305 - - - 179,305 

Total nonoperating activity 766,145 93 118,664 (9,664) 875,238 

Increase (decrease) in net position (46,996) 760 76,947 (6,082) 24,629 

Net position 
Beginning of year 1,571,628 9,418 359,168 (3,317) 1,936,897 

End ofyear $ 	1,524,632 $ 	10,178 $ 	436,115 $ 	(9,399) $ 	1,961,526 
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2013 
Research Consolidation 

University Corporation Foundation Adjustments Total 

$ 	243,009 $ 	- $ 	- $ 	(1,198) 	$ 241,811 
352,805 4,284 - (4,284) 352,805 

27,982 1,883 - (919) 28,946 
41,657 - - (8,615) 33,042 

36,594 - 5,480 (3,000) 39,074 
94,199 - - (62) 94,137 

520 - 2,469 - 2,989 

796,766 6,167 7,949 (18,078) 792,804 

106,428 166 37 - 106,631 
1,504,120 5,705 47,393 (22,067) 1,535,151 

1,610,548 5,871 47,430 (22,067) 1,641,782 

(813,782) 296 (39,481) 3,989 (848,978) 

430,039 67 60,059 (3,838) 486,327 

140,927 - 13,899 771 155,597 

172,757 - - - 172,757 

743,723 67 73,958 (3,067) 814,681 

(70,059) 363 34,477 922 (34,297) 

1,641,687 9,055 324,691 (4,239) 1,971,194 

$ 	1,571,628 	$ 9,418 $ 	359,168 $ 	(3,317) $ 	1,936,897 

Operating revenues 
Student tuition and fees, net 
Federal appropriations, grants and contracts 
State and local grants and contracts 
Nongovernmental sponsored programs 
Sales and services of educational 
departments, other 

Auxiliary enterprises 
Other operating revenues 

Total operating revenues 

Operating expenses 
Depreciation 
Other operating expenses 

Total operating expenses 

Operating income (loss) 

Nonoperating activity 
Norioperating revenues (expenses) 
Capital contributions and additions to 
permanent and term endowments 
Special and extraordinary items 
Transfers 

Total nonoperating activity 

Increase (decrease) in net position 

Net position 
Beginning of year (as restated) 

End of year 

Condensed Consolidating Statements of Cash Flows 

2014 
Research 

University Corporation Foundation Total 

Net cash provided by (used in) 
Operating activities $ 	(514,055) $ 	3,903 $ 	(4,818) $ 	(514,970) 
Noricapital financing activities 492,741 - 15,786 508,527 

Capital and related financing activities (49,945) (501) - (50,446) 
Investing activities 59,109 90 (16,707) 42,492 

Total change in cash (12,150) 3,492 (5,739) (14,397) 

Cash and cash equivalent balances 
Beginning of year 35,296 33,819 9,589 78,704 

End ofyear $ 	23,146 $ 	37,311 $ 	3,850 $ 	64,307 
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2013 
Research 

University Corporation Foundation Total 

Net cash provided by (used in) 
Operating activities 
Noncapital financing activities 
Capital and related financing activities 
Investing activities 

Total change in cash 

Cash and cash equivalent balances 
Beginning of year 

End of year 

$ 	(546,100) 	$ 253 $ 	(7,613) $ 	(553,460) 
487,525 - 13,559 501,084 

(110,006) (95) - (110,101) 
191,972 1,064 (7,422) 185,614 

23,391 1,222 (1,476) 23,137 

11,905 32,597 11,065 55,567 

$ 	35,296 	$ 33,819 $ 	9,589 $ 	78,704 

19. Litigation, Other Contingent Liabilities and Commitments 

Hawai'i Revised Statutes §304A-108 stipulates that any liability arising from a claim, action, or 
suit brought against the University shall be payable solely from the moneys and property of the 
University and shall not constitute a general obligation of the State. The Board of Regents is not 
precluded from requesting and securing legislative appropriations to fund the settlement of any 
such claim or judgment against the University. 

The University is contingently liable in connection with certain other claims and contracts, including 
those currently in litigation, arising in the normal course of its activities. Although there are inherent 
uncertainties in any litigation, the University's management and general counsel are of the opinion 
that the outcome of such matters will not have a material effect on the University's financial 
position. 

Substantial amounts are received and expended by the University under federal and state 
programs which are subject to audit by cognizant governmental agencies and independent auditors 
under OMB Circular A-I 33. This funding relates to research, student aid and other programs. 
University management believes that any liabilities arising from such audits will not have a material 
effect on the University's financial position. 

The State and the Office of Hawaiian Affairs (OHA") are involved in an ongoing dispute relating 
to certain lands transferred by the former Republic of Hawai'i to the United States which were 
reconveyed to the State upon Hawai'i's admission to the Union in 1959. These lands (collectively, 
the "ceded lands") are the subject of a number of claims, litigation and legislation, which are being 
addressed by the State on behalf of all State agencies, including the University. These matters are 
more fully described in the State's Comprehensive Annual Financial Report ("CAFR") that includes 
financial statements and required supplementary information which may be obtained from the 
following address: 

State of Hawaii Department of Accounting and General Services 
1151 Punchbowl Street 

Honolulu, Hawai'i 96813 
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Although the ultimate outcome and financial impact to the University of these OHA matters are 
not presently known, the University has come to an agreement with the State with respect to the 
University's estimated pro rata portion of its obligation due to OHA related to revenues generated 
from ceded lands. The University's financial statements reflect the liabilities and disbursements 
in connection with this agreement. 

Risk Management 
In general, the University obtains third party insurance coverage directly from third party insurers 
or is covered under the umbrella of the State's insurance program. However, the University is 
partially or entirely self-insured for certain risks, such as unemployment and workers' compensation 
claims. 

Construction and Other Contracts 
The University is committed under contracts awarded for construction and other services. These 
commitments amounted to approximately $207,076 and $250,036 as of June 30, 2014 and 2013. 

Collective Bargaining Agreements 
The Board of Regents, as a public employer, is mandated by Hawai'i Revised Statutes ("HRS"), 
Chapter 89 to negotiate with and enter into written agreements with exclusive representatives 
(i.e., unions) on matters of wages, hours and conditions of employment affecting University 
personnel included in various bargaining units. These written agreements, also known as 
collective bargaining agreements ("CBA") or successor agreements, including supplemental 
agreements, memorandums of agreement, and memorandums of understanding, reached outside 
of these successor agreements, cover wages, hours, contributions to the Employer-Union Trust 
Fund, and other terms and conditions of employment subject to collective bargaining. 

Depending on the nature of their positions, most employees working at the University are included 
in a bargaining unit ("BU") as defined in HRS §89-6(a). Civil service personnel (e.g., blue collar 
non-supervisory/supervisory, white collar non-supervisory/supervisory, registered professional 
nurses, and institutional and health positions) working at the University are included in BUs 1, 2, 3, 
4, 9 and 10. Non-civil service positions such as faculty members and administrative, professional 
and technical ("APT") staff are Board of Regents ('BOR") appointees and are included in BUs 7 
and 8, respectively. As such, the University is responsible for properly administering the eight 
CBAs associated with aforementioned BUs. 

Pursuant to mutually agreed upon terms specified in CBAs effective from July 1, 2011 through 
June 30, 2013, certain employees within BUs 1, 2, 3, 4, 8 and 10 were subjected to a 5% salary 
reduction during fiscal years 2012 and 2013. Thereafter, multi-year, successor CBAs for BUs 1, 2, 
3, 4, 8 and 10 were reached between the unions and the Employer in 2013. CBAs pertaining to 
BUs 2, 3, 4 and 8 are now effective for the duration of July 1, 2013 through June 30, 2015. CBAs 
pertaining to BUs 1 and 10 are now effective for the duration of July 1, 2013 through June 30, 
2017. The aforementioned CBAs stipulate across-the-board ("ATB") salary increases or changes 
to salary schedules that effectively increase salaries in each year covered by the terms of these 
agreements which have already been legislatively approved. 

The Unit 7 faculty members of the University are currently under a six-year CBA covering the 
period July 1, 2009 through June 30, 2015. The subject Unit 7 CBA included a provision to 
temporarily reduce the salaries of faculty paid by appropriated funds by 6.667 % for 18 months 
beginning January 1, 2010. Effective July 1, 2011, the salaries of faculty members subjected to the 
temporary reduction were restored to December 31, 2009 rates (plus any subsequent promotions 
or special salary adjustments). The Unit 7 CBA stipulates that faculty who were subjected to the 
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mandated temporary salary reduction may be paid one-time lump sum payments equivalent up to 
the amount of the temporary reduction taken to be paid in fiscal years 2013 (25%), 2014 (25%), 
and 2015 (50%) all due on August 1st of each respective fiscal year. The Unit 7 CBA also provides 
for all faculty members to have their base salaries increased by 3% effective July 1, 2013 and 
July 1, 2014. 

On June 20, 2014 the University administration and the University of Hawai'i Professional 
Assembly ("UHPA") tentatively agreed to a two-year successor collective bargaining agreement 
covering the period July 1, 2015 to June 30, 2017. The tentative agreement was ratified in support 
by the Unit 7 faculty members on August 25, 2014. The successor agreement will provide a 4% 
across the board pay increase in each of the next two years, increases the minimum salaries to 
faculty members paid by rank, and negotiated EUTF contributions. The total cost is estimated at 
$32 million which is subject to legislative appropriations. 

Successor bargaining negotiations are underway between the University and the Hawaii 
Government Employees Association (HGEA") for Unit 8 APT employees of the University 
who are currently working on a contract that covers the period July 1, 2013 to July 1, 2015 

The University's employees in BU I - Blue Collar, Non-supervisory employees and BU 10 - 
Health, Institutional, and Correctional employees are working under a four-year (4) contract 
that covers the period July 1, 2013 to July 1, 2017. 

The State is currently in successor bargaining negotiations with the HGEA over BUs 2, 3, 4 and 9 
who are currently working under contracts that cover the period July 1, 2013 to July 1, 2015. 

In assessing the University's responsibilities to negotiate and administer CBAs, below are several 
considerations in regards to litigation, contingent liabilities and commitments: 

• Without exception, the BOR must participate with exclusive representatives in good-faith 
negotiations over the issue of wages, hours and conditions of work (as mandated by HRS 
§89-9[a]), for University personnel included in the applicable BUs. 

CBAs for civil service personnel (BUs 1, 2, 3, 4, 9 and 10) are negotiated by and between 
the State of Hawaii (including the BOR and other public employers), the respective Counties 
(including the City and County of Honolulu), the Hawaii Health Systems Corporation, and 
the Judiciary, with the exclusive representative of each bargaining unit. The exclusive 
representative for BUs I and 10 is the United Public Workers ("UPW') while the exclusive 
representative for BUs 2, 3, 4 and 9 is the Hawaii Government Employees Association 
("HGEA"). These CBAs for the aforementioned BUs are applicable to all civil service personnel 
working for the State which are represented by the State as a Department under the Executive 
Branch. 

CBAs for faculty members (BU 7) are negotiated by and between the Governor, the University 
President, and the BOR with UHPA, the exclusive representative for Faculty members. APT 
personnel (BU 8) are negotiated by and between the Governor, the University President, and 
the BOR with the HGEA who is the exclusive representative for the University's APTs. In 
contrast to CBAs for civil service personnel, the CBAs for BUs 7 and 8 are applicable only to 
the University as BOR appointees, specifically APT personnel and faculty members of the 
University. 
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• Failure of parties to achieve successor agreements during negotiations initiated on behalf 
of blue collar workers (BU 1) and/or faculty (BU 7) could result in work interruptions and/or 
stoppages that may hamper or halt University operations since these bargaining units still 
retain the right to strike. 

• If an impasse exists regarding successor negotiations involving BUs 2, 3, 4, 8, or 9, the BOR, 
along with the respective exclusive representatives and other public employers is subject to 
interest arbitration, whereby the decision of the arbitration panel and its cost items are subject 
to legislative appropriations and approval. 

• Once a successor agreement is reached and legislatively approved, the University has a 
responsibility and commitment to abide by all the terms set forth in the agreement. 

• As an employer of employees belonging to multiple bargaining units, the University may 
sometimes be subject to unforeseen labor costs related to the assertion of the most favored 
nation clause. 

• Improper administration, disputes regarding CBA interpretation, or a lack of adherence to 
CBAs could result in litigation and associated costs. 

Note: Certain employees, such as Executive/Managerial personnel and those whose 
responsibilities concern confidential matters affecting employee-employer relations, are excluded 
from collective bargaining pursuant to HRS §89-6; wages, hours and other terms and conditions 
of employment for these personnel are provided by law or action of the BOR, as applicable. 

[*] 
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Postemployment Benefits Other than Pensions 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Funding Progress 

Unfunded UAAL as a 
Actuarial Actuarial Actuarial Actuarial Annual Percentage 
Valuation Value of Accrued Accrued Funded Covered of Covered 

Date Assets Liability Liability Ratio Payroll Payroll 
(a) (b) (b) - (a) (a) / (b) (c) (b) - (a) 1(c) 

July 1, 2013 $0 $1,185,790 $1,185,790 0% $579,196 204.7% 

July 1, 2011 $0 $1,965,769 $1,965,769 0% $517,856 379.6% 

July 1, 2009 $0 $1,849,949 $1,849,949 0% $495,498 373.4% 
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/LA ~... C U I t Y,  
CERTIFIED PUBLIC ACCOUNTANTS 

Report of Independent Auditors on Supplemental Information 

To the Board of Regents 
University of Hawaii 

The report on our audits of the consolidated financial statements of the University of Hawaii as of 
June 30, 2014 and 2013, and for the years then ended, appears on pages 1 and 2. Those audits were 
conducted for the purpose of forming an opinion on the consolidated financial statements taken as 
a whole. The supplemental information (Schedules I, II, Ill, IV, V, VI, VII, VIII and IX) included hereinafter 
is presented for purposes of additional analysis and is not a required part of the consolidated financial 
statements. Such information is the responsibility of management and was derived from and relates 
directly to the underlying accounting and other records used to prepare the consolidated financial 
statements. The information has been subjected to the auditing procedures applied in the audit of the 
consolidated financial statements and certain additional procedures, including comparing and reconciling 
such information directly to the underlying accounting and other records used to prepare the consolidated 
financial statements or to the consolidated financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United States of America. 
In our opinion, the information is fairly stated in all material respects in relation to the consolidated 
financial statements as a whole. 

-A.1 1-ti 
Honolulu, Hawai'i 
February 12, 2015 

999 BISHOP STREET, Suim 1900 

	

an independent member f 	 HoNoluLu, HAWAII 96813 

	

BAKER TILLY 	 TELEPHONE: 808 5313400 F.csiMIIi: 808 5313433 
INTERNATIONAL 
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2014 2013 
Condensed statements of net position 
Assets 

Current assets $ 251,619 $ 308,613 
Noncurrent assets 2,207 2,172 

Total assets $ 253,826 $ 310,785 

Liabilities 
Current liabilities $ 80,830 $ 90,452 
Noncurrent liabilities 17,640 20,671 

Total liabilities 98,470 111,123 

Net position 
Unrestricted 155,356 199,662 

Total net position 155,356 199,662 

Total liabilities and net position $ 253,826 $ 310,785 

Condensed statements of revenues, expenses and 
changes in net position 

Operating revenues $ 346,444 $ 346,584 
Operating expenses 413,077 400,085 

Operating loss (66,633) (53,501) 

Nonoperating revenues and transfers 61,610 50,270 
Nonoperating expenses and transfers 39,283 59,108 

Change in net position (44,306) (62,339) 

Net position 
Beginning of year 199,662 262,001 

End of year $ 155,356 $ 199,662 

1. 	Basis of Presentation 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position present the financial position and results of 
operations of certain of the University's Special and Revolving Funds, which are pledged as 
collateral on the University's Series 2002A revenue bonds and Refunding Series 2006A bonds, 
and are presented on the accrual basis of accounting. The financial information of the Research 
Corporation of the University of Hawaii and the University of Hawai'i Foundation is not reflected 
in this schedule. 

In accordance with University policy, the University's liability for other postemployment benefits 
is not allocated internally to individual departments and funds. Accordingly, no liability for other 
postemployment benefits is reflected in this schedule. 
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2. 	Reclassifications 

Certain amounts in the 2013 condensed statement of revenues, expenses and changes in net 
position - Current Unrestricted Funds Excluding General Fund and University Bond System have 
been reclassified to conform to the 2014 presentation. Such reclassifications have no impact on 
the 2013 change in net position as previously reported. 
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2014 	2013 

Beginning balance 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Ending balance 

1. Basis of Presentation 

$ 6,100 $ 9,087 

	

7 	 8 

	

7 	 8 

	

480 	2,989 

	

5 	 6 

	

485 	2,995 

$ 5,622 $ 6,100 

The accompanying schedules of Series 2002A revenue bond proceeds activity present the sources 
and uses of Series 2002A revenue bond proceeds associated with the construction of the John A. 
Burns School of Medicine facility at Kaka'ako. The financial information of the Research 
Corporation of the University of Hawaii and the University of Hawaii Foundation is not reflected 
in this schedule. 

2. Refinancing 

In October 2006, the University refinanced a majority of the outstanding Series 2002A revenue 
bonds through the issuance of Refunding Series 2006A bonds. Proceeds from the State's 
settlement agreement with tobacco companies are expected to be utilized to service the 
outstanding balance of the new debt. 
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2014 	2013 
Condensed statements of net position 

Assets 
Current assets 
Noncurrent assets 

Total assets 

Liabilities 
Current liabilities 
Noncurrent liabilities 

Total liabilities 

Net position 
Unrestricted 

Total net position 

Total liabilities and net position 

Condensed statements of revenues, expenses and 
changes in net position 
Operating revenues 
Operating expenses 

Operating loss 

Nonoperating revenues and transfers 
Nonoperating expenses and transfers 

Change in net position 

Net position 
Beginning of year 

End of year 

1. 	Basis of Presentation 

$ 282,790 $ 341,536 

	

2,207 	2,175 

$ 284,997 $ 343,711 

$ 97,115 $ 109,012 

	

18,710 	21,795 

	

115,825 	130,807 

	

169,172 	212,904 

	

169,172 	212,904 

$ 284,997 $ 343,711 

$ 427,554 $ 423,035 
468,290 454,899 

(40,736) (31,864) 

61,893 50,619 
64,889 81,101 

(43,732) (62,346) 

212,904 	275,250 

$ 169,172 $ 212,904 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position present the financial position and results 
of operations of certain of the University's Special and Revolving Funds, which are pledged as 
collateral on the University's Series 2006A, 2009A, 2010A, 2010B and 2012A(R) revenue bonds, 
and are presented on the accrual basis of accounting. The financial information of the Research 
Corporation of the University of Hawai'i and the University of Hawai'i Foundation is not reflected 
in this schedule. 

In accordance with University policy, the University's liability for other postemployment benefits 
is not allocated internally to individual departments and funds. Accordingly, no liability for other 
postemployment benefits is reflected in this schedule. 



University of Hawai'i 
State of Hawaii 
Condensed Statements of Net Position 
Condensed Statements of Revenues, Expenses and Changes in Net Position 
Current Unrestricted Funds Excluding General Fund 
As of and for the Years Ended June 30, 2014 and 2013 
(All dollars reported in thousands) 	 Schedule Ill 

2. 	Reclassifications 

Certain amounts in the 2013 condensed statement of revenues, expenses and changes in net 
position - Current Unrestricted Funds Excluding General Fund have been reclassified to conform 
to the 2014 presentation. Such reclassifications have no impact on the 2013 change in net position 
as previously reported. 
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University of Hawai'i 
State of Hawai'i 
Schedules of Series 2006A Revenue Bond Proceeds Activity 
Years Ended June 30, 2014 and 2013 
(All dollars reported in thousands) 	 Schedule IV 

2014 	2013 
Beginning balance 	 $ 	4,295 $ 	6,835 
Additions 

Interest and investment income 	 3 	 7 
Total additions 	 3 	 7 

Deductions 
Payments - building, construction in progress, other 	 189 	2,543 
Management fees 	 3 	 4 

Total deductions 	 192 	2,547 
Ending balance 	 $ 	4,106 $ 	4,295 

1. 	Basis of Presentation 

The accompanying schedules of Series 2006A revenue bond proceeds activity present the sources 
and uses of Series 2006A revenue bond proceeds associated with the construction of the Frear 
Hall dormitory at the Mãnoa campus and repair and maintenance of various housing projects. The 
financial information of the Research Corporation of the University of Hawaii and the University of 
Hawaii Foundation is not reflected in this schedule. 

71 



2014 	2013 

$ 	17,011 	$ 	31,131 

27 
27 

8,438 
11 

8,449 

$ 	8,571 

14,124 
23 

14,147 

$ 	17,011 

University of Hawai'i 
State of Hawai'i 
Schedules of Series 2009A Revenue Bond Proceeds Activity 
Years Ended June 30, 2014 and 2013 
(All dollars reported in thousands) 	 Schedule V 

Beginning balance 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Ending balance 

1. 	Basis of Presentation 

The accompanying schedules of Series 2009A revenue bond proceeds activity present the sources 
and uses of Series 2009A revenue bond proceeds associated with the financing of costs of certain 
University projects. The financial information of the Research Corporation of the University of 
Hawai'i and the University of Hawaii Foundation is not reflected in this schedule. 
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University of Hawaii 
State of Hawai'i 
Schedules of Series 2010A Revenue Bond Proceeds Activity 
Years Ended June 30, 2014 and 2013 
(All dollars reported in thousands) 	 Schedule VI 

201 OA-1 2010A-2 

$ 	32,199 $ 	29,745 

19 58 
19 58 

32,096 2,023 
11 24 

32,107 2,047 
111 27,756 

- 26 
- 26 

- 	1,966 
- 	1,045 
- 

- 	3,033 

$ 	111 $ 24,749 

Balance at June 30, 2012 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 
Balance at June 30, 2013 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Transfers to State 
Management fees 

Total deductions 

Balance at June 30, 2014 

1. 	Basis of Presentation 

The accompanying schedules of Series 2010A-1 and Series 2010A-2 revenue bond proceeds 
activity present the sources and uses of the bond proceeds associated with construction and 
maintenance of the University's Cancer Center. The financial information of the Research 
Corporation of the University of Hawaii and the University of Hawaii Foundation is not reflected 
in these schedules. 
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201 OB-1 	2010B-2 

$ 	51,941 	$ 	19,411 

	

64 	 25 

	

64 	 25 

	

30,435 
	

6,072 

	

32 
	

13 

	

30,467 
	

6,085 

	

21,538 
	

13,351 

18 

27 18 

10,224 8,693 
12 7 

10,236 8,700 

$ 	11,329 	$ 4,669 

University of Hawai'i 
State of Hawai'i 
Schedules of Series 2010B Revenue Bond Proceeds Activity 
Years Ended June 30, 2014 and 2013 
(All dollars reported in thousands) 	 Schedule VII 

Balance at June 30, 2012 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 
Balance at June 30, 2013 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Balance at June 30, 2014 

1. 	Basis of Presentation 

The accompanying schedules of Series 2010B-1 and Series 2010B-2 revenue bond proceeds 
activity present the sources and uses of the bond proceeds associated with renovations and 
additions to the Mãnoa Campus Center, construction and equipment for an Information Technology 
Building, renovations to the Sinclair Library basement on the Manoa campus, further development 
of the West O'ahu campus, various energy conservation/efficiency projects on the community 
college campuses on O'ahu, Kauai and Maui, and the financing of costs of renovation and 
construction of other University projects. The financial information of the Research Corporation 
of the University of Hawai'i and the University of Hawaii Foundation is not reflected in these 
schedules. 
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University of Hawai'i 
State of Hawai'i 
Condensed Statements of Net Position 
Condensed Statements of Revenues, Expenses and Changes in Net Position 
University Bond System 
As of and for the Years Ended June 30, 2014 and 2013 
(All dollars reported in thousands) 	 Schedule VIII 

2014 2013 

Condensed statements of net position 
Assets and deferred outflows of resources 

Current assets $ 82,356 $ 79,591 
Capital assets, net 489,452 484,513 
Other assets 53,536 83,866 

Total assets 625,344 647,970 
Deferred outflows of resources 5 8 

Total deferred outflows of resources 5 8 

Total assets and deferred outflows of resources $ 625,349 $ 647,978 

Liabilities 
Current liabilities $ 31,972 $ 37,489 
Noncurrent liabilities 459,728 471,829 

Total liabilities 491,700 509,318 

Net position 
Net investment in capital assets 73,422 83,487 
Restricted expendable 1,037 1,065 
Unrestricted 59,190 54,108 

Total net position 133,649 138,660 

Total liabilities and net position $ 625,349 $ 647,978 

Condensed statements of revenues, expenses and 
changes in net position 
Operating revenues 

Bookstores $ 25,687 $ 27,265 
Room and other rentals 30,907 28,036 
Parking 6,186 6,643 
Telecommunications 3,527 3,766 
Other operating revenues 10,387 9,020 

Total operating revenues 76,694 74,730 

Operating expenses (including $20,601 and $17,040 
in depreciation expense in 2014 and 2013, respectively) (85,205) (80,716) 

Operating loss (8,511) (5,986) 

Nonoperating revenues 25,226 25,400 
Nonoperating expenses (21,726) (17,252) 

Change in net position (5,011) 2,162 

Net position 
Beginning of year (restated) 138,660 136,498 

End of year $ 133,649 $ 138,660 
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$ 	6,785 
5,578 

(40,259) 
754 

(27,142) 

$ 	2,368 
2,083 

(91,015) 
548 

(86,016) 

146,454 	232,470 

$ 119,312 $ 146,454 

University of Hawai'i 
State of Hawai'i 
Condensed Statements of Cash Flows 
University Bond System 
As of and for the Years Ended June 30, 2014 and 2013 
(All dollars reported in thousands) 	 Schedule IX 

2014 
	

2013 

Condensed statements of cash flows 
Net cash flows provided by operating activities 
Net cash flows provided by non-capital financing activities 
Net cash flows used in capital and related financing activities 
Net cash flows provided by investing activities 

Net decrease in cash and cash equivalents 

Cash and cash equivalents 
Beginning of year 

End of year 

1. 	Reporting Entity 

The University Bond System consists of several University projects funded by bond proceeds. 
The University projects, operated and maintained jointly as a system, include: (1) all existing 
University housing units located on the Mãnoa campus and connecting food service facilities; 
(2) the University's student center known as the Campus Center and food service activities on the 
Mãnoa campus; (3) all existing University housing units located on the Hilo campus and connecting 
food service facilities; (4) the telecommunication system located on the Mãnoa campus; (5) all 
existing bookstores located on any campus of the University; (6) the parking operations for the 
Mãnoa Campus which were financed in whole or in part from certain revenue or general obligation 
bonds; and (7) certain other University projects. 

The University Bond System's outstanding debt was issued pursuant to the bond resolution 
adopted in November 2001 and as amended and supplemented by supplemental resolutions 
adopted in November 2006, February 2009, August 2010 and January 2012. The bond resolutions 
established a network of the University consisting of the University Bond System and any 
University purpose which, at the election of the Board, is included in the network pursuant to a 
supplemental resolution. The bond resolutions provide that all revenues collected or received 
from the Network be used to support the Network (which includes the University projects of the 
University Bond System) and bond related expenses. 

2. 	Basis of Presentation 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position and condensed statement of cash flows 
present the financial position and results of operations of the University Bond System, and are 
presented on the accrual basis of accounting. 

In accordance with University policy, the University's liability for other postemployment benefits 
is not allocated internally to individual departments and funds. Accordingly, no liability for other 
postemployment benefits is reflected in this schedule. 
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University of Hawai'i 
State of Hawai'i 
Condensed Statements of Cash Flows 
University Bond System 
As of and for the Years Ended June 30, 2014 and 2013 
(All dollars reported in thousands) 	 Schedule IX 

3. New Accounting Pronouncements 

In 2014, the University adopted GASB Statement No. 65, Items Previously Reported as Assets and 
Liabilities. This Statement provides financial reporting guidance for proper classification and 
recognition of previously reported assets and liabilities as deferred inflows or deferred outflows of 
resources. Management has adopted the new standard in the University Bond System's 
condensed financial statements. Due to the adoption of GASB Statement No. 65 in fiscal year 
2014, the 2013 condensed financial statements were restated. The beginning net position as of 
July 1, 2012 was restated by approximately $240 from $136,738 to $136,498. 

4. Reclassifications 

Certain amounts in the 2013 condensed statement of revenues, expenses and changes in net 
position - University Bond System have been reclassified to conform to the 2014 presentation. 
Such reclassifications have no impact on the 2013 change in net position as previously reported. 
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ACcuitylLP 
CERTIFIED PUBLIC ACCOUNTANTS 

Report of Independent Auditors 

To the Board of Regents of the 
University of Hawai'i 

Report on the Financial Statements 
We have audited the accompanying consolidated financial statements of the University of Hawaii 
(the "University"), a component unit of the State of Hawaii, as of and for the years ended June 30, 2015 
and 2014, and the related notes to the consolidated financial statements, which collectively comprise 
the University's basic financial statements as listed in the accompanying index. 

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

Auditors' Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on 
our audits. We did not audit the financial statements of the University of Hawai'i Foundation (the 
"Foundation"), which represent 13.5 percent and 13.0 percent, respectively, of the total assets and 
deferred outflows of resources and 1.1 percent and 1.0 percent, respectively, of the total operating 
revenues of the University as of and for the years ended June 30, 2015 and 2014. Those financial 
statements were audited by other auditors whose reports thereon have been furnished to us, and our 
opinion expressed herein, insofar as it relates to the amounts included for the Foundation as of and for 
the years ended June 30, 2015 and 2014, are based solely on the reports of the other auditors. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the consolidated financial statements 
are free from material misstatement. 

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

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

999 BISHOP STREET, SUITE 1900 

HONOLULU, HAWAII 96813 
ndeedent me,nbe, f 	 TELEPHONE: 808 5313400 FACSIMILE: 808 5313433 

BAKER T1LIY 
INTERNATIONAL 



Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of the University of Hawaii, as of June 30, 2015 and 2014, and the 
changes in financial position and cash flows for the years then ended in accordance with accounting 
principles generally accepted in the United States of America. 

Emphasis of Matter 
As discussed in Note 1 t the basic financial statements, effective July 1, 2014, the University adopted 
new accounting guidance under Governmental Accounting Standards Board Statement No. 68, 
Accounting and Financial Reporting for Pensions - an amendment to Statement No. 27. Our opinion 
is not modified with respect to this matter. 

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

LLP 

Honolulu, Hawaii 
February 11, 2016 



University of Hawai'i 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2015 and 2014 

Introduction 

The following discussion and analysis provides an overview of the consolidated financial position and 
activities of the University of Hawaii (the "University") for the years ended June 30, 2015 and 2014, 
with selected information for the year ended June 30, 2013. This discussion has been prepared by 
management and should be read in conjunction with the financial statements and the notes thereto, 
which follow this section. 

Founded in 1907 under the auspices of the Morrill Act, the University is a land-grant, sea-grant and 
space-grant institution. The University system distinguishes itself through its Hawaiian, Asian and Pacific 
orientation and its position as one of the world's foremost multicultural centers for global and indigenous 
studies. Students are members of a population in which no one ethnic group constitutes a majority, and 
the educational experience is enriched by the diversity of cultures represented. 

The University is Hawaii's sole public higher education system and is governed by a Board of Regents 
consisting of fifteen members appointed by the Governor of the State of Hawaii. The University of 
Hawaii system is comprised of 10 campuses - seven community colleges (four on O'ahu, one on Kaua'i, 
one on Maui, and one on Hawaii), the University of Hawaii at Mãnoa, the University of Hawaii at Hilo, 
and the University of Hawaii at West Oahu. In Fall 2014, enrollment totaled 57,052 (85 percent 
undergraduate and 15 percent graduate students). Hawaii residents comprised 85 percent of all enrolled 
students, nearly 11 percent were from the U.S. mainland, and the remaining four percent of students 
were international students from over 100 countries. The University of Hawaii continues to be one of 
the nation's more ethnically diverse higher education systems with roughly 26 percent of the students 
identifying as Asian, 17 percent as Caucasian, and 26 percent as either Hawaiian or Pacific Islander. 
The University system offers over 637 academic programs, including bachelor's degrees in 139 fields 
of study, master's degrees in 91 fields of study, doctoral degrees in 53 fields of study, and associate 
degrees in 117 fields of study. In addition to the educational campuses, the University system houses 
more than a hundred centers with a research, instruction or public service purpose and receives more 
than $425 million sponsored program awards. The University is also engaged in instructional research 
and service activities at hundreds of Hawai'i schools, hospitals and community sites, and carries out 
these activities across the Pacific Islands and in foreign countries. 



University of Hawaii 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2015 and 2014 

Using the Financial Statements 

The University's consolidated financial statements are prepared in accordance with Governmental 
Accounting Standards Board ("GASB") principles, which establish standards for external financial 
reporting for public colleges and universities. The University's consolidated financial statements 
are comprised of the following four components: 

Statements of Net Position - The Consolidated Statements of Net Position present information 
on the University's assets and liabilities, with the difference reported as net position. Over time, 
increases or decreases in net position may serve as a useful indicator of whether the University's 
financial condition is improving or deteriorating. Net  position increases when revenues exceed 
expenses, or when assets increase without a corresponding increase in liabilities. This is an 
indication of improving financial condition. However, when expenses exceed revenues, or when 
liabilities increase without a corresponding increase in assets, there is an indication of deteriorating 
financial condition. 

Statements of Revenues, Expenses and Changes in Net Position - The Consolidated Statements 
of Revenues, Expenses and Changes in Net Position present the University's revenues and 
expenses and illustrate how current year activities improve or weaken the University's financial 
condition. Changes in net position are reported when the underlying event occurs (accrual basis 
of accounting), which may be different from actual cash flows. In accordance with GASB 
requirements, certain significant revenues budgeted for fundamental operational support of the core 
instructional mission of the University must be recorded as non-operating revenue, include state 
educational appropriations, private gifts, and investment income. Consequently, the Consolidated 
Statements of Revenues, Expenses and Changes in Net Position distinguish operating from non-
operating revenues and expenses It is anticipated that the University will consistently report an 
operating loss since certain significant revenue sources relied upon for core operational needs 
are considered non-operating revenue. 

• Statements of Cash Flows - The Consolidated Statements of Cash Flows distinguishes between 
cash inflows and outflows from operating activities, non-capital financing activities, capital and related 
financing activities, and investing activities. 

• Notes to Consolidated Financial Statements - The notes provide additional information that is 
essential to a full understanding of the information presented in the consolidated financial statements. 

Related Entities 

The University maintains close relationships with two other entities, considered to be component units, 
whose financial information is blended into the University's accompanying consolidated financial 
statements. The University of Hawaii Foundation (the "Foundation") is a not-for-profit organization 
established to solicit and manage funds for the benefit of the University. The Research Corporation of the 
University of Hawaii (the Research Corporation") provides administrative support services for research 
and training programs of the University. Both of the University's component units prepare stand-alone 
financial statements with footnotes, which are audited by independent auditors. Summarized information 
of the individual components of the University's consolidated financial position, results of operations and 
cash flows for the years ended June 30, 2015 and 2014 is presented in Note 18 to the consolidated 
financial statements. 
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University of Hawai'i 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2015 and 2014 

Financial Position 

The Consolidated Statements of Net Position present the financial position of the University at the end of 
the fiscal year and display all assets and liabilities of the University. Assets and liabilities are presented 
using fair and current values, respectively. Two notable exceptions are receivables and capital assets, 
which are stated at historical cost less an allowance for doubtful accounts and accumulated depreciation, 
respectively. The difference between assets and liabilities is net position, representing a measurement 
of the current financial condition of the University. The University's assets, liabilities and net position at 
June 30, 2015, 2014 and 2013 are summarized as follows (in thousands): 

Percentage Percentage Percentage 

at Total of Total of Total 

Assets and Assets and Assets and 

Deterred Deterred Deterred FT 15 us 14 FT 14 en 13 

2015 Outftawu 2014 Outflows 2013 Outflows Change Change 

O 	370052 tO% 0 	342,353 tO% 377545 rt% $ 	32.689 $ 	(35 192) 

tog o t t 3% 708 463 Tx/s t 12384 3% Id 752) (3 921) 
24681 1% 23 597 1% 36,30t 1% 1084 (12 784) 

504 444 74% 474413 14s 828230 10% 30031 (51 8 	7) 

477 243 13% 489 400 14% 468,120 4% 122,2171 31 340 

2068691 57% 207t 850 60'Ox 2027t20 60'/x 131501 44738 
466,840 12% 418 903 2% 379 784 11% 47,937 39 719 

3517218 96% 3464826 100'°s 3400654 100% 52562 63902 

5251 0% 5 576 0% 5883 0% (325) i3CU( 
t3,859 0% 0% - 0% t3809 

120989 3% - 0% - 0% 120589 - 

140,099 4% 0518 Qrg, 5883 0% 134 523 (TEll 

S 	3607311 130% 8 	3070202 10011/1 0 	3406837 100% 0 	187 itS $ 	83885 

$ 	270 047 7% $ 	263 583 8% $ 	264 754 8% $ 	8464 $ 	6 till 

561,470 15% 578,585 17% 583,930 17% (11 	115) ItS 345i 

I 089,882 309% 0% 0% 1 089 882 - 
742 335 2''/i 666 508 15% 605 956 11% 10827 68552 

2,683 734 13'S 1 508 676 4304, 1,460,640 43% t i 5 058 39 036 

126487 306 09,i) 0% 126487 - 
24675 1% - 0% - 0% 24615 - 

151 162 4% - 0% - d% 151 162 

1003,902 4t% t 519669 44% 1487214 44% (15 760 3/395 

235,894 6% 218,133 6% 207 338 6% 17781 10795 

644 043 18% 598070 1)r% 530 130 16aA 48673 67943 

(1.042 118) -42% (374,348) -71% (282,845) ..8% (1.167 772) (51.501) 

842,421 23% 1961,528 57% 1936,897 57% (1 	riO 105) 24629 

3 	3650317 50% $ 	3470202 100% $ 	340603,1 100% 0 	787 115 $ 	63665 

Current  as sets 

Cash and 0 pe rating in vestme nts 

Reueivables net 

Other current assets  

Total Current assets 

Noncurrent assets 

Endowment and other investments 

Capital assets, net 

Other none u nrc nt assets 

total assets 

Deterred outflows of resources 

Deterred loss on refunding 

Difference between expected and actual experience 

Pension contributions subsequent to the measurement date 

Total deterred outflows of resources 

Fetal assets and deterred outflows of resources 

Current liabilities 

Noncurrent liabilities 

Long-term debt 

Net pension liability 

OthetnoecLirrent liabilities 

Total liabilities 

Deterred inflows of resources 

Difference between projected and actual earnings on perisren  plan 

Changes rn propodionate cute 

Total deterred inflows ot resources 

po Net 	sitron 

Net 

Restricted 

Noneoperidable 

Expendable 

Unrestricted 

Total not position 

Total liabilitien deterred intlow or resources and net 

Implementation of GASB Statements No. 68 and 71 

During fiscal year 2015, University of Hawai'i implemented GASB Statement No. 68, Accounting and 
Financial Reporting for Pensions - an amendment of GASB Statement No. 27, and GASB Statement 
No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date - an 
amendment of GASB Statement No. 68. 

The adoption of Statement Nos. 68 and 71 has significant impact on the University's financial statements, 
which requires us to report expenditures and liabilities in the amount statutorily required. Readers of the 
FY15 financial statements will notice that the University's balance sheet will show significant financial 
impact by inclusion of the University's proportionate share of the net pension liability for the Employees' 
Retirement System of the State of Hawaii (ERS") plan. The adoption resulted in the restatement of the 
University's fiscal year 2014 net position. Accordingly, the University's net position as of July 1, 2014 
has been restated to $849 million from $1.962 billion, which reflects the retrospective effect of adoption 
for net pension liability of $1113 billion. Retroactive implementation of GASB Statement No. 68 was not 
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State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2015 and 2014 

deemed practical due to the cost and timing required to obtain and analyze the activity covering FY14. 
As such, the University's FY14 financial statements are presented in accordance with GASB Statement 
No. 27. 

As of June 30, 2015, the net pension liability decreased by $138 million to $1,090 billion, primarily due to 
the additional pension expense, the difference between expected and actual experience with economic 
and demographic factors, effect of changes in assumptions, and the difference between actual and 
projected earnings on plan investments. Refer to Note 14 for more information regarding the University's 
pension. 

Current Assets and Liabilities 

Working capital is a good measure of both the University's efficiency and financial health. Positive 
working capital means that the University has current assets in excess of current liabilities and is able to 
pay off short-term obligations. A working capital deficit would mean that the University is unable to meet 
its short-term obligations with existing current assets. 

At June 30, 2015 and 2014, working capital amounted to $234.4 million and $210.8 million, respectively. 
The University is committed to maintaining a prudent level of working capital to fund operations, including 
pre-funding its approximately $425 million in extramural grants which are mostly paid on a cost 
reimbursement basis. To enhance financial management, in November 2013, the University adopted 
a financial reserve policy to establish system-wide operating reserves from non-general fund revenue 
in amounts sufficient to provide continued operations for at least two months with a minimum of five 
percent unencumbered cash from all tuition and fee funds, special funds, and revolving funds. Based on 
the $1533 billion of operating expenses (excluding depreciation) for the year ended June 30, 2015, the 
working capital at year end represents approximately 53 days of operating funds. 

The components of the University's current assets and liabilities and their fluctuations during the two-year 
period are as follows: 

Current assets consist primarily of cash and cash equivalents, operating investments and net 
receivables. Total current assets were $504.4 million and $474.4 million at June 30, 2015 and 2014, 
respectively. Total current assets increased by $30.0 million, or 6.3 percent, due to a $32.7 million 
increase in cash and operating investments, which primarily resulted from the implementation of the 
financial reserve policy. Cash balance from tuition and fees increased by $20 million in addition to 
the $6 million advance from the State of Hawaii for the Snug Harbor project that was not spent as of 
June 30, 2015. 

Current liabilities consist primarily of accounts payable, accrued payroll and fringe benefits, advances 
from sponsors, and unearned revenue. Current liabilities also include amounts due to the State of 
Hawaii, the current portion of long-term liabilities and other current liabilities. Total current liabilities 
were $270.0 million and $263.6 million at June 30, 2015 and 2014, respectively. Total current 
liabilities increased by $6.5 million, or 2.5 percent, primarily due to increase from the State of Hawaii 
for the Snug Harbor $6 million project advance. 
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Endowment and Other Investments 

The University's endowment and other investments, including endowments held with the Foundation, 
decreased by $22.2 million to $477.2 million at June 30, 2015. The fiscal year 2015 decrease was 
primarily due to a $20.0 million reimbursement of preconstruction costs associated with a new facility 
for the Cancer Research Center, which was put into service in a prior fiscal year. Endowments and 
other investments held with the Foundation amounted to $373.2 million at June 30, 2015 and $365.8 
million at June 30, 2014. 

The University's endowment funds consist of both permanent endowments and funds functioning as 
endowments (quasi-endowment funds). Permanent endowment funds are funds received from donors 
or other outside agencies with the stipulation that the principal be inviolate and invested in perpetuity 
for the purpose of producing present and future income which may either be expended for the purposes 
specified by the donor or added to principal. Quasi-endowment funds are funds which the Board of 
Regents, rather than a donor or other outside agency, has allocated for long-term investment purposes. 
The Board of Regents, in accordance with its policies, is not required to maintain the quasi-endowment 
principal in perpetuity. Quasi-endowment funds are further categorized as restricted and unrestricted. 
Restricted quasi-endowment funds represent donor-restricted gifts, without the requirement to maintain 
the principal in perpetuity. Unrestricted quasi-endowment funds represent unrestricted funds designated 
by the Board of Regents for long-term investment purposes. 

Programs supported by the University's permanent and quasi-endowment funds include scholarships, 
fellowships, professorships, research efforts, and other important programs and activities. The University 
uses its endowment to support academic and research programs by generating a predictable stream of 
annual support for current needs, while preserving the purchasing power of the endowment funds for 
future periods. 

The University's spending rate policy is to limit the immediate impact that significant changes in the fair 
value of the endowment portfolio have on annual distributions. The spending rate policy provides for 
an annual distribution, ranging between three percent and five percent of the five-year moving average 
of the endowment portfolio's fair value. In fiscal years 2015 and 2014, the University instituted a 4.5 
percent distribution rate on restricted and unrestricted endowments. The total restricted and unrestricted 
distributions available to the University amounted to $2.5 million and $2.4 million in fiscal years 2015 
and 2014, respectively. 

Capital and Debt Activities 

The University's capital assets are separated into seven categories: land, buildings, infrastructure, land 
improvements, equipment, library materials, and construction in progress. At June 30, 2015 and 2014, 
total capital assets, net of accumulated depreciation, amounted to $2.1 billion and $2.1 billion, 
respectively, which represented 59 percent and 60 percent, respectively, of the University's total assets. 
Capital asset additions totaled $130.7 million and $186.5 million in fiscal years 2015 and 2014, 
respectively, while depreciable capital asset disposals, net of accumulated depreciation, amounted to 
$12.5 million and $32.3 million, respectively. The decrease of the additions was due to the completion of 
many strategic capital projects in prior years. In fiscal year 2015, the University transferred $5.3 million of 
capital assets to the Federal government. 
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Capital Projects 

One of the critical factors in enhancing the quality of the University's academic and research programs 
and student life enrichment is the development, replacement and renewal of capital assets. The 
University continues to modernize its older teaching and research facilities, and develop and construct 
new facilities. 

Significant capital projects completed during fiscal years 2015 and 2014 or in progress as of June 30, 
2015 and 2014 included: 

• Culinary Institute of the Pacific - The $25 million Phase I portion of the Culinary Institute of the 
Pacific broke ground on September 8, 2015. Phase I includes the infrastructure for the entire project, 
a parking lot, two single-story laboratory buildings, and an outdoor cooking area. Phase II will include 
the auditorium, administration building, classrooms, laboratories, and a restaurant. 

Hawai'i Community College Pãlamanui Campus - The newest University of Hawaii campus, the 
$27.8 million Hawaii Community College Palamanui opened on August 24, 2015. The community 
of Pãlamanui, "A Place of Enlightenment," will consist of parks, a University Village Town Center, a 
University Inn, and placed in the middle will be the Hawaii Community College Palamanui Campus. 
The first phase includes five single-story buildings with kitchens, classrooms, laboratories, a computer 
lab, and a library. 

• Clarence T.C. Ching Athletics Complex - The $16 million Clarence T.C. Ching Athletics Complex 
was completed on August 31, 2014. The three-story facility includes grandstand seating for 2,500 
people and offices and locker rooms for women's soccer, cross country, track and field, and sand 
volleyball. Adjacent to the grandstand seating is a sand volleyball court with bleacher style seating. 

• Leeward Community College Ka 'Imi 'Ike - The dedication ceremony of the $16.6 million Leeward 
Community College education building Ka 'lmi 'Ike, "The Search for Knowledge," was held on 
August 22, 2014. The 24,000 square foot teacher education building includes classrooms, a lecture 
hall, offices, a resource center, and meeting spaces. Ka 'Imi 'Ike is energy efficient, utilizing large 
windows for natural sunlight, photovoltaic panels, and a hybrid air-conditioning unit. 

University of Hawai'i at Hilo Student Services - The new $22 million three-story, 35,000 square 
foot Student Services building was placed into service in May 2014. Students will now be able to 
attend to their financial, registration and counseling needs in one central location. The project 
included photovoltaic panels for the Library, College of Business Economics, Performing Arts Center, 
and the Student Services Buildings. The new University of Hawaii at Hilo ("UH-Hilo") received the 
American Institute of Architects "Institutional Award of Merit" at the 2015 AlA-Honolulu Design 
Awards. 

University of Hawai'i at Mãnoa Campus Center Renovations and Expansion Project - The 
$46 million project was completed on April 11, 2014. It included the addition of the two-story Warrior 
Recreation Center along with renovations to Campus Center and Hemenway Hall. The Warrior 
Recreation Center includes an indoor track, a fitness center, locker rooms, and a multi-purpose 
gymnasium. Renovations to Campus Center include the addition of Starbucks Coffee, an outdoor 
seating area, improvements to the central air conditioning system, and a new store-front for the 
University of Hawaii Bookstore. 
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Ka Haka 'Ula o Ke'elikolani College of Hawaiian Language - Hale Olelo, the $24.4 million 
College of Hawaiian Language facilities on the University of Hawaii at Hilo campus, was completed 
on January 11, 2014. The featured space for this 36,800 square foot educational facility is a 200-seat 
performing arts room with enhanced acoustics and includes a custom retractable lighting system 
(Haka) and a 36-foot high ceiling. Other notable spaces include a distance learning center designed 
to support remote classroom instruction and video conferences as well as a library and archives 
collection for extremely rare printed and audio records. Hale Olelo received a Silver LEED 
certification. 

• University of Hawai'i Information Technology Center - The $52.4 million Information Technology 
Center was completed on December 16, 2013. The building is six stories tall with approximately 
74,000 square feet of floor space and has received a LEED silver certification. The Information 
Technology Center is equipped with an emergency situation room, meeting and training rooms, 
and houses the entire system-wide Information Technology department. 

• University of Hawai'i at Hilo's University Village - Hale Alahonua, the first phase of the University 
of Hawaii at Hilo's University Village project, was completed on August 19, 2013. The $33.8 million, 
105,505 square foot residence hall is located across the main campus of the University of Hawaii at 
Hilo's entrance on Kawili Street. The facility is made up of three, three-story walk-ups and a student 
life common area where the students will be able to cook, do their laundry, and study. 

University of Hawai'i at Mänoa Edmondson Hall - The $20.1 million four-story, 42,000 square foot 
renovation of Edmondson Hall was completed on July 10, 2013. Edmondson Hall, which was built in 
1962, required major renovation due to the October 2007 fire that destroyed a research laboratory 
and caused extensive water damage to three of the four floors. The newly constructed structure 
in front of Edmondson Hall will house the stairs and elevators for both Edmondson and Snyder Halls 
and is scheduled to be completed in February 2016. 

Financing 

The University uses a variety of sources, including federal and state support, revenue bonds, bank loans, 
gifts, and other expendable resources to finance capital projects. 

General obligation bonds - The State of Hawaii issued general obligation bonds to help finance 
certain University projects. These bonds are carried as liabilities of the State. In fiscal years 2015 
and 2014, the State appropriated funds directly to the Department of Budget and Finance to pay for 
debt service on general obligation bonds issued for the University. As a result, the University itself 
received no appropriations and made no transfers for debt service on general obligation bonds for 
these fiscal years. In fiscal years 2015 and 2014, $106.1 million and $101.0 million were 
appropriated in each year, respectively. 
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Revenue bonds - The University also issued revenue bonds to finance capital projects. These 
bonds are carried as liabilities of the University. Total revenue bonds liabilities were $578.6 million 
and $593.9 million for fiscal years 2015 and 2014, respectively. The University revenue bonds were 
assigned municipal bond ratings of "A+," "Aa2," and "AA" by Standard & Poor's, Moody's Investors 
Service and Fitch Ratings, respectively. The University has appropriated funds, by statute, from 
the State of Hawai'i Tobacco Settlement Special Fund for the payment of principal and interest 
on revenue bonds to finance the cost of construction of the medical school facility and for annual 
operating expenses incurred by the facility. The University received State of Hawai'i Tobacco 
Settlement funds in the amount of $9.9 million in fiscal years 2015 and 2014 to cover debt service 
for the bonds that financed the medical school facility. Refer to Note 11 for more information 
regarding the University revenue bonds. 

Loan agreement - On May 4, 2012, the University entered into a five-year, unsecured loan 
agreement ('Note") with Hawaii Regional Center LP Ill ("Lender") for a commitment amount not to 
exceed $18 million, subject to certain limitations. The proceeds were used to facilitate and fund 
construction of the UH-West O'ahu campus located at Kapolei, Hawaii. The Note bears interest 
at the rate of 1.5 percent per annum, which is due and payable semi-annually to the Lender on 
January 1 and July 1 each year until the Note has been paid in full. Under the terms of the Note, 
repayment each fiscal year is limited and subject to specific appropriations by the State to make 
such payments. The Note matures on July 16, 2017, at which time the unpaid principal will be due. 
As of June 30, 2015, $17 million remains outstanding. 

Net Position 

Net position represents the residual interest in the University's assets after liabilities are deducted. 
At June 30, 2015 and 2014, total net position amounted to $842.4 million and $2 billion, respectively. 
Net  position is reported in four major categories: net investment in capital assets, restricted 
nonexpendable, restricted expendable and unrestricted. 

Net investment in capital assets, net of accumulated depreciation and the related outstanding debt used 
to finance the acquisition, construction or improvement of those assets, amounted to $1.50 billion and 
$1.52 billion at June 30, 2015 and 2014, respectively. The $15.8 million decrease in fiscal year 2015 
was primarily attributable to $121.4 million of depreciation expense, $12.5 million in net disposals, and 
$12.6 million increase in related debt offset by $130.7 million of capital asset additions. 

Restricted nonexpendable net position primarily represents the University's and Foundation's permanent 
endowment funds, which are required to be maintained in perpetuity and amounted to $235.9 million 
and $218.1 million at June 30, 2015 and 2014, respectively. The increase of $17.8 million was primarily 
attributable to new permanent endowment gifts received. 

Restricted expendable net position is subject to externally imposed restrictions governing their use. 
Net  position was restricted for the following purposes at June 30, 2015, 2014 and 2013 (in thousands): 

2015 	 2014 	 2013 

Plant facilities 
Donor-restricted activities 
Loan activities 
External sponsor activities 

$ 386,742 $ 327,195 $ 315,102 

	

224,904 	234,200 
	

178,018 

	

24,363 	24,172 
	

24,648 

	

8,734 	12,502 
	

12,362 

$ 644,743 $ 598,070 $ 530,130 
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In fiscal year 2015, the overall increase of $46.7 million in restricted expendable net position was 
attributable to a $56.8 million increase in State capital appropriations to fund construction for the 
UH-West Oahu Administration and Allied Health Facility and the UH-Hilo College of Pharmacy. 

Net position that is not subject to externally imposed restrictions governing their use is classified 
as unrestricted for financial reporting purposes. At June 30, 2015 and 2014, unrestricted net position 
amounted to deficits of $1.54 billion and $374.3 million, respectively. Although unrestricted net position 
is not subject to externally imposed restrictions, all of the University's unrestricted net position has 
been internally designated for various academic and research programs and initiatives, contractual 
commitments, and capital projects. In addition, unrestricted net position of $45.0 million and $46.7 million 
were designated for endowment activities at June 30, 2015 and 2014, respectively. 

Excluding the $1113 billion restatement of unrestricted net position from the retrospective adoption of the 
net pension liability, the reduction in unrestricted net position for the years ended June 30, 2015 and 2014 
is primarily attributable to the University's required accounting and recognition of the University's 
allocated share of the State of Hawaii's actuarially determined total other post-employment benefits 
("OPEB") liability. Similar to other state and local governments, the State of Hawaii ("State") plan has 
been paid on a "pay as you go" basis, which resulted in the OPEB liability growing substantially each 
year. As a result, despite total assets of the University staying relatively constant each year, unrestricted 
net position continues to decline due to recognition of the OPEB liability. The University's share of the 
OPEB liability as of June 30, 2015 and 2014 was $650.8 million and $579.2 million, respectively. Annual 
required OPEB contribution payments, on a "pay as you go" basis, towards this liability were paid directly 
by the State Department of Budget and Finance from its general fund appropriation and not out of the 
University's operating budget appropriation. The University makes contributions calculated as part of 
the State's total contribution requirements and are reimbursed to the State's General Fund as part of 
the fringe benefit rate on University employees' actual salaries. 

Below is a table showing the unrestricted net position excluding pension and OPEB liabilities (reported in 
thousands): 

2015 	 2014 	 2013 

Unrestricted net position 
	

$ (1,542,118) 	$ 	(374,346) 	$ 	(282,845) 
Pension liability 
	

1,089,882 	 - 	 - 
OPEB liability 
	

650,805 	579,196 	514,364 

Adjusted net unrestricted position 
	

$ 	198,569 	$ 	204,850 	$ 	231,519 
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Results of Operations 

The Consolidated Statements of Revenues, Expenses and Changes in Net Position are a presentation 
of the University's results of operations for the year. It indicates whether the financial condition of the 
University improved or deteriorated. For financial reporting purposes, certain significant revenues, 
including state appropriations, private gifts and investment income, which are relied upon and budgeted 
to support the University's core operations, are required to be reported as nonoperating revenues. The 
University's results of operations for the years ended June 30, 2015, 2014 and 2013 summarized to 
match revenues supporting core activities with expenses associated with core activities, are as follows 
(in thousands of dollars): 

2015 2014 2013 Increase (Decrease) 

Percent Percent Percent FY 15 vs 14 FY 14 vs 13 

Amount of Total Amount of Total Amount of Total Change Change 

Revenues 

Operating 

Tuition and fees $ 	392471 301% $ 	377,550 274% $ 	362 175 278% $ 	14,921 $ 	15375 

Less. 	Scholarship allowances (129811) -100% (129,173) 94% 120 364) -921% (638) (a 80g) 

Grants and contracts 386,260 297% 427 056 309% 414 793 319% (40 796) 12 263 

Sales and services 135,315 104% 130,879 95% 133,211 102% 4,436 (2,332) 

Other revenue 2 568 0 2% 2,935 02% 2989 0 2/n )367) (54) 

Total operating revenues 786,803 604% 809,247 586% 792 804 609% (22444) 16,443 

Non-operating 

State appropnations 413 148 31 7% 391,266 283% 374 280 287% 21 882 16,986 

Federal Pell grant 66,144 511% 67,265 49% 67826 52% (1 	121) (561) 

Net investment income 4,659 04% 51r520 37% 32,206 25% (46,861) 19314 

Private gifts 31,870 24% 61,127 44% 35,206 27% (29,257) 25,921 

Total non-operating revenues 515,821 396% 571 178 414% 509518 39 11/6 (55,357) 61,660 

Total revenues supporting 

core activities 1302624 1000% 1,390 425 1000% I 302322 1000% (77,601) 78,103 

Expenses 

Operating 

Compensation and benefits 1 093 021 73 1% 1 070,419 71 0% 1,049129 703% 22,602 21,290 

Supplies services and cost of goods sold 205 833 138% 238 687 158% 243,893 163% (32 854) (5206) 

Telecom and utilities 72282 48% 79860 53% 79,787 53% (7578) 73 

Scholarships and fellowships 49,302 33% 50835 34% 51 414 34% (1 533) (579) 

Other expense 112076 75% 110,597 73% 110928 7.4% 1,479 

Total operating expenses 1,532 514 1025% 1,550,398 102 8% 1,535,151 102 9% (17,884) 15,247 

Non-operating (revenues) expenses 

Transfers from State net (191 584( -12 8% (I 83.460( -122% (172 757) -11 6% (8,124) (10 703) 

Transfers to Federal-- capital assets 5315 04% 4156 03% - 00%, 1,159 4,155 

Interest expense 27 523 1 8% 26,690 1 9% 23,452 I 6% 833 3238 

Total eon-operating revenues (158 746) -106% (152,614) -100% (149 305) -100% (6,132) (3,309) 

Expenses associated with core 

activities before depreciation I 373 768 - 1,397,784 -. I 385.846 - (24 016) ft 938 

Loss from core activities before depreciation (71 144) - (17355) - (83,524) - (53 785) 66 165 

Depreciation 121 378 81% 109458 74% 106631 71% 11920 2827 

Expenses associated with core 

activities including depreciation 11455,146 1000% 1,507 242 1000% 1,492,477 1000% (12 096) 14,765 

Loss from core activities (192,522) (126817) (190,155) $ 	(65,705) $ 	63.338 

Other nonoperating activity 

Capital gifts and grants 171 174 146,068 147,772 

Permanent endowment 199 425 6,502 14670 

Other revenue (expenses) net (4,391) (4,124) (6,584) 

Other nonoperating income net 186 209 151.446 155,858 

Increase (decrease) in net position (6313) 24,629 (34,257) 

Net position 

Beginning of year 1.961 526 1 936 897 1 671 194 

Adjustment for change in accounting principle (19112 792) - - 

Beginning of year as restated 848,734 1,936,897 1,971,194 

End of year $ 	8420421 $ 	1,961 526 $ 	1 936.897 
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Revenues Supporting Core Activities 

The University has a diversified stream of revenues to support its operations. State appropriations 
and tuition and fees are the core components that support the University's instructional and academic 
programs Government and nongovernmental grants and contracts provide opportunities for under-
graduate and graduate students to participate in basic research with renowned researchers. Private 
gifts contribute toward the support of the University's instructional and academic initiatives. Sales and 
services revenues include revenues from educational departments and auxiliary enterprises, including 
bookstores, student and faculty housing, food services, parking and athletics. 

Tuition and fees revenue, net of scholarship allowances, increased by $14.3 million, or 5.8 percent, to 
$262.7 million in fiscal year 2015. Scholarship allowances amounted to $129.8 million and $129.2 million 
in fiscal years 2015 and 2014, respectively. For fiscal years 2015 and 2014, the increase in tuition and 
fees revenue and scholarship allowances are primarily attributable to increases in tuition and fee rates 
offset by slight declines in enrollment. 

Revenues from federal, state and local grants, and contracts and nongovernmental sponsored programs 
decreased by $40.8 million, or 9.6 percent, to $386.3 million in fiscal year 2015. The fiscal year 2015 net 
decrease was attributable to a $31.7 million decrease in federal grants and contracts due to the sunset of 
the American Recovery and Reinvestment Act of 2009 (ARRA") and the timing of revenue recognition 
and a net decrease of $8.1 million in nongovernmental sponsored programs relating to the expiration of 
several major awards. Sales and services revenues, which are mainly comprised of bookstores, student 
and faculty housing, food services, parking and athletics, increased by $4.4 million, or 3.4 percent, to 
$135.3 million in fiscal year 2015. General state appropriations increased by $21.9 million, or 5.6 
percent, to $413.1 million in fiscal year 2015. The increase in fiscal year 2015 was mainly attributable to 
an increase in legislative appropriations to pay for salary increases, called for in faculty union contracts, 
and to address the need for increased administrative support at the UH-West Oahu campus due to 
increased enrollment. 

The University's net investment income for fiscal year 2015, as compared to fiscal year 2014, decreased 
by $46.8 million, resulting in net investment income of $4.7 million. The fiscal year 2015 decrease 
was mainly due to the decrease in realized gain of $13.6 million and the decrease in unrealized gain 
of $31.1 million, which was in line with the decrease in the market performance in the current year. 

The components of net investment income for the years ended June 30, 2015, 2014 and 2013 were 
as follows (in thousands): 

Increase (Decrease 

Interest and dividend income 
Net realized gains (losses) 
Net unrealized gains (losses) 
Other, net 

2015 	2014 	2013 

7,974 $ 7,621 $ 10,232 

	

8,336 	21,904 	4,878 

	

(8,232) 	22,826 	19,102 

	

(3,419) 	(831) 	(2,006) 

FY 15-14 FY 14-13 
Change Change 

$ 	353 $ 	(2,611) 
(13,568) 17,026 
(31,058) 3,724 
(2,588) 1,175 

$ 4,659 $ 51,520 $ 32,206 $ (46,861) $ 19,314 
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Private gifts, most of which are restricted as to use, decreased by $29.3 million, or 48 percent, to $31.9 
million in fiscal year 2015 when compared to $61.1 million in fiscal year 2014. The fiscal year 2015 
decrease was primarily attributable to a one-time $40 million donation received in fiscal year 2014 
offset by a one-time $5.7 million donation received in fiscal year 2015. The University will continue to 
aggressively develop private revenue sources and cultivate the increasing trend in private gifts received 

Expenses Associated with Core Activities 

The University is committed to recruiting and retaining outstanding faculty and staff, and providing 
compensation equivalent to peer institutions and nonacademic employers. Of the University's operating 
expenses, approximately 73.1 percent during fiscal year 2015 and 71.0 percent during fiscal year 2014, 
were related to compensation and benefits. 

Compensation and benefits increased by $22.6 million, or 2.1 percent, to $1,093.0 million in fiscal year 
2015 as compared to fiscal year 2014. 

The fiscal year 2015 increase was attributable to pay and postretirement health and life insurance benefit 
increases offset by a decrease in the number of employees. The University recognized $113.0 million 
and $106.8 million related to postretirement health and life insurance benefits in fiscal years 2015 and 
2014, respectively. The increase was due to enacted Act 268, SLH 2013 during the 2013 legislative 
session. The Act requires the State and the University to establish a phased annual contribution 
schedule starting in fiscal year 2015 to fully fund the Annual Required Contribution as determined by 
an actuary within 30 years. As a result, the discount rate used to calculate the liability has changed 
from four percent to seven percent, which resulted in a lower cost in fiscal year 2014. 

Supplies, services and cost of goods sold expense includes service fees, printing and binding, 
advertising, dues and subscriptions, controlled property acquisitions, cost of goods sold for resale items, 
and other miscellaneous operating costs. In fiscal year 2015, such expenses decreased by $32.9 million, 
or 13.8 percent, to $205.8 million as compared to fiscal year 2014. The fiscal year 2015 decrease was 
primarily attributable to the decrease in sponsored project expenditures due to the sunset of ARRA of 
2009 funds. 

The University is committed to providing affordable yet quality education to its students. To accomplish 
this goal, student aid is provided in the form of scholarships and fellowships, including tuition and fee 
waivers applied to student accounts and reflected as reductions and allowances to student tuition and 
student housing revenues, and scholarship and fellowship payments (mostly academic and athletic) 
made directly to students. Total aid to students decreased by $1 million, or 0.5 percent, to $179.1 million 
in fiscal year 2015 as compared to the prior fiscal year 2014. The decrease in fiscal year 2015 is in line 
with decreased enrollment offset by scheduled tuition increases. 

The University depreciates its capital assets over their estimated useful lives using the straight-line 
method. Depreciation expense increased by $11.9 million, or 10.9 percent, to $121.4 million during fiscal 
year 2015 as compared to fiscal year 2014. The increase in 2015 was primarily attributable to building 
and equipment additions and reclassifications from construction in progress. 

Transfers from State amounted to $191.6 million and $183.5 million in fiscal years 2015 and 2014, 
respectively. Transfers from State were primarily for fringe benefit expenses and the UH Cancer Center 
cigarette stamp tax collections. 
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The Cigarette Tax and Tobacco Tax Law, HRS section 245-15, effective July 1, 2006, established the 
Hawaii Cancer Research Special Fund. The cigarette stamp tax, beginning October 1, 2006, provides 
revenues to support research and operating expenses to this fund as follows: 

Time Period 	 Cigarette Stamp Tax 

October 1, 2006 September 30, 2007 	1.0 cent per cigarette 

October 1, 2007 - September 30, 2008 	1.5 cents per cigarette 

October 1, 2008 - thereafter 	 2.0 cents per cigarette 

Other Nonoperating Activities 

Revenues from other nonoperating activities are generally not used to support the University's 
current operations and are comprised primarily of capital gifts and grants and additions to permanent 
endowments. Capital gifts and grants and state capital appropriations and transfers may only be used 
for the purchase or construction of specified capital assets. While additions to permanent endowments 
must be retained in perpetuity, investment earnings thereon may be available in future years to support 
specified programs. 

In fiscal year 2015, capital gifts and grants, including state capital appropriations and transfers, increased 
by $25.1 million, or 17.2 percent, to $171.2 million compared to $146.1 million in fiscal year 2014. The 
State of Hawai'i capital appropriations increased by $19.8 million, or 13.9 percent, to $161.8 million. 
Other capital gifts and grants during fiscal year 2015 included federal capital grants of $4.5 million and 
private capital gifts and grants of $5.9 million. 

Cash Flows 

The Consolidated Statements of Cash Flows present the University's significant sources and uses 
of cash and cash equivalents, including restricted cash balances. The University's cash is comprised 
primarily of cash held with the state treasury, demand deposits, and time certificates of deposit with an 
original maturity of three months or less. A summary of the University's cash flows for the years ended 
June 30, 2015, 2014 and 2013 are as follows (in thousands): 

Cash received from operations 
Cash payments for operations 

Net cash used in operating activities 

Net cash provided by noncapital 
financing activities 

Net cash used in capital 
and related financing activities 

Net cash provided by 
investing activities 

Net increase (decrease) in cash 

Cash 
Beginning of year 

End of year 

FYl5 vs. 14 FYl4 vs. 13 
2015 2014 2013 Change Change 

$ 	799,834 $ 	799,092 $ 	778,370 $ 	742 $ 	20,722 
(1,299,687) (1,314,062) (1,331,830) 14,375 17,768 

(499,853) (514,970) (553,460) 15,117 38,490 

538,045 508,527 501,084 29,518 7,443 

(36,149) (50,446) (110,101) 14,297 59,655 

23,461 42,492 185,614 (19,031) (143,122) 

25,504 (14,397) 23,137 39,901 (37,534) 

64,307 78,704 55,567 (14,397) 23,137 

$ 	89,811 $ 	64,307 $ 	78,704 $ 	25,504 $ 	(14,397) 
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The University's cash and cash equivalents increased by $25.5 million, or 40 percent, to $89.8 million at 
June 30, 2015 from $64.3 million at June 30, 2014. During fiscal year 2015, $499.9 million in cash was 
used for operating activities, offset by $538.0 million in cash provided by noncapital financing activities. 
Net  cash used in capital and related financing activities amounted to $36.1 million and $50.4 million in 
fiscal years 2015 and 2014, respectively. 

The $14.3 million decrease in cash used in capital and related financing activities in fiscal year 2015 
as compared to fiscal year 2014 was primarily attributable to a decrease in capital asset purchases of 
$44.2 million, offset by an increase in capital gifts and grants of $11.4 million and a $20.0 million transfer 
of funds for reimbursement of preconstruction costs associated with the UH Cancer Center. 

Looking Forward 

The University of Hawaii plays a vital role as the sole public higher education institution in the State of 
Hawaii and has a total estimated impact of $3.61 billion on Hawaii's economy. To effectively provide 
higher education to the community, the University has developed and implemented a results-focused 
strategic plan that is aimed at increasing graduation opportunities, providing affordable access to 
students, driving economic innovation throughout the State, modernizing the University's facilities, and 
implementing cost-effective, transparent and accountable practices to ensure the University's financial 
viability and sustainability. 

Looking toward the future, Hawaii's economy is expected to continue positive growth into 2016- 
While the tourism and construction industries continue to increase, the government and military sectors 
remain stable. The robust economy resulted in declining unemployment from 4.2 percent in 2014 to 
three percent in 2015. 

While caution is being exercised in light of federal program cutbacks as well as realignment of research 
and development funding to improve health care and expanding coverage through the Affordable Care 
Act, the University achieved an 8.5 percent increase in funding from sponsored awards. This increase 
has positioned the University to maintain its solid financial condition and level of excellence in service to 
students, the research community, and the State of Hawaii. 

Enrollment and Tuition 

As the sole provider of public higher education in Hawaii, the University's enrollment remains near 
historic highs with a highly diverse ethnic mix of students. In academic year 2014-2015, total full time 
equivalent enrollment equaled 39,237, with over 16,000 at Mãnoa, 3,500 at UH-Hilo, 1,600 at West 
O'ahu, and the remaining 17,800 throughout the University's community college campuses. The 
applications, acceptances and new enrollments at UH Mãnoa, the System's largest campus, have 
been relatively stable with enrollment slightly down from 4,162 in academic year 2012-2013 to 3,852 in 
2014-2015. Enrollment grew during the recession but has since moderated due to the strong economy 
in Hawaii. 

On October 26, 2011, the University's Board of Regents approved a new tuition increase schedule for Fall 
2012 through Spring 2017. This new schedule provides stability and predictability for the University and 
its students while preserving affordability and access to public higher education in the State of Hawaii. 

The University is committed to maintaining affordability for underserved and low income target groups, 
with a portion of the additional revenues generated by tuition increases used to enhance financial aid. 
Institutional financial aid increased for students from $34.8 million in academic year 2007-2008 to $65.2 
million in academic year 2013-2014. 
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Extramural Funds 

Funding profile uncertainties with sponsored agencies, federal sequestration and the realignment of 
research and development (R&D") funding priorities have impacted the research community nationwide. 
In order to minimize the impact by the federal funding reduction and build a steady stream of revenue for 
future years, the University has strategically diversified a mix of research programs and funding. In 2015, 
the percentage of awards from the federal government has been reduced to 66 percent from 74 percent 
in 2011. The extramural funds also include a mix of research and non-research programs that provide 
financial stability and balance to the University. About 40-50 percent of the projects are non-research in 
nature and are for training, workforce development, outreach and community services, clinical trials, and 
others. 

For fiscal year 2015, extramural awards totaled $425 million, which reflects an increase of 8.5 percent 
over last year's total of $392 million and marked the first increase in extramural award funding after three 
straight years of decline. One of the significant awards received by the University's community colleges 
and University campuses was $69 million in federal grants to support programs serving Native Hawaiians, 
from pre-school through college and career training. These funds are supporting innovations on 
campuses, leadership development for Native Hawaiians, STEM education, college student success 
and Hawai'i culture and language. 

Facilities and Infrastructure 

The University has a strong commitment to its core facilities and infrastructure. In the past three years, 
the University completed many major construction projects, which include a new campus at West Oahu, 
an innovative Cancer Center, an Information Technology Center building that serves all 10 campuses, 
and new buildings at the Hilo campus, Maui College and Windward Community College to accommodate 
anticipated enrollment growth. The State of Hawaii Legislature continued its strong support of the 
University's capital improvement program and provided general obligation bond appropriations for 
the 2013-2015 and 2011-2013 fiscal biennia that were approximately $390 million and $297 million, 
respectively. 

The University's recent capital plan has been focusing predominantly on addressing deferred 
maintenance, as exemplified by the Board of Regents instituting a moratorium on new construction until 
the deferred maintenance backlog has been adequately addressed. The goal is to reduce the deferred 
maintenance backlog to 40 percent of current levels by the year 2021. 

In September 2015, the University issued Series 2015-A Taxable Revenue Bonds to fund two new but 
strategic construction projects: $5 million for the Hilo College of Pharmacy and $3.5 million for the Law 
School. Both projects were also funded with $28 million and $3.5 million, respectively, in GO bond funds 

Fundraising 

The University launched a seven-year $500 million fundraising campaign and began its 'quiet phase" on 
July 1, 2011. Since the launch of the campaign, the University has consistently exceeded the fundraising 
goals. In fiscal year 2015, the University had another record year and raised $129.0 million as compared 
to $98.6 million in fiscal year 2014 and $66.3 million in fiscal year 2013. 

17 



University of Hawai'i 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2015 and 2014 

State General Fund Appropriations 

The State of Hawaii continues to provide strong support to the University as the sole provider of public 
higher education in Hawaii. When compared to other universities in the nation, the University is well 
supported by the State and is ranked 11th in the category of higher education operating appropriation 
per full-time equivalent in 2014. The Hawaii Governor supported, and the State Legislature appropriated, 
an increase of $18 million, 014.4 percent, in general funds to the University's fiscal year 2016 operating 
budget. These funds were allocated throughout the campuses to fund faculty salary increases that were 
negotiated through collective bargaining. Future general fund appropriations are dependent upon 
quarterly State Council of Revenues projections and priorities yet to be articulated by the newly elected 
Governor and State legislature. The Board of Regents has been working closely with the University 
leadership in reviewing the fiscal year 2017 campus financial operating plans, to include campus 
minimum operating reserves to ensure sufficient operating funds for Academic Year 2015-2016, 
and beyond. 

Hawai'i Graduation Initiative and 15 to Finish Campaign 

Hawai'i Graduation Initiative ('HGI") is a system-wide strategic initiative that focuses on increasing the 
number of educated citizens within the state. HGI is aligned with the Hawaii P-20 goal to increase the 
number of working age adults in the state who hold a degree to 55 percent by 2025. Because of this 
focused effort, the UH campuses have increased the number of degrees and certificates awarded to 
11,104 or by 34 percent since 2010. 

15 to Finish is a campaign within the University of Hawaii's Hawai'i Graduation Initiative. The campaign 
encourages students attending or planning to attend the University's two or four-year campuses to take 
15 credits per semester to graduate on time. The campaign has garnered national attention. In Fall 
2015, there was a 34.6 percent increase in the number of undergraduate students taking 15 credits or 
more system-wide since 2009. Because of these and other measures, Hawaii was one of only three 
states chosen by Complete College America for an academy to develop next steps and specific strategies 
to improve college completion outcomes. 

Hawai'i Innovation Initiative 

To leverage its distinctive strengths in earth and ocean sciences, astronomy, evolutionary biology, and 
energy research, the University is working in partnership with community and business groups to build 
the state's research industry through the Hawaii Innovation Initiative. The goal of this initiative is to 
build a thriving research enterprise that will be driven by the growth of new industries including a robust 
advanced manufacturing community in Hawaii - fueled by the University's plans to commercialize its 
research and to employ and develop top researchers in several focus areas over the next decade. 
Between 2010-2014, the University completed 200 invention disclosures, issued 30 patents, and 
created eight start-ups. 
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2015 2014 

Assets and Deferred Outflows of Resources 
Current assets 

Cash and cash equivalents $ 	89,811 $ 	64,307 
Operating investments 285,241 278,046 
Due from State of Hawaii 188 924 
Accounts receivable, net 87,719 89,301 
Current portion of notes and contributions receivable, net 16,221 17,788 
Accrued interest receivable 583 450 
Inventories 11,765 11,608 
Prepaid expenses and other current assets 12,916 11,989 

Total current assets 504,444 474,413 

Noncurrent assets 
Due from State of Hawaii 399,144 349,084 
Endowment and other investments 477,243 499,460 
Notes and contributions receivable, net 48,155 52,116 
Capital assets, net 2,068,691 2,071,850 
Other noncurrent assets 19,541 17,703 

Total noncurrent assets 3,012,774 2,990,213 

Total assets 3,517,218 3,464,626 

Deferred outflows of resources 
Deferred loss on refunding 5,251 5,576 
Difference between expected and actual experience 13,859 - 
Pension contributions subsequent to measurement date 120,989 - 

Total deferred outflows of resources 140,099 5,576 

Total assets and deferred outflows of resources $ 	3,657,317 $ 	3,470,202 

Liabilities, Deferred Inflows of Resources and Net Position 
Current liabilities 

Accounts payable S 	56,702 	$ 71,078 
Accrued payroll and fringe benefits 57,434 57,496 
Advances from sponsors 33,979 26,636 
Unearned revenue 48,361 44,010 
Due to State of Hawai'i 12,510 6,272 
Current portion of long-term liabilities 51,923 49,186 
Other current liabilities 9,138 8,905 

Total current liabilities 270,047 263,583 

Noncurrent liabilities 
Accrued vacation 44,618 44,341 
Accrued workers' compensation 9,926 8,918 
Net pension liability 1,089,882 - 
Other postemployment benefits 650,805 579,196 
Due to State of Hawaii 195 380 
Revenue bonds payable 561,470 578,585 
Premium on bonds payable 2,972 3,802 
Note payable 17,000 17,000 
Other noncurrent liabilities 16,819 12,871 

Total noncurrent liabilities 2,393,687 1,245,093 

Total liabilities 2,663,734 1,508,676 

Deferred inflows of resources 
Difference between projected and actual earnings on pension plan 126,487 - 
Changes in proportionate rate 24,675 - 

Total deferred inflows of resources 151,162 - 
Commitments and contingencies 

Net position 
Net investment in capital assets 1,503,902 1,519,669 
Restricted 

Nonexpendable 235,894 218,133 
Expendable 644,743 598,070 

Unrestricted (1,542,118) (374,346) 

Total net position 842,421 1,961,526 

Total liabilities, deferred inflows of resources and net position $ 	3,657,317 	$ 3,470,202 

The accompanying notes are an integral part of the consolidated financial statements 
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2015 2014 

Operating revenues 
Student tuition and fees $ 	392,471 	$ 377,550 
Less: Scholarship allowances 129,811 129,173 

Net student tuition and fees 262,660 248,377 

Federal appropriations, grants and contracts 325,531 357,185 
State and local grants and contracts 29,033 30,072 
Nongovernmental sponsored programs 31,696 39,799 
Sales and services of educational departments, other 36,163 32,943 
Auxiliary enterprises 

Bookstores 22,467 23,638 
Student housing (net of scholarship allowances of $1,537 and $1,503) 31,164 29,644 
Other auxiliary enterprises revenues 45,521 44,654 

Other operating revenues 2,568 2,935 

Total operating revenues 786,803 809,247 

Operating expenses 
Compensation and benefits 1,093,021 1,070,419 
Supplies, services and cost of goods sold 205,833 238,687 
Depreciation 121378 109,458 
Telephone and utilities 72,282 79,860 
Scholarships and fellowships 49,302 50,835 
Travel expenses 33,022 33,279 
Repairs and maintenance 33,545 26,907 
Rental expenses 12,747 13,043 
Other operating expenses 32,762 37,368 

Total operating expenses 1,653,892 1,659,856 

Operating loss (867,089) (850,609) 

Nonoperating revenues (expenses) 
State appropriations 413,148 391,266 
Federal Pet grants 66,144 67,265 
Private gifts 31,870 61,127 
Net investment income 4,659 51,520 
Interest expense (27.523) (26,690) 
Net transfers from (to) State of Hawai'i for 

Fringe benefits 162,969 153,919 
Tobacco settlement 1,707 2,644 
Interest on Tobacco settlement (3) (5) 
Hawaii Barrel Tax 2,051 201 
School of Nursing 133 983 
University of Hawai'i Cancer Center 6,919 7,893 

Loss on disposal of capital assets (4,907) (4,486) 
Other, net 516 362 

Net nonoperating revenues before capital 
and endowment additions (deductions) 657,683 705,999 

Capital - state appropriations 161,822 142,029 
Capital - federal grants/subsidies 4,460 15,865 
Capital - gifts and grants 5,918 5,901 
Net transfers to State of Hawaii for capital assets (1,026) (17,727) 
Transfers from State of Hawai'i, Tobacco settlement 9,924 9,926 
Transfers from State of Hawaii, University of Hawai'i Cancer Center 7,884 7,899 
Transfers to Federal - capital assets (5,315) (4,156) 
Additions to permanent endowments 19,426 9,502 

Total other revenues 203,093 169,239 

Net nonoperating revenues 860,776 875,238 

Change in net position (6,313) 24,629 

Net position 
Beginning of year 	 1,961,526 	1,936,897 
Adjustment for change in accounting principle (Note 1) 	 (1,112,792)  

Beginning of year, as restated 	 848,734 	1,936.897 

End ofyear 	 $ 	842,421 	$ 	1,961,526 

The accompanying notes are an integral part of the consolidated financial statements. 
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2015 	 2014 

Cash flows from operating activities 
Student tuition and fees $ 	261,826 $ 	247,158 
Grants and contracts 396744 416,854 
Other revenues 141,264 135,080 
Payments to employees (862,510) (847,053) 
Payments to suppliers and other (387,875) (416,174) 
Payments for scholarships and fellowships (49,302) (50,835) 

Net cash used in operating activities (499,853) (514,970) 

Cash flows from noncapital financing activities 
State appropriations 413,884 390,671 
Gifts and grants for other than capital purposes 113,125 106,180 
Transfer from State of Hawaii for 

Hawaii Barrel Tax 2,051 201 
School of Nursing 133 983 
Tobacco Settlement 1,707 2,644 
University of Hawaii Cancer Center 6,919 7,893 

Transfers to State of Hawai'i for 
Interest on Tobacco Settlement (3) (5) 

Other receipts (disbursements) 229 (40) 

Net cash provided by noncapital financing activities 538,045 508,527 

Cash flows from capital and related financing activities 
Capital appropriations 111,762 131,053 
Capital gifts and grants 10,382 21,748 
Proceeds from note payable - 500 
Purchases of capital assets (137,954) (182,112) 
Proceeds from sale of capital assets 1,245 5,912 
Principal paid on capital debt (15,521) (14,906) 
Interest paid on capital debt (29,871) (30,466) 
Advance from State of Hawaii 6,000 - 
Transfer from State of Hawaii, Tobacco settlement 9,924 9,926 
Transfer from State of Hawaii, University of Hawaii Cancer Center 7,884 7,899 

Net cash used in capital and related financing activities (36,149) (50,446) 

Cash flows from investing activities 
Interest and dividends on investments, net 975 7,888 
Proceeds from sales and maturities of investments 1,116,678 1,239,893 
Purchase of investments (1,094,192) (1205,289) 

Net cash provided by investing activities 23,461 42,492 

Net increase (decrease) in cash and cash equivalents 25,504 (14,397) 

Cash and cash equivalents 
Beginning of year 64,307 78,704 

End of year $ 	89,811 $ 	64,307 

The accompanying notes are an integral part of the consolidated financial statements. 
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2015 	 2014 

Reconciliation of operating loss to net cash used in operating activities 
Operating loss 

Adjustments to reconcile operating loss to net cash used in operating activities 
On behalf payments by State for fringe benefits 
Depreciation expense 
Pension expense 
Bad debt expense, net 

Changes in operating assets and liabilities 
Accounts receivable 
Notes and contributions receivable 
Inventories 
Prepaid expenses and other assets 
Accounts payable 
Accrued payroll and benefits 
Accrued workers' compensation liability 
Advances from sponsors 
Other postemployment benefits 
Other, net 

Net cash used in operating activities 

Supplemental information of noncash transactions 
Noncash contributions 
Net transfers to State of Hawaii for capital assets 
Transfers to Federal for capital assets 
Accounts payable for capital assets 

$ (867,089) $ (850,609) 

	

162,969 	153,919 

	

121,378 	109,458 

	

(6,596) 	 - 

	

3,454 	 2,651 

2,168 4,458 
317 497 

(157) 680 
(1,219) 10,097 
(4,990) (6,063) 

923 4,743 
1,244 (430) 
7 343 (8,566) 

71,609 64,832 
8,793 (637) 

$ (499,853) $ (514,970) 

$ 	2,196 	$ 	1,437 

	

(1,026) 	(17,727) 

	

(5,315) 	 (4,156) 

	

20,577 	 29,963 

The accompanying notes are an integral part of the consolidated financial statements. 
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1. 	Organization and Summary of Significant Accounting Policies 

Financial Reporting Entity 
The accompanying consolidated financial statements of the University of Hawaii (the 'University") 
include the activities of the University of Hawaii at Manoa, University of Hawaii at Hilo, University 
of Hawai'i at West O'ahu, University of Hawaii at Maui College, University of Hawaii Community 
Colleges and its component units. The University has defined its reporting entity in accordance 
with Governmental Accounting Standards Board (GASB") Statement No. 14, The Financial 
Reporting Entity, as amended by GASB Statement No. 39, Determining Whether Certain 
Organizations are Component Units, as amended by GASB Statement No. 61, The Financial 
Reporting Entity: Omnibus - an amendment of GASB Statements No. 14 and No. 34. The 
basic criterion for including a potential component unit within the reporting entity is financial 
accountability. Other criteria include fiscal dependency and the nature and significance of the 
relationship are such that exclusion would cause the financial statements of the University to be 
misleading. Accordingly, the financial information of the Research Corporation of the University of 
Hawaii (the "Research Corporation") and the University of Hawai'i Foundation (the "Foundation") 
have been blended with the University's financial activity in the accompanying consolidated 
financial statements. 

Complete financial statements of the Research Corporation can be obtained at the Research 
Corporation of the University of Hawaii, 2800 Woodlawn Drive, Honolulu, HI 96822. The 
Foundation's federal Form 990 is available for inspection as required by Internal Revenue Code 
("IRC") Section 6104 at the University of Hawaii Foundation, 2444 Dole Street, Bachman Hall, 
Room 101, Honolulu, HI 96822. 

Similarly, the University is fiscally dependent upon the State of Hawaii (the "State") and therefore, 
the State is financially accountable for the University as defined by GASB Statement No. 14. 
Accordingly, the University's financial information is discretely presented as a component unit 
within the State's comprehensive annual financial report ("CAFR"). 

The University is classified as a state instrumentality under IRC Section 115, and is therefore 
exempt from federal income taxes. Certain activities of the University may be subject to taxation 
as unrelated business income under IRC Sections 511 and 514. 

Basis of Presentation 
The University follows the reporting model prescribed for special-purpose governments engaged 
only in business-type activities, as defined in GASB Statement No. 35, Basic Financial Statements 
and Management's Discussion and Analysis for Public Colleges and Universities, as amended. 
The consolidated financial statements of the University are presented using the economic 
resources measurement focus and the accrual basis of accounting. 

The Foundation's accounting policies conform to accounting principles generally accepted in the 
United States ("GAAP") applicable to not-for-profit organizations as promulgated by the FASB. The 
Foundation's financial information has been converted to conform to the University's presentation. 

The Research Corporation's accounting policies conform to GAAP applicable to business-type 
activities of governmental units as promulgated by the GASB. 
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Cash, Cash Equivalents and Investments 
The University considers all cash and investments with original maturities of three months or less 
to be cash equivalents. The carrying amounts reported in the Consolidated Statements of Net 
Position for cash equivalents approximate fair value due to the short maturity of these investments. 

The University classifies unspent cash, cash equivalents and investments from the issuance of 
revenue bonds held with an escrow agent and invested until used for the cost of construction as 
noncurrent assets. 

Investments 
Investments in money market funds, fixed income securities, equity securities, and mutual funds 
with readily determinable fair values are reported at fair value based on quoted market prices. 
Investment agreements, absolute return funds and real assets are reported at fair value, which 
is generally based on information provided by the respective external investment manager 
at the most recent valuation date and from the valuation date to fiscal year-end, if applicable. 
Investments in limited partnerships and real estate are not readily marketable and involve 
assumptions and methods that are reviewed by management. Because these investments are not 
readily marketable, their estimated value is subject to uncertainty and, therefore, may differ from 
the value that would have been used had a ready market for such investment existed. Unrealized 
gains and losses on investments are included in the Consolidated Statements of Revenues, 
Expenses and Changes in Net Position. Realized gains and losses are computed as the difference 
between the proceeds of the sale and the cost basis of the investment sold. The calculation of 
realized gains and losses is independent of the calculation of net changes in the fair value of 
investments. 

The title to investment securities is vested in the name of Securities and Exchange Commission 
(SEC") registered brokerage firms representing the various investment managers of the University 
and the Foundation. The title to short-term investments, made from pooled cash, is vested in the 
name of the University or the Foundation. 

Due from and Due to State 
The State Director of Budget and Finance is responsible for the safekeeping of all cash in the 
State Treasury in accordance with State laws. Currently, separate accounts are not maintained 
in the State Treasury for the University's general operating and capital appropriations. Although 
these appropriations are available to the University to expend, custody and ownership of the funds 
remain with the State. Unspent general and capital appropriations that continue to be available 
to the University for expenditure at the end of the fiscal year are reported as Due from State of 
Hawaii in the accompanying Consolidated Statements of Net Position. 

Amounts due to the State of Hawaii are primarily due to operating or capital advances and 
general obligation bond debt service requirements. 

Perpetual Trusts 
The Foundation is the beneficiary of certain perpetual trusts held and administered by others. 
The fair value of the estimated future cash receipts from the trusts is recognized as assets and 
contribution revenues when the Foundation is notified of their existence. The reported value of 
the assets is fair value. 
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Split Interest Agreements 
The Foundation's split-interest agreements with donors consist of irrevocable pooled income funds, 
charitable remainder trusts and charitable gift annuities for which the Foundation serves as trustee. 
Assets held under the split interest agreements are included in investments. Contribution revenues 
are recognized at the date the split interest agreements are established after recording liabilities for 
the present value (utilizing discount rates ranging from two percent to five percent) of the estimated 
future payments to be made to the donors and/or other beneficiaries. The liabilities are adjusted 
during the term of the split-interest agreements for changes in the fair value of the assets, accretion 
of the discount, and other changes in the estimates of future benefits. 

Accounts Receivable 
Accounts receivable are initially recorded at the amount invoiced or otherwise due and normally 
do not bear interest. The University maintains an allowance for doubtful accounts to reduce 
receivables to their estimated collectible amount. Management estimates the allowance for 
uncollectible receivables based on a specific review of customer balances, the overall aging 
of outstanding balances, historical collection experience, and current business and economic 
conditions. Delinquent accounts in excess of two years are written off upon approval of University 
general counsel and when, in the judgment of management, they are deemed uncollectible based 
on an evaluation of the specific circumstances. 

Contributions 
The Foundation receives pledges and bequests of financial support from corporations, foundations 
and individuals. Revenue is recognized when a pledge representing an unconditional promise to 
pay is received and all eligibility requirements, including time requirements, have been met. In 
absence of such a promise, revenue is recognized when the gift is received. Endowment pledges 
that do not meet eligibility requirements, as defined by GASB Statement No. 33, are not recorded 
as assets until the related gift is received. 

Capital Assets 
Capital assets are recorded at cost, or if donated, at an appraised value at the date of the gift. 
Depreciation of capital assets is provided for on a straight-line basis over the estimated useful 
lives (3 to 100 years) of the respective assets. The University's policy is to capitalize tangible, 
nonexpendable personal property having an estimated useful life of more than one year. Interest 
incurred on tax-exempt construction financing, net of investment income on any unspent financing 
proceeds, is capitalized as a cost of construction. When taxable debt is incurred specifically for 
a project, interest is capitalized on amounts expended on the project using the weighted-average 
cost of outstanding borrowings. The capitalization of interest ceases when the project is 
substantially complete or construction activity is suspended for more than a brief period. The 
University incurred interest cost of $29,156 and $29,720 for the years ended June 30, 2015 and 
2014, respectively, of which capitalized interest as a cost of construction amounted to $1,633 
and $3,030, respectively. The University does not capitalize works of art or historical treasures 
that are held for exhibition, education, research and public service. These collections are neither 
disposed of for financial gain nor encumbered. Accordingly, such collections are not recognized 
or capitalized for financial statement purposes. Maintenance and repairs, as well as minor 
replacements, renewals and betterments, are charged to operations. Major renewals, 
replacements and betterments are capitalized in the year incurred. Capital assets retired 
or otherwise disposed of are removed from the appropriate asset and related accumulated 
depreciation accounts. Gains and losses on disposals and the net book value of transfers 
of capital assets are reflected in operations. 
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II dollars reported in thousands) 

The University evaluates the future service utility of capital assets when events or changes in 
circumstances have occurred. A diminished service utility of the University's capital assets is 
reported as an impairment loss and netted against any insurance or appropriated recoveries. 

Deferred Outflows of Resources 
Deferred outflows of resources represent a consumption of net position that applies to a future 
period. The University defers recognition of the loss on debt refunding related to issuance of its 
revenue bonds and amortizes these costs over the life of the bonds using the effective interest rate 
method. The deferred outflow of resources related to pensions resulted from differences between 
expected and actual experience which will be amortized over five years and University 
contributions to the pension plan subsequent to the measurement date of the actuarial valuations 
for the pension plans which will be recognized as a reduction of the net pension liability in the 
subsequent fiscal year. 

Advances from Sponsors 
Amounts received from grant and contract sponsors which have not been earned under the terms 
of the agreement are deferred and reported as advances from sponsors in the Consolidated 
Statements of Net Position. 

Unearned Revenue 
Unearned revenue includes amounts received in advance of an event such as student tuition and 
advance sports ticket sales related to a future period. 

Pensions 
For purposes of measuring the net pension liability, deferred outflows of resources and deferred 
inflows of resources related to pensions, and pension expense, information about the fiduciary net 
position of the Employee's Retirement System ("ERS") and additions to/deductions from the ERS's 
fiduciary net position have been determined on the same basis as they are reported by the ERS. 
For this purpose, benefit payments (including refunds of employee contributions) are recognized 
when due and payable in accordance with benefit terms. Investments are reported at their fair 
value. 

Other Postemployment Benefits 
The University applies the provisions of GASB Statement No. 45, Accounting and Financial 
Reporting by Employers for Postemployment Benefits Other Than Pensions, which requires 
accrual-based measurement and recognition and disclosure of other postemployment benefits 
('OPE8") expense, such as retiree medical and dental costs, over the employees' years of service, 
along with the related liability. 

Revenue Bonds Payable 
Revenue bonds payable include outstanding amounts due from the issuance of revenue bonds 
by the University. 

Deferred Inflows of Resources 
Deferred inflows of resources represent an acquisition of net position by the University that is 
applicable to a future reporting period. The deferred inflow of resources related to pensions 
resulted from the difference between projected and actual earnings on the pension plan and 
changes in the proportionate rate. These amounts are deferred and amortized over five years. 
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Net Position 
The University's net position is classified into the following four net position categories: 

• Net investment in capital assets - This component of net position represents the University's 
total investment in capital assets, net of accumulated depreciation and outstanding principal 
balances of debt attributable to the acquisition, construction or improvement of those capital 
assets. 

. Restricted 

• Nonexpendable - Net position subject to externally imposed stipulations that they be 
maintained permanently by the University, which includes the University's permanent 
endowment funds. 

• Expendable - Net position that is restricted for specific purposes by sponsors, donors 
or law. Restrictions in these assets are released when the University complies with the 
stipulations required by the sponsor, donor or legislative act. 

Unrestricted - Net position not classified as restricted or net investment in capital assets and 
not subject to externally imposed stipulations. Unrestricted net position may be designated 
for specific purposes by action of management or the Board of Regents ("Board") or may 
otherwise be limited by contractual agreements with outside parties. Substantially all 
unrestricted net position is designated for academic and research programs and initiatives, 
and capital asset programs. 

When an expense is incurred for purposes for which both restricted and unrestricted resources 
are available to pay the expenses, resources are generally applied proportionate to the benefit 
realized. For instances in which such a determination is not feasible or if there are cost compliance 
issues, unrestricted resources are applied first. 

Net Position Restricted by Enabling Legislation 
GASB Statement No. 46, Net Assets Restricted by Enabling Legislation - an amendment of 
GASB Statement No. 34, requires that limitations on the use of net position imposed by enabling 
legislation be reported as restricted net position. GASB Statement No. 46 also specifies the 
accounting and financial reporting requirements if new enabling legislation replaces existing 
enabling legislation or if legal enforceability is reevaluated. Restricted net position at June 30, 
2015 and 2014 amounted to $880,637 and $816,203, respectively, of which $380,053 and 
$323,863 were restricted by enabling legislation for capital activity. 

Operating and Nonoperating Activities 
The University's policies for defining operating activities, as reported on the Consolidated 
Statements of Revenues, Expenses and Changes in Net Position, are those that generally result 
from exchange transactions such as payments received for providing services and goods and 
payments made for services and goods received. Certain significant revenue streams relied upon 
for operations are recorded as nonoperating revenues, as defined by GASB Statement No. 35, 
including state appropriations, gifts and investment income. 

Student tuition and fees revenues are recognized in the period earned. Revenues for programs 
that cross fiscal years are prorated between the two fiscal years. 
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The University recognizes revenue associated with the direct costs of research and training grants 
and contracts as the related expenses are incurred. 

Bookstore revenues are recognized at the point of sale. Sales returns (which are not significant) 
are recognized at the time returns are made. 

Room and other rental revenues are recognized over the period the room is occupied. Room 
and other rental revenues for the summer term are recognized in the fiscal year in which the term 
primarily falls. Had room and other rental revenues for the summer term been prorated between 
fiscal years, the difference would not be material. 

Scholarships and Fellowships 
Scholarships and fellowships, including tuition and fee waivers applied to student accounts, 
are shown as a reduction to student tuition and student housing revenues. Stipend and other 
payments made directly to students are reflected as scholarships and fellowships expense. 

State Appropriations 
The University recognizes general operating and capital appropriations as nonoperating revenue 
when allotments are made available to the University for expenditure. If restrictions are placed 
on such appropriations, the restrictions are given separate and discrete accounting recognition. 

Management's Estimates 
The preparation of the consolidated financial statements in conformity with GAAP requires 
management to make estimates and assumptions that affect the amounts reported in the 
consolidated financial statements and accompanying notes. Actual results could differ from 
those estimates. These estimates, among others, include workers' compensation liabilities, 
net pension liabilities, postemployment benefit liabilities, allowances for uncollectible receivables, 
the useful lives of capital assets, the valuation of investments, and the current versus noncurrent 
classification of assets and liabilities. 

With respect to workers' compensation insurance, the University is self-insured for the first $500 
per occurrence and annual aggregate, and obtains excess insurance of $50,000 from a commercial 
insurance company. The University records a liability for risk financing and insurance related 
losses if it is determined that a loss has been incurred and the amount can be reasonably 
estimated. The University uses a third-party actuary to estimate its workers' compensation liability.  
Changes in the liability are the result of claims payments made during the fiscal year, new claims 
filed, and changes in the estimates of existing claims. Anticipated payments by the third party 
for the next fiscal year are considered current and payments thereafter are considered noncurrent. 
The liability represents the University's best estimate of workers' compensation liabilities based 
on available information The University's estimated liability for workers' compensation claims 
is included in "Other Liabilities" in the accompanying Consolidated Statements of Net Position 
(see Note 11). 

The University also uses a third-party actuary to estimate its net pension liability and postretirement 
health care and life insurance benefit obligations. The assumptions used to determine the liabilities 
are described in Notes 14 and 15. 

The allowance for uncollectible receivables is a valuation account used to estimate the portion of 
accounts, notes and contributions receivable that are considered uncollectible. 
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The University depreciates its capital assets using useful lives internally or externally determined 
to represent the expected service period of the asset. 

In general, the fair value of investments has been determined using values supplied by 
independent pricing services. 

New Accounting Pronouncements 
In 2015, the University adopted GASB Statement No. 68, Accounting and Financial Reporting for 
Pensions. This Statement revises and establishes new financial reporting requirements for most 
governments that provide their employees with pension benefits. Management has adopted the 
new standard as presented in the University's consolidated financial statements. Due to the 
adoption of GASB Statement No. 68 in fiscal year 2015, beginning net position was restated. The 
beginning net position as of July 1, 2014 was restated by $1,112,792 from $1,961,526 to $848,734. 
Retroactive implementation of GASB Statement No. 68 was not deemed practical due to the cost 
and timing required to obtain and analyze the activity covering fiscal year 2014. As such, the 
University's fiscal year 2014 financial statements are presented in accordance with GASB 
Statement No. 27. 

In 2015, the University adopted GASB issued Statement No. 71, Pension Transition for 
Contributions Made Subsequent to the Measurement Date. This Statement amends and 
addressed an issue regarding application of the transition provisions of Statement No. 68. 
Management has adopted the new standard as presented in the University's financial statements. 

The GASB issued Statement No. 72, Fair Value Measurement and Application. This Statement 
addresses accounting and financial reporting issues related to fair value measurements. The 
requirements of this Statement are effective for reporting periods beginning after June 15, 2015. 
The University is currently evaluating this accounting pronouncement. 

The GASB issued Statement No. 73, Accounting and Financial Reporting for Pensions and Related 
Assets that are not within the Scope of GASB Statement 68, and Amendments to Certain 
Provisions of GASB Statements 67 and 68. The Statement establishes accounting and financial 
reporting requirements by employers and governmental nonemployer contributing entities for 
pensions that are not within the scope of Statement 68. The requirements of this Statement are 
effective for reporting periods beginning after June 15, 2016. The University is currently evaluating 
this accounting pronouncement. 

The GASB issued Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other 
than Pension Plans. The Statement replaces GASB Statement No. 43, Financial Reporting for 
Postemployment Benefit Plans Other Than Pension Plans. The Statement addresses the financial 
reports of defined benefit other post-employment benefit plans that are administered through trusts 
that meet specified criteria. The requirements of this Statement are effective for reporting periods 
beginning after June 15, 2016. The University is currently evaluating this accounting 
pronouncement. 

The GASB issued Statement No. 75, Accounting and Financial Reporting for Postemployment 
Benefits Other Than Pensions. The Statement replaces GASB Statement No. 45, Accounting 
and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions. The 
Statement will require governments to report a liability on the face of the financial statements for 
the other post-employment benefits that they provide. The requirements of this Statement are 
effective for reporting periods beginning after June 15, 2017. The University is currently evaluating 
this accounting pronouncement. 
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The GASB issued Statement No. 76, The Hierarchy of Generally Accepted Accounting Principles 
for State and Local Governments. The Statement reduces the generally accepted accounting 
principles ('GAAP") to two categories of authoritative GAAP. The first category of authoritative 
GAAP consists of GASB Statements of Governmental Accounting Standards. The second 
category includes GASB Implementation Guides, GASB Technical Bulletins, and guidance from the 
American Institute of Certified Public Accountants that is cleared by the GASB. The requirements 
of this Statement are effective for reporting periods beginning after June 15, 2015. The University 
is currently evaluating this accounting pronouncement. 

2. 	Cash and Investments 

The carrying amounts of cash and cash equivalents and time certificates of deposit held outside 
of the State Treasury as of June 30, 2015 and 2014, classified as cash and cash equivalents 
and operating investments, were $299,528 and $267,023, with corresponding bank balances of 
$292,908 and $285,460, respectively. The portion of such bank balances covered by the Federal 
Deposit Insurance Corporation or by collateral held by the State Director of Finance in the name of 
the University totaled $282,960 at June 30, 2015 and $280,632 at June 30, 2014. Additional cash 
equivalent balances of $6608 at June 30, 2015 and $2,180 at June 30, 2014 represent deposits 
with investment brokers covered by the Securities Investor Protection Corporation and additional 
insurance provided by the investment brokers. 

Endowment funds are combined in investment pools with each individual account subscribing to 
or disposing of shares on the basis of the market value per share. 

Cost of securities sold is determined using the first-in first-out method. 

As a result of market fluctuations, the fair market value of certain donor-restricted endowments 
was less than the historical cost of such funds by $4,161 and $2,099 at June 30, 2015 and 2014, 
respectively. These unrealized losses have been recorded as reductions in unrestricted net 
position. Future market gains will be used to restore this deficiency in unrestricted net position 
before any net appreciation above the historical cost value of such funds increases restricted 
expendable net position. 

• Endowment funds are received from benefactors who, by the terms of their conveying 
instruments, have stipulated that the principal of their gifts may never be expended, and 
use of the income is generally restricted 

• Quasi-endowment funds are funds that have been transferred to the endowment funds by 
the Board. Use of the income is either restricted by the donor or unrestricted and designated 
by the Board. 

The Hawaii Uniform Prudent Management of Institutional Funds Act ('HUPMIFA"), established 
under Hawaii Revised Statute §517E, was enacted by the State of Hawaii on July 1, 2009. 
HUPMIFA requires the preservation of the fair value of the original gift as of the gift date of the 
donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result, 
the University classifies as restricted nonexpendable net position (a) the original value of gifts 
donated to the permanent endowment, (b) the original value of subsequent gifts to the permanent 
endowment, and (c) accumulations to the permanent endowment made in accordance with the 
direction of the applicable donor gift instrument at the time the accumulation is added to the fund. 
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The remaining portion of the donor-restricted endowment fund that is not classified in restricted 
nonexpendable net position is classified as restricted expendable net position until those amounts 
are expended and distributed by the University in accordance with its Board-approved spending 
rate policy and in a manner consistent with the standard of prudence prescribed by HUPMIFA. In 
fiscal years 2015 and 2014, the University's spending rate policy provided for annual distributions 
was four and a half percent of the trailing five-year moving average of the endowment fair value. 

Investment management fees incurred by the University during fiscal years 2015 and 2014 were 
$1,423 and $1,486, respectively. 

At June 30, 2015 and 2014, the University's investments were comprised of the following: 

2015 2014 
Fair Value Cost Fair Value Cost 

Money market funds $ 	17,880 	$ 17,880 $ 	25,406 	$ 25,406 
Fixed income securities 171,488 172,227 197,922 199,786 
Equity securities 5,658 5,183 5,754 5,137 
Mutual funds 170,153 166,251 159,894 149,981 
Time certificates of deposit 210,015 210,015 203,014 203,014 
Limited partnerships 75,651 43,105 72,645 42,392 
Absolute return 27,814 22,905 26,914 22,349 
Real estate 23,957 27,365 24,802 23,435 
Other investments 59,868 48,304 61,155 48,525 

Total investments 762,484 713,235 777,506 720,025 

Less: Current portion 285,241 284,871 278,046 277,865 

Total noncurrent investments $ 	477,243 	$ 428,364 $ 	499,460 	$ 442,160 
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Changes in the University's investments for the year ended June 30, 2015 were as follows: 

University Endowment Pool 
End of year 
Beginning of year 

Net change 

Foundation Endowment Pool 
End of year 
Beginning of year 

Net change 

Associated Students of the 
University of Hawai'i 

End of year 
Beginning of year 

Net change 

School of Medicine 
End of year 
Beginning of year 

Net change 

University Bond System 
End of year 
Beginning of year 

Net change 

Operating investments 
End of year 
Beginning of year 

Net change 

Other 
End of year 
Beginning of year 

Net change 

Total investments 
End of year 
Beginning of year 

Net change  

Fair 	Cost 
Value 	Basis 

$ 65,557 $ 63,930 
66,217 	64,643 

(660) 	(713) 

265,685 217,861 
264,174 210,514 

1,511 7,347 

8,099 7,613 
8,251 7,561 

(152) 52 

	

5,516 	5,516 

	

5,622 	5,622 

	

(106) 	(106) 

	

24,830 	24,830 

	

53,537 	53,539 

	

(28,707) 	(28,709) 

285,241 284,871 
278,046 277,865 

7,195 7,006 

107,556 108,614 
101,659 100,281 

5,897 8,333 

	

762,484 	713,235 

	

777,506 	720,025 

$ (15,022) $ (6,790)  

Net Unrealized Net Realized 

	

Gain (Loss) 	Gain (Loss) 

$ 	1,627 
1,574 

	

53 	$ 	(234) 

47,824 
53,660 

	

(5,836) 	6,861 

486 
rr\n 

	

(204) 	 161 

(2) 
9 

370 
181 

	

189 	 49 

(1,058) 
1,378 

	

(2,436) 	1,499 

49,249 
57,481  

$ 	(8,232) 	$ 	8,336 
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Changes in the University's investments for the year ended June 30, 2014 were as follows: 

University Endowment Pool 
End of year 
Beginning of year 

Net change 

Foundation Endowment Pool 
End of year 
Beginning of year 

Net change 

Associated Students of the 
University of Hawai'i 

End of year 
Beginning of year 

Net change 

School of Medicine 
End of year 
Beginning of year 

Net change 

University Bond System 
End of year 
Beginning of year 

Net change 

Operating investments 
End of year 
Beginning of year 

Net change 

Other 
End of year 
Beginning of year 

Net change 

Total investments 
End of year 
Beginning of year 

Net change  

Fair 	Cost 
Value 	Basis 

$ 66,217 $ 64,643 

	

60,234 	54,269 

	

5,983 	10,374 

264,174 210,514 
225,141 195,464 

39,033 15,050 

8,251 7,561 
7,126 6,479 

1,125 1,082 

5,622 5,622 
5,099 5,099 

523 523 

	

53,537 	53,539 

	

83,876 	83,957 

	

(30,339) 	(30,418) 

	

278,046 	277,865 

	

298,841 	298,862 

	

(20,795) 	(20,997) 

101,659 100,281 
86,644 88,176 

15,015 12,105 

	

777,506 	720,025 

	

766,961 	732,306 

$ 10,545 $ (12,281) 

Net Unrealized Net Realized 
Gain (Loss) 	Gain (Loss) 

$ 	1,574 
5,965 

	

(4,391) 	$ 	10,927 

53,660 
29,677 

	

23,983 	 9,070 

690 
A7 

43 	 1,082 

(2) 
(81) 

	

79 	 (94) 

181 
(21) 

	

202 	 4 

1,378 
(1,532) 

	

2,910 	 916 

57,481 
34,655  

$ 22,826 $ 21,904 
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Summary of net investment income 
Change in unrealized net gain (loss) 
Net realized gain 

Interest and dividend income 
Other 

Investment income before management fees 

Less: Management fees 

Net investment income 

2015 
	

2014 

$ (8,232) $ 22,826 

	

8,336 
	

21,904 

104 
	

44,730 

	

7,974 
	

7,621 

	

(1,996) 
	

655 

	

6,082 
	

53,006 

	

1,423 	1,486 

$ 4,659 $ 51,520 

The Board is responsible for the establishment of policies over and monitoring of operating 
investments and endowments held by the University. Investments authorized by the Board 
include equity investments, bond investments, certificates of deposit, money market funds, U.S. 
Government, its Agencies, or its Instrumentalities securities, securities guaranteed or collateralized 
by the U.S. Government, its Agencies or its Instrumentalities and other types of investments. 

The Board of Directors of the Foundation is responsible for the establishment of policies over and 
monitoring of investments and endowments held by the Foundation. 

The University's investment strategy incorporates certain financial instruments, which involve, to 
varying degrees, elements of market risk and credit risk. Market risk is the potential for changes in 
the value of financial instruments due to market changes, including interest and foreign exchange 
rate movements and fluctuations embodied in forward and futures, commodity or security prices. 
Market risk is directly impacted by the volatility and liquidity of the markets in which the related 
underlying assets are traded. Credit risk is the possibility that a loss may occur due to the failure 
of a counterparty to perform according to the terms of the contract. The University's risk of loss in 
the event of counterparty default is typically limited to the amounts recognized in the Consolidated 
Statements of Net Position and is not represented by the contract or notional amounts of the 
instruments. 

Investment Risk Factors 
There are many factors that affect the value of investments. Some, such as custodial credit risk, 
concentration risk and foreign currency risk may affect both equity and fixed income securities. 
Equity securities respond to such factors as economic conditions, individual company earnings 
performance and market liquidity, while fixed income securities are particularly sensitive to credit 
risks and changes in interest rates. 

Concentration Risk 
Concentration risk is the risk associated with a lack of diversification, such as having substantial 
investments in a few individual issuers, thereby exposing the organization to greater risks resulting 
from adverse economic, political, regulatory, geographic or credit development. The University 
limits its risk of concentration of assets by limiting individual bond positions other than obligations 
of the U.S. government to not more than five percent of the total fixed income portion of the 
portfolio. Individual equities are limited to not more than five percent of the total market value 
of the stock portfolio. In addition, investment in any one stock is not to exceed five percent of 
a corporation's outstanding common stock. 
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Credit Risk 
Credit risk for fixed income securities is the risk that the issuer will not fulfill its obligations. 
Nationally recognized statistical rating organizations, such as Moody's and Standard and Poor's 
("S&P"), assign credit ratings to security issuers and issues that indicate a measure of potential 
credit risk to investors. To manage credit risk, the University specifies that all nonconvertible bonds 
should have at least a "BBB" rating or higher and be readily marketable. In addition, no more than 
15 percent of the fixed income investments may be graded with an S&P quality rating below "A". 
The University's mutual bond funds are not rated and classified as such. The underlying securities 
of the mutual bond funds are graded with an S&P quality rating of "A" or higher. 

The composition of fixed income securities at June 30, 2015 and 2014, along with credit quality 
ratings, is summarized below: 

Credit Quality Rating 
U.S. Govt- 

Fair Value 	Exempt 	AAA 	AA 	A 	BBB 	Not Rated 

2015 
U.S. Treasury 
U.S. government agencies 
Corporate bonds 
Mutual bond funds 

Total fixed 
income securities 

2014 
U.S Treasury 
U.S. government agencies 
Corporate bonds 
Mutual bond funds 

Total fixed 
income securities  

	

$ 62,153 	$ 62,153 $ - 	$ 	- 	$ - 	$ - 	$ 	- 

	

108,746 	 - 	 108,746 	- 	- 	 - 

	

589 	 - 	27 	134 	264 	164 	 - 

	

106,767 	 - 	- 	 - 	- 	- 	106,767 

	

$ 278,255 	$ 62,153 $ 27 	$ 108,880 	$ 264 	$ 164 	$ 106,767 

Credit Quality Rating 
U.S. Govt- 

	

Fair Value 	Exempt 	AAA 	AA 	A 	BBB 	Not Rated 

	

$ 76,926 	$ 76,926 $ - 	$ 	- 	$ - 	$ - 	$ 	- 

	

120,278 	 - 	- 	120,278 	- 	- 	 - 

	

718 	 - 	- 	 79 	346 	293 	 - 

	

106,417 	 - 	- 	 - 	- 	- 	106,417 

	

$ 304,339 	$ 76,926 $ 	- 	$ 120,357 	$ 346 	$ 293 	$ 106,417 

Interest Rate Risk 
Interest rate risk is the risk that the value of fixed income securities will decline because of 
changing interest rates. The prices of fixed income securities with a longer time to maturity tend 
to be more sensitive to changes in interest rates and, therefore, are more volatile than those with 
shorter maturities. 
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At June 30, 2015, the composition of the University's fixed income investments and maturities are 
summarized below: 

Investment Maturities (in Years) 
Fair Less More 

Value than I I to 5 6 to 10 than 10 

U.S. Treasury $ 	62,153 $ 	20,311 $ 	40,118 $ 	1,707 	$ 17 
U.S. government agencies 108,746 36,655 47,824 13,533 10,734 
Corporate bonds 589 35 372 182 - 
Mutual bond funds 106,767 23,479 20,165 54,866 8,257 

Total fixed 

	

income securities 	$ 278,255 	$ 80,480 	$ 108,479 	$ 70,288 	$ 19,008 

Foreign Currency Risk 
Foreign currency risk is the risk that investments denominated in foreign currencies may lose value 
due to adverse fluctuations in the value of the U.S. dollar relative to foreign currencies. The 
University's investment policy permits investments in publicly-traded foreign securities. 

At June 30, 2015 and 2014, the University's exposure to foreign currency risk expressed in U.S. 
dollars was not significant. 

3. Accounts Receivable 

The composition of accounts receivable at June 30, 2015 and 2014 is summarized as follows: 

2015 2014 

U.S. government $ 	56,904 $ 	58,485 
State and local government 7,211 6,403 
Private agencies 7,237 7,773 
Other 45,372 42,984 

116,724 115,645 

Less: Allowance for uncollectible receivables 29,005 26,344 

$ 	87,719 $ 	89,301 

4. U.S. Government Funding 

The federal government reimburses the University for certain overhead costs (e.g., facilities 
and administrative costs) incurred in support of federally-sponsored programs based on cost 
reimbursement rates negotiated with the University's cognizant agency, the U.S. Department of 
Health and Human Services. These reimbursements amounted to approximately $44,936 in 2015 
and $44,142 in 2014. 

The University's federal grants and contracts are subject to periodic audit by federal examiners. 
In the opinion of the University, any adjustments which may be required as a result of these audits 
would not be material to the overall financial position of the University. 
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5. 	Notes and Contributions Receivable 

The composition of notes and contributions receivable at June 30, 2015 and 2014 is summarized 
as follows: 

Student notes 
Federal loan programs 
State loan programs 
University loan funds 
Other notes receivable 

Total student and other notes outstanding 

Less: Allowance for uncollectible receivables 

Total student and other notes receivable, net 

Contributions receivable 
Less: Allowance for uncollectible pledges 
Less: Discount to present value 

Total contributions receivable, net 

Total student notes and contributions receivable, net 

Less: Current portion, net 

2015 2014 

$ 	18,181 $ 	19,079 
7,999 8,095 

68 68 
43 47 

26,291 27,289 

7,760 7,954 

18,531 19,335 

48,066 52,635 
1,300 1,207 

921 859 

45,845 50,569 

64,376 69,904 

16,221 17,788 

$ 	48,155 $ 	52,116 

The allowance for uncollectible receivables at June 30, 2015 and 2014 is comprised of: 

2015 	 2014 

Federal Perkins loan program 
	

$ 	4,393 	$ 	4,575 
State of Hawaii Higher Education loans 

	
3,305 	3,317 

Nursing/Health Profession loans 
	

34 	 34 
Hawaii Educator loans 
Short-term loans 
	

28 	 28 

$ 7,760 $ 7,954 

Payments on contributions receivable at June 30, 2015 are expected to be collected in: 

Less than one year 
	

$ 	13,600 
One year to five years 
	

34,466 

4flA 

The principal repayment and interest rate terms of federal and University loans vary considerably. 
The allowance for uncollectible receivables only applies to University funded notes and the 
University's portion of federal student loans, as the University is not obligated to fund the federal 
portion of uncollected student loans. Federal loan programs are funded principally with federal 
advances to the University under the Perkins and various health profession loan programs. 
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The Federal Perkins loan program provides for the assignment of uncollectible loans to the U.S. 
Department of Education for collection. Uncollectible Nursing and Health Profession loans may 
be written off with the approval of the U.S. Department of Health and Human Services, Division of 
Financing Services. Uncollectible State of Hawaii Higher Education loans, Hawaii Educator loans 
and University short-term loans may be written off with the approval of the University's General 
Counsel. 

During the years ended June 30, 2015 and 2014, the University distributed $2,668 and $2,628 
in student loans through the U.S. Department of Education Federal Perkins Loan Program, 
respectively, and $157,913 and $151,730 in Direct Loan programs, respectively. These 
distributions and related funding sources are not included as expenses or revenues in the 
accompanying financial statements. 

As discussed in Note 1 to the consolidated financial statements, pledges for permanent 
endowments that do not meet eligibility requirements, as defined by GASB Statement No. 33, 
are not recorded as assets until the related gift is received. Accordingly, permanent endowment 
pledges totaling approximately $39,960 and $9,359 at June 30, 2015 and 2014, respectively, 
were not recognized as assets in the accompanying consolidated financial statements because of 
uncertainties with regard to their realizability, valuation, bequest intentions and other conditional 
promises until the specified conditions are met. 

Unconditional promises to give (contributions receivable) that are expected to be collected within 
one year are recorded at net realizable value. Pledges receivable that are expected to be collected 
in future years are recorded at the present value of their estimated future cash flows. The 
discounts on those amounts are computed using the risk-free interest rates applicable to the 
years in which the promises are received. Amortization of the discounts is included in private 
gift revenues. 

6. 	Inventories 

The inventories and the methods of valuation at June 30, 2015 and 2014 are summarized below: 

2015 2014 

University of Hawaii Lower of cost or market using the first-in, 
Bookstore merchandise first-out retail inventory method. 
inventory $ 	8,396 $ 	8,453 

University of Hawaii Cost applied on the first-in, first-out basis. 
Chemistry Stockroom 988 1,103 

University of Hawaii Cost applied on the first-in, first-out basis. 
Facilities Management 
Warehouse 1,055 1,034 

University of Hawaii Press Job order or specific identification method. 
merchandise inventory Books remaining in the inventory after the 

first year of publication are written off on the 
straight-line basis over a five-year period. 758 676 

University of Hawaii Lower of cost or market using the weighted 
other inventory average cost method. 568 342 

$ 	11,765 $ 	11,608 
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7. 	Capital Assets 

A summary of capital assets at June 30, 2015 and 2014 is as follows: 

Beginning Ending 
Balance Additions Deductions Transfers Balance 

$ 	36,211 $ 	- $ - $ 	1,385 $ 37,596 
230,965 100,367 3,303 (78,241) 249,788 

267,176 100,367 3,303 (76,856) 287,384 

127,590 307 - 1,116 129,013 
170,432 624 - 3,320 174,376 

2,192,091 13,474 24,063 67,124 2,248,626 
383,343 13,368 24,652 5,296 377,355 
161,839 2,571 - - 164,410 

3,035,295 30,344 48,715 76,856 3,093,780 

1,230,621 121,378 39,526 - 1,312,473 

$ 	2,071,850 $ 	9,333 $ 12,492 $ 	- $ 2,068,691 

$ 	14,891 $ 	87 $ - $ 	21,233 $ 36,211 
397,825 145,838 6,080 (306,618) 230,965 

412,716 145,925 6,080 (285,385) 267,176 

122,161 28 - 5,401 127,590 
149,100 552 15,290 36,070 170,432 

1,964,451 15,062 20,988 233,566 2,192,091 
366,068 22,529 15,602 10,348 383,343 
159,466 2,373 - - 161,839 

2,761,246 40,544 51,880 285,385 3,035,295 

1,146,842 109,458 25,679 - 1,230,621 

$ 	2,027,120 $ 	77,011 $ 32,281 $ 	- $ 2,071,850 

2015 
Nondepreciable capital assets 

Land 
Construction in progress 

Total capital assets not 
being depreciated 

Depreciable capital assets 
Land improvements 
Infrastructure 
Buildings 
Equipment 
Library materials 

Total capital assets 
being depreciated 

Less: Accumulated depreciation 

Capital assets, net 

2014 
Nondepreciable capital assets 

Land 
Construction in progress 

Total capital assets not 
being depreciated 

Depreciable capital assets 
Land improvements 
Infrastructure 
Buildings 
Equipment 
Library materials 

Total capital assets 
being depreciated 

Less: Accumulated depreciation 

Capital assets, net 

Capital assets consist of land, land improvements, infrastructure, buildings, equipment, library 
materials, and construction in progress. Construction in progress ('CIP") additions represent costs 
for new projects, net of the amount of capital assets placed in service. CIP is not depreciated until 
the asset is placed in service. Assets acquired are recorded at cost, or if donated, at appraised 
value at the date of the gift. Land parcels comprising 5,374 acres, or 22 percent of the University's 
property, are recorded at the State's value of $1 per parcel. Assets owned by the federal 
government, although in the custody of the University, are not included in the capital asset total. 
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8. Other Noncurrent Assets 

Other noncurrent assets at June 30, 2015 and 2014 were comprised of: 

2015 	 2014 

Interest in beneficial trusts held by others 	 $ 	17,044 	$ 	15,159 
Prepaid bond insurance 	 317 	 337 
Other 	 2,180 	2,207 

$ 	19,541 	$ 	17,703 

9. Due From and Due To the State of Hawai'i 

Amounts due from and due to the State of Hawaii at June 30, 2015 and 2014 were as follows: 

2014 

State appropriations for current operations 
State capital appropriations - noncurrent 

Total due from State of Hawaii 

Imprest/petty cash advances 
Advance 
General obligation bonds - current 
Employee fringe adjustments 

Due to State of Hawaii - current 

General obligation bonds - noncurrent 

Total due to State of Hawaii 

	

Due from 	Due to 

$ 	188 
399,144 

$ 399,332 

$ 	84 
12,000 

185 
241 

12,510 

195 

$ 12,705 

	

Due from 	Due to 

$ 	924 
349,084 

$ 350,008 

$ 	86 
6,000 

176 
10 

6,272 

380 

$ 6,652 
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10. Due to the State of Hawai'i for General Obligation Bonds 

Activity related to amounts due to the State of Hawaii for general obligation bonds for the year 
ended June 30, 2015 is as follows: 

Original Beginning Principal Ending 
Amount Balance Repayment Balance 

Series DB (interest rate, 2.80% to 5.25%) 
Student Housing 

Mãnoa $ 	731 $ 	282 $ 	89 	$ 193 
Hilo 143 55 17 38 

Parking Structure Phase I 425 164 52 112 

1,299 501 158 343 

Series DG (interest rate, 5.00%) 
Student Housing 

Mãnoa 	 82 32 10 22 
Hilo 	 16 5 2 3 

Parking Structure Phase I 	 47 18 6 12 

145 55 18 37 

$ 	1,444 	$ 556 	$ 176 	$ 380 

Activity related to amounts due to the State of Hawai'i for general obligation bonds for the year 
ended June 30, 2014 is as follows: 

Original Beginning Principal Ending 
Amount Balance Repayment Balance 

$ 	731 	$ 366 	$ 84 	$ 282 
143 71 16 55 
425 213 49 164 

1,299 650 149 501 

82 41 9 32 
16 7 2 5 
47 24 6 18 

145 72 17 55 

$ 	1,444 	$ 722 	$ 166 	$ 556 

Series DB (interest rate, 2.80% to 5.25%) 
Student Housing 

Mãnoa 
Hilo  

Parking Structure Phase I 

Series DG (interest rate, 5.00%) 
Student Housing 

Mãnoa 
Hilo 

Parking Structure Phase I 
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General obligation bonds are payable in annual installments, including semi-annual interest 
payments, with final payment due in July 2017. The bonds mature in designated numerical 
sequence and are payable from the operations of the University. The interest and principal 
payments are due as follows: 

Principal 	 Interest 

Series D8 	 September 1 	 March 1 and September 1 
Series DG 	 July 1 	 January 1 and July 1 

At June 30, 2015, principal and interest maturities on general obligation bonds are as follows: 

Principal 	Interest 

Year ending June 30, 
2016 	 $ 185 $ 	1 
2017 	 195 	 - 

$ 380 $ 	1 

The general obligation bonds have provisions for early redemption. The premiums on bond 
redemption, as a percentage of the bond principal redeemed, range from 0.5 percent to 2 percent. 

In June 2005, the State issued $772,600 in general obligation Series DG (refunding bonds), of 
which the University's portion was approximately $145, with a five percent interest rate to advance 
refund approximately $152 (University's portion) of outstanding general obligation Series CG bonds 
(refunded bonds) which have been partially defeased. The net proceeds from the issuance of the 
refunding bonds were placed in an irrevocable trust and were used to purchase securities of the 
United States government at various interest rates and maturities sufficient to meet the debt 
service requirements of the refunded bonds. 

In September 2003, the State issued $188,700 in general obligation Series DB bonds (refunding 
bonds) of which the University's portion was approximately $1,299, with interest rates ranging 
from 2.80 percent to 525 percent to advance refund approximately $1,299 (University's portion) 
of outstanding general obligation Series CC bonds (refunded bonds) which have been partially 
defeased. The net proceeds from the issuance of the refunding bonds were placed in an 
irrevocable trust and were used to purchase securities of the United States government at various 
interest rates and maturities sufficient to meet the debt service requirements of the refunding 
bonds. 
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11. 	Long-Term Liabilities 

Long-term liability activity for the years ended June 30, 2015 and 2014 is summarized as follows: 

Beginning 	 Ending 	Current 
Balance 	Additions 	Reductions 	Balance 	Portion 

2015 
Bonds payable 

Revenue bonds payable $ 	593,930 S 	- $ 	15,345 $ 	578,585 $ 	17,115 

Other liabilities 
Workers' compensation 14,268 6,064 4,820 15,512 5,586 
Accrued vacation 72,832 26,803 25,795 73,840 29,222 
Net pension liability (Note 14) - 1,329,425 239,543 1,089,882 - 
Postretirement health care/life 
insurance benefits (Note 15) 579,196 113,009 41,400 650,805 - 

Note payable 17,000 - - 17,000 - 

Total other liabilities 683,296 1,475,301 311,558 1,847,039 34,808 

Total long-term liabilities $ 	1,277,226 $ 	1,475,301 $ 	326,903 $ 	2,425,624 $ 	51,923 

2014 
Bonds payable 

Revenue bonds payable $ 	608,670 $ 	- $ 	14,740 $ 	593,930 $ 	15,345 

Other liabilities 
Workers' compensation 14,698 3,866 4,296 14,268 5,350 
Accrued vacation 70,758 26,843 24,769 72,832 28,491 
Postretirement health care/life 
insurance benefits (Note 15) 514,364 106,832 42,000 579,196 - 

Note payable 16,500 500 - 17,000 - 

Total other liabilities 616,320 138,041 71,065 683,296 33,841 

Total long-term liabilities $ 	1,224,990 $ 	138,041 $ 	85,805 $ 	1,277,226 $ 	49,186 

Revenue Bonds Payable 
The University's revenue bonds payable at June 30, 2015 and 2014 is as follows 

Series Date Issued Authorized 2015 2014 

Frear Hall Construction, 
Student Housing System at Manoa, 
Food Service System and 
Student Housing System at Hilo 
(interest rate, 3.25% to 5.0%) 2006A December 13, 2006 $ 	100,000 $ 	87,540 $ 	89,825 

University Health & Wellness Center 
(interest rate, 3.5%to5.0%) Ref 2006A October 25, 2006 133.810 123,140 127,420 

Various acquisition and 
construction projects 
(interest rate, 2.5% to 6.0%) 2009A April 15, 2009 100,000 89,820 92,195 

University's Cancer Center 
(interest rate. 2.5% to 6.0%) 201 OA-1, 201 OA-2 October 7, 2010 138,640 127,600 130,495 

Various construction projects 
(interest rate, 2.5% to 6.0%) 201013-1, 2010B-2 October 7, 2010 154,090 145.830 147,995 

Student Housing System at Mänoa 
and Telecommunications System 
(interest rate, 2.0% to 5.0%) 201 2A(R) February 22, 2012 8,575 4,655 6.000 

$ 	635,115 $ 	578,585 $ 	593,930 
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In February 2012, the University issued $8,575 in Series 2012A(R) revenue bonds to retire 
(current refund) $8,955 of the outstanding Series 2001 B revenue bonds. The proceeds of the 
Series 2012A(R) bonds were deposited into a trust account with an escrow agent to fully defease 
the outstanding principal of the Series 2001 B bonds. The defeasance resulted in an accounting 
gain of $943 and an economic loss (difference between the present values of the debt service 
payments on the old and new debt) of $27. The coupon interest rates for the Series 2012A(R) 
bonds range from two percent to five percent (first interest payment due on April 1, 2012) and 
mature on October 1, 2018. 

In October 2010, the University issued $292,730 in Series 2010A-1 ($111,265), 2010A-2 ($27,375), 
2010B-1 ($127,535), and 2010B-2 ($26,555) bonds (collectively, the "Series 2010 Bonds") for the 
purpose of financing the costs of certain University projects. The Series 2010A-1 and Series 
2010B-1 bonds are designated as "Build America Bonds" under the provisions of the American 
Recovery and Reinvestment Act of 2009. These University projects may include the construction 
and maintenance of the University's Cancer Center, renovations and additions to the Mãnoa 
Campus Center, construction and equipment for an Information Technology Building, renovations 
to the Sinclair Library basement on the Mãnoa campus, further development of the University of 
Hawaii at West O'ahu ("UH-West O'ahu") Kapolei campus, various energy conservation/efficiency 
projects on the community college campuses on O'ahu and Maui, land acquisition for the Leeward 
Community College Waianae Education Center, construction of the Kapiolani Community College 
Culinary Institute of the Pacific, and renovation of the observatory for the Panoramic Survey 
Telescope & Rapid Response System 2 telescope. The coupon interest rates for the Series 2010 
Bonds range from 2.50 percent to 6.03 percent (first interest payment due on April 1, 2011) and 
mature on October 1, 2030 and 2040. 

The University receives funds from the State of Hawaii Tobacco Settlement Special Fund for 
the payment of principal and interest on the Refunding Series 2006A bonds to finance the cost 
of construction of the medical school facility and for annual operating expenses incurred by the 
facility. The funds received from the State of Hawaii Tobacco Settlement Special Fund for debt 
service amounted to $9,924 and $9,926 in 2015 and 2014, respectively. 

The revenue bonds are paid from certain unrestricted revenues in annual installments, including 
semi-annual interest payments ranging from $490 to $15,906 with the final payment due in 
October 2040. Series 2006A, 2009A, 2010 and 2012A(R) bonds interest is payable semi-annually 
on April 1 and October 1, and the principal is payable on October 1 of each year. The Refunding 
Series 2006A interest is payable semi-annually on January 15 and July 15, and the principal is 
payable on July 15 of each year. The Bond Resolution adopted on May 17, 2002 and 
supplemented, stipulates that all available moneys on deposit in any special fund or revolving fund 
of the University, excluding moneys on deposit in the University Revenue - Undertakings Fund 
derived from the University Bond System, are pledged to the payment of the Refunding Series 
2006A bonds, interest and premiums (if any). All available moneys on deposit in any special fund 
or revolving fund of the University, including moneys on deposit in the University Bond System, 
are pledged to the payment of the Series 2006A, 2009A, 2010 and 2012A(R) bonds, interest and 
premiums (if any). 

The University entered into continuing disclosure certificates for the benefit of revenue 
bondholders, where it agreed to provide certain financial information and operating data relating 
to the University with respect to its revenue bonds to the Municipal Securities Rulemaking Board. 
The University, based on consultation with its bond counsel and bond underwriter, has complied 
in all material respects with the continuing disclosure requirements. 
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At June 30, 2015, future maturities of revenue bonds are as follows: 

Principal 	Interest 

$ 	17,115 $ 	29,126 
17,700 28,393 
18,585 27,651 
18,065 26,836 
18,690 25,976 

106,450 115,394 
126,475 87,007 
133,450 53,388 
105,800 19,423 

16,255 490 

$ 	578,585 $ 	413,684 

Year ending June 30, 
2016 
2017 
2018 
2019 
2020 
2021-2025 
2026-2030  
2031-2035 
2036-2040 
2041 

In September 2015, the University priced $166,285 in Series 2015A ($8,575, taxable new money), 
2015B ($47,010, tax-exempt refunding), 2015C ($17,585, taxable refunding), 2015D ($25,715, 
taxable refunding), and 2015E ($67,400, tax-exempt forward delivery refunding) bonds 
(collectively, the "Series 2015 Bonds") for the purpose of financing the costs of University projects 
and refunding previously issued bonds. All Series 2015 bonds were closed in September 2015 
with the exception of the forward delivery Series 2015E bonds which will close on April 20, 2016. 
Total premium for the Series 2015 Bonds approximated $13,698. The University projects include 
the UH Mãnoa Law School Expansion and Modernization Project and the UH Hilo College of 
Pharmacy Project. The Series 2015B and 2015C bonds will refund a portion of the Series 2006A 
University Revenue Bonds and the Series 2015D and 2015E bonds refunds a portion of the 
Refunding Series 2006A University Bonds. The coupon interest rates for the Series 2015 Bonds 
range from 0.811 percent to 5.000 percent (first interest payment due on April 1, 2016) with the last 
maturity on October 1, 2044. 
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Bond Premiums 
Activity related to the premiums on general obligation and revenue bonds for the years ended 
June 30, 2015 and 2014 is as follows: 

Beginning Ending 
Series Balance Additions Reductions Balance 

2015 
John A. Burns School of Medicine Ref 2006A $ 1,256 $ 	- $ 73 $ 1,183 
University's Cancer Center 2010A 1,030 - 315 715 
Various construction projects 2010B 1,511 - 437 1,074 
General obligation DB 4 - 4 - 
General obligation DG 1 - 1 - 

Total bond premiums $ 3,802 $ 	- $ 830 $ 2,972 

2014 
John A. Burns School of Medicine Ref 2006A $ 1,314 $ 	- $ 58 $ 1,256 
University's Cancer Center 2010A 1,395 - 365 1,030 
Various construction projects 2010B 1,976 - 465 1,511 
General obligation DB 9 - 5 4 
General obligation DG 2 - 1 1 

Total bond premiums $ 4,696 $ 	- $ 894 $ 3,802 

Note Payable 
On May 4, 2012, the University entered into a five-year, unsecured loan agreement (Note") 
with Hawaii Regional Center LP Ill ('Lender") for a commitment amount not to exceed $18,000, 
subject to certain limitations. The proceeds were used to facilitate and fund construction of the 
UH-West O'ahu campus located in Kapolei, Hawai'i. 

The Note bears interest at the rate of 1.5 percent per annum and is due and payable semi-annually 
to the Lender on January 1 and July 1 each year until the Note has been paid in full. Under the 
terms of the Note, repayment each fiscal year is limited and subject to specific appropriations by 
the State to make such payments. The Note matures on July 16, 2017, at which time the unpaid 
principal will be due. As of June 30, 2015, $17,000 remains outstanding. 

12. 	Line of Credit (Research Corporation) 

The Research Corporation has a revolving line of credit with First Hawaiian Bank in the amount of 
$5,000 for short-term working capital, expiring on February 1, 2016. The terms of the revolving line 
of credit require repayment as specified in the credit agreement. All borrowings are collateralized 
by a security agreement over the Research Corporation's accounts receivable. The rate of interest 
on borrowings was 3.28 percent at June 30, 2015 and 2014. At June 30, 2015 and 2014, there 
were no borrowings under this line. 
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13. Property Leases 

The University has entered into real property operating lease agreements with future minimum 
payments as follows: 

Lease 
Amount 

Year ending June 30, 
2016 $ 	2,468 
2017 1,851 
2018 1,760 
2019 1,102 
2020 555 
2021-2025 358 
2026-2030 333 
Thereafter 1,734 

$ 	10,161 

Rent expense for outside space for the years ended June 30, 2015 and 2014 approximated $7,540 
and $7,913, respectively. 

14. Employee Benefits 

Employees' Retirement System 
General Information on the Pension Plan 

Plan Description 
All eligible employees of the University are provided with pensions through a cost-sharing multiple-
employer defined benefit pension plan administered by the Employees' Retirement System of the 
State of Hawaii ("ERS"). Benefit terms, eligibility, and contribution requirements are established 
by HRS Chapter 88 and can be amended through legislation. The ERS issues a publicly available 
financial report that can be obtained at ERS's website: http://ers.ehawaii,gov/. 

Benefits Provided 
The ERS provides retirement, disability and death benefits that are covered by the provisions of 
the noncontributory, contributory and hybrid retirement plans. The three plans provide a monthly 
retirement allowance equal to the benefit multiplier (generally 1.25 percent or 2 percent) multiplied 
by the average final compensation multiplied by years of credited service. The benefit multiplier 
decreased by 0.25 percent for new hybrid and contributory plan members hired after June 30, 
2012. Average final compensation is an average of the highest salaries during any three years of 
credited service, excluding any salary paid in lieu of vacation for employees hired January 1, 1971 
or later and the average of the highest salaries during any five years of credited service including 
any salary paid in lieu of vacation for employees hired prior to January 1, 1971. 
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For members hired before July 1, 2012, the original retirement allowance is increased by 
2.5 percent each July 1 following the calendar year of retirement. This cumulative benefit is not 
compounded and increases each year by 2.5 percent of the original retirement allowance without 
a ceiling (2.5 percent of the original retirement allowance the first year, 5.0 percent the second 
year, 7.5 percent the third year, etc.). For members hired after June 30, 2012 the post-retirement 
annuity increase was decreased to 1.5 percent per year. 

Noncontributory Plan 

• Retirement Benefits - General employees' retirement benefits are determined as 1.25 percent 
of average final compensation multiplied by the years of credited service. Employees with 10 
years of credited service are eligible to retire at age 62. Employees with 30 years of credited 
service are eligible to retire at age 55. 

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

• Death Benefits - For service-connected deaths, the surviving spouse/reciprocal beneficiary 
receives a monthly benefit of 30 percent of the average final compensation until remarriage 
or re-entry into a new reciprocal beneficiary relationship. Additional benefits are payable to 
surviving dependent children up to age 18. If there is no spouse/reciprocal beneficiary or 
dependent children, no benefit is payable. 

Ten years of credited service is required for ordinary death benefits. For ordinary death 
benefits, the surviving spouse/reciprocal beneficiary (until remarriage/reentry into a new 
reciprocal beneficiary relationship) and dependent children (up to age 18) receive a benefit 
equal to a percentage of member's accrued maximum allowance unreduced for age or, if 
the member was eligible for retirement at the time of death, the surviving spouse/reciprocal 
beneficiary receives 100 percent joint and survivor lifetime pension. 

Contributory Plan for Employees Hired prior to July 1, 2012 

• Retirement Benefits - General employees' retirement benefits are determined as two percent 
of average final compensation multiplied by the years of credited service. General employees 
with five years of credited service are eligible to retire at age 55. 

Disability Benefits - Members are eligible for service-related disability benefits regardless 
of length of service and receive a lifetime pension of 66-2/3 percent of their average final 
compensation. Ten years of credited service is required for ordinary disability. Ordinary 
disability benefits are determined in the same manner as retirement benefits but are payable 
immediately, without an actuarial reduction, and at a minimum of 30 percent of average final 
compensation. 
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Death Benefits - For service-connected deaths, the surviving spouse/reciprocal beneficiary 
receives a lump sum payment of the member's contributions and accrued interest plus a 
monthly benefit of 50 percent of the average final compensation until remarriage or re-entry 
into a new reciprocal beneficiary relationship. If there is no surviving spouse/reciprocal 
beneficiary, surviving children (up to age 18) or dependent parents are eligible for the monthly 
benefit. If there is no spouse/reciprocal beneficiary or dependent children/parents, the ordinary 
death benefit is payable to the designated beneficiary. 

Ordinary death benefits are available to employees who were active at time of death with 
at least one year of service. Ordinary death benefits consist of a lump sum payment of the 
member's contributions and accrued interest plus a percentage of the salary earned in the 
12 months preceding death, or 50 percent Joint and Survivor lifetime pension if the member 
was not eligible for retirement at the time of death but was credited with at least 10 years of 
service and designated one beneficiary, or 100 percent Joint and Survivor lifetime pension if 
the member was eligible for retirement at the time of death and designated one beneficiary. 

Hybrid Plan for Employees  Hired Prior to July 1, 2012 

• Retirement Benefits - General employees' retirement benefits are determined as two percent 
of average final compensation multiplied by the years of credited service. General employees 
with five years of credited service are eligible to retire at age 62. General employees with 30 
years of credited service are eligible to retire at age 55. 

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

Death Benefits - For service-connected deaths, the surviving spouse/reciprocal beneficiary 
receives a lump sum payment of the member's contributions and accrued interest plus a 
monthly benefit of 50 percent of the average final compensation until remarriage or re-entry 
into a new reciprocal beneficiary relationship. If there is no surviving spouse/reciprocal 
beneficiary, surviving children (up to age 18) or dependent parents are eligible for the monthly 
benefit. If there is no spouse/reciprocal beneficiary or dependent children/parents, the ordinary 
death benefit is payable to the designated beneficiary. 

Ordinary death benefits are available to employees who were active at time of death with 
at least five years of service. Ordinary death benefits consist of a lump sum payment of the 
member's contributions and accrued interest plus a percentage multiplied by 150 percent, or 
50 percent Joint and Survivor lifetime pension if the member was not eligible for retirement 
at the time of death but was credited with at least 10 years of service and designated one 
beneficiary, or 100 percent Joint and Survivor lifetime pension if the member was eligible for 
retirement at the time of death and designated one beneficiary. 
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Hybrid Plan for Employees Hired After June 30, 2012 

• Retirement Benefits - General employees' retirement benefits are determined as 1.75 percent 
of average final compensation multiplied by the years of credited service. General employees 
with 10 years of credited service are eligible to retire at age 65. Employees with 30 years of 
credited service are eligible to retire at age 60. 

Disability and Death Benefits - Provisions for disability and death benefits generally remain the 
same except for ordinary death benefits. Ordinary death benefits are available to employees 
who were active at time of death with at least 10 years of service. Ordinary death benefits 
consist of a lump sum payment of the member's contributions and accrued interest plus a 
percentage multiplied by 50 percent Joint and Survivor lifetime pension if the member was 
not eligible for retirement at the time of death and designated one beneficiary, or 100 percent 
Joint and Survivor lifetime pension if the member was eligible for retirement at the time of 
death and designated one beneficiary. 

Contributions 
Contributions are established by HRS Chapter 88 and may be amended through legislation. The 
employer rate is set by statute based on the recommendations of the ERS actuary resulting from 
an experience study conducted every five years. Since July 1, 2005, the employer contribution rate 
is a fixed percentage of compensation, including the normal cost plus amounts required to pay for 
the unfunded actuarial accrued liabilities. The contribution rates for fiscal year 2015 and 2014 
16.50 percent and 16.00 percent, respectively. Contributions to the pension plan from the 
University for the years ended June 30, 2015, 2014 and 2013 were $92,988, $87,753 and $84,154, 
respectively. 

The University is required to make all contributions for members in the noncontributory plan. 
For contributory plan employees hired prior to July 1, 2012, general employees are required to 
contribute 7.8 percent of their salary. Hybrid plan members hired prior July 1, 2012 are required to 
contribute 6.0 percent of their salary. Hybrid plan members hired after June 30, 2012 are required 
to contribute 8.0 percent of their salary. 

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources 
and Deferred Inflows of Resources Related to Pensions 
At June 30, 2015, the University reported a liability of $1,089,882 for its proportionate share of net 
pension liability. The net pension liability was measured as of June 30, 2014, and the total pension 
liability used to calculate the net pension liability was determined by an actuarial valuation as of 
that date. The University's proportion of the net pension liability was based on a projection of the 
University's long-term share of contributions to the pension plan relative to projected contributions 
of all participants, actuarially determined. At June 30, 2014, the University's proportion was 13.59 
percent which was an increase of 0.16 percent from its proportion measured as of June 30, 2013. 

There were no changes in other assumptions and inputs that affected the measurement of the 
total pension liability since the prior measurement date. There were no changes between the 
measurement date, June 30, 2014, and the reporting date, June 30, 2015, that are expected to 
have a significant effect on the proportionate share of the net pension liability. 
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For the year ended June 30, 2015, the University recognized pension expense of $87,780. 
At June 30, 2015, the University reported deferred outflows of resources and deferred inflows 
of resources related to pensions from the following sources: 

Deferred 	Deferred 
Outflows of 	Inflows of 
Resources 	Resources 

Difference between expected and actual experience 

Net difference between projected and actual investment 
earnings on pension plan investments 

Changes in proportion and differences between employer 
contributions and proportionate share of contributions 

Contributions subsequent to the measurement date 

Total deferred inflows and outflows of resources 

$ 	13,859 

126,487 

	

- 	24,675 

	

120,989 	 - 

$ 134,848 $ 151,162 

The $120,989 of deferred outflows of resources resulting in the University's contributions 
subsequent to the measurement date will be recognized as a reduction of the net pension liability 
in the year ending June 30, 2016. Other amounts reported as deferred outflows of resources and 
deferred (inflows) of resources will be recognized in pension expense as follows: 

Year ending June 30, 
2016 $ 	33,891 
2017 33,891 
2018 33,891 
2019 33,891 
2020 1,739 

$ 	137,303 

Actuarial Assumptions 
The total pension liability as of the June 30, 2014 actuarial valuation was determined using the 
following actuarial assumptions, applied to all periods included in the measurement. 

Inflation 
	

3.00 % 
Payroll growth rate 
	

3.50 % 
Investment rate of return 

	
7.75 % 

Post-retirement mortality rates are based on Client Specific Tables and the 1994 U.S. Group 
Annuity Mortality Statistic Tables for police and firefighters. Pre-retirement mortality rates are 
based on the RP-2000 tables. 

The actuarial assumptions used in the June 30, 2014 valuation were based on the results 
of an actuarial experience study for the period for the five-year period ending June 30, 2010. 
ERS updates their experience studies every five years. 
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The long-term expected rate of return on pension plan investments was determined using a 
"top down approach" of the Bespoke Client-Constrained Simulation-based Optimization Model 
(a statistical technique known as "re-sampling with replacement" that directly keys in on specific 
plan-level risk factors as stipulated by the ERS Board) in which best-estimate ranges of expected 
future real rates of return (expected returns, net of pension plan investment expense and inflation) 
are developed for each major asset class. These ranges are combined to produce the long-term 
expected rate of return by weighting the expected future real rates of return by the target asset 
allocation percentage and by adding expected inflation. The target allocation and best estimates 
of arithmetic real rates of return for each major asset class are summarized in the following table: 

Long-Term 
Target Expected Real 

Allocation Rate of Return 

Domestic equity 30% 8.50% 
International equity 26% 9.00% 
Total fixed-income 20% 3.10% 
Real estate 7% * 8.46% 
Private equity 7% * 11.75% 
Real return 5% * 6.10% 
Covered calls 5% 7.65% 

Total 100% 

* The real estate, private equity and real return targets will be the percentage actually invested up to 70%, 7.0% and 5.0%, 
respectively, of the total fund. changes in the real estate, private equity and real return targets will be offset by an equal 
percentage in the large cap domestic equity target. 

Discount Rate 
The discount rate used to measure the total pension liability was 7.75 percent. The projection of 
cash flows used to determine the discount rate assumed that employee contributions will be made 
at the current contribution rate and that contributions from employers will be made at statutorily 
required rates. Based on those assumptions, the Plan's fiduciary net position was projected to be 
available to make all projected future benefit payments of current active and inactive employees. 
Therefore, the long-term expected rate of return on Plan investments was applied to all periods of 
projected benefit payments to determine the total pension liability. There has been no change to 
the discount rate since the prior measurement date. 

Sensitivity of the University's Proportionate Share of the Net Pension Liability 
to Changes in the Discount Rate 
The following presents the University's proportionate share of the net pension liability calculated 
using the discount rate of 7.75 percent, as well as what the University's proportionate share of the 
net pension liability would be if it were calculated using a discount rate that is one percentage point 
lower (6.75 percent) or one percentage point higher (8.75 percent) than the current rate: 

1% 	Discount 	1% 
Decrease 	Rate 	Increase 
(6.75%) 	(7.75%) 	(8.75%) 

The University's proportionate share 
of the net pension liability 	 $ 1,381,405 	$ 1,089,882 	$ 798,360 
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Plan Fiduciary Net Position 
The pension plan's fiduciary net position is determined on the same basis used by the pension 
plan. The ERS's financial statements are prepared using the accrual basis of accounting under 
which expenses are recorded when the liability is incurred, and revenues are recorded in the 
accounting period in which they are earned and become measurable. Employer and member 
contributions are recognized in the period in which the contributions are due. Benefits and refunds 
are recognized when due and payable in accordance with the terms of the plan. Investment 
purchases and sales are recorded as of their trade date. Administrative expenses are financed 
exclusively with investment income. 

There were no significant changes after the report measurement date. Detailed information about 
the pension plan's fiduciary net position is available in the separately issued ERS financial report. 
ERS's complete financial statements are available at http:f/www.ers.ehawaii.gov. 

Payable to the Pension Plan 
At June 30, 2015, the amount payable to the ERS was $1,204. 

Other Benefits 
The State absorbs the fringe benefit cost for employees paid from State and federal appropriations 
In fiscal years 2014 and 2013, the State appropriated funds to the Department of Budget and 
Finance to pay for these fringe benefit costs on behalf of the University. Fringe benefit costs 
included in total revenue and total expenditures amounted to $179,007 and $168,891 for fiscal 
years 2015 and 2014, respectively. 

All regular employees, with certain exceptions, earn vacation leave at the rate of 14 hours for 
each month of service. Employees who are entitled to annual vacation may accumulate for the 
succeeding year or years up to 15 working days annual vacation allowance, provided that the total 
accumulation shall not exceed 90 working days at the end of the calendar year. Accumulated 
vacation leave earned, but not taken, is reflected as an accrual in the accompanying consolidated 
financial statements. When termination of services takes place, the employees are paid for their 
vacation allowance in a lump sum. 

Sick leave accumulates at the rate of 14 hours for each full month of service without limit, but 
can be taken only in the event of an illness and is not convertible to pay upon termination of 
employment. Accordingly, accumulated sick leave, earned but not taken, is not reflected as an 
accrual in the accompanying consolidated financial statements. Employees who retire with 60 
days of unused sick leave are entitled to three months of service credit in the ERS. For each 
additional 20 days, or major fraction thereof, of unused sick leave they have in excess of 60 days, 
their service period is increased by one month. As of June 30, 2015 and 2014, accumulated sick 
leave approximated $443,641 and $428,237, respectively. 

The University's regular employees may enter into deferred compensation arrangements directly 
with authorized insurance companies or agencies through a payroll deduction plan. Accordingly, 
the University has no deferred compensation or withholding payable. 

The University manages its workers' compensation program. Medical-related payments for fiscal 
years 2015 and 2014 were $2,377 and $2,080, respectively. Temporary wage loss payments for 
fiscal years 2015 and 2014 amounted to $795 and $577, respectively. 
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15. Postemployment Benefits Other than Pensions 

In addition to providing pension benefits, the State of Hawaii, pursuant to HRS Chapter 87, 
provides other postemployment benefits ('OPEB") such as health care and life insurance benefits 
to all retired University employees. Effective July 1, 2007, the University implemented GASB 
Statement 45, Accounting and Financial Reporting by Employers for Postemployment Benefits 
Other Than Pensions, prospectively, which establishes standards for the measurement, recognition 
and display of OPEB expense and related liabilities, note disclosure and required supplementary 
information in the financial reports. 

Plan Description 
The State contributes to the Hawaii Employer-Union Health Benefits Trust Fund ("EUTF"), an 
agent, multiple-employer defined benefit plan that replaced the Hawaii Public Employees Health 
Fund effective July 1, 2003, pursuant to Act 88, SLH of 2001. The EUTF was established to 
provide a single delivery system of health benefits for state and county workers, retirees and 
their dependents. The EUTF issues a publicly available financial report that includes financial 
statements and required supplementary information. That report may be obtained by writing to: 

Hawaii Employer-Union Health Benefits Trust Fund 
City Financial Tower 

210 Merchant Street, Suite 1520 
Honolulu, Hawaii 96813 

For employees hired before July 1, 1996, the State pays the entire base monthly contribution for 
employees retiring with 10 years or more of credited service, and 50 percent of the base monthly 
contribution for employees retiring with fewer than ten years of credited service. Retirees may 
elect a family plan to cover dependents. 

For employees hired after June 30, 1996, but before July 1, 2001, and who retire with less than 
10 years of service, the State makes no contributions. For those retiring with at least 10 years, 
but fewer than 15 years of service, the State pays 50 percent of the base monthly contribution. 
For those retiring with at least 15 years, but fewer than 25 years of service, the State pays 
75 percent of the base monthly contribution. For those employees retiring with at least 25 years 
of service, the State pays 100 percent of the base monthly contribution. Retirees in this category 
may elect a family plan to cover dependents. 

For employees hired on or after July 1, 2001 and who retire with less than 10 years of service, 
the State makes no contributions. For those retiring with at least 10 years, but fewer than 15 years 
of service, the State pays 50 percent of the base monthly contribution. For those retiring with at 
least 15 years, but fewer than 25 years of service, the State pays 75 percent of the base monthly 
contribution. For those employees retiring with at least 25 years of service, the State pays 
100 percent of the base monthly contribution. Only single plan coverage is paid for retirees 
in this category. Retirees may elect family coverage, but must pay the difference. 
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Funding Policy and Annual OPEB Cost 
Employer contributions are financed on a pay-as-you-go basis. The University's contributions are 
calculated as part of the State's total contribution requirements and are reimbursed to the State's 
General Fund as part of the fringe benefit rate on the University employees' actual salaries. 
The University's annual OPEB cost is calculated based on the annual required contribution of 
the employer ("ARC"), an amount actuarially determined in accordance with the parameters of 
GASB Statement No. 45. The ARC represents a level of funding that, if paid on an ongoing basis, 
is projected to cover normal cost each year and to amortize any unfunded actuarial liabilities over 
a period not to exceed 30 years. The following tables present the annual OPEB cost and the 
percentage of annual OPEB cost contributed to the plan for the fiscal year ended June 30, 2015: 

Projected June 30, 2015 Net OPEB Obligation ("NOO") 

July 1, 2014 net OPEB obligation 	 $ 	579,196 

Plus: Annual OPEB cost 	 113,009 

Less: Employer contributions (estimated "pay as you go" method) 	 41,400 

Equals: Expected June 30, 2015 net OPEB obligation 	 $ 	650,805 

The University remitted $57,438 and $56,972 in State assessed OPEB contributions for the years 
ended June 30, 2015 and 2014, respectively. The University's actuarially determined minimum 
OPEB contribution was $41,400 and $42,000 for the years ended June 30, 2015 and 2014, 
respectively. The difference between the State assessed and University actuarially determined 
OPEB contribution is reported net with Transfers from (to) State for Fringe Benefits in the 
accompanying Consolidated Statements of Revenues, Expenses and Changes in Net Position. 

OPEB Summary 

Fiscal Year 
Ending 

Annual 
OPEB Cost 

Percentage of Annual 
OPEB Cost Contributed 

Net OPEB 
Obligation 

June 30, 2015 $113,009 36.6% $650,805 

June 3O,2014 $106,832 39.3% $579,196 

June 30, 2013 $142,602 29.2% $514,364 
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Funded Status 
Actuarial valuations represent a long-term perspective and involve estimates of the value of 
reported amounts and assumptions about the probability of occurrence of events far into the future. 
Examples include assumptions about future employment, mortality, investment return and health 
care cost trends. The projection of benefits does not explicitly incorporate the potential effects of 
the results of collective bargaining discussions on the contribution rate. Actuarially determined 
amounts are subject to periodic revisions as actual rates are compared with past expectations 
and new estimates are made about the future. 

Actuarial value of assets 	 $ 	- 
Actuarial accrued liability 	 1,265,625 

Unfunded actuarial accrued liability ("UAAL") 	 $ 1,265,625 

Funded ratio 	 0% 

Covered payroll (active plan members) 	 $ 	564,736 

UAAL as a percentage of covered payroll 	 224.1% 

The schedule of funding progress, presented as required supplementary information following the 
notes to the financial statements, is designed to present multiyear trend information that shows 
whether the actuarial value of plan assets is increasing or decreasing over time relative to the 
actuarial accrued liabilities for benefits. 

Actuarial Methods and Assumptions 
Projections of benefits for financial reporting purposes are based on the plan and include the types 
of benefits provided at the time of each valuation and the historical pattern of sharing of benefit 
costs between the employer and plan members to that point. The actuarial methods and 
assumptions used include techniques that are designed to reduce the effects of short-term volatility 
in actuarial accrued liabilities and the actuarial value of assets, consistent with the long-term 
perspective of the calculations, Significant methods and assumptions used were as follows: 

State of Hawaii actuarial valuation date 

Actuarial cost method 

Amortization method 

Amortization period 

Asset valuation method 

Actuarial assumptions 
Investment rate of return 
Projected salary increases 
Health care inflation rates 

PPo 
HMO 
Dental 
Vision 
Medicare Part B 

July 1, 2013 

Entry age normal 

Level percentage, closed 

30 years 

Fair value 

7.0% 
3.5% 

9.0% initial, 5.0% after 10 years 
7.5% initial, 5.0% after 10 years 

4.0% 
3.0% 
5.0% 
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16. Other Noncurrent Liabilities 

Other noncurrent liabilities at June 30, 2015 and 2014 are comprised of: 

Liabilities under split interest agreements 
Amounts held for others 
Other 

17. State Appropriations 

2015 	 2014 

$ 9,999 $ 6,889 

	

3,645 	3,182 

	

3,175 	2,800 

$ 	16,819 	$ 	12,871 

By statutory provision, the University prepares a biennium budget for its programs. Budgeted 
expenditures are derived primarily from the General Appropriations Act and from other specific 
appropriations acts in various Session Laws of Hawaii ("SLH"). 

An allotment system and encumbrance accounting are utilized by the University for statutory 
budgetary control purposes. Obligations in the form of purchase orders or contracts are recorded 
as encumbrances at the time purchase orders or contracts are awarded and executed. To the 
extent they are not expended or encumbered, general fund appropriations generally lapse at 
the end of the fiscal year. The Hawaii State Legislature specifies the lapse date and any other 
particular conditions relating to terminating the authorizations for other appropriations. 

Act 122, SLH 2014 Section 35, provided $106,110 in general fund appropriations directly to the 
Department of Budget and Finance to pay for debt service on general obligation bonds issued for 
the University. As a result, the University itself received no appropriations and made no transfers 
for debt service on general obligation bonds for the year ended June 30, 2015. 

Act 122, SLH 2014 Section 35, provided $101,013 in general fund appropriations directly to the 
Department of Budget and Finance to pay for debt service on general obligation bonds issued for 
the University. As a result, the University itself received no appropriations and made no transfers 
for debt service on general obligation bonds for the year ended June 30, 2014. 

The net amount of the University's State general and capital appropriations for the years ended 
June 30, 2015 and 2014 were $413,148 and $161,822 and $391,266 and $142,029, respectively. 
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Net general and capital appropriations for the year ended June 30, 2015 were as follows: 

General appropriations 
Act 134, SLH 2013, Amended by Act 122, 
SLH 2014 Appropriation Warrant No. 35 	 $ 	409,656 

Act 122, SLH 2014, Appropriation Warrant No. 117 	 200 
Total funds lapsed 	 (34) 
Executive Restriction 	 (5,375) 
Collective bargaining adjustment 	 8,701 

Total general appropriations 	 $ 	413,148 

Capital appropriations 
Sections 39 & 71 of Act 134, SLH 2013, Amended by Act 122 SLH 2014 	 $ 	90,500 
Sections 39 of Act 134, SLH 2013, Amended by Act 122, SLH 2014 	 73,800 
Total funds lapsed 	 (2,478) 

Total capital appropriations 	 $ 	161,822 

Net general and capital appropriations for the year ended June 30, 2014 were as follows: 

General appropriations 
Act 134, SLH 2013, Amended by Act 122, 
SLH 2014 Appropriation Warrant No. 35 

Act 237, SLH 2013, Appropriation Warrant No. 89 
Act 272, SLH 2013, Appropriation Warrant No. 97 
Act 275, SLH 2013, Appropriation Warrant No. 89 
Total funds lapsed 
Collective bargaining adjustment 

Total general appropriations 

Capital appropriations 
Act 134, SLH2013 
Sections 39 & 71 of Act 134, SLH 2013 
Section 39 of Act 134, SLH 2013 
Total funds lapsed 

Total capital appropriations 

$ 386,721 
500 
100 
150 

(158) 
3,953 

$ 391,266 

$ 	83,900 
51,940 
10,000 
(3,811) 

$ 142,029 
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18. Blended Component Information 

The following condensed combining information summarizes the individual components of the 
University's consolidated financial position, results of operations and cash flows as of and for 
the years ended June 30, 2015 and 2014: 

Condensed Consolidating Statements of Net Position 

2015 
Research 	 Consolidation 

	

University Corporation Foundation Adjustments 	Total 

Assets and deferred outflows of resources 
Current assets 
Interdepartmental receivables 
Capital assets, net 
Other assets 

Total assets 

Deferred outflows of resources 

Total deferred outflows of resources 

Total assets and deferred outflows 
of resources 

Liabilities 
Current liabilities 
Interdepartmental payables 
Noncurrent liabilities 

Total liabilities 

Deferred inflows of resources 

Total deferred inflows of resources 

Net position 
Net investment in capital assets 
Restricted 

Nonexpendable 
Expendable 

Unrestricted 

Total net position 

Total liabilities, deferred inflows of 
resources and net position 

$ 	436,106 $ 	39,487 $ 	28,851 $ 	- 	$ 	504,444 
25,600 4,148 39,960 (69,708) 	 - 

2,064,651 1,757 2,283 - 	2,068,691 
520,926 - 423,157 - 	944,083 

3,047,283 45392 494,251 (69,708) 	3,517,218 

140,099 - - - 	140,099 

140,099 - - 	140,099 

$ 3,187,382 	$ 45,392 	$ 494,251 	$ (69,708) $ 3,657,317 

$ 	240,491 	$ 28,261 $ 	1,295 $ 	- $ 	270,047 
22,508 2,204 4,972 (29,684) - 

2,375,511 4,532 13,644 - 2,393,687 

2,638,510 34,997 19.911 (29,684) 2,663,734 

151,162 - - 151,162 

151,162 - - - 151,162 

1,499,861 1,757 2,284 - 1,503,902 

10,493 - 265,361 (39,960) 235,894 
440,642 - 204,101 - 644,743 

(1,553,286) 8,638 2,594 (64) (1,542,118) 

397,710 10,395 474,340 (40,024) 842,421 

$ 3,187,382 	$ 45,392 	$ 494,251 	$ (69,708) $ 3,657,317 
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2014 
Research 	 Consolidation 

	

University Corporation Foundation Adjustments 	Total 

Assets and deferred outflows of resources 
Current assets 
Interdepartmental receivables 
Capital assets, net 
Other assets 

Total assets 

Deferred outflows of resources 

Total deferred outflows of resources 

Total assets and deferred outflows 
of resources 

Liabilities 
Current liabilities 
Interdepartmental payables 
Noncurrent liabilities 

Total liabilities 

Net position 
Net investment in capital assets 
Restricted 

Nonexpendable 
Expendable 

Unrestricted 

Total net position 

Total liabilities and net position 

$ 	405,372 $ 	47,182 $ 	21,859 $ 	- 	$ 	474,413 
31,303 5,559 11.135 (47997) 	 - 

2,068,363 1,273 2,214 - 	2,071,850 
498,357 - 416,541 3,465 	918,363 

3,003,395 54,014 451,749 (44,532) 	3,464,626 

5,576 - - -- 	5,576 

5,576 - - 	5,576 

$ 3,008,971 	$ 54,014 	$ 451,749 	$ (44,532) $ 3,470,202 

$ 	251,331 	$ 11,007 $ 	1,245 $ 	- $ 	263,583 
5,675 28,607 4,318 (38,600) - 

1,230,800 4,222 10,071 - 1,245,093 

1,487,806 43,836 15,634 (38,600) 1,508,676 

1,516,182 1273 2,214 - 1,519,669 

10,493 - 216,999 (9,359) 218,133 
381,474 - 213,131 3,465 598,070 

(386,984) 8905 3,771 (38) (374,346) 

1,521,165 10,178 436,115 (5,932) 1,961,526 

$ 	3,008,971 	$ 54.014 $ 	451,749 $ 	(44,532) $ 	3,470,202 
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Condensed Consolidating Statements of Revenues, Expenses and Changes in Net Position 

Research 	 Consolidation 

	

University Corporation Foundation Adjustments 	Total 

Operating revenues 
Student tuition and fees, net $ 	263,247 $ 	- $ 	- $ 	(587) $ 	262,660 
Federal appropriations, grants and contracts 325,531 - - 325,531 
State and local grants and contracts 28,297 2,125 - (1,389) 29,033 
Nongovernmental sponsored programs 45,729 - (14,033) 31,696 
Sales and services of educational 
departments, other 32,318 4,384 6,844 (7,383) 36,163 

Auxiliary enterprises 99,166 - - (14) 99,152 
Other operating revenues 616 - 1,952 - 2,568 

Total operating revenues 794,904 6,509 8,796 (23,406) 786,803 

Operating expenses 
Depreciation 121,126 216 36 - 121,378 
Other operating expenses 1,498,021 5,915 54,820 (26,242) 1,532,514 

Total operating expenses 1,619,147 6,131 54,856 (26,242) 1,653,892 

Operating income (loss) (824,243) 378 (46,060) 2,836 (867,089) 

Nonoperating activity 
Nonoperating revenues (expenses) 457,576 91 34,258 (3,111) 488,814 
Capital contributions and additions to 
permanent and term endowments 166,269 (2) 50,027 (30,601) 185,693 
Special and extraordinary items - - - - - 
Transfers 186,269 (250) - 250 186,269 

Total nonoperating activity 810,114 (161) 84,285 (33,462) 860,776 

Increase (decrease) in net position (14,129) 217 38.225 (30,626) (6,313) 

Net position 
Beginning of year 1,524,632 10,178 436,115 (9,399) 1,961,526 
Adjustment for change in accounting principle (1,112,792) - - - (1,112,792) 

Beginning of year, as restated 411,840 10,178 436,115 (9,399) 848,734 

End of year $ 	397,711 $ 	10,395 $ 	474,340 $ 	(40,025) $ 	842,421 

61 



University of Hawai'i 
State of Hawai'i 
Notes to Consolidated Financial Statements 
June 30, 2015 and 2014 
(All dollars reported in thousands) 

2014 
Research Consolidation 

University Corporation Foundation Adjustments Total 

Operating revenues 
Student tuition and fees, net $ 	249,334 $ 	- $ 	- $ 	(957) 	$ 248,377 
Federal appropriations, grants and contracts 357,185 4,708 (4,708) 357,185 
State and local grants and contracts 28,992 2,290 - (1,210) 30,072 
Nongovernmental sponsored programs 49,585 - - (9,786) 39,799 
Sales and services of educational 
departments, other 30,276 5,667 (3,000) 32,943 
Auxiliary enterprises 97,936 - - 97,936 
Other operating revenues 529 - 2,406  2,935 

Total operating revenues 813,837 6,998 8,073 (19,661) 809,247 

Operating expenses 
Depreciation 109,211 211 36 - 109,458 
Other operating expenses 1,517,767 6,120 49,754 (23,243) 1,550,398 

Total operating expenses 1,626,978 6,331 49,790 (23,243) 1,659,856 
Operating income (loss) (813,141) 667 (41,717) 3,582 (850,609) 

Nonoperating activity 
Nonoperating revenues 445,258 93 103,062 (3,564) 544,849 
Capital contributions and additions to 
permanent and term endowments 141,582 15,602 (6,100) 151,084 
Special and extraordinary items - - - - 
Transfers 179,305 - - - 179,305 

Total nonoperating activity 766,145 93 118,664 (9,664) 875,238 
Increase (decrease) in net position (46,996) 760 76,947 (6,082) 24,629 

Net position 
Beginning of year 1,571,628 9418 359,168 (3,317) 1.936,897 

End of year $ 	1,524,632 $ 	10,178 $ 	436,115 $ 	(9,399) 	$ 1,961,526 

Condensed Consolidating Statements of Cash Flows 

2015 
Research 

University Corporation 	Foundation Total 

Net cash provided by (used in) 
Operating activities $ 	(495,020) $ 	(5,474) 	$ 641 $ 	(499,853) 
Noncapital financing activities 531,407 (250) 6,888 538,045 
Capital and related financing activities (35,447) (702) - (36,149) 
Investing activities 23,320 89 52 23,461 

Total change in cash 24,260 (6,337) 7,581 25,504 

Cash and cash equivalent balances 
Beginning of year 23,146 37,311 3,850 64,307 

End of year $ 	47,406 $ 	30,974 	$ 11,431 $ 	89,811 
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2014 
Research 

University Corporation Foundation Total 

$ 	(514,055) $ 	3,903 $ 	(4,818) $ 	(514,970) 
492,741 - 15,786 508,527 
(49,945) (501) - (50,446) 
59,109 90 (16,707) 42,492 

(12,150) 3,492 (5,739) (14,397) 

35,296 	33,819 	9,589 	78,704 

$ 23,146 $ 37,311 $ 3,850 $ 64,307 

Net cash provided by (used in) 
Operating activities 
Noncapital financing activities 
Capital and related financing activities 
Investing activities 

Total change in cash 

Cash and cash equivalent balances 
Beginning of year 

End of year 

19. 	Litigation, Other Contingent Liabilities and Commitments 

Hawaii Revised Statutes §304A-108 stipulates that any liability arising from a claim, action or 
suit brought against the University shall be payable solely from the moneys and property of the 
University and shall not constitute a general obligation of the State. The Board of Regents is not 
precluded from requesting and securing legislative appropriations to fund the settlement of any 
such claim or judgment against the University. 

The University is contingently liable in connection with certain other claims and contracts, including 
those currently in litigation, arising in the normal course of its activities. Although there are inherent 
uncertainties in any litigation, the University's management and general counsel are of the opinion 
that the outcome of such matters will not have a material effect on the University's financial 
position. 

Substantial amounts are received and expended by the University under federal and state 
programs which are subject to audit by cognizant governmental agencies and independent auditors 
under OMB Circular A-i 33. This funding relates to research, student aid and other programs. 
University management believes that any liabilities arising from such audits will not have a material 
effect on the University's financial position. 

The State and the Office of Hawaiian Affairs ('OHA") are involved in an ongoing dispute relating 
to certain lands transferred by the former Republic of Hawaii to the United States which were 
reconveyed to the State upon Hawaii's admission to the Union in 1959. These lands (collectively, 
the "ceded lands") are the subject of a number of claims, litigation and legislation, which are being 
addressed by the State on behalf of all State agencies, including the University. These matters are 
more fully described in the State's Comprehensive Annual Financial Report ('CAFR") that includes 
financial statements and required supplementary information which may be obtained from the 
following address: 

State of Hawaii Department of Accounting and General Services 
1151 Punchbowl Street 

Honolulu, Hawaii 96813 
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Although the ultimate outcome and financial impact to the University of these OHA matters are 
not presently known, the University has come to an agreement with the State with respect to the 
University's estimated pro rata portion of its obligation due to OHA related to revenues generated 
from ceded lands. The University's financial statements reflect the liabilities and disbursements 
in connection with this agreement. 

Risk Management 
In general, the University obtains third-party insurance coverage directly from third-party insurers 
or is covered under the umbrella of the State's insurance program. However, the University is 
partially or entirely self-insured for certain risks, such as unemployment and workers' compensation 
claims. 

Construction and Other Contracts 
The University is committed under contracts awarded for construction and other services. These 
commitments amounted to approximately $165,506 and $207,076 as of June 30, 2015 and 2014. 

Collective Bargaining Agreements 
The Hawaii State Constitution under Article XIII, Section 2, grants public employees in the State 
the right to organize for the purpose of collective bargaining as provided by law. Chapter 89, HRS, 
provides for 14 recognized bargaining units ("BU") for all public employees throughout the State, 
including State, county and municipal employees. Each BU is represented by an employee 
organization otherwise known as the exclusive bargaining representative of all employees within 
each unit which negotiates with the public employer. For the purpose of negotiating a collective 
bargaining agreement ("CBA"), the public employer of an appropriate BU is statutorily defined 
by law under HRS, §89-6. In BUs with employees in multiple jurisdictions (i.e., State, Counties, 
Judiciary, Hawaii Health Systems Corporation), the public employer includes the Governor and an 
employer representative from each applicable jurisdiction to include the Mayors, the Chief Justice, 
the Hawaii Health Systems Corporation board, the President of the University, the Superintendent 
of Education, the Board of Regents of the University, and the Board of Education. In the case of 
the University's BUs 7 and 8 employees, the public employers are the Governor, the Board of 
Regents, and the President of the University. 

Decisions by the employer representatives of the State and county employees are determined 
by simple majority vote with the Governor having varying numbers of votes depending on the 
bargaining unit involved. Decisions by the public employer of Board of Regent appointed 
employees (BUs 7 and 8) are determined by simple majority vote with the Governor having three 
votes, the Board of Regents having two votes, and the University President having one vote. By 
statute, statutory impasse is declared by the Hawaii Labor Relations Board on February 1st in the 
final year of any contract if there is no resolution by January 31st, and the parties may attempt to 
resolve the impasse through voluntary mediation and mandatory mediation. If the impasse is not 
resolved through mediation, for BUs 2, 3,4,6,8, 9, 10, 11, 12, 13 and 14, it shall be submitted to 
a three-member arbitration panel (i.e., interest arbitration) for these bargaining units do not have 
the right to strike. The BUs that do have the right to strike (i.e., BUs 1, 5 and 7) are still able to 
mutually agree to other impasses processes and procedures, including the possibility of entering 
into interest arbitration. Although the statute characterizes arbitration decision as "final and 
binding," it also provides that all cost items are subject to appropriations by the appropriate 
legislative bodies. 
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Employees of the University belong to one of eight BUs: Unit 1 (nonsupervisory employees in blue 
collar positions), Unit 2 (supervisory employees in blue collar positions), Unit 3 (nonsupervisory 
employees in white collar positions), Unit 4 (supervisory employees in white collar positions), Unit 7 
(faculty of the University), Unit 8 (personnel of the University, other than faculty), Unit 9 (registered 
professional nurses) or Unit 10 (institutional, health and correctional workers). Employees in 
executive/managerial positions, as well as certain other personnel designated as excluded from 
collective bargaining pursuant to HRS, §89-6(f), are not represented by any union, and some 
employees (e.g., certain contractual hires) are not parties to any recognized bargaining unit. 

Pursuant to mutually agreed upon terms specified in CBAs effective from July 1, 2011 through 
June 30, 2013, certain employees within BUs 1, 2, 3, 4, 8 and 10 were subjected to a five percent 
salary reduction during fiscal years 2012 and 2013. Thereafter, multi-year, successor CBAs for 
BUs 1, 2, 3, 4, 8, 9 and 10 were reached between the unions and the Employer in 2013. CBAs 
pertaining to BUs 2, 3, 4, 8 and 9 were effective for the duration of July 1, 2013 through June 30, 
2015. CBAs pertaining to BUs 1 and 10 are now effective for the duration of July 1, 2013 through 
June 30, 2017. The aforementioned CBAs stipulated across-the-board ("ATB") salary increases or 
changes to salary schedules that effectively increase salaries in each year covered by the terms of 
these agreements which have already been legislatively approved. 

The Unit 7 faculty members of the University were under a six-year CBA covering the period July 1, 
2009 through June 30, 2015. The subject Unit 7 CBA included a provision to temporarily reduce 
the salaries of faculty paid by appropriated funds by 6.667 percent for 18 months beginning 
January 1, 2010. Effective July 1, 2011, the salaries of faculty members subjected to the 
temporary reduction were restored to December 31, 2009 rates (plus any subsequent promotions 
or special salary adjustments). The Unit 7 CBA stipulated that faculty who were subjected to the 
mandated temporary salary reduction may be paid one-time lump sum payments equivalent up to 
the amount of the temporary reduction taken to be paid in fiscal years 2013 (25 percent), 2014 
(25 percent) and 2015 (50 percent) all due on August 1st of each respective fiscal year. The Unit 7 
CBA also provided for all faculty members to have their base salaries increased by three percent 
effective July 1, 2013 and July 1, 2014. 

On June 20, 2014 the University administration and the University of Hawaii Professional 
Assembly ("UHPA") tentatively agreed to a two-year successor CBA covering the period July 1, 
2015 to June 30, 2017. The tentative agreement was ratified in support by the Unit 7 faculty 
members on August 25, 2014. The successor agreement will provide a four percent across-the-
board pay increase in each of the next two years, increases the minimum salaries to faculty 
members paid by rank, and negotiated EUTF contributions. The total cost is estimated at $32 
million which is subject to legislative appropriations. 

Negotiations for BUs 2, 3, 4 and 9 are completed and have ratified and agreed upon successor 
bargaining contracts for the period July 1, 2015 to June 30, 2017. The aforementioned CBAs 
stipulated step movements and ATB salary increases, or changes to salary schedules, that 
effectively increase salaries in each year covered by the terms of these agreements which have 
already been legislatively approved. The University completed interest arbitration proceedings 
in early July 2015 with the Hawaii Government Employees Association for BU 8 administrative, 
professional and technical employees of the University for a successor contract beyond July 1, 
2015. The University's employees in BU 1 and BU 10 are working under a four-year contract that 
covers the period July 1, 2013 to July 1, 2017. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Proportionate Share of the Net Pension Liability (Unaudited) 
Schedule of Contributions (Unaudited) 
Year Ended June 30, 2015 
(All dollars reported in thousands) 

Net Pension Liability 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Proportionate Share of the Net Pension Liability 

Proportion of the Plan Fiduciary Net 
Proportionate Proportionate Net Pension Position as a 

Share of the Net Share of the Net Annual Liability as a Percentage of the 
Fiscal Year Pension Liability Pension Liability Covered Percentage of Total Pension 

Ending as a Percentage as an Amount Payroll Covered Payroll Liability 
(a)  (b) (a) /(b)  

June 30, 2015 13.60% $1,089,882 $564,736 193% 63.92% 

June 30, 2014 13.75% $1,227,787 $550,758 223% 57.96% 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Contributions 

Contributions in 
Relation to the 

Statutorily Statutorily Contribution Contributions as a 
Fiscal Year Required Required Deficiency Covered Annual Percentage of 

Ending Contribution Contribution (Excess) Payroll Covered Payroll 
(a) (b)  (a) - (b) (c)  (a) / (c) 

June 3O,2015 $88,381 $88,381 $0 $567,567 15.57% 

June 30, 2014 $80,765 $80,765 $0 $550,758 14.66% 

Changes of benefit terms 

There were no changes of benefit terms in 2015 or 2014. 

2. 	Changes of assumptions 

There were no changes of assumptions in 2015 or 2014 
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Schedule of Funding Progress (Unaudited) 
Year Ended June 30, 2015 
(All dollars reported in thousands) 

Postemployment Benefits Other than Pensions 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Funding Progress 

Unfunded UAAL as a 
Actuarial Actuarial Actuarial Actuarial Annual Percentage 
Valuation Value of Accrued Accrued Funded Covered of Covered 

Date Assets Liability Liability Ratio Payroll Payroll 
(a) (b) (b) - (a) (a)I(b) (c) (b) - (a) 1(c) 

July 1, 2013 $0 $1,185,790 $1,185,790 0% $550,758 215.3% 

July 1, 2011 $0 $1,860,680 $1,860,680 0% $503,900 369.3% 

July 1, 2009 $0 $1,849,949 $1,849,949 0% $495,498 373.4% 
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Report of Independent Auditors on Supplemental Information 

To the Board of Regents 

University of Hawaii 

The report on our audits of the consolidated financial statements of the University of Hawaii as of 

June 30, 2015 and 2014, and for the years then ended, appears on pages 1 and 2. Those audits were 

conducted for the purpose of forming an opinion on the consolidated financial statements taken as 

a whole. The supplemental information (Schedules I, II, III, IV, V, VI, VII, VIII and IX) included hereinafter 

is presented for purposes of additional analysis and is not a required part of the consolidated financial 

statements. Such information is the responsibility of management and was derived from and relates 

directly to the underlying accounting and other records used to prepare the consolidated financial 

statements. The information has been subjected to the auditing procedures applied in the audit of the 

consolidated financial statements and certain additional procedures, including comparing and reconciling 

such information directly to the underlying accounting and other records used to prepare the consolidated 

financial statements or to the consolidated financial statements themselves, and other additional 

procedures in accordance with auditing standards generally accepted in the United States of America. 

In our opinion, the information is fairly stated in all material respects in relation to the consolidated 

financial statements as a whole. 

Honolulu, Hawaii 

February 11, 2016 
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University of Hawai'i 
State of Hawai'i 
Condensed Statements of Net Position 
Condensed Statements of Revenues, Expenses and Changes in Net Position 
Current Unrestricted Funds Excluding General Fund and University Bond System 
As of and for the Years Ended June 30, 2015 and 2014 
(All dollars reported in thousands) 	 Schedule I 

2015 2014 

Condensed statements of net position 
Assets 

Current assets $ 264,216 $ 251,619 
Noncurrent assets 2,181 2,207 

Total assets $ 266,397 $ 253,826 

Liabilities 
Current liabilities $ 91,573 $ 80,830 
Noncurrent liabilities 18,742 17,640 

Total liabilities 110,315 98,470 

Net position 
Unrestricted 156,082 155,356 

Total net position 156,082 155,356 

Total liabilities and net position $ 266,397 $ 253,826 

Condensed statements of revenues, expenses and 
changes in net position 

Operating revenues $ 371,244 $ 354,256 
Operating expenses 401,395 416,097 

Operating loss (30,151) (61,841) 

Nonoperating revenues and transfers 56,837 61,610 
Nonoperating expenses and transfers 25,960 44,075 

Change in net position 726 (44,306) 

Net position 
Beginning of year 155,356 199,662 

End of year $ 156,082 $ 155,356 

1. 	Basis of Presentation 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position present the financial position and results 
of operations of certain of the University's Special and Revolving Funds, which are pledged as 
collateral on the Refunding Series 2006A University Bonds, and are presented on the accrual basis 
of accounting The financial information of the Research Corporation of the University of Hawaii 
and the University of Hawai'i Foundation is not reflected in this schedule. 
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State of Hawai'i 
Condensed Statements of Net Position 
Condensed Statements of Revenues, Expenses and Changes in Net Position 
Current Unrestricted Funds Excluding General Fund and University Bond System 
As of and for the Years Ended June 30, 2015 and 2014 
(All dollars reported in thousands) 	 Schedule I 

2. Employee Benefits 

In accordance with University policy, the University's liability for other postemployment benefits 
("OPEB") is not allocated internally to individual departments and funds. Accordingly, no liability 
for OPEB is reflected in this schedule. 

In accordance with University policy, the University's liability for pension benefits, deferred outflows 
and deferred inflows of resources related to pensions ('pension benefits") are not allocated 
internally to individual departments and funds. Accordingly, pension benefits are not reflected 
in this schedule. 

3. Revisions 

Certain amounts in the 2014 condensed statement of revenues, expenses and changes in net 
position - Current Unrestricted Funds Excluding General Fund and University Bond System have 
been revised due to improper presentation of revenues, expenses and transfers. Such revisions 
had no impact on the 2014 change in net position as previously reported, however, did impact 
operating loss and net nonoperating expenses and transfers. 

2014 
As Previously 2014 

Reported Reclassifications Revised 

Operating revenues $ 	346,444 $ 	7,812 $ 	354,256 
Operating expenses 413,077 3,020 416,097 

Operating loss (66,633) 4,792 (61,841) 

Nonoperating expenses and transfers 39,283 4,792 44,075 
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Schedule II 

Beginning balance 
Additions 

Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Ending balance 

2015 	 2014 

$ 5,622 $ 6,100 

	

3 	 7 

	

3 	 7 

	

104 	 480 

	

5 	 5 

	

109 	 485 

$ 5,516 $ 5,622 

1. Basis of Presentation 

The accompanying schedules of Series 2002A University Bond proceeds activity present the 
sources and uses of bond proceeds associated with the construction of the John A. Burns School 
of Medicine facility at Kaka'ako. The financial information of the Research Corporation of the 
University of Hawaii and the University of Hawaii Foundation is not reflected in this schedule. 

2. Refinancing 

In October 2006, the University refinanced a majority of the outstanding Series 2002A University 
Bonds through the issuance of Refunding Series 2006A University Bonds and, in September 2015, 
priced the Series 2015D and 2015E revenue bonds to refinance a portion of the outstanding 
Refunding Series 2006A University Bonds. The Series 2015D revenue bonds closed on 
September 24, 2015 and the forward delivery Series 2015E revenue bonds will close on April 20, 
2016. Proceeds from the State's settlement agreement with tobacco companies are expected to 
be utilized to service the debt. 
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2015 	 2014 

Condensed statements of net position 
Assets 

Current assets 
Noncurrent assets 

Total assets 

Liabilities 
Current liabilities 
Noncurrent liabilities 

Total liabilities 

Net position 
Unrestricted 

Total net position 

Total liabilities and net position 

Condensed statements of revenues, expenses and 
changes in net position 

Operating revenues 
Operating expenses 

Operating loss 

Nonoperating revenues and transfers 
Nonoperating expenses and transfers 

Change in net position 

Net position 
Beginning of year 

End of year 

$ 297,976 $ 282,790 

	

2,181 	2,207 

$ 300,157 $ 284,997 

$ 107,977 $ 97,115 

	

10 Rip 
	

18,710 

	

127,795 
	

115,825 

lAO 177 

	

172,362 	169,112 

$ 300,157 $ 284,997 

$ 	445,010 	$ 427,554 
453,782 468,290 

(8,772) (40,736) 

56,956 61,893 
44,994 64,889 

3,190 (43,732) 

1A0177 	7170114 

$ 172,362 $ 169,172 

1. 	Basis of Presentation 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position present the financial position and results 
of operations of certain of the University's Special and Revolving Funds, which are pledged as 
collateral on the University's Series 2006A, 2009A, 2010A, 201 O and 2012A(R) revenue bonds, 
and are presented on the accrual basis of accounting. The financial information of the Research 
Corporation of the University of Hawaii and the University of Hawaii Foundation is not reflected 
in this schedule. 
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2. 	Employee Benefits 

In accordance with University policy, the University's liability for other postemployment benefits 
("OPEB") is not allocated internally to individual departments and funds. Accordingly, no liability 
for OPEB is reflected in this schedule. 

In accordance with University policy, the University's liability for pension benefits, deferred outflows 
and deferred inflows of resources related to pensions ("pension benefits") are not allocated 
internally to individual departments and funds. Accordingly, pension benefits are not reflected 
in this schedule. 
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Schedule IV 

2015 	 2014 

Beginning balance 	 $ 	4,106 	$ 	4,295 

Additions 
Interest and investment income 	 3 	 3 

Total additions 	 3 	 3 

Deductions 
Payments - building, construction in progress, other 	 32 	 189 

Management fees 	 3 	 3 

Total deductions 	 35 	 192 

Ending balance 	 $ 	4,074 	$ 	4,106 

1. 	Basis of Presentation 

The accompanying schedules of Series 2006A revenue bond proceeds activity present the sources 
and uses of bond proceeds associated with the construction of the Frear Hall dormitory at the 
Manoa campus and repair and maintenance of various housing projects. The financial information 
of the Research Corporation of the University of Hawaii and the University of Hawaii Foundation 
is not reflected in this schedule. 

2. Refinancing 

In September 2015, the University refinanced a portion of the outstanding Series 2006A revenue 
bonds through the issuance of Series 2015B and 2015C revenue bonds. 
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2015 	 2014 

Beginning balance 	 $ 	8,571 	$ 	17,011 

Additions 
Interest and investment income 	 5 	 9 

Total additions 	 5 	 9 

Deductions 
Payments - building, construction in progress, other 	 6,325 	8,438 
Management fees 	 4 	 11 

	

Total deductions 6,329 	8,449 

Ending balance 	 $ 	2,247 	$ 	8,571 

I. 	Basis of Presentation 

The accompanying schedules of Series 2009A revenue bond proceeds activity present the sources 
and uses of bond proceeds associated with the financing of costs of certain University projects. 
The financial information of the Research Corporation of the University of Hawaii and the 
University of Hawaii Foundation is not reflected in this schedule. 
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Balance at June 30, 2013 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Transfers to State 
Management fees 

Total deductions 

Balance at June 30, 2014 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Balance at June 30, 2015 

2010A-1 	2010A-2 

$ 	111 	$ 	27,756 

	

- 	 26 

	

- 	 26 

	

- 	1,966 

	

- 	1,045 

	

- 	 22 

	

- 	3,033 

ill_ 	24,749 

	

- 	 15 

	

- 	 15 

	

- 	20,423 

	

- 	 9 

	

- 	20,432 

1 	Basis of Presentation 

The accompanying schedules of Series 2010A-1 and Series 2010A-2 revenue bond proceeds 
activity present the sources and uses of the bond proceeds associated with construction and 
maintenance of the University's Cancer Center. The financial information of the Research 
Corporation of the University of Hawaii and the University of Hawaii Foundation is not reflected 
in these schedules. 
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Schedule VII 

Balance at June 30, 2013 

Additions 
Interest and investment income 

Total additions 

2010B-1 

$ 	21,538 

27 

27 

2010B-2 

$ 	13,351 

18 

18 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Balance at June 30, 2014 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Balance at June 30, 2015 

	

10,224 
	

8,693 

	

12 
	

7 

	

10,236 
	

8,700 

	

11,329 
	

4,669 

	

6 
	

2 

2 

	

1,307 	 620 

	

8 	 4 

	

1,315 	 624 

$ 10,020 $ 4,047 

1. 	Basis of Presentation 

The accompanying schedules of Series 2010B-1 and Series 2010B-2 revenue bond proceeds 
activity present the sources and uses of the bond proceeds associated with renovations and 
additions to the Mànoa Campus Center, construction and equipment for an Information Technology 
Building, renovations to the Sinclair Library basement on the Manoa campus, further development 
of the West O'ahu campus, various energy conservation/efficiency projects on the community 
college campuses on Oahu and Maui, and the financing of costs of renovation and construction 
of other University projects. The financial information of the Research Corporation of the University 
of Hawaii and the University of Hawaii Foundation is not reflected in these schedules. 
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2015 2014 

Condensed statements of net position 
Assets and deferred outflows of resources 

Current assets $ 91,231 $ 82,356 
Capital assets, net 495,191 489,452 
Other assets 24,830 53,536 

Total assets 611,252 625,344 

Deferred outflows of resources 2 5 

Total deferred outflows of resources 2 5 

Total assets and deferred outflows of resources $ 611,254 $ 625,349 

Liabilities 
Current liabilities $ 32,586 $ 31,972 
Noncurrent liabilities 446,197 459,728 

Total liabilities 478,783 491,700 

Net position 
Net investment in capital assets 62,467 73,422 
Restricted expendable 1,037 1,037 
Unrestricted 68,967 59,190 

Total net position 132,471 133,649 

Total liabilities and net position $ 611,254 $ 625,349 

Condensed statements of revenues, expenses and 
changes in net position 
Operating revenues 

Bookstores $ 	24,418 	$ 25,687 
Room and other rentals 32,462 30,907 
Parking 6,689 6,186 
Telecommunications 3,496 3,527 
Other operating revenues 10,074 10,387 

Total operating revenues 77,139 76,694 

Operating expenses (including $23,779 and $20,601 
in depreciation expense in 2015 and 2014, respectively) (84,261) (85,205) 

Operating loss (7,122) (8,511) 

Nonoperating revenues 27,649 25,226 
Nonoperating expenses (21,705) (21,726) 

Change in net position (1,178) (5,011) 

Net position 
Beginning of year 133,649 138,660 

End of year $ 	132,471 	$ 133,649 
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Condensed statements of cash flows 
Net cash flows provided by operating activities 
Net cash flows provided by non-capital financing activities 
Net cash flows used in capital and related financing activities 
Net cash flows provided by investing activities 

Net decrease in cash and cash equivalents 

Cash and cash equivalents 
Beginning of year 

End of year 

Reporting Entity 

2015 	 2014 

$ 16,392 $ 6,785 

	

1,469 	5,578 

	

(38,286) 	(40,259) 

	

202 	 754 

	

(20,223) 	(27,142) 

	

119,312 	146,454 

$ 99,089 $ 119,312 

The University Bond System consists of several University projects funded by bond proceeds. 
The University projects, operated and maintained jointly as a system, include: (1) all existing 
University housing units located on the Manoa campus and connecting food service facilities; 
(2) the University's student center known as the Campus Center and food service activities on the 
Mãnoa campus; (3) all existing University housing units located on the Hilo campus and connecting 
food service facilities; (4) the telecommunication system located on the Mnoa campus; (5) all 
existing bookstores located on any campus of the University; (6) the parking operations for the 
Mãnoa Campus which were financed in whole or in part from certain revenue or general obligation 
bonds; and (7) certain other University projects. 

The University Bond System's outstanding debt was issued pursuant to the bond resolution 
adopted in November 2001 and as amended and supplemented by supplemental resolutions 
adopted in November 2006, February 2009, August 2010 and January 2012. The bond resolutions 
established a network of the University consisting of the University Bond System and any 
University purpose which, at the election of the Board, is included in the network pursuant to a 
supplemental resolution. The bond resolutions provide that all revenues collected or received 
from the Network be used to support the Network (which includes the University projects of the 
University Bond System) and bond related expenses. 

On August 20, 2015, the University of Hawaii Board of Regents adopted a supplemental resolution 
authorizing the issuance of University Revenue Bonds. The University, in September 2015, priced 
$166,285 in Series 2015A ($8,575, taxable new money), 2015B ($47,010, tax-exempt refunding), 
2015C ($17,585, taxable refunding), 2015D ($25,715, taxable refunding), and 2015E ($67,400, 
tax-exempt forward delivery refunding) bonds (collectively, the "Series 2015 Bonds") for the 
purpose of financing the costs of University projects and refunding previously issued bonds. 
The Series 2015 Bonds closed on September 24, 2015 with the exception of the forward delivery 
Series 2015E bonds which will close on April 20, 2016. The Series 2015B and 2015C bonds were 
issued to refund a portion of the Series 2006A University Revenue Bonds and the Series 2015D 
and 2015E bonds to refund a portion of the Refunding Series 2006A University Bonds issued under 
a different bond resolution. 
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Schedule IX 

2. Basis of Presentation 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position and condensed statement of cash flows 
present the financial position and results of operations of the University Bond System, and 
are presented on the accrual basis of accounting. 

3. Employee Benefits 

In accordance with University policy, the University's liability for other postemployment benefits 
("OPEB") is not allocated internally to individual departments and funds. Accordingly, no liability 
for OPEB is reflected in these schedules. 

In accordance with University policy, the University's liability for pension benefits, deferred outflows 
and deferred inflows of resources related to pensions ("pension benefits") are not allocated 
internally to individual departments and funds. Accordingly, pension benefits are not reflected 
in these schedules. 
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Report of Independent Auditors 

To the Board of Regents of the 
University of Hawaii 

Report on the Consolidated Financial Statements 
We have audited the accompanying consolidated financial statements of the University of Hawai'i 
(the "University"), a component unit of the State of Hawaii, as of and for the years ended June 30, 2016 
and 2015, and the related notes to the consolidated financial statements, which collectively comprise 
the University's basic financial statements as listed in the accompanying index. 

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

Auditors' Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on 
our audits. We did not audit the financial statements of the University of Hawai'i Foundation (the 
"Foundation"), which represent 13.3 percent and 13.5 percent, respectively, of the total assets and 
deferred outflows of resources and 0.8 percent and 1.1 percent, respectively, of the total operating 
revenues of the University as of and for the years ended June 30, 2016 and 2015. Those financial 
statements were audited by other auditors whose reports thereon have been furnished to us, and our 
opinion expressed herein, insofar as it relates to the amounts included for the Foundation as of and for 
the years ended June 30, 2016 and 2015, are based solely on the reports of the other auditors. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the consolidated financial statements 
are free from material misstatement. 

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 
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Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of the University of Hawaii, as of June 30, 2016 and 2015, and the 
changes in financial position and cash flows for the years then ended in accordance with accounting 
principles generally accepted in the United States of America. 

Emphasis of Matter 
As discussed in Note 1 to the consolidated financial statements, the University adopted new accounting 
guidance under Governmental Accounting Standards Board Statement No. 72, Fair Value 
Measurements. Our opinion is not modified with respect to this matter. 

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

LLP 

Honolulu, Hawaii 
December 15, 2016 



• -. 	.. ... ..•.,. 	 -,•-•" 

University of Hawai'i 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2016 and 2015 

Introduction 

The following discussion and analysis provides an overview of the consolidated financial position and 
activities of the University of Hawaii (the "University") for the years ended June 30, 2016 and 2015, 
with selected information for the year ended June 30, 2014. This discussion has been prepared by 
management and should be read in conjunction with the financial statements and the notes thereto, 
which follow this section. 

Founded in 1907 under the auspices of the Morrill Act, the University is a land-grant, sea-grant and 
space-grant institution. Since then, what began as a college often students and 13 faculty members 
on the island of O'ahu has evolved and expanded to a 10-campus system spanning the main Hawaiian 
Islands. The University's growth over the years has been in response to the research and cultural needs 
of its educational community, the State of Hawai'i, and beyond. 

The University is a multi-institutional system comprised of a major research university (Mãnoa), two 
baccalaureate campuses (Hilo and West O'ahu), seven community colleges (Hawai'i, Honolulu, 
Kapiolani, Kauai, Leeward, Maui and Windward) and nine educational centers distributed across the 
State. The University is the sole public higher education system within the State and, therefore, has a 
unique competitive position and value in Hawaii. Furthermore, the University is the only truly integrated 
higher education system in the country that seamlessly arranges its universities and community colleges 
into one system. Other public higher education systems in the country are typically separate and distinct 
systems defined by the type of system (community colleges, junior colleges and universities). 

In addition to being an integrated higher education system, the University distinguishes itself through its 
Hawai'i, Asian and Pacific orientation and its position as one of the world's foremost multicultural centers 
for global and indigenous studies. Students are members of a population in which no one ethnic group 
constitutes a majority and the educational experience is enriched by the diversity of cultures represented. 
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Undergraduate 
Graduate 

50,011 
5,745 

	

48,494 	 51,109 

	

8,558 	 5,943 
Total 55,756 57,052 	 57,052 

710 
Certificates: Community Colleges 180 Hawaii 85% 

Certificates: University 101 Mainland 10% 

Associate degrees 128 Foreign 

Bachelors degrees 146 Other 1% 

Master's degrees 91 

Doctoral degrees 59 
Professional degrees 5 

Caucasian 1 All Other 
Hawaiian/Part Hawaiian 22% Pacific 

Caucasian 

Mixed 14% Islander 

Japanese 8% Chinese 

Filipino 13% 
Chinese 5% Filipino 

Pacific Islander 3% 
All Other 16% Japanese 

Mixed 

Net tuition and fees $ 	272.306 17% $ 262,660 	$ 248,377 
Contracts and grants (including Pell grants) 451,669 29% 456,944 494,321 
State appropriations 441,373 28% 413,148 391,266 
Transfer from State for fringe benefits 172,248 11% 162,969 153,919 

Sales and services 134,787 9% 135,315 130,879 

Others 96,249 6% 244,066 292,413 
Total $ 	1,568,632 100% $ 1,675,102 	$ 1,711,175 

Others 
Sales& 6% 

services, 9% 

Transfer from State 	
Net tuition & 

for fringe benefits, 	
fees, I 

11% 	 2 .. 

State 
appropriations, 

28% 
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Using the Financial Statements 

The University's consolidated financial statements are prepared in accordance with Governmental 
Accounting Standards Board ("GASB") principles, which establish standards for external financial 
reporting for public colleges and universities. The University's consolidated financial statements 
are comprised of the following four components: 

Statements of Net Position - The Consolidated Statements of Net Position present information 
on the University's assets and liabilities, with the difference reported as net position. Over time, 
increases or decreases in net position may serve as a useful indicator of whether the University's 
financial condition is improving or deteriorating. Net  position increases when revenues exceed 
expenses, or when assets increase without a corresponding increase in liabilities. This is an 
indication of improving financial condition. However, when expenses exceed revenues, or when 
liabilities increase without a corresponding increase in assets, there is an indication of deteriorating 
financial condition. 

Statements of Revenues, Expenses and Changes in Net Position - The Consolidated Statements 
of Revenues, Expenses and Changes in Net Position present the University's revenues and 
expenses and illustrate how current year activities improve or weaken the University's financial 
condition. Changes in net position are reported when the underlying event occurs (accrual basis 
of accounting), which may be different from actual cash flows. In accordance with GASB 
requirements, certain significant revenues budgeted for fundamental operational support of the core 
instructional mission of the University must be recorded as nonoperating revenue, including state 
educational appropriations, private gifts, and investment income. Consequently, the Consolidated 
Statements of Revenues, Expenses and Changes in Net Position distinguish operating from 
nonoperating revenues and expenses. It is anticipated that the University will consistently report 
an operating loss since certain significant revenue sources relied upon for core operational needs 
are considered nonoperating revenue. 

• Statements of Cash Flows - The Consolidated Statements of Cash Flows distinguishes between 
cash inflows and outflows from operating activities, non-capital financing activities, capital and related 
financing activities, and investing activities. 

• Notes to Consolidated Financial Statements - The notes provide additional information that is 
essential to a full understanding of the information presented in the consolidated financial statements. 

Related Entities 

The University maintains close relationships with two other entities, considered to be component units, 
whose financial information is blended into the University's accompanying consolidated financial 
statements. The University of Hawaii Foundation (the "Foundation") is a not-for-profit organization 
established to solicit and manage funds for the benefit of the University. The Research Corporation of the 
University of Hawaii (the "Research Corporation") provides administrative support services for research 
and training programs of the University. Both of the University's component units prepare stand-alone 
financial statements with footnotes, which are audited by independent auditors. Summarized information 
of the individual components of the University's consolidated financial position, results of operations and 
cash flows for the years ended June 30, 2016 and 2015 is presented in Note 18 to the consolidated 
financial statements. 
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Financial Position 

The Consolidated Statements of Net Position present the financial position of the University at the end of 
the fiscal year and display all assets and liabilities of the University. Assets and liabilities are presented 
using fair and current values, respectively. Two notable exceptions are receivables and capital assets, 
which are stated at historical cost less an allowance for doubtful accounts and accumulated depreciation, 
respectively. The difference between assets and liabilities is net position, representing a measurement 
of the current financial condition of the University. The University's assets, liabilities and net position at 
June 30, 2016, 2015 and 2014 are summarized as follows (in thousands of dollars): 

2016 

Current assets 
Cashand operating investments $ 	401 887 

Receivables net 104 838 

Other —rent assets 21,712 

Total correct assets 528 431 

Noncurrent assets 

Endowment and other investments 475 340 

Capital assets 	net 2053 385 

Other noncurrent assets 388 708 

Total assets 3 445 585 

Deferredoutflows Of resources 

Deterred loss on refunding 11 383 

Deterred outflows onset pension liability 163,699 

Total deterred outflows 01 resources 175 382 

Total assets and deterred outflows of resources S 	3 620 647 

Current liabilities S 	266 881 

Noncurrent liabilities 

Loeg.term debt 543 680 

Net pension liability I 144584 

Other noncurrent babilities 828 653 

Total liabilities 2703848 

Deferredinflows of resources 

Deterred intlows on net pension liability 111 364 

Total deferred inflows of resoc'ces Ill 364 

Netposition 

Net inoestmenl in capital assets I 504 935 

Restricted 

Nonespendable 244396 

Expendable 861 093 

Unrestricted (1 584 989) 

Total net posirierr 725 435 

Total liabilities 	deterred inflows of resources and net position $ 	3620647 

Percentage Percentage Percentage 

of Total of Total of Total 

Assets and Assets and Assets and 

Deferred Deferred Deferred FY 16 osI5 FY 15 vs 14 

Outflows 2015 Outflows 2014 Outflows Change Change 

Oh $ 	375052 10% $ 	342353 10% S 	26829 $ 	32699 

3% 104 711 3% 108463 3% 127 t3 752) 

1'S 24601 1% 23597 1% (2 969) 1084 

15% 504444 14') 474413 14% 23987 30031 

73'., 477 243 13% 499 460 14% (2203) )22217) 

57') 2068691 57% 2071 850 60% (15 306) (3 158) 

1 0 466 OdS 73% 418 903 12% (78,131) 4793r 

95'1 3517218 96% 3464626 1001/1 (71,653) 52592 

0% 5251 0% 5576 0% 6132 (325) 

5'S 134,848 4' - 0% 28851 134 848 

5'S 740 099 4% 5576 0% 34983 134523 

10 V/, $ 	3657317 00') $ 	3470202 100% S 	(36670) $ 	187 115 

7% $ 	270 047 7% $ 	263 683 8% 0 	(3 056) $ 	6 464 

15% 561 470 16% 570585 17% (17 790) (17 115) 

327, 1 089 882 30% - 01/1 54 682 I 089 882 

24% 742335 20% 666508 18% 86318 75027 

70% 2663734 73% 1500676 43') 120,114 1755058 

31S 151 162 4's - 0% (39758) 151 162 

3% 151 162 4') - 0% (39798) 151 162 

42% 1503902 41% 1519659 44% 1033 (15 767) 

6Th 235894 6') 218133 6% 8502 17761 

151, 644743 18% 656070 17% (83650) 46673 

-44'i'i (1 542 I tO) -4291. (374 346) .1375 (42871) (1 16T772) 

19% 842421 23% 1961520 57% k116 986) (1 	119 105) 

100% $ 	3657317 100", 5 	3470202 100% 11 	(36670) $ 	187115 

Implementation of GASB Statements No. 68 and 71 

During fiscal year 2015, University of Hawaii implemented GASB Statement No. 68, Accounting and 
Financial Reporting for Pensions - an amendment of GASB Statement No. 27, and GASB Statement 
No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date - an 
amendment of GASB Statement No. 68. 

The adoption of Statements No. 68 and 71 has significant impact on the University's financial statements, 
which requires us to report expenditures and liabilities in the amount statutorily required. Readers of the 
fiscal year 2015 financial statements should notice that the University's balance sheet showed significant 
financial impact by the inclusion of the University's proportionate share of the net pension liability for 
the Employees' Retirement System of the State of Hawaii ("ERS") plan. The adoption resulted in the 
restatement of the University's fiscal year 2014 net position. Accordingly, the University's net position 
as of July 1, 2014 has been restated to $849 million from $1962 billion, which reflects the retrospective 
effect of adoption for net pension liability of $1.113 billion. Retroactive implementation of GASB 
Statement No. 68 was not deemed practical due to the cost and timing required to obtain and analyze 
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the activity covering fiscal year 2014. As such, the University's fiscal year 2014 financial statements 
are presented in accordance with GASB Statement No. 27. 

As of June 30, 2016, the net pension liability increased by $54.7 million to $1.144 billion from $1.090 
billion in fiscal year 2015, primarily due to the additional pension expense, the difference between 
expected and actual experience with economic and demographic factors, effect of changes in 
assumptions, and the difference between actual and projected earnings on plan investments. 
Refer to Note 14 for more information regarding the University's pension. 

Current Assets and Liabilities 

Working capital is a good measure of both the University's efficiency and financial health. Positive 
working capital means that the University has current assets in excess of current liabilities and is able to 
pay off short-term obligations. A working capital deficit would mean that the University is unable to meet 
its short-term obligations with existing current assets. 

The University recorded an increase in working capital the last three fiscal years, which resulted mainly 
from the implementation of the new financial management policy. In November 2013, the University 
adopted a financial reserve policy to establish system-wide operating reserves from non-general fund 
revenue in amounts sufficient to provide continued operations for at least two months with a minimum 
of five percent unencumbered cash from all tuition and fee funds, special funds, and revolving funds. 
At June 30, 2016, 2015 and 2014, working capital amounted to $261.5 million, $234.4 million and $210.8 
million, respectively. The University is committed to maintaining a prudent level of working capital to fund 
operations, including pre-funding approximately $390.2 million in extramural grants which were mostly 
paid on a cost reimbursement basis. Based on the $1536 billion of operating expenses (excluding 
depreciation) for the year ended June 30, 2016, the working capital at year end represents approximately 
59 days of operating funds, as compared to 53 and 55 days of operating funds in 2015 and 2014, 
respectively. 

The components of the University's current assets and liabilities and their fluctuations during the three-
year period are as follows: 

Current assets consist primarily of cash and cash equivalents, operating investments and net 
receivables. Total current assets were $528.4 million, $504.4 million and $474.4 million at June 30, 
2016, 2015 and 2014, respectively. Total current assets increased by $24.0 million, or 4.8 percent, 
at June 30, 2016, primarily due to a $26.8 million increase in cash and operating investments. The 
increase was made up of the $12.0 million cash balance increase from tuition and fees, the receipt of 
$3.6 million from revolving funds, the proceeds of $8.5 million from the 2015 revenue bond issuance, 
offset by the repayment of a $6.0 million advance to the State of Hawaii for the Snug Harbor project. 
Total current assets increased by $30.0 million, or 6.3 percent, at June 30, 2015, mainly due to a 
$32.7 million increase in cash and operating investments for similar reasons as in fiscal year 2016. 
The increase primarily resulted from the implementation of the financial reserve policy. The cash 
balance from tuition and fees increased by $20 million in fiscal year 2015, in addition to the $6 million 
advance from the State of Hawaii for the Snug Harbor project that was not spent as of June 30, 
2015. 
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Current liabilities consist primarily of accounts payable, accrued payroll and fringe benefits, advances 
from sponsor and unearned revenue. Current liabilities also include amounts due to the State of 
Hawaii, the current portion of long-term liabilities and other current liabilities. Total current liabilities 
were $267.0 million, $270.0 million and $263.6 million at June 30, 2016, 2015 and 2014, respectively. 
Total current liabilities decreased by $3.1 million, or 1.1 percent, at June 30, 2016, primarily due to 
the decrease in accounts payable of $5.1 million due to decreases in construction in progress 
expenditures accrued for coupled with a $6.0 million repayment to the State of Hawaii for the Snug 
Harbor project. The aggregated decrease is offset by an increase in accrued payroll of $7.4 million in 
negotiated bonus payments paid in fiscal year 2017. Total current liabilities increased by $6.5 million, 
or 2.5 percent, at June 30, 2015, primarily due to the increase from the State of Hawaii for the Snug 
Harbor $6.0 million project advance. 

Endowment and Other Investments 

The University's endowment and other investments, including endowments held with the Foundation, 
decreased by $2.2 million, 010.5 percent, to $475.0 million at June 30, 2016 as a result of market value 
decline. The June 30, 2015 decrease of $22.2 million, or 4.4 percent, was primarily due to a $20.0 million 
reimbursement of preconstruction costs associated with a new facility for the Cancer Research Center, 
which was put into service in a prior fiscal year. Realized and unrealized losses in fiscal year 2016 
totaled $6.1 million, versus $0.1 million realized and unrealized gains in fiscal year 2015. A summarized 
comparison of the University investments as of June 30, 2016, as follows (in thousands of dollars): 

2016 	 2015 	 2014 

University of Hawaii 
	

$ 	1038 	$ 	104.0 	$ 	133.7 
Foundation 
	

371.2 	373.2 	 365.8 

Total 	 $ 475.0 $ 477.2 $ 499.5 

The University's endowment funds consist of both permanent endowments and funds functioning as 
endowments (quasi-endowment funds). Permanent endowment funds are funds received from donors 
or other outside agencies with the stipulation that the principal be inviolate and invested in perpetuity 
for the purpose of producing present and future income which may either be expended for the purposes 
specified by the donor or added to principal. Quasi-endowment funds are funds which the Board of 
Regents, rather than a donor or other outside agency, has allocated for long-term investment purposes. 
The Board of Regents, in accordance with its policies, is not required to maintain the quasi-endowment 
principal in perpetuity. Quasi-endowment funds are further categorized as restricted and unrestricted. 
Restricted quasi-endowment funds represent donor-restricted gifts, without the requirement to maintain 
the principal in perpetuity. Unrestricted quasi-endowment funds represent unrestricted funds designated 
by the Board of Regents for long-term investment purposes. 

Programs supported by the University's permanent and quasi-endowment funds include scholarships, 
fellowships, professorships, research efforts, and other important programs and activities. The University 
uses its endowment to support academic and research programs by generating a predictable stream of 
annual support for current needs, while preserving the purchasing power of the endowment funds for 
future periods. 
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The University's spending rate policy is to limit the immediate impact that significant changes in the fair 
value of the endowment portfolio have on annual distributions. The spending rate policy provides for 
an annual distribution, ranging between three percent and five percent of the five-year moving average 
of the endowment portfolio's fair value. In fiscal years 2016, 2015 and 2014, the University instituted 
a 4.5 percent distribution rate on restricted and unrestricted endowments. The total restricted and 
unrestricted distributions available to the University amounted to $2.6 million, $2.5 million and $2.4 million 
in fiscal years 2016, 2015 and 2014, respectively. 

Capital and Debt Activities 

The University's capital assets are separated into seven categories: land, buildings, infrastructure, land 
improvements, equipment, library materials, and construction in progress. At June 30, 2016, 2015 and 
2014, total capital assets, net of accumulated depreciation, remained constant to $2.1 billion, which 
represented approximately 60 percent of the University's total assets. Capital asset additions totaled 
$118.5 million, $130.7 million and $186.5 million in fiscal years 2016, 2015 and 2014, respectively, while 
depreciable capital asset disposals, net of accumulated depreciation, amounted to $8.8 million, $12.5 
million and $32.3 million, respectively. 

The decreases of the additions in fiscal years 2016 and 2015 were due to the completion of many 
strategic capital projects in prior years. The decrease of the disposal in fiscal year 2015 was due to 
one-time large transfer of $5.3 million assets to the Federal government. 

Capital Projects 

One of the critical factors in enhancing the quality of the University's academic and research programs 
and student life enrichment is the development, replacement and renewal of capital assets. The 
University continues to modernize its older teaching and research facilities, and develop and construct 
new facilities. 

Significant capital projects completed during fiscal years 2016 and 2015 or in progress as of June 30, 
2016 and 2015 included: 

• William S. Richardson School of Law Clinical Building - The $7 million William S. Richardson 
School of Law Clinical Building will break ground on September 30, 2016. The new building will 
increase teaching and conference space to train law students who serve the community. 

• Culinary Institute of the Pacific - The $25 million Phase I portion of the Culinary Institute of the 
Pacific broke ground on September 8, 2015. Phase I includes the infrastructure for the entire project, 
a parking lot, two single-story laboratory buildings, and an outdoor cooking area. Phase II will include 
the auditorium, administration building, classrooms, laboratories, and a restaurant. 

• Daniel K Inouye College of Pharmacy - The $33 million Daniel K Inouye College of Pharmacy 
broke ground in December of 2014. The 35,000 square foot instructional and research facility will 
be the permanent home of the Daniel K Inouye College of Pharmacy. 

• Community College Energy Conservation Project - The $38 million Leeward, Windward, 
Honolulu, and Kapiolani Community Colleges portion of the energy conservation project was 
completed on September 11, 2015. The project will reduce the consumption of electricity, water, 
wastewater and Syngas as well as create a curriculum based on conservation for each campus. 
The $10 million University of Hawaii Maui College project is scheduled to be completed in fiscal year 
2017. The community colleges are leading the way to reach the University of Hawaii's goal of net-
zero energy by 2035. 
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Hawai'i Community College Pãlamanui Campus - The newest University of Hawaii campus, the 
$27.8 million Hawaii Community College Pälamanui opened on August 24, 2015. The community 
of Pãlamanui, "A Place of Enlightenment," will consist of parks, a University Village Town Center, a 
University Inn, and placed in the middle will be the Hawaii Community College Pãlamanui Campus. 
The first phase includes five single-story buildings with kitchens, classrooms, laboratories, computer 
lab and a library. 

• Clarence T.C. Ching Athletics Complex - The $16 million Clarence T.C. Ching Athletics Complex 
was completed on August 31, 2014. The three-story facility includes grandstand seating for 2,500 
people and offices and locker rooms for women's soccer, cross country, track and field, and sand 
volleyball. Adjacent to the grandstand seating is a sand volleyball court with bleacher style seating. 

• Leeward Community College Ka 'Imi 'Ike - The dedication ceremony of the $16.6 million Leeward 
Community College education building, Ka 'Imi 'Ike (The Search for Knowledge), was held on 
August 22, 2014. The 24,000 square foot teacher education building includes classrooms, a lecture 
hall, offices, a resource center, and meeting spaces. Ka 'Imi 'Ike is energy efficient, utilizing large 
windows for natural sunlight, photovoltaic panels, and a hybrid air-conditioning unit. 

• University of Hawai'i at Mãnoa Elevator Modernization Project - The University of Hawai'i at 
Mãnoa has been working hard to update the elevators in many of the aging buildings. The $7.5 
million Phase I, which included seven buildings, was completed in FY 2014. The $11.5 million 
Phase II, which included eleven buildings, was completed in fiscal year 2016. Phase Ill and 
Phase IV are scheduled to be completed in fiscal years 2017 and 2018, respectively. 

Financing 

The University uses a variety of sources, including federal and state support, revenue bonds, bank loans, 
gifts, and other expendable resources to finance capital projects. 

General obligation bonds - The State of Hawaii continues to provide strong support to the 
University and issued general obligation bonds to help finance certain University projects. These 
bonds are carried as liabilities of the State. In fiscal years 2016, 2015 and 2014, the State 
appropriated funds directly to the Department of Budget and Finance to pay for debt service on 
general obligation bonds issued for the University. As a result, the University itself received no 
appropriations and made no transfers for debt service on general obligation bonds for these fiscal 
years. In fiscal years 2016, 2015 and 2014, $106.8 million, $106.1 million and $101.0 million, 
respectively, were appropriated. 

Revenue bonds - The University also issued revenue bonds to finance capital projects. These 
bonds are carried as liabilities of the University. Total revenue bonds liabilities were $562.6 million, 
$578.6 million and $5939 million for fiscal years 2016, 2015 and 2014, respectively. The University 
revenue bonds were assigned municipal bond ratings of "A+," "Aa2" and "AA" by Standard & Poor's, 
Moody's Investors Service and Fitch Ratings, respectively. The University has appropriated funds, 
by statute, from the State of Hawai'i Tobacco Settlement Special Fund for the payment of principal 
and interest on revenue bonds to finance the cost of construction of the medical school facility and for 
annual operating expenses incurred by the facility. The University received State of Hawai'i Tobacco 
Settlement funds in the amount of $9.5 million, $9.9 million and $9.9 million in fiscal years 2016, 2015 
and 2014, respectively, to cover debt service for the bonds that financed the medical school facility. 
Refer to Note 11 for more information regarding the University revenue bonds. 
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Loan agreement - On May 4, 2012, the University entered into a five-year, unsecured loan 
agreement ("Note") with Hawaii Regional Center LP Ill ("Lender") for a commitment amount not to 
exceed $18 million, subject to certain limitations. The proceeds were used to facilitate and fund 
construction of the UH-West O'ahu campus located at Kapolei, Hawaii. The Note bears interest 
at the rate of 1.5 percent per annum, which is due and payable semi-annually to the Lender on 
January 1 and July 1 each year until the Note has been paid in full. Under the terms of the Note, 
repayment each fiscal year is limited and subject to specific appropriations by the State to make 
such payments. The Note matures on April 22, 2018, at which time the unpaid principal will be due. 
As of June 30, 2016, $17 million remains outstanding. 

Net Position 

Net position represents the residual interest in the University's assets after liabilities are deducted. 
At June 30, 2016, 2015 and 2014, total net position amounted to $725.4 million, $842.4 million and $2 
billion, respectively. Net  position is reported in four major categories: net investment in capital assets, 
restricted nonexpendable, restricted expendable and unrestricted. The University's net position at 
June 30, 2016, 2015 and 2014 is summarized as follows (in thousands of dollars): 

2016 	 2015 	 2014 

Net investment in capital assets 
	

$ 1,504,935 	$ 1,503,902 	$ 1,519,669 
Restricted - Nonexpendable 

	
244,396 	235,894 	218,133 

Restricted - Expendable 
	

561,093 	644,743 	598,070 
Unrestricted 
	

(1,584,989) 	(1,542,118) 	(374,346) 

Total net position 
	

$ 	725,435 	$ 	842,421 	$ 1,961,526 

Net investment in capital assets is the University's capital asset, net of accumulated depreciation and the 
related outstanding debt used to finance the acquisition, construction or improvement of those assets. 
The net investment in capital assets increased by $1 million in fiscal year 2016, primarily due to $124.9 
million of depreciation expense, $8.8 million in net disposals offset by a $16.0 million decrease in related 
debt and $118.4 million of capital asset additions. In fiscal year 2015, the net investment in capital assets 
reduced by $15.8 million from prior year due to $121.4 million of depreciation expense, $12.5 million 
in net disposals, and $12.6 million decrease in related debt offset by $130.7 million of capital asset 
additions. 

Restricted nonexpendable net position primarily represents the University's and Foundation's permanent 
endowment funds, which are required to be maintained in perpetuity and amounted to $244.4 million, 
$235.9 million and $218.1 million at June 30, 2016, 2015 and 2014, respectively. The increases of $8.5 
million and $17.8 million in fiscal years 2016 and 2015, respectively, were primarily attributable to new 
permanent endowment gifts received. 
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Restricted expendable net position is subject to externally imposed restrictions governing their use. 
Net  position was restricted for the following purposes at June 30, 2016, 2015 and 2014 (in thousands 
of dollars): 

Plant facilities 
Donor-restricted activities 
Loan activities 
External sponsor activities 

2016 2015 2014 

$ 	319,809 $ 	386,742 $ 	327,195 
210,404 224,904 234,200 

37,229 24,363 24,173 
(6,349) 8,734 12,502 

$ 	561,093 $ 	644,743 $ 	598,070 

In fiscal year 2016, the overall decrease of $83.7 million in restricted expendable net position was 
primarily attributable to the spending of State capital appropriations received in the prior year. In fiscal 
year 2015, the overall increase of $46.7 million in restricted expendable net position was attributable 
to a $56.8 million increase in State capital appropriations to fund construction for the UH-West O'ahu 
Administration and Allied Health Facility and the UH-Hilo College of Pharmacy. 

Net position that is not subject to externally imposed restrictions governing their use is classified 
as unrestricted for financial reporting purposes. At June 30, 2016, 2015 and 2014, unrestricted net 
positions amounted to deficits of $1.58 billion, $1.54 billion and $374.3 million, respectively. Although 
unrestricted net position is not subject to externally imposed restrictions, all of the University's unrestricted 
net positions has been internally designated for various academic and research programs and initiatives, 
contractual commitments, and capital projects. In addition, unrestricted net positions of $37.6 million, 
$45.0 million and $46.7 million were designated for endowment activities at June 30, 2016, 2015 and 
2014, respectively. 

In addition to the pension liability restatement from the retrospective adoption of GASB Statements No. 
68 and 71, the reduction in unrestricted net positions for the years ended June 30, 2016 and 2015 was 
caused by the University's required accounting and recognition of the University's allocated share of the 
State of Hawaii's actuarially determined total other postemployment benefits ("OPEB") liability. Similar to 
other state and local governments, the State of Hawai'i ("State") plan has been paid on a "pay as you go" 
basis, which resulted in the OPEB liability growing substantially each year. As a result, unrestricted net 
position continues to decline, despite the unrestricted net position of the University from operations 
showed growth. The University's share of the OPEB liability as of June 30, 2016, 2015 and 2014 was 
$722.8 million, $650.8 million and $579.2 million, respectively. Annual required OPEB contribution 
payments, on a "pay as you go" basis, towards this liability were paid directly by the State Department of 
Budget and Finance from its general fund appropriation and not out of the University's operating budget 
appropriation. The University made contributions calculated as part of the State's total contribution 
requirements and were reimbursed to the State's General Fund as part of the fringe benefit rate on 
University employees' actual salaries. 

Below is a table showing the unrestricted net position excluding pension and OPEB liabilities 
(in thousands of dollars): 

2016 2015 2014 

Unrestricted net position $ 	(1,584,989) $ 	(1,542,118) 	$ (374,346) 
Pension liability 1,144,564 1,089,882 - 
OPEB liability 722,757 650,805 579,196 

Adjusted net unrestricted position $ 	282,332 $ 	198,569 	$ 204,850 
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Results of Operations 

The Consolidated Statements of Revenues, Expenses and Changes in Net Position are a presentation 
of the University's results of operations for the year. It indicates whether the financial condition of the 
University improved or deteriorated. For financial reporting purposes, certain significant revenues, 
including state appropriations, private gifts and investment income, which are relied upon and budgeted 
to support the University's core operations, are required to be reported as nonoperating revenues. The 
University's results of operations for the years ended June 30, 2016, 2015 and 2014 summarized to 
match revenues supporting core activities with expenses associated with core activities, are as follows 
(in thousands of dollars): 

Revenues 

Operating 

Tuition and fees 

Less, Scholarship allowances 

Grants and contracts 

Sales and services 

Other revenue 

Total operating revenues 

Novoperating 

State appropriations 

Federal Fell grant 

Net investment income 

Private gifts 

Total nonoperating revenues 

Total revenues supporting core activities 

Expenses 
Operating 

Compensation and benefits 

Supplies services and cost of goods sold 

Telecom and utilities 

Scholarships and fellowships 

Other expense 

Total operating expenses 

Nonoperating (revenues) expenses 

Transfers from State net 

Transfers (from) to Federal - capital assets 
Interest expense 

Total nonoperating revenues 

Expenses associated with core 

activities before depreciation 

Loss from core 

Loss from core activities before depreciation 

Depreciation 

Expenses associated with core 
activities Including depreciation 

Loss from core activities 

Other nonoperating activity 
Capital gifts and grants 
Permanent endowment 
Other evpenses. net  

Other nonoperating income net 

Increase (decrease) in net position 

Net position 

Beginning of year 

Adjustment for change in accounting principle 

Beginning of year as restated 

End of year 

2016 2015 2014 Increase (Decrease) 
Percent Percent Percent FY 16 vs 15 FY 15 vs 14 

Amount of Total Amount of Total Amount of Total Change Change 

$ 	403411 33.2% $ 	392471 300% $ 	377550 274% $ 	10940 $ 	1492 
131 105) 98% it 29,811) -99% (129 173) -94% (1 294) (638) 
390 231 292% 390 800 299% 427,056 30 9% (569) (36 256) 
134787 101% 135315 103% 130879 95% (528) 4436 

2211 02% 2568 02% 2935 02% (357) (361) 

799 535 599% 791 343 605% 809 247 588% 8192 (17,9()4) 

441 373 330% 413 148 316% 391 266 283% 28225 21 882 
61438 46% 66,144 51% 67265 4.9% (4 706) (1 	121) 

679 0 1% 4.659 04% 51 520 3 7% (3980) (46 861) 
32382 24% 32,600 25% 61 127 44% (218) (28 527) 

535872 401% 516551 395% 571178 414% 19,321 (54627) 

1 335 407 1000% 1 307 894 1300% 1,380 425 1000% 27513 (72 531( 

1113771 752% 1 093 021 731% 1 070 419 710% 20750 22602 
202.157 136% 205 833 138% 238 687 158% (3676) (3Z854) 

64 633 44% 72 282 48% 79 860 53% (7 649) (7 576) 
43440 29% 49302 33% 50,835 34% (5862) (1 533) 

111 615 75% 112,076 75% 110597 73% (461) 1479 

1535616 1036% 1,532,514 1024% 1 550 398 1028% 3102 117 884) 

(200216) -13 5% (191 584) -128% (183 46D1 -12 2% (8 632) (8 124) 
(4081) -03% 5315 04% 4156 03% (9396) 1156 
25,064 17% 2T523 1 9% 26.693 1 8% (2 459) 833 

(179 233) -12 1% (158 746) -105% (152 614) -101% (20.487) (6 132) 

1 356,383 - 1 373 768 - 1 39T784 - i,17 3851 (24.016) 

(20.976) - (65 874) - (17 359) - 44898 (48 515( 

124937 85% 121 378 82% 109458 73% 3559 11 92C 

1481 320 1000% 1 495 146 1000% 1 507,242 1000% 113 826) 112 096) 

145 913) (187.252) (126 817) $ 	41,339 $ 	(60 435) 

	

165 904 
	

146 068 

	

19426 
	

9 502 

	

(4 391) 
	

(4 124) 

	

180 939 
	

151,446 

	

(6313) 
	

24 629 

	

1,961 526 
	

1 936 897 
(1 112 792) 

848,734 

$ 	842421 
	

$ 1 961 526 

28122 
9,254 

(8 449) 

28 927 

(116986) 

842 421 

842 421 
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Revenues Supporting Core Activities 

The University has a diversified stream of revenues to support its operations. No single source generated 
more than 35 percent of the total 2016 revenue. State appropriations and tuition and fees are the core 
components that support the University's instructional and academic programs. Government and 
nongovernmental grants and contracts provide opportunities for under-graduate and graduate students 
to participate in basic research with renowned researchers. Private gifts contribute toward the support 
of the University's instructional and academic initiatives. Sales and services revenues include revenues 
from educational departments and auxiliary enterprises, including bookstores, student and faculty 
housing, food services, parking and athletics. 

Tuition and fees revenue, net of scholarship allowances, was up by $9.6 million, or 3.7 percent, to 
$272.3 million in fiscal year 2016. The increase in fiscal year 2015 was $14.3 million, or 5.8 percent, 
to $262.7 million The increases in fiscal years 2016 and 2015 were primarily attributable to the increase 
in tuition rates between 4 percent and 5 percent among all campuses offset by a decline in enrollment. 
Scholarship allowances amounted to $131.1 million, $129.8 million and $129.2 million in fiscal years 
2016, 2015 and 2014, respectively. 

One of the largest sources of revenue (29 percent) was grants and contracts. Total revenues from 
federal, state and local grants, and contracts and nongovernmental sponsored programs was relatively 
flat in fiscal year 2016 as compared to 2015. The University like other research institutions across the 
country continues to weather an extremely challenging funding landscape brought on by the lingering 
effects of sequestration, uncertainties in agency funding, budget cuts and the realignment of R&D funding 
priorities. The grants and contracts revenue amounted to $390.2 million, $390.8 million and $427.0 
million in fiscal years 2016, 2015 and 2014, respectively. 

Sales and services revenues, which are mainly comprised of bookstores, student and faculty housing, 
food services, parking and athletics, was down by $0.5 million, or 0.4 percent, to $134.8 million in fiscal 
year 2016. The decrease was primarily attributable to the decline in textbook sales, where the University 
faced increasing competition with online retailers and direct marketing from publishers. Sales and 
services revenues increased by $4.4 million, or 3.4 percent, to $135.3 million in fiscal year 2015 from 
fiscal year 2014. The increase was primarily attributable to the increase in revolving fund project activity. 

General state appropriations increased significantly by $28.2 million, or 6.8 percent, to $441.4 million in 
fiscal year 2016 and by $21.9 million, or 5.6 percent, to $413.1 million in fiscal year 2015, The State of 
Hawaii continued to provide strong financial support to the University as the sole public higher education 
system within the State. The additional funding in fiscal year 2016 included $6.3 million for performance 
based funding, $1.2 million for Title IX compliance support, $19.3 million for salary increase negotiated by 
the collective bargaining agreements, and $1.4 million for other mission critical programs. The increase 
in fiscal year 2015 was mainly attributable to an increase in legislative appropriations to pay for in faculty 
union contracts, and to address the need for increased administrative support at the UH-West O'ahu 
campus due to increased enrollment. 

The University's net investment income for fiscal year 2016, as compared to fiscal year 2015, went down 
by $4.0 million, or 85,4 percent. The fiscal year 2016 decrease was mainly due to the decrease in 
realized gain of $7.8 million offset by the decrease in unrealized loss and other investment loss of $1.5 
million and $1.4 million, respectively. The University's net investment income for fiscal year 2015, as 
compared to fiscal year 2014, also decreased by $46.8 million, or 91 percent, mainly due to the decrease 
in realized gain of $13.6 million and unrealized gain of $31.1 million, which was in line with the decrease 
in the market performance in fiscal year 2015. 
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The components of net investment income for the years ended June 30, 2016, 2015 and 2014 were 
as follows (in thousands): 

Increase (Decrease) 
FYl6vsl5 FYl5vsl4 

2016 2015 2014 Change Change 

Interest and dividend income $ 	8,640 $ 	7,974 $ 	7,621 $ 	666 $ 	353 
Net realized gains 572 8,336 21,904 (7,764) (13,568) 
Net unrealized gains (losses) (6,703) (8,232) 22,826 1,529 (31,058) 
Other, net (1,830) (3,419) (831) 1,589 (2,588) 

$ 	679 $ 	4,659 $ 	51,520 $ 	(3,980) $ 	(46,861) 

Private gifts, most of which are restricted as to use, stayed relatively consistent at $32.4 million in fiscal 
year 2016 compared to $32.6 million in fiscal year 2015. Private gifts decreased by $28.5 million, or 47 
percent, to $32.6 million in fiscal year 2015 compared to $61.1 million in fiscal year 2014. The decrease 
was primarily attributable to a one-time $40 million donation received in fiscal year 2014 offset by a one-
time $5.7 million donation received in fiscal year 2015. 

Expenses Associated with Core Activities 

The University is committed to recruiting and retaining outstanding faculty and staff and providing 
compensation equivalent to peer institutions and nonacademic employers. Of the University's operating 
expenses, approximately 75.2 percent during fiscal year 2016, 73.1 percent during fiscal year 2015 and 
71.0 percent during fiscal year 2014, were related to compensation and benefits. 

Compensation and benefits went up by $21.0 million, or 1.9 percent, to $1,114 million in fiscal year 2016 
as compared to fiscal year 2015 and increased by $22.6 million, or 2.1 percent, to $1,093 million in fiscal 
year 2015 as compared to fiscal year 2014. The fiscal year 2016 increase was attributable to a 4.0 
percent pay increase, or $3.1 million, and one-time pay bonus, or $7.4 million negotiated by the collective 
bargaining agreements, and an increase in fringe benefits of $9.3 million. The increase of OPEB 
assessment was a result from the enacted Act 268, SLH 2013 during the 2013 legislative session. The 
Act requires the State and the University to fully fund the Annual Required contribution as determined by 
an actuary within 30 years. The University recognized $117.1 million, $113.0 million and $106.8 million 
postretirement health and life insurance benefits in fiscal years 2016, 2015 and 2014, respectively. The 
increases in postretirement health and life insurance benefits in fiscal years 2016 and 2015 were a result 
of year-to-year increases in the payroll expense actuarial assumptions. 

Supplies, services and cost of goods sold expense includes service fees, printing and binding, 
advertising, dues and subscriptions, controlled property acquisitions, cost of goods sold for resale items, 
and other miscellaneous operating costs. In fiscal year 2016, such expenses decreased by $3.7 million, 
or 1.8 percent, to $202.2 million as compared to fiscal year 2015. The fiscal year 2016 decrease was 
primarily attributable to decreases in purchases of supplies, federal property acquisitions, and other 
miscellaneous operating costs offset by increases in controlled property acquisitions and cost of goods 
sold. In fiscal year 2015, such expenses decreased by $32.9 million, or 13.8 percent, to $205.8 million 
as compared to fiscal year 2014. The fiscal year 2015 decrease was primarily attributable to the 
decrease in sponsored project expenditures due to the sunset of American Recovery and Reinvestment 
Act of 2009 funds. 
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The University is committed to providing affordable yet quality education to its students. To accomplish 
this goal, student aid is provided in the form of scholarships and fellowships, including tuition and fee 
waivers applied to student accounts and reflected as reductions and allowances to student tuition and 
student housing revenues, and scholarship and fellowship payments (mostly academic and athletic) 
made directly to students. Total aid to students decreased by $4.6 million, or 2.6 percent, to $174.5 
million in fiscal year 2016 as compared to prior year. The decrease was primarily attributable to the 
number of Fell grants awarded, and the contributing factors were: 1) decreased enrollment and 
2) increase in overall household income that stemmed from the effect of the low unemployment rate 
in Hawaii that took families out of the Fell grant eligibility. Total aid to students also decreased by 
$1 million, or 0.5 percent, to $179.1 million in fiscal year 2015 as compared to the prior fiscal year 2014 
for similar reasons. 

The University depreciates its capital assets over their estimated useful lives using the straight-line 
method. Depreciation expense increased by $3.6 million, 012.9 percent, to $124.9 million during fiscal 
year 2016 as compared to fiscal year 2015. The increase in fiscal year 2016 was primarily attributable 
to building and equipment additions and reclassifications from construction in progress. Depreciation 
expense increased by $11.9 million, 0110.9 percent, to $121.4 million during fiscal year 2015 as 
compared to fiscal year 2014. The increase in fiscal year 2015 was primarily attributable to building 
and equipment additions and reclassifications from construction in progress. 

Transfers from State amounted to $200.2 million, $191.6 million and $183.5 million in fiscal years 2016, 
2015 and 2014, respectively. Transfers from State were primarily for fringe benefit expense paid by the 
State for the University, the tobacco settlement moneys paying for John A. Burns School of Medicine 
revenue bond debt service, and the UH Cancer Center cigarette stamp tax collections. The increase 
in Transfer from State for both fiscal years 2016 and 2015 were primarily attributable to the increase 
in fringe benefit rates. 

The Cigarette Tax and Tobacco Tax Law, HRS section 245-15, effective July 1, 2006, established the 
Hawaii Cancer Research Special Fund. The cigarette stamp tax, beginning October 1, 2006, provides 
revenues to support research and operating expenses to this fund as follows: 

Time Period 	 Cigarette Stamp Tax 

October 1, 2006 - September 30, 2007 	1.0 cent per cigarette 

October 1, 2007 - September 30, 2008 	1.5 cents per cigarette 

October 1, 2008 - thereafter 	 2.0 cents per cigarette 

Other Nonoperating Activities 

Revenues from other nonoperating activities are generally not used to support the University's 
current operations and are comprised primarily of capital gifts and grants and additions to permanent 
endowments. Capital gifts and grants and state capital appropriations and transfers may only be used 
for the purchase or construction of specified capital assets. While additions to permanent endowments 
must be retained in perpetuity, investment earnings thereon may be available in future years to support 
specified programs. 

In fiscal year 2016, capital gifts and grants, including state capital appropriations and transfers, decreased 
by $137.8 million, 0183.0 percent, to $28.1 million compared to $165.9 million in fiscal year 2015. In 
fiscal year 2015, there was an increase of $19.8 million, or 13.6 percent, compared to $146.1 million in 
fiscal year 2014. The decrease in fiscal year 2016 was primarily attributable to the decrease of capital 
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appropriations from the State of Hawaii by $145.3 million, or 89.8 percent, to $16.5 million compared to 
the increase of capital appropriations in fiscal year 2015 of $19.8 million. Other capital gifts and grants 
during fiscal year 2016 included federal capital grants of $4.8 million and private capital gifts and grants 
of $1.1 million. During fiscal year 2015, other capital gifts and grants included federal capital grants of 
$4.5 million and private capital gifts and grants of $0.6 million. 

Cash Flows 

The Consolidated Statements of Cash Flows present the University's significant sources and uses 
of cash and cash equivalents, including restricted cash balances. The University's cash is comprised 
primarily of cash held with the State Treasury, demand deposits, and time certificates of deposit with an 
original maturity of three months or less. A summary of the University's cash flows for the years ended 
June 30, 2016, 2015 and 2014 are as follows (in thousands of dollars): 

FYl6vsl5 FYl5vsl4 
2016 	 2015 	 2014 	Change 	Change 

Cash received from operations 
Cash payments for operations 

Net cash used in operating activities 

Net cash provided by noncapital 
financing activities 

Net cash used in capital 
and related financing activities 

Net cash provided by (used in) 
investing activities 

Net increase (decrease) in cash 

Cash 
Beginning of year 

End of year 

$ 	799,112 	$ 804,374 $ 	799,092 	$ (5,262) $ 	5,282 
(1,293,552) (1,299,687) (1,314,062) 6,135 14,375 

(494,440) (495,313) (514,970) 873 19,657 

560,769 538,775 508,527 21,994 30.248 

(43,518) (41,419) (50,446) (2,099) 9,027 

(9,443) 23,461 42,492 (32.904) (19,031) 

13,368 25,504 (14,397) (12,136) 39,901 

	

89,811 
	

64,307 	78,704 
	

25,504 	(14,397) 

$ 	103,179 	$ 
	

89.811 	$ 	64,307 
	

$ 	13,368 	$ 	25,504 

The University's cash and cash equivalents increased by $13.4 million, or 14.9 percent, to $103.1 million 
at June 30, 2016 from $89.8 million at June 30, 2015. During fiscal year 2016, $494.4 million in cash was 
used for operating activities, offset by $560.8 million in cash provided by noncapital financing activities. 
Net  cash used in capital and related financing activities and investing activities amounted to $43.5 million 
and $9.4 million in fiscal year 2016. 

The net cash used in operating activities was reduced by $0.9 million and $19.7 million in fiscal years 
2016 and 2015, respectively. The reduction was the result of the implementation of the financial reserve 
policy that required the University to reserve at least two months of working capital with a minimum of five 
percent unencumbered cash from non-general fund revenue. 

The $2.1 million increase in net cash used in capital and related financing activities in fiscal year 2016 
as compared to fiscal year 2015 was primarily attributable to a reduction of capital appropriation received 
from the State of Hawaii of $25.8 million and $12.0 million due to the advance and repayment of funds 
to the State of Hawaii offset by a decrease in capital asset purchases of $28.5 million and the receipt of 
proceeds from the Series 2015A bond issuance of $8.6 million. The $9.0 million decrease in cash used 
in capital and related financing activities in fiscal year 2015 as compared to fiscal year 2014 was primarily 
attributable to a decrease in capital asset purchases of $44.2 million, offset by an increase in capital gifts 
and grants of $11.4 million and a $20.0 million transfer of funds for reimbursement of preconstruction 
costs associated with the UH Cancer Center. 
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Looking Forward 

The University of Hawaii is one of the most important economic engines in Hawaii with a total estimated 
impact of $3.61 billion on Hawaii's economy. In relation to this, the University is impacted by Hawaii's 
economy in its enrollment and funding received from the State of Hawaii and gift donors. Looking toward 
the future, Hawaii's economy is expected to continue positive growth into 2017, according to the State 
Department of Business, Economic Development & Tourism. The tourism and construction industries 
are projected to remain strong, while the government and military sectors will continue to stay relatively 
unchanged. Hawaii's robust economy has kept the unemployment rate low at 3.4 percent as of August 
2016. 

As the sole provider of public higher education in Hawaii, the University plays a vital role in improving the 
social, economic and environmental well-being of current and future generations. To effectively provide 
higher education to the community, the University has developed and is implementing the University of 
Hawaii Strategic Directions, 2015-2021, built upon previous work outlined in the Strategic Outcomes and 
Performances Measures, 2008-2015, that will guide the University's priorities for the next three biennia 
to achieve the outcomes directed by the Board of Regents (the "Board"). 

The four strategic directions outlined below describe the University's priorities for 2015-2021: 

. 	Hawai'i Graduation Initiative 

. 	Hawaii Innovation Initiative 

• 21s' Century Facilities 

• High Performance Mission-Driven System 

Enrollment and Tuition 

According to the 2016 College Affordability Diagnosis by the Pennsylvania State University Graduate 
School of Education, University of Hawaii community colleges are the most affordable public, two-year 
institutions of higher education in the nation. Hawaii ranked as the third overall for most affordable state 
when considering the percentage of family income required for residents to finance the full cost of a public 
higher education. The University at Manoa puts Hawaii in 5th place among states in providing affordable 
access to a public research university education, and the state ranks 7th in affordable access to a public, 
four-year, non-doctoral institutions through the University of Hawaii at Hilo and at West O'ahu. 

The University's enrollment continues to trend downward since peaking in 2010, however, the likely 
reasons are varied. Since 2010, the State economy has significantly improved each year following 
the recession. The University has also been very successful on a number of its initiatives to increase 
graduation rates, to increase the speed at which student matriculate, and working with public high schools 
to graduate their students with University-granted college credits. Looking within the long-term historical 
context, overall enrollment at the University of Hawaii remains high. The peak associated to the Great 
Recession is perceived to be anomalously high. Fall census headcount comparisons are as follows: 

Fall 2016 % Change Fall 2015 % Change Fall 2014 

Mãnoa 18,056 -4.3 18,865 -33 19,507 

Hilo 3,666 -4.3 3,829 -2.4 3,924 

West O'ahu 21 939 9.2 2,692 1.2 2,661 

Community Colleges 28,757 -5.3 30,370 -1.9 30,960 

Total 53,418 -4.2 55,756 -2.3 57,052 
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On October 11, 2011, the Board approved a five-year tuition schedule. Fiscal year 2015-2016 is 
the fourth year of the schedule. Tuition rates for fiscal year 2015-2016 were scheduled to increase as 
much as seven percent However, in the interest of preserving affordability and access to public higher 
education in the State of Hawaii, the Board amended the previously-approved schedule and reduced 
the percentage of tuition increase scheduled for year four and five of the schedule - reducing tuition rate 
increases to not more than five percent. On July 21, 2016, the Board approved a new three-year tuition 
increase schedule for fiscal year to begin July 1, 2018. This new schedule has no increases for fiscal 
year 2016-2017, and tuition increases in fiscal years 2017-2018 and 2018-2019 ranging from one to 
two percent at various campuses. 

The University is committed to provide financial aid to achieve its affordability objective. The total 
financial aid, including aid from federal, State and private grants and awards, provided to undergraduate 
students were $121.0 million, $120.4 million and $119.4 million in academic years 2015, 2014 and 2013, 
respectively. 

In Hawaii, experts estimate 70 percent of jobs will require at least an associate's degree by 2020. 
Only 44 percent of working-age residents had such a degree in 2014. The University of Hawaii has an 
enormous opportunity to provide affordable higher education while increasing enrollment in the State of 
Hawaii. 

Extramural Funds 

The extramural fund awards include a mix of research and non-research programs that provide financial 
stability and balance to the University. About 40-50 percent of the projects are non-research in nature 
and are intended for training, workforce development, outreach and community services, clinical trials, 
and others. 

The University like other research institutions across the country continues to weather an extremely 
challenging funding landscape brought on by the lingering effects of sequestration, uncertainties in 
agency funding, budget cuts and the realignment of R&D funding priorities. Despite these challenges, 
the University research enterprise worked diligently to halt three straight years of decline in extramural 
award funding and managed a slight increase in fiscal year 2015. 

Unfortunately, despite continued efforts, fiscal year 2016 Extramural Awards closed at $391 million, a 
decrease of eight percent as compared to last year's tally of $425 million. In addition to the difficult 
funding environment, the University also absorbed a number of setbacks that contributed to the decrease, 
including the end of a four-year workforce training initiative by the U.S. Department of Labor for programs 
in cyber security and health, the absence of a large U.S. Navy task order for Applied Research 
Laboratory, and a decrease in extramural funding at the University of Hawaii at Hilo. 
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While research funding will continue to remain a challenge at the University for years to come, we will 
continue to align our research enterprise with national science and technology funding priorities, while 
helping to address the critical challenges of the nation and our state. We have made headway in building 
a pipeline of revenue generating awards in fiscal year 2017: 

$20M grant from the National Science Foundation's Experimental Program to Stimulate Competitive 
Research ("EPSC0R") for its 'Ike Wai collaboration, a five-year study of water sustainability issues. 

$8.5 million from the Office of Naval Research for its Asia-Pacific Research Initiative for Sustainable 
Energy Systems ("APRISES") to continue testing and evaluation of renewable generation and power 
systems controls for smart- and micro-grids. 

$8M in two separate awards from the National Cancer Institute to study cancer risk in multi-ethnic 
groups. 

Facilities and Infrastructure 

The University has a Strong commitment to its core facilities and infrastructure. In the past three years, 
the University completed many major construction projects, which included the newest campus - Hawaii 
Community College Pãlamanui campus, Clarence T.C. Ching Athletics Complex, the new three-story 
Student Services building at the University at Hilo, the expansion of the two-story Warrior Recreation 
Center at Manoa, and other new buildings in Maui College, Leeward and Windward Community Colleges 
to accommodate anticipated enrollment growth. 

Meanwhile, the State of Hawaii Legislature continued its strong financial support to the University's 
capital improvement program and provided general obligation bond appropriations for the 2015-2017 
and 2013-2015 fiscal biennia that were approximately $365.5 million and $390 million, respectively. 
In September 2015, the University also issued Series 2015-A Taxable Revenue Bonds to help fund two 
new strategic construction projects: $5 million for the Hilo College of Pharmacy and $3.5 million for the 
Law School. Both projects included state funds of $28 million and $3.5 million, respectively, in general 
obligation (GO") bond funds. 

Improvement and modernization of the University's physical assets is key to delivering the University's 
strategic directions that strives for 21st  century facilities for learning, teaching and research. The 
University has developed a six-year CIP plan for fiscal years 2018-2023 (the "6-Year CIP Plan") that 
will set forth a vision of a physical environment that supports and augments the high quality education 
and research that takes place at our University. It also presents a coordinated, long-term strategy that 
(1) prioritizes classrooms, laboratories and student spaces with a focus on improving the learning and 
research environment, 2) targets those facilities with the highest utility and poorest conditions through 
upgrade to the interior/exterior structures, building roofs, mechanical and electrical systems, pedestrian 
pathways and roadways, and 3) changes the paradigm on how the University manages its space. This 
6-year CIP Plan is organized in four categories: Major Capital Improvement Projects; Renew, Improve & 
Modernize Projects ("RIM Projects"); Minor Capital Improvement Projects; and Planning Projects. The 
University believes this plan will move us toward a multi-faceted approach that improves the quality of 
learning and research environment, through the lens of our students and faculty, while addressing our 
deferred maintenance backlogs. We have projected to reduce the current deferred maintenance of 
$496.3 million to $327.3 million in fiscal year 2023 under this plan. 
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Fundraising 

The University launched a seven-year $500 million fundraising campaign and began its "quiet phase" on 
July 1, 2011 Since the launch of the campaign, the University has consistently exceeded the fundraising 
goals. In fiscal year 2016, the University had raised $66.1 million as compared to $129.0 million in fiscal 
year 2015 and $98.6 million in fiscal year 2014. 

State General Fund Appropriations 

The State of Hawaii continues to provide strong support to the University as the sole provider of public 
higher education in Hawaii. When compared to other universities in the nation, the University is well 
supported by the State and is ranked 11th in the category of higher education operating appropriation 
per full-time equivalent in 2014. The Hawaii Governor supported, and the State Legislature appropriated, 
an increase of $28.2 million, or 6.8 percent, in general funds to the University's fiscal year 2017 operating 
budget. These funds were allocated throughout the campuses to reward academic performance and fund 
faculty salary increases that were negotiated through collective bargaining agreements and other special 
programs. 

Future general fund appropriations are dependent upon the financial health of the State, State Council 
of Revenues projections and priorities yet to be articulated by the Governor and State legislature. 
The current outlook shows positive signs. The State ended fiscal year 2016 with general fund surplus 
exceeding $1 billion, although it was a single point of data. The Council on Revenues forecasted a 
5.5 percent growth for fiscal year 2017. However, tax revenue collections for the current fiscal year 
through September 2016 were down 3.3 percent compared to the previous fiscal year. In addition, ERS 
(retirement) and OPEB (health fund) unfunded liabilities for the State are roughly $18 billion. To continue 
to provide quality and affordable education to the residents of Hawaii, the University has been working 
hard with lawmakers to advance the University's needs and priorities. 

Hawai'i Graduation Initiative and 15 to Finish Campaign 

Hawaii Graduation Initiative ("HGI") is a system-wide strategic initiative that focuses on increasing the 
number of educated citizens within the state. HGI is aligned with the Hawaii P-20 goal to increase the 
number of working age adults in the state who hold a degree to 55 percent by 2025. Because of this 
focused effort, the UH campuses have increased the number of degrees and certificates awarded to 
11,680 or by 46 percent since 2008. 

HGI's 15 to Finish campaign encourages students to take 15 credits per semester (or 30 credits per year) 
to graduate on time (i.e., in most cases, two years for an associate degree and four years for a bachelor's 
degree). UH has nearly doubled the percentage of first-time freshmen who enroll in 1501 more credits in 
their first semester since the start of the campaign in 2012. 

The campaign has garnered national attention. To date, 15 to Finish campaigns have been implemented 
by seven states at scale and an additional 120 institutions nationwide. An additional seven states have 
committed to launching campaigns in 2017. At Complete College America's 2016 Annual Convening of 
the Alliance in November, the UH System was the inaugural recipient of two President's Awards, one of 
which was for the 15 to Finish campaign. The President's Award recognizes innovation and outstanding 
contributions to national college completion efforts. 
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Hawai'i Innovation Initiative 

To leverage its distinctive strengths in earth and ocean sciences, astronomy, evolutionary biology, and 
energy research, the University is continuing our efforts to spearhead the Hawai'i Innovation Initiative, 
a proactive partnership between the University, the private sector and government to create a third 
economic driver for the state based on the University's research. Our XLR8UH venture accelerator 
program has developed 15 startup companies, generated over $600,000 in revenue and secured 
$7.8 million in total funding. In March 2016, we launched the i-Lab, a reconfigurable working space for 
students in cross disciplines to engage in innovation and entrepreneurial projects; and in July 2016, the 
Pacific Asian Center for Entrepreneurship (PACE") at Manoa's Shidler College of Business opened their 
version of the i-Lab called sPACE. Finally, we will again be hosting the second annual Future Focus 
innovation conference in October 2016 - this year focusing on medical research, cyber security and 
entrepreneurship. 
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2016 2015 

Assets and Deferred Outflows of Resources 
Current assets 

Cash and cash equivalents $ 	103,179 $ 	89,811 
Operating investments 298,702 285,241 
Due from State of Hawaii 102 188 
Accounts receivable, net 86,913 87,719 
Current portion of notes and contributions receivable, net 16,972 16,221 
Accrued interest receivable 851 583 
Inventories 10,250 11.765 
Prepaid expenses and other current assets 11,462 12,916 

Total current assets 528.431 504,444 

Noncurrent assets 
Due from State of Hawaii 329 751 399,144 
Endowment and other investments 475,040 477.243 
Notes and contributions receivable, net 40,068 48,155 
Capital assets, net 2,053,385 2.068.691 
Other noncurrent assets 18,890 19,541 

Total noncurrent assets 2,917,134 3,012,774 

Total assets 3,445,565 3,51 7,218 

Deferred outflows of resources 
Deferred loss on refunding 11,383 5,251 
Deferred outflows on net pension liability 163,699 134,848 

Total deferred outflows of resources 175,082 140,099 

Total assets and deferred outflows of resources $ 	3.620,647 $ 	3,657.317 

Liabilities, Deferred Inflows of Resources and Net Position 
Current liabilities 

Accounts payable $ 	51.596 $ 	56,702 
Accrued payroll and fringe benefits 66,300 57.434 
Advances from sponsors 34,002 33,979 
Unearned revenue 46,314 48,361 
Due to State of Hawaii 6,294 12,510 
Current portion of long-term liabilities 55.216 51,923 
Other current liabilities 7,229 9,138 

Total current liabilities 266,951 270.047 

Noncurrent liabilities 
Accrued vacation 45,251 44.618 
Accrued workers' compensation 11.747 9,926 
Net pension liability 1,144,564 1.089,882 
Other postemployment benefits 722.757 650.805 
Due to State of Hawaii - 195 
Revenue bonds payable 543.680 561,470 
Premium on bonds payable 14,754 2.972 
Note payable 17,000 17,000 
Other noncurrent liabilities 17,144 16,819 

Total noncurrent liabilities 2.516,897 2.393,687 

Total liabilities 2,783.848 2.663,734 

Deferred inflows of resources 
Deferred inflows on net pension liability 111,364 151,162 

Total deferred inflows of resources 111,364 151.162 

Commitments and contingencies 

Net position 
Net investment in capital assets 1.504,935 1,503,902 
Restricted 

Nonexpendable 244,396 235,894 
Expendable 561,093 644,743 

Unrestricted (1,584,989) (1.542,118) 

Total net position 725,435 842,421 

Total liabilities, deferred inflows of resources and net position $ 	3,620,647 $ 	3.657,317 

The accompanying notes are an integral part of the consolidated financial statements. 
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2016 2015 

Operating revenues 
Student tuition and fees $ 	403,411 $ 	392,471 

Less 	Scholarship allowances 131,105 129,811 

Net student tuition and fees 272,306 26Z660 

Federal appropriations grants and contracts 322,266 325,531 

State and local grants and contracts 32,831 29,033 

Nongovernmental sponsored programs 35,134 36,236 

Sales and services of educational departments, other 35 763 36 163 

Auxiliary enterprises 
Bookstores 20.736 22,467 

Student housing (net of scholarship allowances of $1474 and $1 537) 32.102 31,164 

Other auxiliary enterprises revenues 46.186 45.521 

Other operat'ng revenues - 	2,211 2,568 

Total operating revenues - 799,535 791,343 

Operating expenses 
Compensation and benefits 1,113.771 1,093,021  

Supplies services and cost of goods sold 202 157 205,833 

Depreciation 124,937 121,378 

Telephone and utilities 64,633 72.282 

Scholarships and fellowships 43,440 49,302 

Travel expenses 33.962 33,022 

Repairs and maintenance 28,571 33,545 
Rental expenses 12.877 12,747 

Other operating expenses 36,205 32,762 

Total operating expenses 1,660,553 1,653.892 

Operating loss (861.018) (862,549) 

Nonoperating revenues (expenses) 
State appropriations 441 373 413,148 

Federal Pell grants 61,438 66,144 
Private gifts 32,382 32,600 
Net investment income 679 4,659 
Interest expense (25.064) (27,523) 

Net transfers from (to) State of Hawaii for 
Fringe benefits 172,248 162,969 
Hawaii Barrel Tax 2,784 2 051 
School of Nursing 1,066 133 
University of Hawaii Cancer Center 6 366 6,919 
Other (86) 1,704 

Loss on disposal of capital assets (8,165) (4,907) 
Other net (284) 516 

Net nonoperatirig revenues before capital and endowment additions (deductions) 684,737 658,413 

Capital -- state appropriations 16,547 161,822 
Capital - federal grants/subsidies 4.829 4.460 
Capital 	gifts and grants 1.095 648 
Net transfers from (to) State of Hawaii for capital assets 5,651 (1,026) 
Transfers from State of Hawaii, Tobacco settlement 9.549 9.924 
Transfers from State of Hawaii, University of Hawai'i Cancer Center 7 876 7.884 
Transfers from other State agencies 413 - 
Transfers from (to) Federal - capital assets 4081 (5.315) 
Additions to permanent endowments 9.254 19,426 

Total other revenues 59.295 197,823 

Net nonoperating revenues 744,032 856,236 

Change in net position (116.986) (6.313) 

Net position 
Beginning of year 842421 1961,526 
Adjustment for change in accounting principle (Note 1) - (1,112,792) 

Beginning of year, as restated 842,421 848,734 

End of year $725435 $842421 

The accompanying notes are an integral part of the consolidated financial statements, 
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2016 2015 

Cash flows from operating activities 
Student tuition and fees $ 	267,057 $ 	261.826 
Grants and contracts 395,583 401,284 
Other revenues 136,472 141,264 
Payments to employees (870514) (862,510) 
Payments to suppliers and other (379,598) (387,875) 
Payments for scholarships and fellowships (43,440) (49,302) 

Net cash used in operating activities (494,440) (495,313) 

Cash flows from noncapital financing activities 
State appropriations 441,459 413.884 
Gifts and grants for other than capital purposes 109.406 113,855 
Transfer from State of Hawaii for 

Hawaii Barrel Tax 2,784 2,051 
School of Nursing 1.066 133 
University of Hawai'i Cancer Center 6.366 6,919 
Other (86) 1.704 

Other receipts (disbursements) (226) 229 

Net cash provided by noncapital financing activities 560.769 538,775 

Cash flows from capital and related financing activities 
Capital appropriations 85,940 111,762 
Capital gifts and grants 5,171 5,112 
Proceeds from issuance of capital debt 8.575 - 
Purchases of capital assets (109,459) (137,954) 
Proceeds from sale of capital assets 653 1,245 
Principal paid on capital debt (19.190) (15.521) 
Interest paid on capital debt (2T046) (29,871) 
Advance from (repayment to) State of Hawai'i (6,000) 6.000 
Transfer from other State agencies 413 - 
Transfer from State of Hawaii for 

Tobacco Settlement 9,549 9,924 
University of Hawaii Cancer Center 7,876 7,884 

Net cash used in capital and related financing activities (43,518) (41.419) 

Cash flows from investing activities 
Interest and dividends on investments, net 7,163 975 
Proceeds from sales and maturities of investments 962,297 1,116 678 
Purchase of investments (978.903) (1,094,192) 

Net cash provided by (used in) investing activities (9.443) 23,461 

Net increase in cash and cash equivalents 13,368 25,504 

Cash and cash equivalents 
Beginning of year 89,811 64,307 

End ofyear $ 	103.179 $ 	89.811 

The accompanying notes are an integral part of the consolidated financial statements. 
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10.200 923 
2,588 1,244 

23 7,343 
(2,022) 8,793 

$ 	(494,440) 	$ (495,313) 

$ 	1,951 	$ 2,196 
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University of Hawai'i 
State of Hawai'i 
Consolidated Statements of Cash Flows 
Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 

2016 	 2015 

Reconciliation of operating loss to net cash used in operating activities 
Operating loss 
Adjustments to reconcile operating loss to net cash used in operating activities 

On behalf payments by State for fringe benefits 
Depreciation expense 
Pension and other post retirement health care benefit expense 
Bad debt expense. net  

Changes in operating assets and liabilities 
Accounts receivable 
Notes and contributions receivable 
Inventories 
Prepaid expenses and other assets 
Accounts payable 
Accrued payroll and benefits 
Accrued workers compensation liability 
Advances from sponsors 
Other, net 

Net cash used in operating activities 

Supplemental information of noncash transactions 
Noncash contributions 
Net transfers from (to) State of Hawaii for capital assets 
Transfers from (to) Federal for capital assets 
Accounts payable for capital assets 
Bond proceeds deposited immediately into escrow 
Defeasance of outstanding revenue bond principal 

The accompanying notes are an integral part of the consolidated financial statements. 
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Organization and Summary of Significant Accounting Policies 

Financial Reporting Entity 
The accompanying consolidated financial statements of the University of Hawaii (the "University") 
include the activities of the University of Hawai'i at Manoa, University of Hawaii at Hilo, University 
of Hawaii at West O'ahu, University of Hawaii at Maui College, University of Hawaii Community 
Colleges and its component units. The University has defined its reporting entity in accordance 
with Governmental Accounting Standards Board ('GASB") Statement No. 14, The Financial 
Reporting Entity, as amended by GASB Statement No. 39, Determining Whether Certain 
Organizations are Component Units, as amended by GASB Statement No. 61, The Financial 
Reporting Entity: Omnibus - an amendment of GASB Statements No. 14 and No. 34. The 
basic criterion for including a potential component unit within the reporting entity is financial 
accountability. Other criteria include fiscal dependency and the nature and significance of the 
relationship are such that exclusion would cause the financial statements of the University to be 
misleading. Accordingly, the financial information of the Research Corporation of the University 
of Hawaii (the "Research Corporation") and the University of Hawai'i Foundation (the 
"Foundation") have been blended with the University's financial activity in the accompanying 
consolidated financial statements. 

Complete financial statements of the Research Corporation can be obtained at the Research 
Corporation of the University of Hawaii, 2800 Woodlawn Drive, Honolulu, HI 96822. The 
Foundation's federal Form 990 is available for inspection as required by Internal Revenue Code 
("IRC") Section 6104 at the University of Hawaii Foundation, 2444 Dole Street, Bachman Hall, 
Room 101, Honolulu, HI 96822. 

Similarly, the University is fiscally dependent upon the State of Hawai'i (the "State") and therefore, 
the State is financially accountable for the University as defined by GASB Statement No. 61. 
Accordingly, the University's financial information is discretely presented as a component unit 
within the States comprehensive annual financial report ("CAFR"). 

The University is classified as a state instrumentality under IRC Section 115, and is therefore 
exempt from federal income taxes. Certain activities of the University may be subject to taxation 
as unrelated business income under IRC Sections 511 and 514. 

Basis of Presentation 
The University follows the reporting model prescribed for special-purpose governments engaged 
only in business-type activities, as defined in GASB Statement No. 35, Basic Financial 
Statements and Management's Discussion and Analysis for Public Colleges and Universities, 
as amended. The consolidated financial statements of the University are presented using the 
economic resources measurement focus and the accrual basis of accounting. 

The Foundation's accounting policies conform to accounting principles generally accepted in the 
United States ("GAAP") applicable to not-for-profit organizations as promulgated by the FASB. 
The Foundation's financial information has been converted to conform to the University's 
presentation. 

The Research Corporation's accounting policies conform to GAAP applicable to business-type 
activities of governmental units as promulgated by the GASB. 
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Cash, Cash Equivalents and Investments 
The University considers all cash and investments with original maturities of three months or less 
to be cash equivalents. The carrying amounts reported in the Consolidated Statements of Net 
Position for cash equivalents approximate fair value due to the short maturity of these 
investments. 

The University classifies unspent cash, cash equivalents and investments from the issuance of 
revenue bonds held with an escrow agent and invested until used for the cost of construction as 
noncurrent assets. 

Investments 
Investments in money market instruments that have remaining maturity at time of purchase of 
one year or less are reported at amortized cost. Investments in time certificates of deposits are 
carried at cost. Investments in money market funds, fixed income securities, equity securities, 
and mutual funds with readily determinable fair values are reported at fair value based on 
quoted market prices. Investments in limited partnerships, absolute return, real estate and other 
investments include limited partnership investments in private equity, venture capital, real estate, 
and hedge funds including absolute return and long/short hedge funds. Fair value is generally 
based on information provided by the respective external investment manager at the most recent 
valuation date and from the valuation date to fiscal year-end, if applicable. The private equity, 
venture capital, and real estate investments are not readily marketable and involve assumptions 
and methods that are reviewed by the Foundation. Because these investments are not readily 
marketable, their estimated value is subject to uncertainty and therefore, may differ from the 
value that would have been used had a ready market for such investment existed. A portion of 
the investments made by certain hedge funds is also not readily marketable; additionally, hedge 
fund managers may not provide the detail of their underlying marketable securities. The hedge 
fund valuation process is carefully reviewed by the Foundation with the assistance of an outside 
consultant. The Foundation utilized the net asset value per share for the investments in limited 
partnerships, absolute return, real estate and other investments. Unrealized gains and losses on 
investments are included in the Consolidated Statements of Revenues, Expenses and Changes 
in Net Position. Realized gains and losses are computed as the difference between the proceeds 
of the sale and the cost basis of the investment sold. The calculation of realized gains and losses 
is independent of the calculation of net changes in the fair value of investments. 

The title to investment securities is vested in the name of Securities and Exchange Commission 
("SEC") registered brokerage firms representing the various investment managers of the 
University and the Foundation. The title to short-term investments, made from pooled cash, 
is vested in the name of the University or the Foundation. 

Fair Value Measurements 
For financial assets reported at fair value, the University defines fair value as the price that 
would be received to sell an asset in the principal or most advantageous market in an orderly 
transaction between market participants. The University measures fair value using assumptions 
developed based on market data obtained from independent external sources and the reporting 
entity's own assumptions. The hierarchy is broken down into levels based on the reliability of the 
inputs as follows: 

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

Level 2 - Inputs (other than quoted prices) included within Level 1 that are observable for 
the asset of liability, either directly or indirectly. 
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Level 3 - Unobservable inputs for an asset or liability reflecting management's assumption. 
Level 3 inputs are used to measure fair value to the extent that observable Level 1 or 2 
inputs are not available. 

Due from and Due to State 
The State Director of Budget and Finance is responsible for the safekeeping of all cash in the 
State Treasury in accordance with State laws. Currently, separate accounts are not maintained 
in the State Treasury for the University's general operating and capital appropriations. Although 
these appropriations are available to the University to expend, custody and ownership of the 
funds remain with the State. Unspent general and capital appropriations that continue to be 
available to the University for expenditure at the end of the fiscal year are reported as Due from 
State of Hawaii in the accompanying Consolidated Statements of Net Position. 

Amounts due to the State of Hawaii are primarily due to operating or capital advances and 
general obligation bond debt service requirements. 

Perpetual Trusts 
The Foundation is the beneficiary of certain perpetual trusts held and administered by others. 
The fair value of the estimated future cash receipts from the trusts is recognized as assets and 
contribution revenues when the Foundation is notified of their existence. The reported value of 
the assets is fair value. 

Split-Interest Agreements 
The Foundation's split-interest agreements with donors consist of irrevocable pooled income 
funds, charitable remainder trusts and charitable gift annuities for which the Foundation serves 
as trustee. Assets held under the split-interest agreements are included in investments. 
Contribution revenues are recognized at the date the split-interest agreements are established 
after recording liabilities for the present value (utilizing discount rates ranging from two percent 
to five percent) of the estimated future payments to be made to the donors and/or other 
beneficiaries. The liabilities are adjusted during the term of the split-interest agreements for 
changes in the fair value of the assets, accretion of the discount, and other changes in the 
estimates of future benefits. 

Accounts Receivable 
Accounts receivable are initially recorded at the amount invoiced or otherwise due and normally 
do not bear interest. The University maintains an allowance for doubtful accounts to reduce 
receivables to their estimated collectible amount. Management estimates the allowance for 
uncollectible receivables based on a specific review of customer balances, the overall aging 
of outstanding balances, historical collection experience, and current business and economic 
conditions Delinquent accounts in excess of two years are written off upon approval of 
University general counsel and when, in the judgment of management, they are deemed 
uncollectible based on an evaluation of the specific circumstances. 

Contributions 
The Foundation receives pledges and bequests of financial support from corporations, 
foundations and individuals. Revenue is recognized when a pledge representing an 
unconditional promise to pay is received and all eligibility requirements, including time 
requirements, have been met. In absence of such a promise, revenue is recognized 
when the gift is received. Endowment pledges that do not meet eligibility requirements, 
as defined by GASB Statement No. 33, are not recorded as assets until the related gift 
is received. 

29 



University of Hawai'i 
State of Hawai'i 
Notes to Consolidated Financial Statements 
June 30, 2016 and 2015 
(All dollars reported in thousands) 

Capital Assets 
Capital assets are recorded at cost, or if donated, at an appraised value at the date of the gift. 
Depreciation of capital assets is provided for on a straight-line basis over the estimated useful 
lives (3 to 100 years) of the respective assets. The University's policy is to capitalize tangible, 
nonexpendable personal property having an estimated useful life of more than one year. 
Interest incurred on tax-exempt construction financing, net of investment income on any 
unspent financing proceeds, is capitalized as a cost of construction. When taxable debt is 
incurred specifically for a project, interest is capitalized on amounts expended on the project 
using the weighted-average cost of outstanding borrowings. The capitalization of interest ceases 
when the project is substantially complete or construction activity is suspended for more than a 
brief period. The University incurred interest cost of $25,562 and $29,156 for the years ended 
June 30, 2016 and 2015, respectively, of which capitalized interest as a cost of construction 
amounted to $498 and $1,633, respectively. The University does not capitalize works of art or 
historical treasures that are held for exhibition, education, research and public service. These 
collections are neither disposed of for financial gain nor encumbered. Accordingly, such 
collections are not recognized or capitalized for financial statement purposes. Maintenance and 
repairs, as well as minor renewals, replacements and betterments, are charged to operations. 
Major renewals, replacements and betterments are capitalized in the year incurred. Capital 
assets retired or otherwise disposed of are removed from the appropriate asset and related 
accumulated depreciation accounts Gains and losses on disposals and the net book value 
of transfers of capital assets are reflected in operations. 

The University evaluates the future service utility of capital assets when events or changes in 
circumstances have occurred. A diminished service utility of the University's capital assets is 
reported as an impairment loss and netted against any insurance or appropriated recoveries. 

Deferred Outflows of Resources 
Deferred outflows of resources represent a consumption of net position that applies to a future 
period. The University defers recognition of the loss on debt refunding related to issuance of its 
revenue bonds and amortizes these costs over the life of the bonds using the effective interest 
rate method. The deferred outflow of resources related to pensions resulted from differences 
between expected and actual experiences which will be amortized over five years and University 
contributions to the pension plan subsequent to the measurement date of the actuarial valuations 
for the pension plans which will be recognized as a reduction of the net pension liability in the 
subsequent fiscal year. 

Advances from Sponsors 
Amounts received from grant and contract sponsors which have not been earned under the terms 
of the agreement are deferred and reported as advances from sponsors in the Consolidated 
Statements of Net Position. 

Unearned Revenue 
Unearned revenue includes amounts received in advance of an event such as student tuition and 
advance sports ticket sales related to a future period. 
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Pensions 
For purposes of measuring the net pension liability, deferred outflows of resources and deferred 
inflows of resources related to pensions, and pension expense, information about the fiduciary 
net position of the Employee's Retirement System (ERS") and additions to/deductions from the 
ERS's fiduciary net position have been determined on the same basis as they are reported by 
the ERS. For this purpose, benefit payments (including refunds of employee contributions) are 
recognized when due and payable in accordance with benefit terms. Investments are reported 
at their fair value. 

Other Postemployment Benefits 
The University applies the provisions of GASB Statement No. 45, Accounting and Financial 
Reporting by Employers for Postemployment Benefits Other Than Pensions, which requires 
accrual-based measurement and recognition and disclosure of other postemployment benefits 
("OPEB") expense, such as retiree medical and dental costs, over the employees' years of 
service, along with the related liability. 

Revenue Bonds Payable 
Revenue bonds payable include outstanding amounts due from the issuance of revenue bonds 
by the University. 

Deferred Inflows of Resources 
Deferred inflows of resources represent an acquisition of net position by the University that is 
applicable to a future reporting period. The deferred inflow of resources related to pensions 
resulted from the difference between projected and actual earnings on the pension plan and 
changes in the proportionate rate. These amounts are deferred and amortized over five years. 

Net Position 
The University's net position is classified into the following four net position categories: 

Net investment in capital assets - This component of net position represents the 
University's total investment in capital assets, net of accumulated depreciation and 
outstanding principal balances of debt attributable to the acquisition, construction or 
improvement of those capital assets. 

Restricted 

Nonexpendable - Net position subject to externally imposed stipulations that they be 
maintained permanently by the University, which includes the University's permanent 
endowment funds. 

Expendable - Net position that is restricted for specific purposes by sponsors, donors 
or law. Restrictions in these assets are released when the University complies with the 
stipulations required by the sponsor, donor or legislative act. 

Unrestricted - Net position not classified as restricted or net investment in capital assets 
and not subject to externally imposed stipulations. Unrestricted net position may be 
designated for specific purposes by action of management or the Board of Regents ("Board') 
or may otherwise be limited by contractual agreements with outside parties. Substantially all 
unrestricted net position is designated for academic and research programs and initiatives, 
and capital asset programs. 
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When an expense is incurred for purposes for which both restricted and unrestricted resources 
are available to pay the expenses, resources are generally applied proportionate to the benefit 
realized. For instances in which such a determination is not feasible or if there are cost 
compliance issues, unrestricted resources are applied first. 

Net Position Restricted by Enabling Legislation 
GASB Statement No. 46, Net Assets Restricted by Enabling Legislation - an amendment of 
GASB Statement No. 34, requires that limitations on the use of net position imposed by enabling 
legislation be reported as restricted net position. GASB Statement No. 46 also specifies the 
accounting and financial reporting requirements if new enabling legislation replaces existing 
enabling legislation or if legal enforceability is reevaluated. Restricted net position at June 30, 
2016 and 2015 amounted to $805,489 and $880,637, respectively, of which $313,262 and 
$380,053 were restricted by enabling legislation for capital activity. 

Operating and Nonoperating Activities 
The University's policies for defining operating activities, as reported on the Consolidated 
Statements of Revenues, Expenses and Changes in Net Position, are those that generally result 
from exchange transactions such as payments received for providing services and goods and 
payments made for services and goods received. Certain significant revenue streams relied 
upon for operations are recorded as nonoperating revenues, as defined by GASB Statement 
No. 35, including state appropriations, gifts and investment income. 

Student tuition and fees revenues are recognized in the period earned. Revenues for programs 
that cross fiscal years are prorated between the two fiscal years. 

The University recognizes revenue associated with the direct costs of research and training 
grants and contracts as the related expenses are incurred. 

Bookstore revenues are recognized at the point of sale. Sales returns (which are not significant) 
are recognized at the time returns are made. 

Room and other rental revenues are recognized over the period the room is occupied. Room 
and other rental revenues for the summer term are recognized in the fiscal year in which the term 
primarily falls. Had room and other rental revenues for the summer term been prorated between 
fiscal years, the difference would not be material. 

Scholarships and Fellowships 
Scholarships and fellowships, including tuition and fee waivers applied to student accounts, 
are shown as a reduction to student tuition and student housing revenues. Stipend and other 
payments made directly to students are reflected as scholarships and fellowships expense. 

State Appropriations 
The University recognizes general operating and capital appropriations as nonoperating revenue 
when allotments are made available to the University for expenditure. If restrictions are placed 
on such appropriations, the restrictions are given separate and discrete accounting recognition. 
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Management's Estimates 
The preparation of the consolidated financial statements in conformity with GAAP requires 
management to make estimates and assumptions that affect the amounts reported in the 
consolidated financial statements and accompanying notes. Actual results could differ from 
those estimates. These estimates, among others, include workers' compensation liabilities, 
net pension liabilities, postemployment benefit liabilities, allowances for uncollectible receivables, 
the useful lives of capital assets, the valuation of investments, and the current versus noncurrent 
classification of assets and liabilities. 

With respect to workers' compensation insurance, the University is self-insured for the first 
$650 per occurrence and annual aggregate, and obtains excess insurance of $50,000 from a 
commercial insurance company. The University records a liability for risk financing and insurance 
related losses if it is determined that a loss has been incurred and the amount can be reasonably 
estimated. The University uses a third-party actuary to estimate its workers' compensation 
liability. Changes in the liability are the result of claims payments made during the fiscal year, 
new claims filed, and changes in the estimates of existing claims. Anticipated payments by the 
third party for the next fiscal year are considered current and payments thereafter are considered 
noncurrent. The liability represents the University's best estimate of workers' compensation 
liabilities based on available information. The University's estimated liability for workers' 
compensation claims is included in 'Other Liabilities" in the accompanying Consolidated 
Statements of Net Position (see Note 11). 

The University also uses a third-party actuary to estimate its net pension liability and 
postemployment health care and life insurance benefit obligations. The assumptions used 
to determine the liabilities are described in Notes 14 and 15. 

The allowance for uncollectible receivables is a valuation account used to estimate the portion 
of accounts, notes and contributions receivable that are considered uncollectible. 

The University depreciates its capital assets using useful lives internally or externally determined 
to represent the expected service period of the asset. 

In general, the fair value of investments has been determined using values supplied by 
independent pricing services. 

New Accounting Pronouncements 
In 2016, the University adopted GASB Statement No. 72, Fair Value Measurement and 
Application. This Statement addresses accounting and financial reporting issues related to 
fair value measurements. Management has adopted the new standard as presented in the 
University's financial statements. 

In 2015, the University adopted GASB Statement No. 68, Accounting and Financial Reporting for 
Pensions. This Statement revises and establishes new financial reporting requirements for most 
governments that provide their employees with pension benefits. Management has adopted the 
new standard as presented in the University's consolidated financial statements. Due to the 
adoption of GASB Statement No. 68 in fiscal year 2015, beginning net position was restated. 
The beginning net position as of July 1, 2014 was restated by $1,112,792 from $1,961,526 to 
$848,734. 
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The GASB issued Statement No. 74, Financial Reporting for Postemployment Benefit Plans 
Other than Pension Plans. The Statement replaces GASB Statement No. 43, Financial Reporting 
for Postemployment Benefit Plans Other Than Pension Plans. The Statement addresses the 
financial reports of defined benefit other postemployment benefit plans that are administered 
through trusts that meet specified criteria. The requirements of this Statement are effective for 
reporting periods beginning after June 15, 2016. The University is currently evaluating this 
accounting pronouncement. 

The GASB issued Statement No. 75, Accounting and Financial Reporting for Postemployment 
Benefits Other Than Pensions. The Statement replaces GASB Statement No. 45, Accounting 
and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions. 
The Statement will require governments to report a liability on the face of the financial statements 
for the other postemployment benefits that they provide. The requirements of this Statement 
are effective for reporting periods beginning after June 15, 2017. The University is currently 
evaluating this accounting pronouncement. 

The GASB issued Statement No. 80, Blending Requirements for Certain Component Units - 
an amendment of GASB Statement No. 14. The Statement establishes an additional blending 
requirement for the financial statement presentation of component units and applies to 
component units that are organized as not-for-profit corporations in which the primary 
government is the sole corporate member. The requirements of this Statement are effective 
for reporting periods beginning after June 15, 2016. The University is currently evaluating this 
accounting pronouncement. 

The GASB issued Statement No. 81, Irrevocable Split-Interest Agreements. The Statement 
establishes accounting and financial reporting standards for irrevocable split-interest agreements 
created through trusts - or other legally enforceable agreements with characteristics that are 
equivalent to irrevocable split-interest agreements - in which a donor irrevocably transfers 
resources to an intermediary. The requirements of this Statement are effective for reporting 
periods beginning after December 15, 2016. The University is currently evaluating this 
accounting pronouncement. 

The GASB issued Statement No. 82, Pension Issues - an amendment of GASB Statements No. 
67, 68 and 73. The Statement addresses certain issues that have been raised with respect to 
Statements No. 67, 68 and 73, and amends certain provisions of GASB Statements No. 67 and 
68. The Statement addresses issues regarding (1) the presentation of payroll-related measures 
in required supplementary information, (2) the selection of assumptions and the treatment of 
deviations from the guidance in an Actuarial Standard of Practice for financial reporting purposes, 
and (3) the classification of payments made by employers to satisfy employee contribution 
requirements. This Statement clarifies that payments that are made by an employer to satisfy 
contribution requirements that are identified by the pension plan terms as plan member 
contribution requirements should be classified as plan member contributions for purposes of 
Statement 67 and as employee contributions for purposes of Statement 68. This statement 
is effective for reporting periods beginning after June 15, 2016, except for paragraph 7 when 
employers' pension liability is measured as of a date other than the employer's most recent 
fiscal year end, which is effective for measurement dates on or after June 15, 2017. The 
University is currently evaluating this accounting pronouncement. 
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Reclassifications 
Certain amounts in the 2015 consolidated financial statements have been reclassified to conform 
to the 2016 presentation. Such reclassifications had no impact on the 2015 change in net 
position as previously reported, however did impact operating loss and net nonoperating 
revenues. 

2015 
As Previously 2015 

Reported Reclassifications Revised 

Operating revenues 
Nongovernmental sponsored programs $ 	31,696 $ 	4,540 $ 	36,236 

Total operating revenues 786,803 4,540 791,343 

Operating loss (867,089) 4,540 (862,549) 

Nonoperating revenues 
Private gifts 31,870 730 32,600 
Net nonoperating revenues before capital 
and endowment additions (deductions) 657,683 730 658,413 

Capital - gifts and grants 57 918 (5.270) 648 
Total other revenues 203,093 (5.270) 197,823 
Net nonoperating revenues 860,776 (4,540) 856,236 

Cash flows from operating activities 
Net cash used in operating activities 	 (499,853) 	 4,540 	(495,313) 

Cash flows from noncapital financing activities 
Net cash provided by noncapital financing activities 	 538,045 	 730 	538,775 

Cash flows from capital and related financing activities 
Net cash provided by noncapital financing activities 	 (36,149) 	 (5,270) 	(41,419) 

2. 	Cash and Investments 

The carrying amounts of cash and cash equivalents and time certificates of deposit held outside 
of the State Treasury as of June 30, 2016 and 2015, classified as cash and cash equivalents 
and operating investments, were $271,416 and $299,528, with corresponding bank balances of 
$282,084 and $292,908, respectively. The portion of such bank balances covered by the Federal 
Deposit Insurance Corporation or by collateral held by the State Director of Budget & Finance in 
the name of the University totaled $276,554 at June 30, 2016 and $282,960 at June 30, 2015. 
Additional cash equivalent balances of $7,341 at June 30, 2016 and $6,608 at June 30, 2015 
represent deposits with investment brokers covered by the Securities Investor Protection 
Corporation and additional insurance provided by the investment brokers. 

Endowment funds are combined in investment pools with each individual account subscribing to 
or disposing of shares on the basis of the market value per share. 

Cost of securities sold is determined using the first-in first-out method. 
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As a result of market fluctuations, the fair market value of certain donor-restricted endowments 
was less than the historical cost of such funds by $10,428 and $4,161 at June 30, 2016 and 
2015, respectively. These unrealized losses have been recorded as reductions in unrestricted 
net position. Future market gains will be used to restore this deficiency in unrestricted net 
position before any net appreciation above the historical cost value of such funds increases 
restricted expendable net position. 

Endowment funds are received from benefactors who, by the terms of their conveying 
instruments, have stipulated that the principal of their gifts may never be expended, and 
use of the income is generally restricted. 

Quasi-endowment funds are funds that have been transferred to the endowment funds by 
the Board. Use of the income is either restricted by the donor or unrestricted and designated 
by the Board. 

The Hawaii Uniform Prudent Management of Institutional Funds Act ("HUPMIFA"), established 
under Hawaii Revised Statute §517E, was enacted by the State of Hawaii on July 1, 2009. 
HUPMIFA requires the preservation of the fair value of the original gift as of the gift date of the 
donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result, 
the University classifies as restricted nonexpendable net position (a) the original value of gifts 
donated to the permanent endowment, (b) the original value of subsequent gifts to the permanent 
endowment, and (c) accumulations to the permanent endowment made in accordance with the 
direction of the applicable donor gift instrument at the time the accumulation is added to the fund. 

The remaining portion of the donor-restricted endowment fund that is not classified in restricted 
nonexpendable net position is classified as restricted expendable net position until those amounts 
are expended and distributed by the University in accordance with its Board-approved spending 
rate policy and in a manner consistent with the standard of prudence prescribed by HUPMIFA. In 
fiscal years 2016 and 2015, the University's spending rate policy provided for annual distributions 
was four and a half percent of the trailing five-year moving average of the endowment fair value. 

At June 30. 2016 and 2015, the University's investments were comprised of the following: 

2016 	 2015 
Fair Value 	Cost 	Fair Value 	Cost 

Money market funds 
Fixed income securities 
Equity securities 
Mutual funds 
Time certificates of deposit 
Limited partnerships 
Absolute return 
Real estate 
Other investments 

Total investments 

Less: Current portion 

Total noncurrent investments  

$ 	11,679 
210,172 

5,866 
179,089 
192,518 
74,376 
19,612 
17,105 
63,325 

773,742 

$ 	11,679 
207,952 

5,143 
178,440 
192,518 
43,289 
14,779 
21,084 
56,312 

731,196 

$ 	17,880 
171,488 

5,658 
170,153 
210,015 
75,651 
27,814 
23,957 
59,868 

762,484 

$ 17,880 
172,227 

5,183 
166,251 
210,015 
43,105 
22,905 
27,365 
48,304 

713,235 

298,702 	297,425 	285,241 	284,871 

$ 475,040 $ 433,771 $ 477,243 $ 428,364 
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Changes in the University's investments for the year ended June 30, 2016 were as follows: 

University Endowment Pool 
End of year 
Beginning of year 

Net change 

Foundation Endowment Pool 
End of year 
Beginning of year 

Net change 

Associated Students of the 
University of Hawai'i 
End of year 
Beginning of year 

Net change 

School of Medicine 
End of year 
Beginning of year 

Net change 

University Bond System 
End of year 
Beginning of year 

Net change 

Operating investments 
End of year 
Beginning of year 

Net change 

Other 
End of year 
Beginning of year 

Net change 

Total investments 
End of year 
Beginning of year 

Net change  

Fair 	Cost 
Value 	Basis 

$ 63,479 $ 63,094 

	

65,557 	63,930 

	

(2,078) 	(836) 

	

255,979 	215,551 

	

265,685 	217,861 

	

(9,706) 	(2,310) 

	

8,350 	7,590 

	

8,099 	7,613 

	

251 	 (23) 

	

5.519 	5,519 

	

5.516 	5,516 

	

3 	 3 

26,492 26,492 
24,830 24,830 

1,662 1,662 

298,702 297,425 
285,241 284,871 

13,461 12,554 

115,221 115,525 
107,556 108,614 

7,665 6,911 

773,742 731,196 
762,484 713,235 

$ 	11,258 $ 	17,961 

Net Unrealized Net Realized 
Gain (Loss) Gain (Loss) 

$ 	385 
1,627 

(1,242) $ 	(532) 

40,428 
47,824 

(7,396) 921 

760 
486 

274 75 

- 2 

1,277 
370 

907 47 

(304) 
(1,058) 

754 58 

42,546 
49,249  

$ 	(6,703) $ 	572 
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Changes in the University's investments for the year ended June 30, 2015 were as follows: 

University Endowment Pool 
End of year 
Beginning of year 

Net change 

Foundation Endowment Pool 
End of year 
Beginning of year 

Net change 

Associated Students of the 
University of Hawai'i 

End of year 
Beginning of year 

Net change 

School of Medicine 
End of year 
Beginning of year 

Net change 

University Bond System 
End of year 
Beginning of year 

Net change 

Operating investments 
End of year 
Beginning of year 

Net change 

Other 
End of year 
Beginning of year 

Net change 

Total investments 
End of year 
Beginning of year 

Net change 

Fair Cost Net Unrealized Net Realized 
Value Basis Gain (Loss) Gain (Loss) 

$ 	65,557 $ 	63,930 $ 	1,627 
66,217 64,643 1,574 

(660) (713) 53 $ 	(234) 

265,685 217,861 47,824 
264,174 210,514 53,660 

1,511 7,347 (5,836) 6,861 

8,099 7,613 486 
8,251 7,561 690 

(152) 52 (204) 161 

5,516 5,516 - 
5,622 5,622  

(106) (106) - - 

24,830 24,830 - 
53,537 53,539 (2) 

(28,707) (28,709) 2 - 

285,241 284,871 370 
278,046 277,865 181 

7,195 7,006 189 49 

107,556 108,614 (1,058) 
101,659 100,281 1,378 

5,897 8,333 (2,436) 1,499 

762,484 713,235 49,249 
777,506 720,025 57,481  

$ 	(15,022) $ 	(6,790) $ 	(8,232) $ 	8,336 
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2016 	2015 

Summary of net investment income 
Change in unrealized net loss 
Net realized gain 

Interest and dividend income 
Other 

Investment income before management fees 

Less: Management fees 

Net investment income  

$ (6,703) $ (8,232) 

	

572 	8,336 

	

(6,131) 	104 

	

8,640 	7,974 

	

(593) 	(1,996) 

	

1,916 	6,082 

	

1,237 	1,423 

$ 679 $ 4,659 

The University's investments reported at fair value on a recurring basis have been categorized 
based on the fair value hierarchy in Note 1 at June 30, 2016 and 2015 as follows: 

Quoted Prices 
in Active Significant 

Markets for Other Significant Investments 
Identical Observable Unobservable Not Categorized 
Assets Inputs Inputs Within the Fair 

Fair Value (Level 1) (Level 2) (Level 3) Value Hierarchy 

2016 
Money market funds $ 11,679 $ 	11,679 $ 	- $ 	- $ 	- 
Fixed income securities 210.172 88,576 90,247 - 31,349 
Equity securities 5,866 5,866 - - - 
Mutual funds 179,089 169.292 - - 9,797 
Time certificates of deposit 192,518 - - - 192,518 
Limited partnerships 74,376 - - - 74,376 

Absolute return 19,612 - - - 19.612 
Real estate 17,105 - - 6,440 10,665 
Other investments 63,325 - - 2,375 60,950 

Total investments $ 773,742 $ 	275,413 $ 	90,247 $ 	8,815 $ 	399,267 

2015 
Money market funds $ 17,880 $ 	17,880 $ 	- $ 	- $ 	- 
Fixed income securities 171,488 62.152 79,109 - 30,227 
Equity securities 5,658 5,658 - - - 
Mutual funds 170,153 160,707 - - 9.446 
Time certificates of deposit 210,015 - - - 210,015 
Limited partnerships 75,651 - - - 75,651 
Absolute return 27.814 - - - 27.814 
Real estate 23,957 - - 6,215 17,742 
Other investments 59,868 - - 1,631 58,237 

Total investments $ 762,484 $ 	246,397 $ 	79,109 $ 	7.846 $ 	429,132 
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The following is a general description of the terms and conditions upon which the University 
through the Foundation may redeem investments that are carried at net asset value: 

Mutual funds —Domestic mutual funds can be redeemed on a quarterly basis, with 
notification provided between 30 and 60 days prior to redemption. Investments in foreign 
mutual funds can be redeemed on a monthly basis with notification provided between 
10 and 30 days prior to redemption. 

Limited partnerships and other investments - Redemption frequency for investments 
in this class range from monthly to annually, with notification provided between 2 and 90 
days prior to redemption. Additionally, certain investments can be redeemed at the 
discretion of the investment managers. 

Absolute return and real estate and other investments - These investments can 
be redeemed at the discretion of the investment managers. The University through the 
Foundation has commitments to contribute additional amounts to this class of investments 
of approximately $26,619 at June 30, 2016. 

The Board is responsible for the establishment of policies over and monitoring of operating 
investments and endowments held by the University. Investments authorized by the Board 
include equity investments, bond investments, certificates of deposit, money market funds, 
U.S. Government, its Agencies, or its Instrumentalities securities, securities guaranteed or 
collateralized by the U.S. Government, its Agencies or its Instrumentalities, and other types 
of investments. 

The Board of Directors of the Foundation is responsible for the establishment of policies over 
and monitoring of investments and endowments held by the Foundation. 

The University's investment strategy incorporates certain financial instruments, which involve, 
to varying degrees, elements of market risk and credit risk. Market risk is the potential for 
changes in the value of financial instruments due to market changes, including interest and 
foreign exchange rate movements and fluctuations embodied in forward and futures, commodity 
or security prices. Market risk is directly impacted by the volatility and liquidity of the markets 
in which the related underlying assets are traded. Credit risk is the possibility that a loss may 
occur due to the failure of a counterparty to perform according to the terms of the contract. 
The University's risk of loss in the event of counterparty default is typically limited to the amounts 
recognized in the Consolidated Statements of Net Position and is not represented by the contract 
or notional amounts of the instruments. 

Investment Risk Factors 
There are many factors that affect the value of investments. Some, such as custodial credit risk, 
concentration risk and foreign currency risk may affect both equity and fixed income securities. 
Equity securities respond to such factors as economic conditions, individual company earnings 
performance and market liquidity, while fixed income securities are particularly sensitive to credit 
risks and changes in interest rates. 
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Concentration Risk 
Concentration risk is the risk associated with a lack of diversification, such as having substantial 
investments in a few individual issuers, thereby exposing the organization to greater risks 
resulting from adverse economic, political, regulatory, geographic or credit development. The 
University limits its risk of concentration of assets by limiting individual bond positions other than 
obligations of the U.S. government to not more than five percent of the total fixed income portion 
of the portfolio. Individual equities are limited to not more than five percent of the total market 
value of the stock portfolio. In addition, investment in any one stock is not to exceed five percent 
of a corporation's outstanding common stock. 

Credit Risk 
Credit risk for fixed income securities is the risk that the issuer will not fulfill its obligations. 
Nationally recognized statistical rating organizations, such as Moody's and Standard and Poor's 
(S&P"), assign credit ratings to security issuers and issues that indicate a measure of potential 
credit risk to investors. To manage credit risk, the University specifies that all nonconvertible 
bonds should have at least a "BBB" rating or higher and be readily marketable. In addition, no 
more than 15 percent of the fixed income investments may be graded with an S&P quality rating 
below A". The University's mutual bond funds are not rated and classified as such. The 
underlying securities of the mutual bond funds are graded with an S&P quality rating of A" 
or higher. 

The composition of fixed income securities at June 30, 2016 and 2015, along with credit quality 
ratings, is summarized below: 

Credit Quality Rating 
U.S. Govt- 

Fair Value Exempt AAA AA A BBB Not Rated 

2016 
U.S. Treasury $ 	88,076 $ 	88.076 $ $ 	- $ - $ - $ 	- 
U.S. government agencies 121,536 - 121,536 - - - 
Corporate bonds 560 - 29 117 232 182 - 
Mutual bond funds 99,517 - 10,810 - - - 88.707 

Total fixed income 
securities $ 309,689 $ 	88.076 $ 10.839 S 	121.653 $ 232 $ 182 $ 	88,707 

Credit Quality Rating 
U.S. Govt. 

Fair Value Exempt AAA AA A BBB Not Rated 

2015 
U.S. Treasury $ 	62.153 $ 	62.153 $ - $ 	- $ - $ - $ 	- 
U.S. government agencies 108.746 - - 108,746 - - - 
Corporate bonds 589 - 27 134 264 164 - 
Mutual bond funds 106,767 - 17,097 - - - 89,670 

Total fixed income 
securities $ 278.255 $ 	62.153 $ 17,124 $ 108,880 $ 264 $ 164 $ 	89,670 

Interest Rate Risk 
Interest rate risk is the risk that the value of fixed income securities will decline because of 
changing interest rates. The prices of fixed income securities with a longer time to maturity tend 
to be more sensitive to changes in interest rates and, therefore, are more volatile than those with 
shorter maturities. 
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At June 30, 2016, the composition of the University's fixed income investments and maturities are 
summarized below. 

Investment Maturities (in Years) 
Fair Less More 

Value than I Ito 5 6 to 10 than 10 

U.S. Treasury $ 	88,076 $ 	14,213 $ 	64,972 $ 	8,873 	$ 18 
U.S. government agencies 121,536 39,431 68,085 4,434 9,586 
Corporate bonds 560 59 307 194 - 
Mutual bond funds 99,517 17,360 49,248 32,909 - 

Total fixed income 
securities $ 309,689 $ 	71,063 $ 182,612 $ 	46,410 	$ 9,604 

Foreign Currency Risk 
Foreign currency risk is the risk that investments denominated in foreign currencies may lose 
value due to adverse fluctuations in the value of the U.S. dollar relative to foreign currencies. 
The University's investment policy permits investments in publicly-traded foreign securities. 

At June 30, 2016 and 2015, the University's exposure to foreign currency risk expressed in U.S. 
dollars was not significant. 

3. Accounts Receivable 

The composition of accounts receivable, net of allowance for uncollectable receivables, of 
$28,278 and $29,005 at June 30, 2016 and 2015, respectively, is summarized as follows: 

2016 2015 

U.S. government $ 	49,258 $ 	55,652 
State and local government 8,217 7,211 
Private agencies 8,019 7,001 
Student tuition and fees 10,147 7,185 
Other 11,272 10,670 

$ 	86,913 $ 	87,719 

4. U.S. Government Funding 

The federal government reimburses the University for certain overhead costs (e.g., facilities 
and administrative costs) incurred in support of federally-sponsored programs based on cost 
reimbursement rates negotiated with the University's cognizant agency, the U.S. Department 
of Health and Human Services. These reimbursements amounted to approximately $43,579 
in 2016 and $44,936 in 2015 and are reported in federal appropriations, grants and contracts 
revenue. 

The University's federal grants and contracts are subject to periodic audit by federal examiners. 
In the opinion of the University, any adjustments which may be required as a result of these 
audits would not be material to the overall financial position of the University. 
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5. 	Notes and Contributions Receivable 

The composition of notes and contributions receivable at June 30, 2016 and 2015 is summarized 
as follows: 

2016 

Student notes 
Federal loan programs $ 	17,036 
State loan programs 7,901 
University loan funds 68 
Other notes receivable 52 

Total student and other notes outstanding 25,057 

Less 	Allowance for uncollectible receivables 7,410 

Total student and other notes receivable, net 17,647 

Contributions receivable 45,211 
Less: Allowance for uncollectible pledges 1,557 
Less: 	Discount to present value 4,261 

Total contributions receivable, net 39,393 

Total student notes and contributions receivable, net 57,040 

Less: 	Current portion, net 16,972 

$ 	40,068 

2015 

$ 	18,181 
7,999 

68 
43 

26,291 

7,760 

18,531 

48,066 
1,300 

cr71 

45,845 

64,376 

16,221 

$ 48,155 

The allowance for uncollectible receivables at June 30, 2016 and 2015 is comprised of: 

2016 	2015 

Federal Perkins loan program 	 $ 	4,035 	$ 	4,393 
State of Hawaii Higher Education loans 	 3,333 	3,305 
Nursing/Health Profession loans 	 10 	 34 
Short-term loans 	 32 	 28 

$ 7,410 $ 7,760 

Payments on contributions receivable at June 30, 2016 are expected to be collected in: 

Less than one year 
	

$ 	16,012 
One year to five years 
	

29,199 

$ 45,211 

The principal repayment and interest rate terms of federal and University loans vary considerably. 
The allowance for uncollectible receivables only applies to University funded notes and the 
University's portion of federal student loans, as the University is not obligated to fund the federal 
portion of uncollected student loans. Federal loan programs are funded principally with federal 
advances to the University under the Perkins and various health profession loan programs. 
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The Federal Perkins loan program provides for the assignment of uncollectible loans to the U.S. 
Department of Education for collection. Uncollectible Nursing and Health Profession loans may 
be written off with the approval of the U.S. Department of Health and Human Services, Division 
of Financing Services. Uncollectible State of Hawaii Higher Education loans, Hawaii Educator 
loans and University short-term loans may be written off with the approval of the University's 
General Counsel. 

During the years ended June 30, 2016 and 2015, the University distributed $2,484 and $2,668 
in student loans through the U.S. Department of Education Federal Perkins Loan Program, 
respectively, and $156,333 and $157,913 in Direct Loan programs, respectively. These 
distributions and related funding sources are not included as expenses or revenues in the 
accompanying financial statements. 

As discussed in Note 1 to the consolidated financial statements, pledges for permanent 
endowments that do not meet eligibility requirements, as defined by GASB Statement No. 33, 
are not recorded as assets until the related gift is received. Accordingly, permanent endowment 
pledges totaling approximately $39,020 and $39,960 at June 30, 2016 and 2015, respectively, 
were not recognized as assets in the accompanying consolidated financial statements because 
of uncertainties with regard to their realizability, valuation, bequest intentions and other 
conditional promises until the specified conditions are met. 

Unconditional promises to give (contributions receivable) that are expected to be collected 
within one year are recorded at net realizable value. Pledges receivable that are expected to be 
collected in future years are recorded at the present value of their estimated future cash flows. 
The discounts on those amounts are computed using the risk-free interest rates applicable to the 
years in which the promises are received. Amortization of the discounts is included in private gift 
revenues. 

6. 	Inventories 

The inventories and the methods of valuation at June 30, 2016 and 2015 are summarized below: 

University of Hawaii 
Bookstore merchandise 
inventory 

University of Hawaii 
Chemistry Stockroom 

University of Hawaii 
Facilities Management 
Warehouse 

Lower of cost or market using the first-in, 
first-out retail inventory method. 

Cost applied on the first-in, first-out basis. 

Cost applied on the first-in, first-out basis. 

2016 	2015 

$ 	7,121 	$ 	8,396 

	

885 	988 

	

927 	1,055 
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7. 	Capital Assets 

A summary of capital assets at June 30, 2016 and 2015 is as follows: 

Beginning Ending 
Balance Additions Deductions Transfers Balance 

$ 	37,596 $ 	3,783 $ .- $ 	3,975 $ 45,354 
249,788 78,079 3.915 (141,080) 182.872 

287,384 81,862 3,915 (137,105) 228,226 

129,013 82 126 - 128,969 
174,376 1,034 - 42,874 218,284 

2,248,626 17,851 14,545 88,221 2,340,153 
377,355 13,194 14.114 6,010 382,445 
164,410 4,426 - - 168,836 

3,091780 36,587 28,785 137,105 3,238,687 

1,312,473 124,937 23,882 - 1,413,528 

$ 	2,068,691 $ 	(6,488) $ 8,818 $ 	- $ 2,053.385 

$ 	36.211 $ 	- $ - $ 	1,385 $ 37,596 
230,965 100,367 3,303 (78.241) 249,788 

267,176 100,367 3,303 (76,856) 287,384 

127,590 307 - 1,116 129,013 
170,432 624 - 3,320 174,376 

2.192,091 13,474 24,063 67,124 2,248,626 
383,343 13,368 24,652 5,296 377,355 
161,839 2,571 - - 164,410 

3,035.295 30.344 48,715 76,856 3,093,780 

1,230,621 121,378 39,526 - 17 312,473 

$ 	2,071,850 $ 	9,333 $ 12,492 $ 	- $ 2,068.691 

2016 
Nondepreciable capital assets 

Land 
Construction in progress 

Total capital assets not 
being depreciated 

Depreciable capital assets 
Land improvements 
Infrastructure 
Buildings 
Equipment 
Library materials 

Total capital assets 
being depreciated 

Less' Accumulated depreciation 

Capital assets, net 

2015 
Nondepreciable capital assets 

Land 
Construction in progress 

Total capital assets not 
being depreciated 

Depreciable capital assets 
Land improvements 
Infrastructure 
Buildings 
Equipment 
Library materials 

Total capital assets 
being depreciated 

Less Accumulated depreciation 

Capital assets, net 

Capital assets consist of land, land improvements, infrastructure, buildings, equipment, library 
materials, and construction in progress. Construction in progress (CIP") additions represent 
costs for new projects, net of the amount of capital assets placed in service. CIP is not 
depreciated until the asset is placed in service. Assets acquired are recorded at cost, or 
if donated, at appraised value at the date of the gift. Land parcels comprising 1,206 acres, 
or 22 percent of the University's property, are recorded at the State's value of $1 per parcel. 
Assets owned by the federal government, although in the custody of the University, are not 
included in the capital asset total. 
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8. 	Other Noncurrent Assets 

Other noncurrent assets at June 30, 2016 and 2015 were comprised of 

Interest in beneficial trusts held by others 
Prepaid bond insurance 
Other 

9. 	Due From and Due To the State of Hawai'i 

2016 2015 

$ 	16,343 $ 	17,044 
295 317 

2,252 2,180 

$ 	18,890 $ 	19,541 

Amounts due from and due to the State of Hawaii at June 30, 2016 and 2015 were as follows: 

2016 
	

2015 
Due from 

State appropriations for current operations $ 	102 
State capital appropriations - noncurrent 329,751 

Total due from State of Hawaii $ 	329,853 

Imprest/petty cash advances 
Advance 
General obligation bonds - current 
Employee fringe adjustments 

Due to State of Hawaii - current 

General obligation bonds - noncurrent 

Total due to State of Hawaii 

Due to Due from Due to 

$ 	188 
399,144 

$ 	399,332 

$ 	80 $ 	84 
6,000 12,000 

195 185 
19 241 

6,294 12,510 

- 195 

$ 	6,294 $ 	12,705 
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10. 	Due to the State of Hawai'i for General Obligation Bonds 

Activity related to amounts due to the State of Hawaii for general obligation bonds for the year 
ended June 30, 2016 is as follows: 

Original Beginning Principal Ending 
Amount Balance Repayment Balance 

Series DB (interest rate, 2.80% to 5.25%) 
Student Housing 

Manoa $ 	731 $ 	193 $ 	94 $ 	99 
Hilo 143 38 18 20 

Parking Structure Phase I 425 112 54 58 

1,299 343 166 177 

Series DG (interest rate, 5.00%) 
Student Housing 

Mãnoa 82 22 11 11 
Hilo 16 3 2 1 

Parking Structure Phase I 47 12 6 6 

145 37 19 18 

$ 	1,444 $ 	380 $ 	185 $ 	195 

Activity related to amounts due to the State of Hawaii for general obligation bonds for the year 
ended June 30, 2015 is as follows 

Original Beginning Principal Ending 
Amount Balance Repayment Balance 

Series DB (interest rate, 2.80% to 5.25%) 
Student Housing 

Manoa $ 	731 $ 	282 $ 	89 $ 	193 
Hilo 143 55 17 38 

Parking Structure Phase I 425 164 52 112 

1,299 501 158 343 

Series DG (interest rate, 5.00%) 
Student Housing 

Mãnoa 82 32 10 22 
Hilo 16 5 2 3 

Parking Structure Phase I 47 18 6 12 

145 55 18 37 

$ 	1,444 $ 	556 $ 	176 $ 	380 
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General obligation bonds are payable in annual installments, including semi-annual interest 
payments, with final payment due in July 2017. The bonds mature in designated numerical 
sequence and are payable from the operations of the University. The interest and principal 
payments are due as follows: 

Principal 	 Interest 

Series DB 	 September 1 	 March 1 and September 1 
Series DG 	 July 1 	 January 1 and July 1 

At June 30, 2016, principal and interest maturities on general obligation bonds were $195 and $0, 
respectively. 

The general obligation bonds have provisions for early redemption. The premiums on bond 
redemption, as a percentage of the bond principal redeemed, range from 0.5 percent to 
2.0 percent. 

In June 2005, the State issued $772,600 in general obligation Series DG (refunding bonds), 
of which the University's portion was approximately $145, with a five percent interest rate to 
advance refund approximately $152 (University's portion) of outstanding general obligation 
Series CG bonds (refunded bonds) which have been partially defeased. The net proceeds 
from the issuance of the refunding bonds were placed in an irrevocable trust and were used 
to purchase securities of the United States government at various interest rates and maturities 
sufficient to meet the debt service requirements of the refunded bonds. 

In September 2003, the State issued $188,700 in general obligation Series DB bonds (refunding 
bonds) of which the University's portion was approximately $1,299, with interest rates ranging 
from 2.80 percent to 5.25 percent to advance refund approximately $1,299 (University's portion) 
of outstanding general obligation Series CG bonds (refunded bonds) which have been partially 
defeased. The net proceeds from the issuance of the refunding bonds were placed in an 
irrevocable trust and were used to purchase securities of the United States government at 
various interest rates and maturities sufficient to meet the debt service requirements of the 
refunding bonds. 
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11. 	Long-Term Liabilities 

Long-term liability activity for the years ended June 30, 2016 and 2015 is summarized as follows: 

Beginning 	 Ending 	Current 
Balance 	Additions 	Reductions 	Balance 	Portion 

2016 
Bonds payable 

Revenue bonds payable 

Other liabilities 
Workers' compensation 
Accrued vacation 
Net pension liability (Note 14) 
Postemployment health care/life 
insurance benefits (Note 15) 
Note payable 

Total other liabilities 

Total long-term liabilities 

2015 
Bonds payable 

Revenue bonds payable 

Other liabilities 
Workers' compensation 
Accrued vacation 
Net pension liability (Note 14) 
Postemployment health care/life 
insurance benefits (Note 15) 
Note payable 

Total other liabilities 

Total long-term liabilities 

$ 578,585 $ 166,285 $ 182.250 $ 562,620 $ 18,940 

	

15,512 	 4,636 	2,048 	18,100 	6,353 

	

73,840 	28,219 	26,885 	75,174 	29,923 

	

1,089,882 	148,576 	93,894 	1,144,564 	 - 

	

650,805 	117,052 	45,100 	722,757 	 - 

	

17,000 	 - 	 - 	17,000 	 - 

	

1,847,039 	298,483 	167,927 	1,977,595 	36,276 

	

$ 2,425,624 	$ 464,768 	$ 350,177 	$ 2,540,215 	$ 	55,216 

	

$ 593,930 $ 	 - 	$ 15,345 	$ 578,585 $ 17,115 

	

14,268 	 4,404 	3,160 	15,512 	51 586 

	

72,832 	26,803 	25,795 	73,840 	29,222 
- 	1.329,425 	239,543 	1,089.882 	 - 

	

579,196 	113,009 	41,400 	650,805 	 - 

	

17,000 	 - 	 - 	17,000 	 - 

	

683,296 	1,473,641 	309,898 	1,847,039 	34,808 

	

$ 1,277,226 	$ 1,473,641 	$ 325,243 	$ 2,425.624 	$ 	51,923 

49 



University of Hawai'i 
State of Hawai'i 
Notes to Consolidated Financial Statements 
June 30, 2016 and 2015 
(Al! dollars reported in thousands) 

Revenue Bonds Payable 
The University's revenue bonds payable at June 30, 2016 and 2015 is as follows: 

Series 	 Date Issued 	Authorized 	2016 	2015 

Frear Hall Construction, 
Student Housing System at Mãnoa, 
Food Service System and 
Student Housing System at Hilo 
(interest rate. 3.25% to 5.0%) 

University Health & Wellness Center 
(interest rate, 3.5% to 5.0%) 

Various acquisition and 
construction projects 
(interest rate, 2.5% to 6.0%) 

University's Cancer Center 
(interest rate, 2.5% to 6.0%) 

Various construction projects 
(interest rate, 2.5% to 6.0%) 

Student Housing System at Mãnoa 
and Telecommunications System 
(interest rate, 2.0% to 5.0%) 

Hilo College of Pharmacy and Law 
School Expansion and Modernization 
(interest rate, 1.0% to 4.7%) 

Frear Hall Construction, 
Student Housing System at Mänoa. 
Food Service System and 
Student Housing System at Hilo 
(interest rate, 3 0% to 5.0%) 

Frear Hall Construction, 
Student Housing System at Manoa 
Food Service System and 
Student Housing System at Hilo 
(interest rate, 0.8% to 3.0%) 

University Health & Wellness Center 
(interest rate, 0.8% to 2.8%) 

University Health & Wellness Center 
(interest rate, 5.0%) 

2006A December 13. 2006 	$ 100,000 $ 	19.970 $ 	87,540 

Ref 2006A October 25, 2006 133,810 20,590 123,140 

2009A April 15. 2009 100,000 87,340 89,820 

2010A-1, 2010A-2 October 7, 2010 138,640 124,590 127,600 

201013-1. 2010B-2 October 7, 2010 154,090 142,490 145.830 

2012A(R) February 22, 2012 8,575 3,245 4,655 

2015A September 24. 2015 8.575 8,575 - 

2015B(R) 	September 24, 2015 	47,010 	47.010 

2015C(R) 	September 24, 2015 	17.585 	15,945 	 - 

2015D(R) 	September 24, 2015 	25,715 	25.465 	 - 

2015E(R) 	April 20. 2016 	67,400 	67,400  

$ 801,400 $ 562,620 $ 578,585 

In September 2015, the University issued $166,285 in Series 2015A ($8,575, taxable new 
money), 2015B(R) ($47,010, tax-exempt refunding), 20150(R) ($17,585, taxable refunding), 
2015D(R) ($25,715, taxable refunding), and 2015E(R) ($67,400, tax-exempt forward delivery 
refunding) bonds (collectively, the "Series 2015 Bonds") for the purpose of financing the costs of 
University projects and refunding previously issued bonds. All Series 2015 bonds were delivered 
on September 24, 2015 with the exception of the forward delivery Series 2015E(R) bonds which 
were delivered on April 20, 2016. Total premium for the Series 2015 Bonds approximated 
$13,698. The University projects include the UH Mãnoa Law School Expansion and 
Modernization Project and the UH Hilo College of Pharmacy Project. 

The proceeds of the Series 2015B(R), 20150(R), 2015D(R) and 2015E(R) bonds were deposited 
into an irrevocable trust with an escrow agent to provide for a portion of the future debt service 
payments on the Series 2006A University Revenue Bonds and the Refunding Series 2006A 
University Bonds. Accordingly, the trust account assets and liabilities relating to the defeased 
bonds are not recorded in the consolidated financial statements of the University. On June 30, 
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2016, $163,245 of bonds outstanding from the Series 2006A University Revenue Bonds and the 
Refunding Series 2006A University Bonds were considered defeased. The defeasance resulted 
in an accounting gain of $15,080 and an economic gain (difference between the present values 
of the debt service payment on the old and new debt) of $9,573. The coupon interest rates for 
the Series 2015 Bonds range from 0.811 percent to 5.000 percent (first interest payment due on 
April 1, 2016) with the last maturity on October 1, 2044. 

In February 2012, the University issued $8,575 in Series 2012A(R) revenue bonds to retire 
(current refund) $8,955 of the outstanding Series 2001 B revenue bonds. The proceeds of the 
Series 2012A(R) bonds were deposited into a trust account with an escrow agent to fully defease 
the outstanding principal of the Series 2001 B bonds. The defeasance resulted in an accounting 
gain of $943 and an economic loss of $27. The coupon interest rates for the Series 2012A(R) 
bonds range from two percent to five percent (first interest payment due on April 1, 2012) and 
mature on October 1, 2018. 

In October 2010, the University issued $292,730 in Series 201 OA-1 ($111,265), 201 OA-2 
($27,375), 2010B-1 ($127,535), and 2010B-2 ($26,555) bonds (collectively, the "Series 2010 
Bonds") for the purpose of financing the costs of certain University projects. The Series 2010A-1 
and Series 20 lOB-i bonds are designated as "Build America Bonds" under the provisions of the 
American Recovery and Reinvestment Act of 2009. These University projects may include the 
construction and maintenance of the University's Cancer Center, renovations and additions to 
the Manoa Campus Center, construction and equipment for an Information Technology Building, 
renovations to the Sinclair Library basement on the Manoa campus, further development of 
the University of Hawai'i at West O'ahu ("UH-West O'ahu") Kapolei campus, various energy 
conservation/efficiency projects on the community college campuses on O'ahu and Maui, land 
acquisition for the Leeward Community College Wai'anae Education Center, construction of the 
Kapi'olani Community College Culinary Institute of the Pacific, and renovation of the observatory 
for the Panoramic Survey Telescope & Rapid Response System 2 telescope. The coupon 
interest rates for the Series 2010 Bonds range from 2.50 percent to 6.03 percent (first interest 
payment due on April 1, 2011) and mature on October 1, 2030 and 2040. 

The University receives funds from the State of Hawai'i Tobacco Settlement Special Fund for 
the payment of principal and interest on the Refunding Series 2006A, Series 201 5D(R) and 
201 5E(R) bonds to finance the cost of construction of the medical school facility and for annual 
operating expenses incurred by the facility. The funds received from the State of Hawaii 
Tobacco Settlement Special Fund for debt service amounted to $9,549 and $9,924 in 2016 
and 2015, respectively. 

The revenue bonds are paid from certain unrestricted revenues in annual installments, including 
semi-annual interest payments ranging from $12 to $13,688 with the final payment due in 
October 2044. Series 2006A, 2009A, 2010, 2012A(R) and Series 2015 bonds interest is payable 
semi-annually on April 1 and October 1, and the principal is payable on October 1 of each year. 
The Refunding Series 2006A interest is payable semi-annually on January 15 and July 15, and 
the principal is payable on July 15 of each year. The Bond Resolution adopted on May 17, 2002 
and supplemented, stipulates that all available moneys on deposit in any special fund or revolving 
fund of the University, excluding moneys on deposit in the University Revenue - Undertakings 
Fund derived from the University Bond System, are pledged to the payment of the Refunding 
Series 2006A bonds, interest and premiums (if any). All available moneys on deposit in any 
special fund or revolving fund of the University, including moneys on deposit in the University 
Bond System, are pledged to the payment of the Series 2006A, 2009A, 2010, 2012A(R) and 
Series 2015 bonds, interest and premiums (if any). 
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The University entered into continuing disclosure certificates for the benefit of revenue 
bondholders, where it agreed to provide certain financial information and operating data relating 
to the University with respect to its revenue bonds to the Municipal Securities Rulemaking Board. 
The University, based on consultation with its bond counsel and bond underwriter, has complied 
in all material respects with the continuing disclosure requirements. 

At June 30, 2016, future maturities of revenue bonds are as follows: 

Principal 	Interest 

Year ending June 30, 
2017 
2018 
2019 
2020 
2021 
2022-2026 
2027-2031 
2032-2036 
2037-2041 
2042-2045 

$ 	18,940 $ 	27,200 
19,115 26,739 
18,360 26,155 
18,745 25,533 
19,375 24,864 

108,485 110,723 
130,180 81,589 
128,075 46,734 

99,435 14,034 
1,910 184 

$ 	562,620 $ 	383,755 

Bond Premiums 
Activity related to the premiums on general obligation and revenue bonds for the years ended 
June 30, 2016 and 2015 is as follows: 

Series 

2016 
John A. Burns School of Medicine Ref 2006A 
University's Cancer Center 2010A 
Various construction projects 2010B 
Student Housing 2015B(R) 
John A. Burns School of Medicine 2015E(R) 

Total bond premiums 

2015 
John A. Burns School of Medicine Ref 2006A 
University's Cancer Center 2010A 
Various construction projects 2010B 
General obligation DB 
General obligation DG 

Total bond premiums 

Beginning 	 Ending 
Balance Additions Reductions Balance 

Note Payable 
On May 4, 2012, the University entered into a five-year, unsecured loan agreement ("Note") 
with Hawaii Regional Center LP Ill ("Lender") for a commitment amount not to exceed $18,000, 
subject to certain limitations. The proceeds were used to facilitate and fund construction of the 
UH-West O'ahu campus located in Kapolei, Hawaii. 
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The Note bears interest at the rate of 1.5 percent per annum and is due and payable semi-
annually to the Lender on January 1 and July 1 each year until the Note has been paid in full. 
Under the terms of the Note, repayment each fiscal year is limited and subject to specific 
appropriations by the State to make such payments. The Note matures on April 22, 2018, at 
which time the unpaid principal will be due. As of June 30, 2016 and 2015, $17,000 remained 
outstanding. 

12. Line of Credit (Research Corporation) 

The Research Corporation has a revolving line of credit with First Hawaiian Bank in the amount 
of $5,000 for short-term working capital, expiring on February 1, 2017. The terms of the revolving 
line of credit require repayment as specified in the credit agreement. All borrowings are 
collateralized by a security agreement over the Research Corporation's accounts receivable. 
The rate of interest on borrowings was 3.28 percent at June 30, 2016 and 2015. At June 30, 
2016 and 2015, there were no borrowings under this line. 

13. Property Leases 

The University has entered into real property operating lease agreements with future minimum 
payments as follows: 

Lease 
Amount 

Year ending June 30, 
2017 $ 	2,550 
2018 2,051 
2019 1,202 
2020 1,029 
2021 555 
2022-2026 342 
2027-2031 334 
Thereafter 1,734 

$ 	9,797 

Rent expense for outside space for the years ended June 30, 2016 and 2015 approximated 
$7,904 and $7,540, respectively. 

14. Employee Benefits 

Employees' Retirement System 
General Information on the Pension Plan 

Plan Description 
Generally, all full-time employees of the University are required to be members of the Employees' 
Retirement System of the State of Hawaii ('ERS"), a cost-sharing multiple-employer defined 
benefit pension plan that administers the University's pension benefits program. Benefits, 
eligibility and contribution requirements are governed by HRS Chapter 88 and can be amended 
through legislation. The ERS issues publicly available annual financial reports that can be 
obtained at ERS's website: http://www.ersehawaii.gov. 
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Benefits Provided 
The ERS Pension Trust is comprised of three pension classes for membership purposes and 
considered to be a single plan for accounting purposes since all assets of the ERS may legally 
be used to pay the benefits of any of the ERS members or beneficiaries. The ERS provides 
retirement, disability and death benefits with three membership classes known as the 
noncontributory, contributory and hybrid retirement classes. The three classes provide a monthly 
retirement allowance equal to the benefit multiplier (generally 1.25 percent or 2.00 percent) 
multiplied by the average final compensation multiplied by years of credited service. Average 
final compensation for members hired prior to July 1, 2012 is an average of the highest salaries 
during any three years of credited service, excluding any salary paid in lieu of vacation for 
members hired January 1, 1971 or later and the average of the highest salaries during any 
five years of credited service including any salary paid in lieu of vacation for members hired 
prior to January 1, 1971. For members hired after June 30, 2012, average final compensation 
is an average of the highest salaries during any five years of credited service excluding any 
salary paid in lieu of vacation. 

Each retirees' original retirement allowance is increased on each July 1 beginning the calendar 
year after retirement. Retirees first hired as members prior to July 1, 2012 receive a 2.5 percent 
increase each year of their original retirement allowance without a ceiling. Retirees first hired as 
members after June 30, 2012 receive a 1.5 percent increase each year of their original retirement 
allowance without a ceiling. The annual increase is not compounded. 

Noncontributory Class 

Retirement Benefits - General employees' retirement benefits are determined as 
1.25 percent of average final compensation multiplied by the years of credited service. 
Employees with 10 years of credited service are eligible to retire at age 62. Employees 
with 30 years of credited service are eligible to retire at age 55. 

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

Death Benefits - For service-connected deaths, the surviving spouse/reciprocal beneficiary 
receives a monthly benefit of 30 percent of the average final compensation until remarriage 
or re-entry into a new reciprocal beneficiary relationship. Additional benefits are payable to 
surviving dependent children up to age 18. If there is no spouse/reciprocal beneficiary or 
dependent children, no benefit is payable. 

Ordinary death benefits are available to employees who were active at time of death with 
at least ten years of credited service. The surviving spouse/reciprocal beneficiary (until 
remarriage/reentry into a new reciprocal beneficiary relationship) and dependent children 
(up to age 18) receive a benefit equal to a percentage of the member's accrued maximum 
allowance unreduced for age or, if the member was eligible for retirement at the time of 
death, the surviving spouse/reciprocal beneficiary receives 100 percent joint and survivor 
lifetime pension and the dependent children receive a percentage of the member's accrued 
maximum allowance unreduced for age. 
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Contributory Class for Members Hired prior to July 1, 2012 

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

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

Death Benefits - For service-connected deaths, the surviving spouse/reciprocal beneficiary 
receives a lump sum payment of the member's contributions and accrued interest plus a 
monthly benefit of 50 percent of the average final compensation until remarriage or re-entry 
into a new reciprocal beneficiary relationship. If there is no surviving spouse/reciprocal 
beneficiary, surviving children (up to age 18) or dependent parents are eligible for the 
monthly benefit. If there is no spouse/reciprocal beneficiary or dependent children/parents, 
the ordinary death benefit is payable to the designated beneficiary. 

Ordinary death benefits are available to employees who were active at time of death with 
at least one year of service. Ordinary death benefits consist of a lump sum payment of the 
member's contributions and accrued interest plus a percentage of the salary earned in the 
12 months preceding death, or 50 percent Joint and Survivor lifetime pension if the member 
was not eligible for retirement at the time of death but was credited with at least 10 years of 
service and designated one beneficiary, or 100 percent Joint and Survivor lifetime pension if 
the member was eligible for retirement at the time of death and designated one beneficiary. 

Contributory Class for Members Hired After June 30, 2012 

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

Disability and Death Benefits - Members are eligible for service-related disability benefits 
regardless of length of service and receive a lifetime pension of 50 percent of their average 
final compensation plus refund of contributions and accrued interest. Ten years of credited 
service is required for ordinary disability. 

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

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

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

Death Benefits - For service-connected deaths, the designated surviving spouse/reciprocal 
beneficiary receives a lump sum payment of the member's contributions and accrued 
interest plus a monthly benefit of 50 percent of the average final compensation until 
remarriage or re-entry into a new reciprocal beneficiary relationship. If there is no surviving 
spouse/reciprocal beneficiary, surviving dependent children (up to age 18) or dependent 
parents are eligible for the monthly benefit. If there is no spouse/reciprocal beneficiary 
or dependent children/parents, the ordinary death benefit is payable to the designated 
beneficiary. 

Ordinary death benefits are available to employees who were active at time of death with 
at least five years of service. Ordinary death benefits consist of a lump sum payment of the 
member's contributions and accrued interest plus a percentage multiplied by 150 percent, or 
50 percent Joint and Survivor lifetime pension if the member was not eligible for retirement 
at the time of death but was credited with at least 10 years of service and designated one 
beneficiary, or 100 percent Joint and Survivor lifetime pension if the member was eligible 
for retirement at the time of death and designated one beneficiary. 

Hybrid Class for Members Hired After June 30. 2012 

Retirement Benefits - General employees' retirement benefits are determined as 1.75 
percent of average final compensation multiplied by the years of credited service. General 
employees with 10 years of credited service are eligible to retire at age 65. Employees with 
30 years of credited service are eligible to retire at age 60. 

Disability and Death Benefits - Provisions for disability and death benefits generally 
remain the same except for ordinary death benefits. Ordinary death benefits are available 
to employees who were active at time of death with at least 10 years of service. Ordinary 
death benefits consist of a lump sum payment of the member's contributions and accrued 
interest plus a percentage multiplied by 50 percent Joint and Survivor lifetime pension if the 
member was not eligible for retirement at the time of death but was credited with at least 10 
years of service and designated one beneficiary, or 100 percent Joint and Survivor lifetime 
pension if the member was eligible for retirement at the time of death and designated one 
beneficiary. 
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Contributions 
Contributions are governed by HRS Chapter 88 and may be amended through legislation. The 
employer rate is set by statute based on the recommendations of the ERS actuary resulting from 
an experience study conducted every five years. Since July 1 2005, the employer contribution 
rate is a fixed percentage of compensation, including the normal cost plus amounts required to 
pay for the unfunded actuarial accrued liabilities. The contribution rates for fiscal years 2016 
and 2015 were 17.00 percent and 1650 percent, respectively. Contributions to the pension plan 
from the University for the years ended June 30, 2016 and 2015 were $97,394 and $93,949, 
respectively. 

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

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources 
and Deferred Inflows of Resources Related to Pensions 
At June 30, 2016 and 2015, the University reported a liability of $1,144,564 and $1,089,882, 
respectively, for its proportionate share of the net pension liability. The net pension liability was 
measured as of June 30, 2015 and 2014, respectively, and the total pension liability used to 
calculate the net pension liability was determined by an actuarial valuation as of that date. The 
University's proportion of the net pension liability was based on a projection of the University's 
long-term share of contributions to the pension plan relative to projected contributions of all 
participants, actuarially determined. At June 30, 2015 and 2014, the University's proportion 
was 13 11 percent and 13.59 percent, respectively, which was a decrease of 0.48 percent 
and an increase of 0.16 percent from its proportion measured as of June 30, 2014 and 2013, 
respectively. 

There were no changes in other assumptions and inputs that affected the measurement of 
the total pension liability since the prior measurement date other than the investment return 
assumption. Fiscal year 2016 was the first year of the three-year phase-in of the investment 
return assumption. The investment return rate decreased beginning in fiscal year 2016 to 7.65 
percent and will continue to decrease to 7.55 percent in fiscal year 2017 and to 7.50 percent in 
fiscal year 2018 and will remain at 7.5 percent thereafter. There were no other changes between 
the measurement date, June 30, 2015, and the reporting date, June 30, 2016, that are expected 
to have a significant effect on the proportionate share of the net pension liability. 
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For the years ended June 30, 2016 and 2015, the University recognized pension expense of 
$84899 and $87,780, respectively. At June 30, 2016 and 2015, the University reported deferred 
outflows of resources and deferred inflows of resources related to pensions from the following 
sources: 

Deferred 	Deferred 
Outflows of 	Inflows of 
Resources Resources 

2016 

Difference between expected and actual experience 

Net difference between projected and actual investment 
earnings on pension plan investments 

Change in assumptions 

Changes in proportion and differences between employer 
contributions and proportionate share of contributions 

Contributions subsequent to the measurement date 

Total deferred inflows and outflows of resources 

2015 

Difference between expected and actual experience 

Net difference between projected and actual investment 
earnings on pension plan investments 

Changes in proportion and differences between employer 
contributions and proportionate share of contributions 

Contributions subsequent to the measurement date 

Total deferred inflows and outflows of resources 

$ 10,720 $ 32,030 

	

- 	39,056 

	

27,018 	 - 

40,278 

125,961 

$ 163,699 $ 111,364 

$ 13,859 $ 

	

- 	126,487 

	

- 	24,675 

	

120,989 	 - 

$ 134,848 $ 151,162 

The $125,961 reported as deferred outflows of resources related to pensions resulting from 
University contributions subsequent to the measurement date will be recognized as a reduction 
of the net pension liability in the year ending June 30, 2017. The $120,989 reported as deferred 
outflows of resources resulting in the University's contributions subsequent to the measurement 
date was recognized as a reduction of net pension liability in the year ended June 30, 2016. 
Other amounts reported as deferred outflows of resources and deferred inflows of resources 
related to pensions will be recognized in pension expense as follows: 

Year ending June 30, 
2017 $ 	25,553 
2018 25,553 
2019 25,553 
2020 (5,947) 
2021 2,914 

$ 	73,626 
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Actuarial Assumptions 
The total pension liability in the June 30, 2015 and 2014 actuarial valuations were determined 
using the following actuarial assumptions, applied to all periods included in the measurement: 

Inflation 
Payroll growth rate 
Investment rate of return 

2016 	2015 

3.00 % 	3.00 % 
350% 	3.50% 
7.65 % 	775 % 

The same rates were applied to all periods. There were no changes to ad hoc postemployment 
benefits including Cost-of-Living Adjustments. 

Postretirement mortality rates are based on Client Specific Tables and the 1994 U.S. Group 
Annuity Mortality Static Tables. Pre-retirement mortality rates are based on custom tables with 
RP-2000 rates. 

The actuarial assumptions used in the June 30, 2015 and 2014 valuations were based on the 
most recent experience study dated December 20, 2010. Between experience studies, the ERS 
Board of Trustees elected to lower the investment return assumption effective with the June 30. 
2015 valuation. 

The long-term expected rate of return on pension plan investments was determined using a 
top down approach" of the Bespoke Client-Constrained Simulation-based Optimization Model 

(a statistical technique known as re-sampling with a replacement" that directly keys in on specific 
plan-level risk factors as stipulated by the ERS Board of Trustees) in which best-estimate ranges 
of expected future real rates of return (expected returns, net of pension plan investment expense 
and inflation) are developed for each major asset class. These ranges are combined to produce 
the long-term expected rate of return by weighting the expected future real rates of return by the 
target asset allocation percentage and by adding expected inflation. The target allocation and 
best estimates of arithmetic real rates of return for each major asset class are summarized in the 
following table: 

Long-Term 
Target Expected Real 

Allocation Rate of Return 

Domestic equity 30.0% 8.5% 
International equity 26.0% 9.3% 
Total fixed-income 20.0% 31% 
Real estate 7.0% * 9.2% 
Private equity 7.0% * 11.9% 

Real return 5.0% * 6.7% 
Covered calls 5.0% 7.7% 

Total 100.0% 

* The real estate. private equity and real return targets will be the percentage actually invested up to 7 0 percent. 
7.0 percent and 5.0 percent, respectively, of the total fund. changes in the real estate, private equity and real 
return targets will be offset by an equal percentage change in the large cap domestic equity target. 
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Discount Rate 
The discount rate used to measure the net pension liability was 765 percent and 7.75 percent 
for the June 30, 2015 and 2014 measurement date, respectively. The projection of cash flows 
used to determine the discount rate assumed that employee contributions will be made at the 
current contribution rate and that contributions from the University will be made at statutorily 
required rates, actuarially determined Based on those assumptions, the pension plan's fiduciary 
net position was projected to be available to make all projected future benefit payments of current 
active and inactive employees. Therefore, the long-term expected rate of return on pension plan 
investments was applied to all periods of projected benefit payments to determine the total 
pension liability. 

Sensitivity of the University's Proportionate Share of the Net Pension Liability 
to Changes in the Discount Rate 
The following presents the University's proportionate share of the net pension liability, calculated 
using the discount rate of 7.65 percent and 7.75 percent, for the measurement date June 30, 
2015 and 2014, respectively, as well as what the University's proportionate share of the net 
pension liability would be if it were calculated using a discount rate that is one percentage point 
lower (6.65 percent and 6.75 percent, respectively) or one percentage point higher (8.65 percent 
and 8.75 percent, respectively) than the current rate: 

1% 	Discount 	1% 
Decrease 	Rate 	Increase 
(6.65%) 	(7.65%) 	(8.65%) 

2016 
The University's proportionate share 
of the net pension liability 

	
$ 1,440,967 	$ 1,144,564 	$ 848,162 

1% 	Discount 	1% 
Decrease 	Rate 	Increase 
(6.75%) 	(7.75%) 	(8.75%) 

2015 
The University's proportionate share 
of the net pension liability 

	
$ 1,381,405 	$ 1,089,882 	$ 798,360 

Pension Plan Fiduciary Net Position 
The pension plan's fiduciary net position is determined on the same basis used by the pension 
plan. The ERS financial statements are prepared using the accrual basis of accounting under 
which expenses are recorded when the liability is incurred, and revenues are recorded in the 
accounting period in which they are earned and become measurable. Employer and member 
contributions are recognized in the period in which the contributions are due. Benefits and 
refunds are recognized when due and payable in accordance with the terms of the plan. 
Investment purchases and sales are recorded as of their trade date Administrative expenses 
are financed exclusively with investment income. 

There were no significant changes after the report measurement date. Detailed information about 
the pension plan's fiduciary net position is available in the separately issued ERS financial report. 
ERS's complete financial statements are available at http.//www.ers.ehawaii.gov. 
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Payable to the Pension Plan 
At June 30, 2016, the amount payable to the ERS was $1,184. 

Other Benefits 
The State absorbs the fringe benefit cost for employees paid from State and federal 
appropriations. In fiscal years 2015 and 2014, the State appropriated funds to the Department 
of Budget and Finance to pay for these fringe benefit costs on behalf of the University. Fringe 
benefit costs included in total revenue and total expenditures amounted to $195,332 and 
$179,007 for fiscal years 2016 and 2015, respectively. 

All regular employees, with certain exceptions, earn vacation leave at the rate of 14 hours 
for each month of service. Employees who are entitled to annual vacation may accumulate 
for the succeeding year or years up to 15 working days annual vacation allowance, provided 
that the total accumulation shall not exceed 90 working days at the end of the calendar year. 
Accumulated vacation leave earned, but not taken, is reflected as an accrual in the 
accompanying consolidated financial statements. When termination of services takes place, 
the employees are paid for their vacation allowance in a lump sum. 

Sick leave accumulates at the rate of 14 hours for each full month of service without limit, but 
can be taken only in the event of an illness and is not convertible to pay upon termination of 
employment. Accordingly, accumulated sick leave, earned but not taken, is not reflected as an 
accrual in the accompanying consolidated financial statements. Employees who retire with 60 
days of unused sick leave are entitled to three months of service credit in the ERS. For each 
additional 20 days, or major fraction thereof, of unused sick leave they have in excess of 60 days, 
their service period is increased by one month. As of June 30, 2016 and 2015, accumulated sick 
leave approximated $454,343 and $443,641, respectively. 

The University's regular employees may enter into deferred compensation arrangements directly 
with authorized insurance companies or agencies through a payroll deduction plan. Accordingly, 
the University has no deferred compensation or withholding payable. 

The University manages its workers' compensation program. Medical-related payments for fiscal 
years 2016 and 2015 were $2,480 and $2,377, respectively. Temporary wage loss payments for 
fiscal years 2016 and 2015 amounted to $1,073 and $795, respectively. 
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15. 	Postemployment Health Care and Life Insurance Benefits 

In addition to providing pension benefits, the State of Hawaii, pursuant to HRS Chapter 87, 
provides other postemployment benefits ("OPEB") such as health care and life insurance benefits 
to all retired University employees. Effective July 1, 2007, the University implemented GASB 
Statement 45, Accounting and Financial Reporting by Employers for Postemployment Benefits 
Other Than Pensions, prospectively, which establishes standards for the measurement, 
recognition and display of OPEB expense and related liabilities, note disclosure and required 
supplementary information in the financial reports 

Plan Description 
The State provides certain health care and life insurance benefits to all qualified employees. 
Pursuant to Act 88, SLH 2001, the State contributes to the Hawaii Employer-Union Health 
Benefits Trust Fund ("EUTF"), an agent, multiple-employer defined benefit plan that replaced 
the Hawaii Public Employees Health Fund effective July 1, 2003. The EUTF was established to 
provide a single delivery system of health benefits for state and county workers, retirees and their 
dependents. The EUTF issues an annual financial report that is available to the public. The 
report may be obtained by writing to. 

Hawaii Employer-Union Health Benefits Trust Fund 
P.O. Box 2121 

Honolulu, Hawaii 96805-2121 

For employees hired before July 1, 1996, the State pays the entire base monthly contribution for 
employees retiring with 10 years or more of credited service, and 50 percent of the base monthly 
contribution for employees retiring with fewer than 10 years of credited service. A retiree can 
elect a family plan to cover dependents. 

For employees hired after June 30, 1996, but before July 1, 2001, and who retire with less than 
10 years of service, the State makes no contributions. For those retiring with at least 10 years, 
but fewer than 15 years of service, the State pays 50 percent of the base monthly contribution. 
For employees retiring with at least 15 years, but fewer than 25 years of service, the State pays 
75 percent of the base monthly contribution. For employees retiring with at least 25 years of 
service, the State pays 100 percent of the base monthly contribution. Retirees in this category 
can elect a family plan to cover dependents. 

For employees hired on or after July 1, 2001 and who retire with less than 10 years of service, 
the State makes no contributions. For those retiring with at least 10 years, but fewer than 15 
years of service, the State pays 50 percent of the base monthly contribution. For those retiring 
with at least 15 years, but fewer than 25 years of service, the State pays 75 percent of the base 
monthly contribution. For employees retiring with at least 25 years of service, the State pays 
100 percent of the base monthly contribution. Only single plan coverage is provided for retirees 
in this category. Retirees can elect family coverage, but must pay the difference. 
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Funding Policy and Annual OPEB Cost 
Employer contributions are financed on a pay-as-you-go basis. The University's contributions 
are calculated as part of the State's total contribution requirements and are reimbursed to the 
State's General Fund as part of the fringe benefit rate on the University employees' actual 
salaries. The University's annual OPEB cost is calculated based on the annual required 
contribution of the employer ('ARC"), an amount actuarially determined in accordance with the 
parameters of GASB Statement No. 45 The ARC represents a level of funding that, if paid on 
an ongoing basis, is projected to cover normal cost each year and to amortize any unfunded 
actuarial liabilities over a period not to exceed 30 years. The following table presents the annual 
OPEB cost, contributions made, the net OPEB liability, and the funding status for the University 
for the fiscal year ended June 30, 2016: 

Annual required contribution $ 	107,059 
Interest on net OPEB obligation 45,556 
Adjustment to annual required contribution (35,563) 

Annual OPEB cost 117,052 

Contributions made (45,100) 

Increase in net OPEB obligation 71,952 

Net OPEB obligation 
Beginning of year 650,805 

End of year $ 	722,757 

Actuarial accrued liability ('ML") July 1, 2015 	 $ 1,262,765 
Funded OPEB plan assets 	 (30,076) 

Unfunded actuarial accrued liability ("UAAL") July 1, 2015 	 $ 1,232,689 

Funded ratio 	 24% 
Covered payroll 	 $ 572,907 
UAAL as percentage of covered payroll 	 215.2% 

The University remitted $68,184 and $57,438 in State assessed OPEB contributions for the years 
ended June 30, 2016 and 2015, respectively. The University's actuarially determined minimum 
OPEB contribution was $45,100 and $41,400 for the years ended June 30, 2016 and 2015, 
respectively. The difference between the State assessed and University actuarially determined 
OPEB contribution is reported net with Transfers from (to) State for Fringe Benefits in the 
accompanying Consolidated Statements of Revenues, Expenses and Changes in Net Position. 

The University's annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, 
and the net OPEB obligation for the fiscal year 2016 and the preceding years were as follows: 

OPEB Summary 

Fiscal Year 
Ending 

Annual 
OPEB Cost 

Percentage of Annual 
OPEB Cost Contributed 

Net OPEB 
Obligation 

June 3O,2016 $117,052 38.5% $722,757 

June 3O,2015 $113,009 36.6% $650,805 

June 3O,2014 $106,832 39.3% $579,196 
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Funded Status 
Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and 
assumptions about the probability of occurrence of events far into the future. Examples include 
assumptions about future employment, mortality and the healthcare cost trend. Actuarially 
determined amounts are subject to continual revisions as actual results are compared with past 
expectations and new estimates are made about the future. The schedule of funding progress, 
presented as required supplementary information following the notes to the consolidated financial 
statements, is designed to present multiyear trend information that shows whether the actuarial 
value of plan assets is increasing or decreasing over time relative to the actuarial accrued 
liabilities for benefits. 

Actuarial Methods and Assumptions 
Projections of benefits for financial reporting purposes are based on the plan and include the 
types of benefits provided at the time of each valuation and the historical pattern of sharing of 
benefit costs between the employer and plan members to that point. The actuarial methods 
and assumptions used include techniques that are designed to reduce the effects of short-term 
volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with the long-
term perspective of the calculations. Significant methods and assumptions used were as follows: 

Actuarial valuation date 

Actuarial cost method 

Amortization method 

Remaining amortization period 

Asset valuation method 

Actuarial assumptions 
Investment rate of return 
Projected salary increases 
Healthcare inflation rates 

PPo 
HMO 
Dental 
Vision 
Medicare Part B 

July 1, 2015 

Entry age normal 

Level percent, closed 

28 years 

Market 

7.0% 
3.5% 

90% initial, 5.0% after 8 years 
7.0% initial, 5.0% after 8 years 

4.0% 
3.0% 

3.0% initial, 5.0% after 2 years 

July 1, 2013 

Entry age normal 

Level percent, closed 

30 years 

Market 

7.0% 
3.5% 

9.0% initial, 5.0% after 10 years 
7.5% initial, 5.0% after 10 years 

4.0% 
3.0% 
5.0% 

The July 1, 2013 actuarial valuation was used to determine the amounts reported in the 
University's consolidated financial statements for the years ended June 30, 2016 and 2015. 
The information on the funded status of the plan is from the July 1, 2015 valuation, the most 
recent valuation. 

Effective July 1, 2016, the active contracts for medical, prescription drug, dental, vision, 
supplemental medical drug, and life insurance were extended through June 30, 2017. 
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Liabilities under split interest agreements 
Amounts held for others 
Other 

State Appropriations 

$ 	10,565 $ 	9,999 
3,369 3,645 
3,210 3,175 

$ 	17,144 $ 	16,819 

University of Hawai'i 
State of Hawai'i 
Notes to Consolidated Financial Statements 
June 30, 2016 and 2015 
(All dollars reported in thousands) 

16. 	Other Noncurrent Liabilities 

Other noncurrent liabilities at June 30, 2016 and 2015 are comprised of: 

2016 	2015 

By statutory provision, the University prepares a biennium budget for its programs. Budgeted 
expenditures are derived primarily from the General Appropriations Act and from other specific 
appropriations acts in various Sessions Laws of Hawai'i ('SLH"). 

An allotment system and encumbrance accounting are utilized by the University for statutory 
budgetary control purposes. Obligations in the form of purchase orders or contracts are recorded 
as encumbrances at the time purchase orders or contracts are awarded and executed. To the 
extent they are not expended or encumbered, general fund appropriations generally lapse at the 
end of the fiscal year. The State Legislature specifies the lapse date and any other particular 
conditions relating to terminating the authorizations for other appropriations. 

Act 124, SLH 2016 Section 39, provided $106,789 in general fund appropriations directly to the 
Department of Budget and Finance to pay for debt service on general obligation bonds issued for 
the University. As a result, the University itself received no appropriations and made no transfers 
for debt service on general obligation bonds for the year ended June 30, 2016. 

Act 122, SLH 2014 Section 35, provided $106,110 in general fund appropriations directly to the 
Department of Budget and Finance to pay for debt service on general obligation bonds issued for 
the University. As a result, the University itself received no appropriations and made no transfers 
for debt service on general obligation bonds for the year ended June 30, 2015. 

The net amount of the University's State general and capital appropriations for the years ended 
June 30, 2016 and 2015 were $441,373 and $16,547 and $413,148 and $161,822, respectively. 
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Net general and capital appropriations for the year ended June 30, 2016 were as follows: 

General appropriations 
Act 119, SLH 2015, Appropriation Warrant No. 10 
Act 104, SLH 2015, Appropriation Warrant No. 69 
Act 105, SLH 2015, Appropriation Warrant No. 70 
Total funds lapsed 
Executive restriction 
Collective bargaining adjustment 

Total general appropriations 

Capital appropriations 
Sections 39 & 71 of Act 134, SLH 2013, Amended by Act 122 SLH 2014 
Sections 47 & 83 of Act 119, SLH 2015 
Total funds lapsed 

Total capital appropriations 

$ 427,575 
500 
350 

(2) 
(4,612) 
17,562 

S 441 

$ 	10,405 
51,930 

(4fZ 7RR\ 

$ 	16,547 

Net general and capital appropriations for the year ended June 30, 2015 were as follows: 

General appropriations 
Act 134, SLH 2013, Amended by Act 122, 
SLH 2014 Appropriation Warrant No. 35 

Act 122, SLH 2014, Appropriation Warrant No. 117 
Total funds lapsed 
Executive restriction 
Collective bargaining adjustment 

Total general appropriations 

Capital appropriations 
Sections 39 & 71 of Act 134, SLH 2013, Amended by Act 122 SLH 2014 
Sections 39 of Act 134, SLH 2013, Amended by Act 122, SLH 2014 
Total funds lapsed 

Total capital appropriations 

$ 409,656 
200 
(34) 

(5,375) 
8,701 

$ 413,148 

$ 90,500 
73,800 
(2,478) 

$ 161,822 
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Blended Component Information 

The following condensed combining information summarizes the individual components of the 
University's consolidated financial position, results of operations and cash flows as of and for 
the years ended June 30, 2016 and 2015' 

Condensed Consolidating Statements of Net Position 

2016 
Research 	 Consolidation 

	

University Corporation Foundation Adjustments 	Total 

Assets and Deferred Outflows of Resources 
Current assets 
Interdepartmental receivables 
Capital assets, net 
Other assets 

Total assets 

Deferred outflows of resources 

Total deferred outflows of resources 

Total assets and deferred outflows 
of resources 

Liabilities, Deferred Inflows of 
Resources and Net Position 

Current liabilities 
Interdepartmental payables 
Noncurrent liabilities 

Total liabilities 

Deferred inflows of resources 

Total deferred inflows of resources 

Net position 
Net investment in capital assets 
Restricted 

Nonexpendable 
Expendable 

Unrestricted 

Total net position 

Total liabilities, deferred inflows of 
resources and net position 

$ 	468,113 $ 	34,760 $ 25,558 $ 	- $ 528,431 

24,967 10,342 39.020 (74,329) - 

2.049,087 2,021 2.277 2.053,385 

450,764 - 412.985 - 863,749 

2.992,931 47,123 479.840 (74,329) 3,445,565 

175.082 - - - 175.082 

175,082 - - - 175.082 

$ 	3.168,013 $ 	47,123 $ 479.840 $ 	(74,329) $ 3,620.647 

$ 	237,548 $ 	28,057 $ 1.346 $ 	- $ 266,951 

26.637 3,790 2,711 (33 138) - 

2,498,297 4.665 13,935 - 2.516.897 

2.762.482 36,512 17,992 (33.138) 2.783.848 

111.364 - - 111.364 

111,364 - - - 111.364 

1,500.637 2,021 2,277 - 1,504.935 

10.493 - 272,923 (39.020) 244,396 

370.406 - 190,687 - 561,093 

(1,587.369) 8.590 (4.039) (2,171) (1,584,989) 

294,167 10,611 461,848 (41,191) 725,435 

$ 	3,168,013 $ 	47,123 $ 479,840 $ 	(74.329) $ 3,620,647 
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2015 
Research Consolidation 

University Corporation Foundation Adjustments Total 

Assets and Deferred Outflows of Resources 
Current assets $ 	436.106 $ 	39,487 $ 	28,851 $ 	- $ 	504,444 
Interdepartmental receivables 25,601 4148 39,960 (69,709) - 
Capital assets, net 2.064,651 1.757 2.283 - 2,068.691 
Other assets 520,926 - 423,157 - 944,083 

Total assets 3.047,234 45,392 494,251 (69,709) 3,517,218 

Deferred outflows of resources 140,099 - - - 140,099 

Total deferred outflows of resources 140,099 - - - 140,099 

Total assets and deferred outflows 
of resources $ 	3,187.383 $ 	45,392 $ 	494.251 $ 	(69,709) $ 	3,657,317 

Liabilities, Deferred Inflows of 
Resources and Net Position 

Current liabilities $ 	240.491 $ 	28.261 $ 	1,295 $ 	. $ 	270.047 
Interdepartmental payables 22.508 2,204 4.972 (29,684) - 
Noncurrent liabilities 2,375.511 4.532 13,644  2.393,687 

Total liabilities 2,638,510 34,997 19,911 (29,684) 2,663,734 

Deferred inflows of resources 151,162 - - - 151,162 

Total deferred inflows of resources 151,162 - - - 151,162 
Net position 
Net investment in capital assets 1.499.861 1.757 2.284 - 1,503,902 
Restricted 

Nonexpendable 10,493 - 265,361 (39,960) 235,894 
Expendable 	 , 440,642 - 204,101 - 644,743 

Unrestricted (1,553,285) 8.638 2,594 - (65) (1,542,118) 
Total net position 397,711 10,395 474.340 (40.025) 842,421 

Total liabilities, deferred inflows of 
resources and net position $ 	3.187,383 $ 	45,392 $ 	494,251 $ 	(69,709) $ 	3,657,317 
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Condensed Consolidating Statements of Revenues, Expenses 
and Changes in Net Position 

2016 
Research Consolidation 

University Corporation Foundation Adjustments Total 

Operating revenues 
Student tuition and fees, net $ 	273.043 S 	- $ 	- $ 	(737) $ 	272,306 

Federal appropriations, grants and contracts 322.266 - . 322.266 

State and local grants and contracts 31,957 2,129 (1,255) 32,831 

Nongovernmental sponsored programs 47.070 - - (11.936) 35,134 

Sales and services of educational 
departments. other 33,809 4.609 4,954 (7,609) 35,763 

Auxiliary enterprises 99.024 - - - 99.024 

Other operating revenues 727 - 1,484 - 2211 

Total operating revenues 807.896 6,738 6.438 (21.537) 799.535 

Operating expenses 
Depreciation 124.553 319 65 124,937 

Other operating expenses 1,495.316 6,310 57,960 (23,970) 1,535,616 

Total operating expenses 1,619,869 6,629 58,025 (23,970) 1,660,553 

Operating income (loss) (811.973) 109 (51.587) 2,433 (861.018) 

Nonoperating activity 
Nonoperating revenues (expenses) 483,129 107 30,779 (3.491) 510,524 

Capital contributions and additions to 
permanent and term endowments 21 003 - 8,316 (108) 29.211 

Transfers 204.297 - - 204.297 

Total nonoperating activity 708,429 107 39.095 (3.599) 744.032 

Increase (decrease) in net position (103,544) 216 (12.492) (1.166) (116,986) 

Net position 
Beginning of year 397.711 10,395 474.340 (40,025) 842,421 

Adjustment for change in accounting principle - - - - - 

Beginning of year, as restated 397,711 10,395 474,340 (40,025) 842,421 

End of year $ 	294,167 $ 	10,611 $ 	461.848 $ 	(41.191) $ 	725.435 
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2015 
Research 	 Consolidation 

	

University Corporation Foundation Adjustments 	Total 

Operating revenues 
Student tuition and fees net 
Federal appropriations, grants and contracts 
State and local grants and contracts 
Nongovernmental sponsored programs 
Sales and services of educational 
departments. other 

Auxiliary enterprises 
Other operating revenues 

Total operating revenues 

Operating expenses 
Depreciation 
Other operating expenses 

Total operating expenses 

Operating income (loss) 

Nonoperating activity 
Nonoperating revenues (expenses) 
Capital contributions and additions to 
permanent and term endowments 

Transfers 

Total nonoperating activity 

Increase (decrease) in net position 

Net position 
Beginning of year 
Adjustment for change in accounting principle 

Beginning of year, as restated 

End of year 

$ 	263,247 $ 	 - $ $ 	(587) $ 	262.660 
325,531 - - 325.531 
28,297 2,125 - (1.389) 29,033 
45.729 - - (9,493) 36,236 

32,318 4,384 6,844 (7,383) 36.163 
99,166 - - (14) 99152 

616 - 1.952 - 2.568 

794.904 6,509 8,796 (18,866) 791.343 

121,126 216 36 - 121,378 
1,498,021 5,915 54.820 (26,242) 1,532,514 

1.619,147 6.131 54.856 (26,242) 1,653,892 

(824.243) 378 (46,060) 7.376 (862.549) 

457,576 91 34,258 (2,381) 489,544 

166,269 (2) 50,027 (35.871) 180,423 
186.269 (250) - 250 186,269 

810,114 (161) 84,285 (38,002) 856,236 

(14.129) 217 38.225 (30.626) (6.313) 

1.524,632 10.178 436.115 (9.399) 1.961,526 
(1,112,792) - - - (1,112,792) 

411.840 10.178 436,115 (9.399) 848,734 

$ 	397,711 $ 	10,395 $ 	474,340 $ 	(40,025) $ 	842.421 

Condensed Consolidating Statements of Cash Flows 

2016 
Research 

University Corporation Foundation Total 

Net cash provided by (used in) 
Operating activities $ 	(482,355) $ 	(4,338) $ 	(7,747) $ (494440) 
Noncapital financing activities 553,040 - 7,729 560.769 
Capita) and related financing activities (42,935) (583) - (43,518) 
Investing activities (3,693) (2,896) (21 854) (9,443) 

Total change in cash 24.057 (7.817) (2,872) 13,368 

Cash and cash equivalent balances 
Beginning of year 47,428 30.974 11,409 89,811 

End of year $ 	71,485 $ 	23,157 $ 	8.537 $ 	103,179 
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2015 
Research 

University Corporation 	Foundation Total 

Net cash provided by (used in) 
Operating activities $ 	(490.480) $ 	(5.474) 	$ 641 $ 	(495.313) 
Noncapital financing activities 532,159 (250) 6,866 538,775 
Capital and related financing activities (40.717) (702) - (41,419) 
Investing activities 23.320 89 52 23,461 

Total change in cash 24,282 (6,337) 7,559 25.504 

Cash and cash equivalent balances 
Beginning of year 23,146 37.311 3,850 64,307 

End ofyear $ 	47,428 $ 	30,974 	$ 11,409 $ 	89,811 

19. 	Litigation, Other Contingent Liabilities and Commitments 

Hawaii Revised Statutes §304A-108 stipulates that any liability arising from a claim, action or 
suit brought against the University shall be payable solely from the moneys and property of the 
University and shall not constitute a general obligation of the State. The Board is not precluded 
from requesting and securing legislative appropriations to fund the settlement of any such claim 
or judgment against the University 

The University is contingently liable in connection with certain other claims and contracts, 
including those currently in litigation, arising in the normal course of its activities Although there 
are inherent uncertainties in any litigation, the University's management and general counsel are 
of the opinion that the outcome of such matters will not have a material effect on the University's 
financial position 

Substantial amounts are received and expended by the University under federal and state 
programs which are subject to audit by cognizant governmental agencies and independent 
auditors under Uniform Guidance. This funding relates to research, student aid and other 
programs. University management believes that any liabilities arising from such audits will 
not have a material effect on the University's financial position. 

The State and the Office of Hawaiian Affairs ("OHA") are involved in an ongoing dispute relating 
to certain lands transferred by the former Republic of Hawai'i to the United States which were 
re-conveyed to the State upon Hawai'i's admission to the Union in 1959. These lands 
(collectively, the "ceded lands") are the subject of a number of claims, litigation and legislation, 
which are being addressed by the State on behalf of all State agencies, including the University. 
These matters are more fully described in the State's Comprehensive Annual Financial Report 
("CAFR") that includes financial statements and required supplementary information which may 
be obtained from the following address: 

State of Hawaii Department of Accounting and General Services 
1151 Punchbowl Street 

Honolulu, Hawaii 96813 
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Although the ultimate outcome and financial impact to the University of these OHA matters are 
not presently known, the University has come to an agreement with the State with respect to the 
University's estimated pro rata portion of its obligation due to OHA related to revenues generated 
from ceded lands. The University's financial statements reflect the liabilities and disbursements 
in connection with this agreement. 

Risk Management 
In genera, the University obtains third-party insurance coverage directly from third-party insurers 
or is covered under the umbrella of the State's insurance program. However, the University 
is partially or entirely self-insured for certain risks, such as unemployment and workers' 
compensation claims. 

Construction and Other Contracts 
The University is committed under contracts awarded for construction and other services. These 
commitments amounted to approximately $217,163 and $165,506 as of June 30, 2016 and 2015. 

Collective Bargaining Agreements 
The Hawaii State Constitution under Article XIII, Section 2, grants public employees in the State 
the right to organize for the purpose of collective bargaining as provided by law. Chapter 89, 
Hawai'i Revised Statutes ("HRS"), provides for 14 recognized bargaining units for all public 
employees throughout the State, including State, county and municipal employees. Each 
bargaining unit is represented by an employee organization otherwise known as the exclusive 
bargaining representative of all employees within each unit which negotiates with the public 
employer. For the purpose of negotiating a collective bargaining agreement, the public employer 
of an appropriate bargaining unit are statutorily defined by law under HRS, §89-6. In bargaining 
units with employees in multiple jurisdictions (i.e., State, Counties, Judiciary and Hawaii Health 
Systems Corporation), the public employer includes the Governor and an employer 
representative from each applicable jurisdiction to include the Mayors, the Chief Justice, the 
Hawaii Health Systems Corporation board, the President of the University, the Superintendent 
of Education, the Board of the University, and the Board of Education. In the case of the 
University's bargaining unit 7 and 8 employees, the public employers are the Governor, the Board 
and the President of the University. 

Decisions by the employer representatives of the State and county employees are determined 
by simple majority vote with the Governor having varying numbers of votes depending on the 
bargaining unit involved. Decisions by the public employer of Board-appointed employees (Units 
7 and 8) are determined by simple majority vote with the Governor having three votes, the Board 
having two votes, and the University President having one vote By statute, statutory impasse is 
declared by the Hawaii Labor Relations Board on February 1st in the final year of any contract 
if there is no resolution by January 31st, and the parties may attempt to resolve the impasse 
through voluntary mediation and mandatory mediation. If the impasse is not resolved through 
mediation, for Units 2, 3, 4, 6, 8, 9, 10, 11, 12, 13 and 14, it shall be submitted to a three member 
arbitration panel (i e., interest arbitration) as these bargaining units do not have the right to strike. 
The bargaining units that do have the right to strike (i.e., Units 1, 5 and 7) are still able to mutually 
agree to other impasse processes and procedures, including the possibility of entering into 
interest arbitration. Although the statute characterizes arbitration decisions as final and binding," 
it also provides that all cost items are subject to appropriations by the appropriate legislative 
bodies 
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Depending on the nature of their positions, most employees working at the University are 
included in a bargaining unit as defined in HRS §89-6(a). The University is responsible for 
properly administering the eight CBAs associated with the aforementioned bargaining units 
and further defined as follows: 

• Unit 1 (nonsupervisory employees in blue collar positions) 

• Unit 2 (supervisory employees in blue collar positions) 

• Unit 3 (nonsupervisory employees in white collar positions) 

• Unit 4 (supervisory employees in white collar positions) 

• Unit 7 (faculty of the University and the community college system) 

• Unit 8 (personnel of the University and the community college system, other than faculty) 

• Unit 9 (registered professional nurses) or Unit 10 (institutional, health and correctional 
workers) 

• Civil service personnel working at the University are included in BUs 1, 2, 3, 4, 9 and 10. 
Non-civil service personnel such as faculty members and administrative, professional and 
technical (APT") staff are Board appointees and are included in BUs 7 and 8, respectively. 
Employees in executive/managerial positions, as well as certain other personnel designated 
as excluded from collective bargaining pursuant to HRS, §89-6(f) and whose responsibilities 
concern confidential matters affecting employee-employer relations, are not represented by 
any union. Wages, hours, and other terms and conditions of employment for these 
personnel are provided by law or action of the Board, as applicable. Some employees 
(e.g., certain contractual hires) are not parties to any recognized bargaining unit. 

The Board, as a public employer, is mandated by Chapter 89, HRS, to negotiate and enter into 
written agreements with exclusive representatives (i.e., unions) on matters of wages, hours and 
conditions of employment affecting University personnel included in various bargaining units. 
These written agreements, also known as collective bargaining agreements ("CBA") or successor 
agreements, including supplemental agreements, memorandums of agreement, and 
memorandums of understanding, reached outside of these successor agreements, cover wages, 
hours, contributions to the Employer-Union Trust Fund, and other terms and conditions of 
employment subject to collective bargaining. In assessing the University's responsibilities 
to negotiate and administer CBAs, below are several considerations in regards to litigation, 
contingent liabilities and commitments: 

• The Board must participate with exclusive representatives in good-faith negotiations over 
the issue of wages, hours and conditions of work to the extent mandated by HRS §89-9[a], 
for University personnel included in the applicable bargaining units, 
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CBAs for civil service personnel (BUs 1, 2, 3, 4, 9 and 10) are negotiated by and between 
the State of Hawaii (including the Board and other public employers), the respective 
Counties (including the City and County of Honolulu), the Hawaii Health Systems 
Corporation, and the Judiciary, with the exclusive representative of each bargaining unit. 
The exclusive representative for BUs 1 and 10 is the United Public Workers ("UPW") while 
the exclusive representative for BUs 2, 3, 4 and 9 is the Hawaii Government Employees 
Association ("HGEA"). These CBAs for the aforementioned bargaining units are applicable 
to most civil service personnel working for the State, 

CBAs for faculty members (BU 7) are negotiated by and between the Governor, the 
University President, and the Board with the University of Hawaii Professional Assembly 
who is the exclusive representative for Faculty members. APT personnel (BU 8) are 
negotiated by and between the Governor, the University President, and the Board with the 
HGEA who is the exclusive representative for the University's APIs. In contrast to CBAs 
for civil service personnel, the CBAs for BUs 7 and 8 are applicable only to the University 
as Board appointees, specifically APT personnel and faculty members of the University; 

• Failure of parties to achieve successor agreements during negotiations initiated on behalf 
of blue collar workers (BU 1) and/or faculty (BU 7) could result in work interruptions and/or 
stoppages that may hamper or halt University operations since these bargaining units still 
retain the right to strike; 

• If an impasse exists regarding successor negotiations involving bargaining units 2, 3, 4, 8 or 
9, the Board, along with the respective exclusive representatives and other public employers 
is subject to interest arbitration, whereby the decision of the arbitration panel and its cost 
items are subject to legislative appropriations and approval; 

• Once a successor agreement is reached and legislatively approved, the University has a 
responsibility and commitment to abide by all the terms set forth in the agreement; 

• As an employer of employees belonging to multiple bargaining units, the University may 
sometimes be subject to unforeseen labor costs related to the assertion of the so-called 
11 most-favored nations clause" into particular agreements; 

• Improper administration, disputes regarding CBA interpretation, or a lack of adherence to 
CBAs could result in litigation and associated costs 

The current status of the collective bargaining agreements is as follows: 

On June 20, 2014 the University administration and the University of Hawai'i Professional 
Assembly ('UHPA") tentatively agreed to a two-year successor collective bargaining 
agreement for Unit 7 faculty covering the period July 1, 2015 to June 30, 2017. The 
tentative agreement was ratified in support by the Unit 7 faculty members on August 25, 
2014. The successor agreement provided for a four percent across the board pay increase 
in each of the two years, increased the minimum salaries to faculty members paid by rank, 
and negotiated EUTF contributions. The total cost was subject to legislative appropriations 
and was funded 
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Interest arbitration proceedings were completed in July 2015 with the Hawaii Government 
Employees Association ('HGEA") for Unit 8 APT employees of the University for a successor 
agreement beyond July 1, 2015. The arbitration award and decision dated December 1, 
2015 covered the period July 1, 2015 to June 30, 2017. The award and decision provided 
an across the board increase of four percent effective July 1, 2015 and four percent effective 
July 1, 2016, onetime lump sum bonuses paid to eligible employees, and other terms and 
conditions. 

The University's employees in Units 1 and 10 are working under a four-year (4) contract that 
covers the period July 1, 2013 to July 1, 2017. Negotiations for Units 2, 3, 4, and 9 were 
completed and resulted in ratified and agreed upon successor bargaining contracts for the 
period July 1, 2015 to June 30, 2017. The aforementioned CBAs stipulated step movements 
and across-the-board ('ATB") salary increases, or changes to salary schedules, that 
effectively increase salaries in each year covered by the terms of these agreements 
which have already been legislatively approved. 

The parties recently entered in negotiations over successor agreements for Units 1, 2, 3, 4, 7, 8, 
9 and 10. Impasse has been declared for certain units at this point in time. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Proportionate Share of the Net Pension Liability (Unaudited) 
Schedule of Contributions (Unaudited) 
Year Ended June 30, 2016 
(All dollars reported in thousands) 

Net Pension Liability 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Proportionate Share of the Net Pension Liability 

Plan Fiduciary 
Proportionate Proportionate Proportion of Net Position as 
Share of the Share of the the Net Pension a Percentage 
Net Pension Net Pension Annual Liability as a of the 

Fiscal Year Liability as a Liability as an Covered Percentage of Total Pension 
Ending Percentage Amount Payroll Covered Payroll Liability 

(a) (b) (a) 1(b)  

June 3O,2016 13.11% $1,144,564 $572,907 200% 63.42% 

June 3O,2015 13.60% $1,089,882 $564,736 193% 63.92% 

June 30, 2014 13.75% $1,227,787 $550,758 223% 57.96% 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Contributions 

Contributions 
in Relation to 

Statutorily the Statutorily Contribution Covered Contributions as 
Fiscal Year Required Required Deficiency Annual a Percentage of 

Ending Contribution Contribution (Excess) Payroll Covered Payroll 
(a) (b) (a) - (b) (C) (a) 1(c) 

June 3O,2016 $97,394 $97,394 $0 $572,907 17.00% 

June 30, 2015 $93,949 $93,949 $0 $564,736 16.64% 

June 30, 2014 $88,381 $88,381 $0 $550,758 16.05% 

Changes of Benefit Terms 

There were no changes of benefit terms in 2016. 2015 or 2014 

Changes of Assumptions 

The investment return assumption decreased beginning in fiscal year 2016 from 7.75 percent to 
7.65 percent. There were no changes of assumptions in 2015 or 2014. 
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Postemployment Benefits Other than Pensions 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Funding Progress 

Unfunded UAAL as a 
Actuarial Actuarial Actuarial Actuarial Annual Percentage 
Valuation Value of Accrued Accrued Funded Covered of Covered 

Date Assets Liability Liability Ratio Payroll Payroll 
(a) (b) (b)-(a) (a)/(b) (C) (b)-(a)I(c) 

July 1, 2015 $30,076 $1,262,765 $1,232,689 2% $572,907 215.2% 

July 1, 2013 $0 $1,185,790 $1,185,790 0% $550,758 215.3% 

July 1, 2011 $0 $1,860,680 $1,860,680 0% $503,900 369.3% 

July 1, 2009 $0 $1,849,949 $1,849,949 0% $495,498 373.4% 
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Report of Independent Auditors on Supplemental Information 

To the Board of Regents 

University of Hawaii 

We have audited the consolidated financial statements of the University of Hawaii as of and for the years 

ended June 30, 2016 and 2015, and our report thereon dated December 15, 2016, which expressed an 

unmodified opinion, appears on pages 1 and 2. Our audits were conducted for the purpose of forming 

an opinion on the consolidated financial statements taken as a Whole. The supplemental information 

(Schedules I, II, III, IV, V, VI, VII, VIII, IX and X) included hereinafter is presented for purposes of 

additional analysis and is not a required part of the consolidated financial statements. Such information is 

the responsibility of management and was derived from and relates directly to the underlying accounting 

and other records used to prepare the consolidated financial statements. The information has been 

subjected to the auditing procedures applied in the audit of the consolidated financial statements and 

certain additional procedures, including comparing and reconciling such information directly to the 

underlying accounting and other records used to prepare the consolidated financial statements or to 

the consolidated financial statements themselves, and other additional procedures in accordance with 

auditing standards generally accepted in the United States of America. In our opinion, the information 

is fairly stated in all material respects in relation to the consolidated financial statements as a whole. 

LLP 

Honolulu, Hawaii 

December 15, 2016 
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University of Hawai'i 
State of Hawai'i 
Condensed Statements of Net Position 
Condensed Statements of Revenues, Expenses and Changes in Net Position 
Current Unrestricted Funds Excluding General Fund and University Bond System 
As of and for the Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 	 Schedule I 

2016 2015 

Condensed statements of net position 
Assets 

Current assets $ 277,045 $ 264,216 
Noncurrent assets 2,252 2,181 

Total assets $ 279,297 $ 266,397 

Liabilities 
Current liabilities $ 85,267 $ 91,573 
Noncurrent liabilities 14,340 18,742 

Total liabilities 99,607 110,315 

Net position 
Unrestricted 179,690 156,082 

Total net position 179,690 156,082 

Total liabilities and net position $ 279,297 $ 266,397 

Condensed statements of revenues, expenses and 
changes in net position 
Operating revenues $ 374,434 $ 371,244 
Operating expenses 346,624 401,395 

Operating income (loss) 27,810 (30,151) 

Nonoperating revenues and transfers 49,118 56,837 
Nonoperating expenses and transfers 53,320 25,960 

Change in net position 23,608 726 

Net position 
Beginning of year 156,082 155,356 

End of year $ 179,690 $ 156,082 

1. 	Basis of Presentation 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position present the financial position and results 
of operations of certain of the University's Special and Revolving Funds, which are pledged as 
collateral on the Refunding Series 2006A University Bonds, and are presented on the accrual 
basis of accounting. The financial information of the Research Corporation of the University of 
Hawaii and the University of Hawaii Foundation is not reflected in this schedule. 
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(All dollars reported in thousands) 	 Schedule I 

2. 	Employee Benefits 

In accordance with University policy, the University's liability for other postemployment benefits 
("OPEB") is not allocated internally to individual departments and funds. Accordingly, no liability 
for OPEB is reflected in this schedule. 

In accordance with University policy, the University's liability for pension benefits, deferred 
outflows and deferred inflows of resources related to pensions ("pension benefits") are not 
allocated internally to individual departments and funds. Accordingly, pension benefits are 
not reflected in this schedule. 
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State of Hawai'i 
Schedules of Series 2002A University Bond Proceeds Activity 
Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 

	
Schedule II 

Beginning balance 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Ending balance 

2016 	2015 

$ 5,516 $ 5,622 

	

7 	 3 

	

7 	 3 

	

- 	 104 

	

4 	 5 

$ 	5,519 	$ 	5,516 

1. Basis of Presentation 

The accompanying schedules of Series 2002A University Bond proceeds activity present the 
sources and uses of bond proceeds associated with the construction of the John A. Burns School 
of Medicine facility at Kaka'ako. The financial information of the Research Corporation of the 
University of Hawaii and the University of Hawaii Foundation is not reflected in this schedule. 

2. Refinancing 

In October 2006, the University refinanced a majority of the outstanding Series 2002A University 
Bonds through the issuance of Refunding Series 2006A University Bonds and in September 
2015, sold Series 2015D(R) and 2015E(R) revenue bonds to refinance a portion of the 
outstanding Refunding Series 2006A University Bonds The Series 201 5D(R) revenue bonds 
were delivered on September 24, 2015 and the forward delivery Series 2015E revenue bonds 
were delivered on April 20, 2016. Proceeds from the State's settlement agreement with tobacco 
companies are expected to be utilized to service the debt. 
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State of Hawai'i 
Condensed Statements of Net Position 
Condensed Statements of Revenues, Expenses and Changes in Net Position 
Current Unrestricted Funds Excluding General Fund 
As of and for the Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 	 Schedule Ill 

2016 	2015 

Condensed statements of net position 
Assets 

Current assets 
Noncurrent assets 

Total assets 

Liabilities 
Current liabilities 
Noncurrent liabilities 

Total liabilities 

Net position 
Unrestricted 

Total net position 

Total liabilities and net position 

Condensed statements of revenues, expenses and 
changes in net position 
Operating revenues 
Operating expenses 

Operating income (loss) 

Nonoperating revenues and transfers 
Nonoperating expenses and transfers 

Change in net position 

Net position 
Beginning of year 

End of year 

$ 312,210 $ 297,976 
2,252 2,181 

$ 	314,462 $ 	300,157 

$ 	100,843 $ 	107,977 
15,364 19,818 

116,207 127,795 

198,255 172,362 

198,255 172,362 

$ 	314,462 $ 	300,157 

$ 	450,135 
401,007 

$ 	445,010 
453,782 

49,128 (8,772) 

49,488 56,956 
72,723 44,994 

25,893 3,190 

172,362 	169,172 

$ 198,255 $ 172,362 

1. 	Basis of Presentation 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position present the financial position and results 
of operations of certain of the University's Special and Revolving Funds, which are pledged as 
collateral on the University's Series 2006A, 2009A, 2010A, 2010B, 2012A(R), 2015A, 2015B(R), 
2015C(R), 2015D(R) and 201 5E(R) revenue bonds, and are presented on the accrual basis of 
accounting The financial information of the Research Corporation of the University of Hawaii 
and the University of Hawaii Foundation is not reflected in this schedule. 
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Condensed Statements of Revenues, Expenses and Changes in Net Position 
Current Unrestricted Funds Excluding General Fund 
As of and for the Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 	 Schedule Ill 

2. 	Employee Benefits 

In accordance with University policy, the University's liability for other postemployment benefits 
('OPEB") is not allocated internally to individual departments and funds. Accordingly, no liability 
for OPEB is reflected in this schedule. 

In accordance with University policy, the University's liability for pension benefits, deferred 
outflows and deferred inflows of resources related to pensions ('pension benefits") are not 
allocated internally to individual departments and funds. Accordingly, pension benefits are 
not reflected in this schedule. 
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State of Hawai'i 
Schedules of Series 2006A Revenue Bond Proceeds Activity 
Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 	 Schedule IV 

2016 	2015 

Beginning balance 	 $ 	4,074 	$ 	4,106 

Additions 
Interest and investment income 	 7 	 3 

Total additions 	 7 	 3 

Deductions 
Payments - building, construction in progress, other 	 60 	 32 
Management fees 	 3 	 3 

Total deductions 	 63 	 35 

Ending balance 	 $ 	4,018 	$ 	4,074 

1. 	Basis of Presentation 

The accompanying schedules of Series 2006A revenue bond proceeds activity present the 
sources and uses of bond proceeds associated with the construction of the Frear Hall dormitory 
at the Mànoa campus and repair and maintenance of various housing projects on the Mänoa and 
Hilo campuses. The financial information of the Research Corporation of the University of Hawaii 
and the University of Hawaii Foundation is not reflected in this schedule. 

2. Refinancing 

In September 2015, the University refinanced a portion of the outstanding Series 2006A revenue 
bonds through the issuance of Series 2015B(R) and 2015C(R) revenue bonds. 
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Schedule V 

2016 	2015 

Beginning balance 	 $ 	2,247 	$ 	8,571 

Additions 
Interest and investment income 	 2 	 5 

Total additions 	 2 	 5 

Deductions 
Payments - building, construction in progress, other 	 695 	6,325 
Management fees 	 1 	 4 

Total deductions 	 696 	6,329 

Ending balance 	 $ 	1,553 	$ 	2,247 

1. 	Basis of Presentation 

The accompanying schedules of Series 2009A revenue bond proceeds activity present the 
sources and uses of bond proceeds associated with the financing of costs of certain University 
projects. The financial information of the Research Corporation of the University of Hawai'i and 
the University of Hawaii Foundation is not reflected in this schedule 
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Schedule VI 

Balance at June 30, 2014 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments building, construction in progress, other 
Transfers to State 
Management fees 

Total deductions 

Balance at June 30, 2015 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Balance at June 30, 2016 

2010A-1 	2010A-2 

$ 111 $ 24,749 

	

- 	 15 

	

- 	 15 

	

- 	20,423 

	

111 	4,332 

	

- 	 6 

	

- 	1,031 

	

- 	 3 

	

- 	1,034 

$ 	111 	$ 	3,304 

1. 	Basis of Presentation 

The accompanying schedules of Series 2010A-1 and Series 2010A-2 revenue bond proceeds 
activity present the sources and uses of the bond proceeds associated with construction and 
maintenance of the University's Cancer Center. The financial information of the Research 
Corporation of the University of Hawaii and the University of Hawaii Foundation is not reflected 
in these schedules. 



University of Hawai'i 
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Schedules of Series 2010B Revenue Bond Proceeds Activity 
Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 

	
Schedule VII 

Balance at June 30, 2014 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Balance at June 30, 2015 

Additions 
Interest and investment income 

Total additions 

Deductions 
Payments - building, construction in progress, other 
Management fees 

Total deductions 

Balance at June 30, 2016 

201 OB-1 
	

201 OB-2 

$ 11,329 $ 4,669 

	

6 
	

2 

	

6 
	

2 

	

1,307 
	

620 

	

8 
	

4 

	

1,315 
	

624 

	

10,020 
	

4,047 

	

15 
	

6 

	

15 
	

6 

	

3,853 
	

1,224 

	

),OUI 	 I,LI 

$ 6,174 $ 2,826 

1. 	Basis of Presentation 

The accompanying schedules of Series 2010B-1 and Series 2010B-2 revenue bond proceeds 
activity present the sources and uses of the bond proceeds associated with renovations and 
additions to the Mànoa Campus Center, construction and equipment for an Information 
Technology Building, renovations to the Sinclair Library basement on the Mãnoa campus, further 
development of the West Oahu campus, various energy conservation/efficiency projects on the 
community college campuses on Oahu and Maui, and the financing of costs of renovation and 
construction of other University projects. The financial information of the Research Corporation 
of the University of Hawai'i and the University of Hawaii Foundation is not reflected in these 
schedules 
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Schedules of Series 2015A Revenue Bond Proceeds Activity 
Years Ended June 30, 2016 
(All dollars reported in thousands) 

	
Schedule VIII 

Beginning balance 	 $ 	- 

Additions 
Bond Proceeds 	 8,575 
Interest and investment income 	 9 

Total additions 	 8,584 

Deductions 
Payments - building, construction in progress, other 	 73 
Management fees 	 4 

Total deductions 	 77 

Ending balance 	 $ 	8,507 

1. 	Basis of Presentation 

The accompanying schedules of Series 2015A revenue bond proceeds activity present the 
sources and uses of bond proceeds associated with the UH Mãnoa Law School Expansion and 
Modernization Project and the UH Hilo College of Pharmacy Project. The financial information of 
the Research Corporation of the University of Hawaii and the University of Hawaii Foundation is 
not reflected in this schedule. 
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State of Hawai'i 
Condensed Statements of Net Position 
Condensed Statements of Revenues, Expenses and Changes in Net Position 
University Bond System 
As of and for the Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 	 Schedule IX 

2016 	2015 

Condensed statements of net position 
Assets and deferred outflows of resources 

Current assets 
Capital assets, net 
Other assets 

Total assets 

Deferred outflows of resources 

Total deferred outflows of resources 

Total assets and deferred outflows of resources 

Liabilities 
Current liabilities 
Noncurrent liabilities 

Total liabilities 

Net position 
Net investment in capital assets 
Restricted expendable 
Unrestricted 

Total net position 

Total liabilities and net position 

Condensed statements of revenues, expenses and 
changes in net position 
Operating revenues 

Bookstores 
Room and other rentals 
Parking 
Telecommunications 
Other operating revenues 

Total operating revenues 

Operating expenses (including $30,602 and $23,779 
in depreciation expense in 2016 and 2015, respectively) 

Operating loss 

Nonoperating revenues 
Nonoperating expenses 

Change in net position  

$ 	97,701 	$ 	91,231 

	

541,344 	495,191 

	

26,492 	24,830 
ii )I;,) 

1U,b34  

	

10,534 	 2 

S A7Afl7I S A1174 

$ 34,124 $ 32,586 

	

cI1c1c 	AA 1O7 

23,234 62,467 
1,037 1,037 

74,161 68,967 

98,432 132,471 

$ 676,071 $ 611,254 

$ 	22,936 $ 	24,418 
33,487 32,462 
6,305 61 689 
37 312 3,496 
9,661 10.074 

75,701 77,139 

(88,941) (84,261) 

(13,240) (7,122) 

32,474 27,649 
(53,273) (21,705) 

(34,039) (11 178) 

Net position 
Beginning of year 
	

1')A71 

End of year 
	

98,432 	132,4/1 



University of Hawai'i 
State of Hawai'i 
Condensed Statements of Cash Flows 
University Bond System 
As of and for the Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands)  Schedule X 

2016 2015 

Condensed statements of cash flows 
Net cash flows provided by operating activities $ 	18,074 $ 	16,392 
Net cash flows provided by non-capital financing activities 3,738 1,469 
Net cash flows used in capital and related financing activities (13,276) (38,286) 
Net cash flows provided by investing activities 203 202 

Net decrease in cash and cash equivalents 8,739 (20,223) 

Cash and cash equivalents 
Beginning of year 99,089 119,312 

End of year $ 	107,828 $ 	99,089 

Reporting Entity 

The University Bond System consists of several University projects funded by bond proceeds. 
The University projects, operated and maintained jointly as a system, include: (1) all existing 
University housing units located on the Manoa campus and connecting food service facilities, 
(2) the University's student center known as the Campus Center and food service activities 
on the Mãnoa campus; (3) all existing University housing units located on the Hilo campus 
and connecting food service facilities, (4) the telecommunication system located on the Mãnoa 
campus; (5) all existing bookstores located on any campus of the University; (6) the parking 
operations for the Mãnoa Campus which were financed in whole or in part from certain revenue 
or general obligation bonds; and (7) certain other University projects. 

The University Bond System's outstanding debt was issued pursuant to the bond resolution 
adopted in November 2001 and as amended and supplemented by supplemental resolutions 
adopted in November 2006, February 2009, August 2010 and January 2012. The bond 
resolutions established a network of the University consisting of the University Bond System and 
any University purpose which, at the election of the Board, is included in the network pursuant to 
a supplemental resolution The bond resolutions provide that all revenues collected or received 
from the Network be used to support the Network (which includes the University projects of the 
University Bond System) and bond related expenses. 

On August 20, 2015, the University of Hawaii Board of Regents adopted a supplemental 
resolution authorizing the issuance of University Revenue Bonds. The University, in September 
2015, sold $166,285 in Series 2015A ($8,575, taxable new money), 2015B(R) ($47,010, 
tax-exempt refunding), 2015C(R) ($17,585, taxable refunding), 20150(R) ($25,715, taxable 
refunding), and 2015E(R) ($67,400, tax-exempt forward delivery refunding) bonds (collectively, 
the Series 2015 Bonds") for the purpose of financing the costs of University projects and 
refunding previously issued bonds. The Series 2015 Bonds were delivered on September 24, 
2015 with the exception of the forward delivery Series 2015E(R) bonds which were delivered on 
April 20, 2016. The Series 2015B(R) and 2015C(R) bonds were issued to refund a portion of the 
Series 2006A University Revenue Bonds and the Series 2015D(R) and 2015E(R) bonds to refund 
a portion of the Refunding Series 2006A University Bonds issued under a different bond 
resolution. 



University of Hawai'i 
State of Hawai'i 
Condensed Statements of Cash Flows 
University Bond System 
As of and for the Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 	 Schedule X 

2. 	Basis of Presentation 

The accompanying condensed statements of net position and related condensed statements 
of revenues, expenses and changes in net position and condensed statement of cash flows 
present the financial position and results of operations of the University Bond System, and 
are presented on the accrual basis of accounting. 

3. Employee Benefits 

In accordance with University policy, the University's liability for other postemployment benefits 
('OPEB") is not allocated internally to individual departments and funds. Accordingly, no liability 
for OPEB is reflected in these schedules. 

In accordance with University policy, the University's liability for pension benefits, deferred 
outflows and deferred inflows of resources related to pensions ("pension benefits") are not 
allocated internally to individual departments and funds. Accordingly, pension benefits are 
not reflected in these schedules. 
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Report on Internal Control over Financial Reporting and 
on Compliance and Other Matters Based on an Audit of Financial Statements 

Performed in Accordance with Government Auditing Standards 

To the Board of Regents 
University of Hawaii 

We have audited in accordance with the auditing standards generally accepted in the United States 
of America and the standards applicable to financial audits contained in Government Auditing Standards 
issued by the Comptroller General of the United States, the consolidated financial statements of the 
University of Hawaii (the "University") as of and for the year ended June 30, 2016, and have issued 
our report thereon dated December 15, 2016. In that report, we indicated the extent of our reliance 
on the report of other auditors in the conduct of the audit. 

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

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, 
or detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control such that there is a reasonable possibility that a material 
misstatement of the entity's financial statements will not be prevented, or detected and corrected on a 
timely basis A significant deficiency is a deficiency, or a combination of deficiencies, in internal control 
that is less severe than a material weakness, yet important enough to merit attention by those charged 
with governance. 

Our consideration of internal control was for the limited purpose described in the first paragraph of 
this section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. Given these limitations, during our audit, we did not identify 
any deficiencies in internal control that we consider to be material weaknesses. However, material 
weaknesses may exist that have not been identified. 

We also noted certain other matters that we will report to the Board of Regents and management of 
the University in our Internal Control and Business Issues Report. 
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Compliance and Other Matters 
As part of obtaining reasonable assurance about whether the University's consolidated financial 
statements are free of material misstatement, we performed tests of its compliance with certain provisions 
of laws, regulations, contracts and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts. However, providing an opinion on 
compliance with those provisions was not an objective of our audit and, accordingly, we do not express 
such an opinion. The results of our tests and the report of other auditors disclosed no instances of 
noncompliance or other matters that are required to be reported under Government Auditing Standards. 

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

LLP 

Honolulu, Hawaii 
December 15, 2016 
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Report on Compliance with Requirements that Could Have a 
Direct and Material Effect on Each Major Program and on Internal Control 

over Compliance Required by the Uniform Guidance 

To the Board of Regents 
University of Hawaii 

Report on Compliance for Each Major Federal Program 
We have audited the University of Hawaii's (the "University") compliance with the types of compliance 
requirements described in the OMB Compliance Supplement that could have a direct and material effect 
on each of the University's major federal programs for the year ended June 30, 2016. The University's 
major federal programs are identified in the summary of auditors' results section of the accompanying 
schedule of findings and questioned costs, 

The University's consolidated financial statements include the operations of the Research Corporation 
of the University of Hawai'i (the "Research Corporation"), which received $11,002 in federal awards which 
are not included in the attached schedule of expenditures of federal awards. The Research Corporation 
is a separate component unit of the University and is separately audited. The federal awards expended 
by the Research Corporation for the year ended June 30, 2016, which are outside the scope of this 
report, did not meet the audit requirements described in the OMB Compliance Supplement. 

Management's Responsibility 
Management is responsible for compliance with the requirements of laws, regulations, contracts 
and grants applicable to its federal programs. 

Auditors' Responsibility 
Our responsibility is to express an opinion on compliance for each of the University's major federal 
programs based on our audit of the types of compliance requirements referred to above. We conducted 
our audit of compliance in accordance with auditing standards generally accepted in the United States 
of America; the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States; and the audit requirements of Title 2 U.S. 
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, and Audit 
Requirements for Federal Awards ("Uniform Guidance"). Those standards and the Uniform Guidance 
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements referred to above that could have a direct and material effect 
on a major federal program occurred. An audit includes examining, on a test basis, evidence about 
the University's compliance with those requirements and performing such other procedures as we 
considered necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance for each major 
federal program. However, our audit does not provide a legal determination of the University's 
compliance. 
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Opinion on Each Major Federal Program 
In our opinion, the University complied, in all material respects, with the types of compliance requirements 
referred to above that could have a direct and material effect on each of its major federal programs for 
the year ended June 30, 2016. 

Other Matters 
The results of our auditing procedures disclosed instances of noncompliance, which are required to 
be reported in accordance with the Uniform Guidance, and which are described in the accompanying 
schedule of findings and questioned costs as Finding Nos. 2016-001 through 2016-006. Our opinion 
on each major federal program is not modified with respect to these matters. We also noted other 
matters that we will report to the Board of Regents and management of the University in our Internal 
Control and Business Issues Report. 

The University's response to the noncompliance findings identified in our audit is described in Section 5 
of this report. The University's response was not subjected to the auditing procedures applied in the audit 
of compliance and, accordingly, we express no opinion on the response. 

Report on Internal Control over Compliance 
Management of the University is responsible for establishing and maintaining effective internal control 
over compliance with the types of compliance requirements referred to above. In planning and 
performing our audit of compliance, we considered the University's internal control over compliance with 
the types of requirements that could have a direct and material effect on each major federal program 
to determine the auditing procedures that are appropriate in the circumstances for the purpose of 
expressing an opinion on compliance for each major federal program and to test and report on internal 
control over compliance in accordance with the Uniform Guidance, but not for the purpose of expressing 
an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express 
an opinion on the effectiveness of the University's internal control over compliance. 

A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement 
of a federal program on a timely basis. A material weakness in internal control over compliance is 
a deficiency, or combination of deficiencies, in internal control over compliance, such that there is a 
reasonable possibility that material noncompliance with a type of compliance requirement of a federal 
program will not be prevented, or detected and corrected, on a timely basis. A significant deficiency in 
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over 
compliance with a type of compliance requirement of a federal program that is less severe than a material 
weakness in internal control over compliance, yet important enough to merit attention by those charged 
with governance. 

Our consideration of internal control over compliance was for the limited purpose described in the 
first paragraph of this section and was not designed to identify all deficiencies in internal control over 
compliance that might be material weaknesses or significant deficiencies and therefore, material 
weaknesses or significant deficiencies may exist that were not identified. We did not identify any 
deficiencies in internal control over compliance that we consider to be material weaknesses. However, 
we identified certain deficiencies in internal control over compliance, as described in the accompanying 
schedule of findings and questioned costs as Finding Nos. 2016-001 through 2016-003 and 2016-005 
that we consider to be significant deficiencies. 

The University's response to the internal control over compliance findings identified in our audit is 
described in Section 5 of this report. The University's response was not subjected to the auditing 
procedures applied in the audit of compliance and, accordingly, we express no opinion on the response. 



Report on Schedule of Expenditures of Federal Awards Required by the Uniform Guidance 
We have audited the consolidated financial statements of the University, as of and for the year ended 
June 30, 2016, and the related notes to the consolidated financial statements, which collectively comprise 
the University's basic financial statements. We issued our report thereon dated December 15, 2016, 
which contained an unmodified opinion on those consolidated financial statements. Our audit was 
conducted for the purpose of forming an opinion on the consolidated financial statements that collectively 
comprise the basic financial statements. The accompanying schedule of expenditures of federal awards, 
prepared on the cash basis of accounting, which is a basis of accounting other than accounting principles 
generally accepted in the United States of America, is presented for purposes of additional analysis 
as required by the Uniform Guidance and is not a required part of the basic financial statements. 
Such information is the responsibility of management and was derived from and relates directly to the 
underlying accounting and other records used to prepare the basic financial statements. The information 
has been subjected to the auditing procedures applied in the audit of the consolidated financial 
statements and certain additional procedures, including comparing and reconciling such information 
directly to the underlying accounting and other records used to prepare the basic financial statements 
or to the basic financial statements themselves, and other additional procedures in accordance with 
auditing standards generally accepted in the United States of America. In our opinion, the schedule 
of expenditures of federal awards, as prepared on the cash basis of accounting, is fairly stated in all 
material respects in relation to the basic financial statements as a whole. 

The purpose of this report on internal control over compliance is solely to describe the scope of our 
testing of internal control over compliance and the results of that testing based on the requirements 
of the Uniform Guidance. Accordingly, this report is not suitable for any other purpose. 

-A4"t LLP 
Honolulu, Hawaii 
December 15, 2016 
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Drug Abuse and Addiction Research Programs 93279 
Discovery and Applied Research for Technological 
Innovations to Improve Human Health 93286 
Minority Health and Health Disparities Research 93387 
Trans-NIH Research Support 93 310 
Research Infrastructure Programs 93351 
Cancer Cause and Prevention Research 93 393 
Cancer Treatment Research 93395 
Canner Biology Research 93396 
Canner Centers Support Grants 93397 
Cancer Research Manpower 93399 
Cardiovascular Diseases Research 93837 
BloodDiseases and Resources Research 93839 
Ann 

Fit 
 is Musculoskeletal and Skin Diseases Research 93846 

Diabeles Digestive and Kidney Diseases Extramural Research 93847 
Extramural Research Programs in the Neurosciences and 
Neurological Disorders 93853 
Allergy and Iniechious Diseases Research 93805 
Biomedical Research and Research Training 93859 
Child Health and Human Development Extramural Research 93865 
Aging Research 93866 
International Research and Research Training 93989 
Others 93 

Centers for Disease Control and Prevention 
Environmental Public Health and Emergency Response 93076 

Admnistratiorr for Community Living 
Special Pnogramr nor the Aging - Title IV - 
and Title II - Discretionary Projects 93048 

Health Resources and Services Administration 
Grants to Increase Organ Donations 93 134 
Geriatric Academy Career Awards 93250 

Office of the Secretary 

Teenage Pregnancy Prevention Program 93297 

20306 570 979 

D15 032 CD-10544 	 776
212 616 	 2f3.392 

784 371 
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University of Hawai'i 
State of Hawai'i 
Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2016 

CFDA 	 Pass-Through Passed 

No. 	 Identifier Through to Expenditures 

Sob re nip in nts 

Agency for Healthcare Research and Qualify 

Research on Healthcare Costs Quality and Outcomes 93226 82,579 80 485 

Centers for Medicare and Medicaid Services 

Health Care Innovation Awards ('HCIA 1 9360 3247988 

Passed through from 

State of Hawaii Dept of Health 93 048 21 209 

State of Hawaii Dept of Health 93 104 19421 

State of Hawaii Dept of Heallh 93 243 197 742 

State of Hawaii Dept of Health 93283 901 

State of Hawaii Dept of Health 93757 108 386 

State of Hawaii Dept of Health 93798 31 766 

State of Hawaii Dept of Health 93 917 24 128 

State of Hawaii Dept of Health 93 945 47 404 

Stare of Hawaii Dept 01 Health 93 958 9 336 

Stale of Hawaii Dept of Health 93 959 19 019 

Stale of Hawaii Dept of Human Services 93779 8357 

Slate of Hawaii Office of the Governor 93624 39_193 

Beth Israel Deaconess Med DIr 53213 114457 

Brigham and Wcmees Hospital Inc 93 bb 

University of California - Davis 93 262 52 397 

University 01 California—Davis 93397 47,593 

University of California - Los Angeles 93 279 (29 723 

University 01 Califurrria —San Francisco 93242 24240 

University of California - San Francisco 93 393 3495f 

University of Catitorrnia —San Francisco 93855 91 516 

Cancer Prevention Institute of California 93393 18678 

Chaminade University 93 357 240 309 

Children s Hospital of Philadeipeia 93 13681 

Dortmoufh College 93 393 38 993 

ECOG-ACRIN Cancer Research Group 93 257 

Georgia Slate University 93 077 8 609 

Harvard University 93393 16306 

University of Hawaii Foundation 83 375 234 850 

Hawaii Pacific University 93279 97 163 

Hawaii public Health Institute 93 305 14407 

HealthResearch Inc 93393 37568 

Johns Hopkins University 93393 12583 

Johns Hopkins University 83 860 263 607 

University 01 Maryland 93 113 61 453 103167 

University of Miami 93 361 165 700 

Michigan State University 93296 If .502 

University of Minnesota 93393 218 765 312 976 

Morehouse School of Medicine 93307 10646 634,877 

National Childhood Cancer Foundation 93 88983 

University of Nevada - Las Vegas 93859 227.968 

Universify of New Meoice 93859 4_S7y 

University ofNonh Carolina - Chapel Hill 93859 10099 

University of Nuns Carolina - Greensboro 93273 189 180 

Northeastern Universify 93 279 29 694 

NSABP Foundation Inc 93395 67 

Oregon Health & Science University 93 2 365 

Pacific Health Research & Education Institute 93847 10841 

Pacific Health Research & Education lnstitate 93 866 24 787 

Palo Alto Veterans Inslitote for Research 93393 29831 94794 

Papa Ola Lvkahi 93397 150 505 

University of Pittsburgh Cancer Institute 93393 63000 

Portland State University 93310 213038 

Queens Hospital Medical Confer 93394 211 027 

Riverside Research Institute 93286 73006 

Riverside Research Institute 93394 45212 

University of Rochester 93 135 15 000 

Seattle Instilote for Biomedical and Clinical Research 93847 132718 

University or Southern California 93 172 243 079 

University of Southern California 93 866 43 073 

Southwest Gecolagy Group 93 2 694 

Stanford University 93 393 29 935 173627  

Urriversiry 01 Teoas - San Anlonia 93965 170 960 

University of Tevas Southwestern Med CIr 93 837 90 000 

Tulane University of Louisiana 93865 19,485 

Unmversify of Utah 93 393 9 319 

Vanderbilt University Medical Center 93393 51 807 

Virginia Commonwealth University 93 077 60 527 

Virginia Polyfecrnic Institute & Slale Universiry 93394 45493 

Virginia Polyteconie lnstitule & SlaIn University 93865 49822 

University uf Washington 93307 90081 

University 01 Washington 93855 27 156 

University of Washington 93989 51 726 

World Health Drgaoization 93393 1 781 

Yale University 93 395 13 709 

Yale Universily 93853 27,307 5,812 166 

94 112 263 
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University of Hawai'i 
State of Hawai'i 
Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2016 

CFDA 	 Pass-Through 	 Passed 
No 	 Identifier 	 Through to 	 Expenditures 

Subrecrpieots 
U.S. Department of Homeland Security 
Homeland Security Research Development Testing Evaluation and 

Demonstration of technologies Related to NuvIea Threat Detection 	 97077 	 44362 
Parsed through from 

NiyaerlT Inc 	 97 	 15358 

59 720 

US. Agency for International Development 
USAID Foreign Assistance for Programs Overseas 96001 513 398 
Passed through from 

Development Alternatives Inc 98 oat 282 553 
Iowa State University 98 

	
404-21-778 60603 

Nathan Associates Inc 98 OOt dt 749 
Purdue University 98001 15825 33 749 
Virginia Polytechnic lnsfitute & State University 98001 tO 289 15378 434 032 

947430 

Other 
Smithsonian Institution 99 	09-5 DO-dOO-0000f8d7t7 4770 

Total Research and Development 218,571116 

MAJOR PROGRAM.. STUDENT FINANCIAL ASSISTANCE 

U S. Department of Education 
Office of Federal Student Aid 

Federal Supplemental Educational Opportunity Giants 84007 t 264 385 
Federal Work-Study Program 84033 1 714 130 
Federal Perkins Loan Program 84038 2483673 
Federal Perkins Loan Progcarrr 84038 (369 813) 
Federal 

Pell 
 Grant Program 84 063 61 437 730 

Federal Direct Student Loans 84 268 156 333 365 222 863 470 
Teacher Education Assistance for College and Higirer Education Grants 84 379 45052 

Total Student Financial Assistance 222,908,522 

MAJOR PROGRAM 	TITLE III HIGHER EDUCATION - INSTITUTIONAL AID 
U.S. Department of Education 
Office of Postsecondary Education 

Higher Education 	Institutional Aid Sd 031 10645405 

Total Title III Higher Education - Institutional Aid 10,645,405 

MAJOR PROGRAM 	TRIO CLUSTER 
U.S. Department of Education 

Office of Postsecondary Education 
TRIO 	Student Support Secuices Sd 042 t 739 630 
TRIG-Talent Search 84 odd 590 991 
TRIO - Upward Sound 84 047 1 991 237 
TRIO 	Educational Opportunity Centers 84066 422 972 4 74 820 

Total TRIO Cluster 4,744,020 

MAJOR PROGRAM . TITLE VII NATIVE HAWAIIAN EDUCATION 
U.S. Department of Education 
Office of Elementary and Secondary Education 

Native Hawaiian Education 84362 1 303 638 5912405 
Passed through from 

Kula No Na Poe Hawaii 84362 102.234 
Pacific American Foundation 84362 219,572 
Waianae Coast Comprehensive Health Center 84362 14228 336 026 

Total Title VII Nation Hawaiian Education 6,248.481 

MAJOR PROGRAM - HOMELAND SECURITY TRAINING 
U.S. Department of Homeland Security 

State and Local Homeland Security National Training Prvgcain 57005 4215831 7.052475 

Total State and Local Homeland Security 
National Training Program 7,052,475 

MAJOR PROGRAM.. GEAR UP PROGRAM 
U.S Department of Education 
Office of Postsecondary Education 

Gaining Early Awareness and Readiness for Undergraduate Programs 84334 702 669 4867332 

Total Gear Up Program 4,867,332 
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University of Hawai'i 
State of Hawaii 
Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2016 

CFDA 	 Pass-Through 	 Passed 

No. 	 Identifier 	 Through to 	 Expenditures 

Subrecipients 

17282 	 10 380,435 

10,380,435 

43 	 4831 227 

4,831,227 

tySol 	 25438 

10025 	 7g376 

ID 156 	 23 720 

10203 	 9847 

0226 4622 18869 

0228 I 659 778 

10310 hi 801 

10311 5744 148 720 

10 ODD 2,332 279 4.226 594 

tD 10000 

10678 13650 

to 160 179 173829 

10.912 2431 129.230 

to I 129231 

10558 85.435 

10558 27040 

10561 404448 

0093 130  

1 064 59993 

10878 54 175 

10680 165738 

10914 19988 

10304 28030 

10329 32.958 

tObDO 35792 058t8 

10318 6307 

10500 3397 

10500 2786 

10215 6.963 

10500 17.552 

10500 1991 

10777 315 1.003,070 

5671 258 

11303 	 65852 

11008 9,926 

11011 56503 

11 012 24,525 

11417 1 133491 

11427 28255 

11432 22658 

1452 223 844 

11454 6299 1 
 1 467 536 228 

11459 29625 

Il 473 200 069 

11 161 706 	2430129 

MAJOR PROGRAM - C3T PROGRAM 

U.S. Department of Labor 
Employment Training Administration 

Trade Adjustment Assistance Community College and 

Career Training rTAACCCT') Grants 

Total C3T Program 

MAJOR PROGRAM - CAREER & TECHNICAL EDUCATION - 

BASIC GRANTS TO STATES 
U.S. Department of Education 
Office 01 Vocational and Adult Education 

Career and Technical Education - Basic Grants to States 

Total Career & Technical Education Program 

MAJOR PROGRAM - IRTF OPERATION 
National Aeronautics and Space Administration 

Goddard 
NNH14CK55B 

Total IRTF Program 

OTHER FEDERAL ASSISTANCE 
U.S. Department of Agriculture 
Agricultural Research Service 

Agricultural Research - Basic and Applied Research 

Animal and Plant Health Inspection Service 
Plant and Animal Disease Pest Control and Animal Care 

Agricultural Marketing Service 
Federal-State Marketing Improvement Program 

National Instilule of Food and Agriculture 
Payments 10 Agricultural Experiment Stations Under the Hatch Act 

Secondaryand Two-Year Postsecondary Agriculture Education 

Challenge Grads 
Alaska Native Serving and Native Hawaiian Serving Institutions 

EducaticnGrants 
Agriculture and Food Research Initiative (AFRO 
Beginning Farmer and Rancher Development Program 

Cooperative Estension Service 

Farm Service Agency 

Other 
Forest Service 

Forest Stewardship Program 

Other 
Natural Resources Conservation Service 

Environmental Quality Incentives Program 

Other 

Passed through from 
State 01 Hawaii Dept of Education 
State 01 Hawaii DepI of Education 

Slate ot Hawaii Dept 01 Human Services 
Slate 01 Hawaii Dept of Land and Naroral Resources 

Slate of Hawaii Dept 01 Land and Natural Resources 
State of Hawaii Dept at Land and Natural Rosevrces 

State of Hawaii Dept of Land and Natural Resources 

State of Hawaii Dept01 Land and Natural Resources 

University 
of 

 Calitornia - Davis 
University of Caliternia - Davis 
Kansas srale Uriversify 
Maul Economic Development Board 
University or Nebraska - Lincoln 
Pennsylvania Slate University 
UtahSlate University 

Utah State University 
Washington State University 
World Cocoa Foundation 

U.S. Department of Commerce 
Economic Development Administration 

Economic Development - Technical Assistance 
National Oceanic and Atmospheric Administration INOAA 

NOAA Mission-Related Education Awards 
Ocean Enploratron 
Integrated Ocean Observing System I' lOGS 

Sea Grant Support 
Fisheries Developmenf and Utilization Research Development Grants 

and Cooperative Agreements Program 

NONA Cooperative Institutes 
Unallied Industry Projects 
Unallied Management Projects 
Meteorologic and Hydrologic Modernization Development 
CongressionallyIdentified Awards and Projects 

Office of Coastal Management 
Other 
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University of Hawai'i 
State of Hawai'i 
Schedule of Expenditures of Federal Awards 
Year Ended June 30. 2016 

Minority Business Development Agency 

MBDA Business Center 

Passed through trues 

Slate of Hawaii Dept of Defense 

State of Hawaii Dept of Land and Natutal Resources 

State of Hawaii Dept of Land and Natural Resources 

Conservation International Foundation 

High Technology Development Corp 

National Mayne Sanctuary Foundation 

National Marine Sanctuary Foundation 

National Marine Sanctuary Foundation 

University of New Hampshire 

University Corp for Atmosphenc Research 

CFDA 

No 

11 605 

ft 467 

ft 472 

ft 482 

ft 427 

ft Ott 

11 Ott 

11 429 

It 400 

ft 431 

Pass-Through 

Identifier 

Check No 14700 

Passed 

Through to 	 Expenditures 

Subrecipieets 

344,338 

80 827 

183 333 

204 056 

20000 

26129 

3875 

31 959 

5 108 

1 307 250 

22950 	1 885487 

14515 

Id 

14401 

5 649 

tb 657 

fb 664 

5 869 

6746 

16920 

tO 540 

16 751 

U.S Department of Defense 

Army 

Basic and Applied Scientific Research 

Other 

Navy 

Basic and Applied Scientific Research 

Other 

National Security Agency 

Language Grant Program 

Mathematical Sciences Grants Program 

GenCyben Grants Program 

Pacific Comrrrand 

Defense Logistics Agency 

Passed through from 

Chaminade University 

Ho okipaipai LLC 

Institute of lrrfernarional Education 

Institute of International Education 

Johns Hopkins University 

U.S Department of Housing & Urban Development 

Office of Poliry Development and Research 

Alaska NariveiNative Hawaiian Institutions Assisting Communities 
Passed through from 

State of Hawaii Dept of Business Ecorromi: Development and Tourism 

State of Hawaii Dept of Labor and industrial Relations 

U S. Department of the Interior 

Fish and Wildlife Service 

Service Training and Technical Assistance Generic fruiningr 

Endangered Species Conservation--Recovery Implementation Funds 

Fish and Wildlife Coordination and Assistance Programs 

Inoperative Landscape Conservation 

US Geological Survey 
Other 

Office of Insular Affairs 

Economic. Social and Political Development of the Territories 
National Park Service 

Cooperative Research and Training Programs - 
Resources of the National Park Sysrem 

Other 

Passed through from 

State of Hawaii Dept of Lard and Natural Resources 

State of Hawaii Dept of Land and Natural Resources 
State of Hawaii Dept of Land and Natural Resvumes 
Stare of Hawaii Dept of Land a

n

t Natural Resources 

State of HawaiiDept of Land and Natural Resources 
Government of American Samoa 
Government of Guam 

Commonwealth 01 the Northern Mariana Islands 

U.S. Department of Justine 

Bureau of Justice Assistance 

Capital Case Litigation Initiative 

National Institute of Justice 

Postcoeuiction Testing of DNA Evidence to Exonerate the Innocent 
Passed through from 

Stare of Hawaii Dept of Human Services 

State of Hawaii Dept of Public Safely  

4 725 808 

30 009 

29092 59 1DI 

219643 

10 343 	 696576 1916219 

94 807 

3490 

46052 144 349 

147 750 

7 531 

70019 

23 131 

8 03 302 
212 535 	 760 176 

118 525 1775 153 

4049 103 

90 198 	 722 085 

PEO 16-04 
	

36,125 

21 120 	 57250 

779 •t36 

15730 

43 933 

55 259 

29820 244 742 

137 798 

33 107 265251 

7 163 

2737 9900 

307 045 

44 999 
70719 

215 244 

1,421 
000216 	 f2770 

201 478 

10 311 963987 

1 521,678 

121 352 

63 629 

67778 

4,397 72 175 

257 156 

12300 

12 

12300 

12 

12000 

12901 

12903 

12 

t2 

12300 

12002 

12550 

12 

12 

5945 

to 

15 605 
lb 611 
5614 

15615 

15634 

15 

5875 

15875 
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University of Hawai'i 
State of Hawai'i 
Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2016 

CFDA Pass-Through Passed 

No. Identifier Through to Expenditures 

Sub recipients 

17207 232 

t7259 09,843 70075 

tO various 541 562 

20219 93206 

20 200 I 924 

20 600 106 372 

20616 9194 

20 SRS-lSoa(eE) 10693 222270 

U.S. Department of Labor 

Passed through from 

State of Hawaii Dept of Labor and Industrial Relations 

County of Maui 

U.S. Department of State 

Passed through from 

East West Center 

U.S. Department of Transportation 

Passed through from 

State of Hawaii Dept of Land and Natural Resources 

State of Hawaii Dept 

a 
  transportation 

State at Hawaii Dept of Transportation 

State of Hawaii Dept of Transportation 

State at Hawaii Dept of Transportation 

National Aeronautics and Space Administration 

Goddard 

Science 

Education 

Johnson Space Center 

Education 

NASA Astrobiology Institute 

Passed through from 

University of Arizona 

New Mevico State University 

Space Telescope Science Institute 

National Endowment for the Arts and Humanities 

National Endowment for the Arts 

Promotion on the Arts-. Grants to Organizations and Individuals 

National Endowment for the Humanities 
Promotion of the Humanities - Divisional Preservation and Access 

Passed through from 

Hawaii Slate Foundation on Culture & Arts 

Hawaii State Foundation on Culture & Arts 

Hawaii Council for the Humanities 

WE ST AF 

Small Business Administration 

Small Business Development Centers 

Other 

U.S. Department of Veterans Affairs 

Enuiroemental Protection Agency 

Office of Research and Development ORE) 

Greater Research Opportunities Fellowships for 

Undergraduate Environmental Study 

Science to Achieve Results (STAR ) Fellowship Program 
Passed through from 

Stare of Hawaii Oepr of Health 

U.S. Department of Energy 
Conservation Research and Development 

43551 

43000 

43000 

43 

43 	 7403053 

43 009 

43 	 HST-HF2-91358 001  

47 1.063 

913438 1304491 

10641 

10919 

36523 

77.699 

81.120 194.306 

1 600 357 

45024 	 19812 

45 149 	 543 

45025 24005 

49 	 FYI 5-0052 25000 

45 129 7435 

45025 2125 98565 

78 920 

59037 606.358 

59 34 055 

720413 

64 	 St 574 

66513 13607 

065i4 22469 	 36076 

06460 90t24 

134200 

87 086 29794 
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University of Hawai'i 
State of Hawai'i 
Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2016 

CFDA 	 Pass-Through Passed 
No 	 Identifier Through to Expenditures 

Sob recipients 
U.S. Department of Education 
Office of Postsecondary Education 

National Resource Centers Program for Foreign Language and Areas 
Studies or Foreign Language and International Studies Program and 
Foreign Language and Area Studies Fellowship Program 84015 I 670 001 
Overseas Programs -  Group Protects Abroad 84021 21 890 
Overseas Programs - Doctoral Dissertation Research Abroad 84022 40,618 
Fond for the Improvement of Postsecondary Education 64 116 165,972 
Centers for International Rosiness Education 84220 13 009  
Language Resource Centers 84228 180414 
Child Care Access Means Parents is School 64 335 216 053 
College Access Challenge Grant Program 84 375 323 775 1147277 
Strengthening Minority-Serving Institutions 84382 497 143 
Transition Programs for Students With Intellectual Disabilities 
into Higher Education 84407 434,286 4386663 

Office of Special Education andRehabilitation Services 
Rehabilitation Long-Term Training 84 129 79 307 
Special Education - Personnel Development to Improve Services and 
Results for Children 	with Disabilities 84325 1 093 791 
Special Education - Technical Assistance and Dissemination to lrnrpncue 

Services and Results for Children with Disabilities 84326 170382 t 343 450 
Office of Elementary and Secondary Education 

English Language Acquisition State Grants 84 365 384 057 
Improving Teacher Quality State Grants 64 367 264 393 648 450 

Passed through 
f' on 

 

State of Hawaii Dept of Education 94 267 59 033 
State of Hawaii Dept of Education 84 372 t 759 403 
State of HawaiiDept of Humor Services 84 126 643 439 
State of Hawaii Dept of Human Services 84 38 664 
State Public Charter School Commission 
Alu Like Inc 

84419 60013 
B4259 942473 

Government of American Samoa 84 	 various t 185 429 
Erdicuff College 84 116 fog 
Kahe olawe Island Reserve Commission 84259 76963 
National Writing Protect Corp 64 367 11 	181 4 796 706 

ft 175299 

U.S. Institute of Peace 
Annual Grant Competition 91 001 6151 

US. Department of Health and Human Services 

Health Resources and Services Administration 
Area Health Educatioe Centers Point of Service Maintenance and 
Enhancement Awards 93 107 693 361 916 330 
Maternal and Child Health Federal Coesolicafed Programs 93 f10 29 466 547 384 
Emergency Medical Services for Children 93 	27 28268 204 655 
Centers of Excellence 93 107 677 345 
Grants to States 'or Loan Repayment Program 93 165 164 607 
Telelrealth Programs 93211 323 563 
Substance Abuse and Mental Healt 	Services - 
Projects of Regional and Nat onal Significance 93 243 197 810 
Advanced Nursing Education Grant Program 93247 484 120 
Universal Newbon Hearing Screening 93251 670 451 
Advanced Educative Nursirrg Traineeships 03 356 310386 
Nurse Education Practice Quality arid Reteetiorr Graers 93 359 368.865 
Mentor and Behavioral Health Edueutioe and framing Grants 93 732 118814 13t , 130 
Health Cancers Opportunity Prograen 93622 41 650 t6t 012 
PPHF Geriatric Education Centers 93969 20 000 641 982 5799640 

Centers for Disease Control and Prevention 
Centers for Disease Control and Prevention - 
Investigations and Technical Assistance 93 263 275 252 832 335 
Early Hearing Defection and Intervention Information System 
I EHDI-IS 'I Svrveillaece Program 93 314 231 580 
PPHF 	Racial and Ethnic Approaches to Community Health 
Program Financed Solely by  Public Prevention aird Health Funds 93 738 42044 622 906 1 699 871 

Substance Abuse and Mental Health Services Administration 
Substance Abuse and Medal Health Services - 
Projects of Regional and National Significance 93243 233 88 

Administration for Community Living 

University Centers for Excellence in Developmental Disabilities Education 
Research and Service 53632 313 865 t 023 725 

Alzheimer s Disease Initiative 	Specialized Supportive Services Project 
iADI -SSS I  thrv Prevention and Psolmc Health Fonds I  PRidE  I 93753 129 061 t 152 786 

Chi re of Minority Health 

Community Programs to Improve Minority Health Grant Program 93 137 106 179 
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University of Hawai'i 
State of Hawai'i 
Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2016 

CFDA Pass-Through 	 Passed 

No. Identifier 	 Through to Expenditures 

Subrecipients 

Passed through from 
State of Ha war Dept of Educalien 93243 77 776 

State of l-lawaii Depf of Educabon 93. CO-I 3266 MOA 011.140 13473 

State of Ha wan Dept ofHealth 93 004 29 577 

Stale of F-lawav Dept of Heafh 93 134 IS 119 

State of Hawaii Dept of t-lealth 93 217 59,307 

State of Hawaii Dept ofHealth 93 243 208 785 

Stale of HawaiiDept of Health 93293 8,300 

State of Hawaii DepI of Health 93 757 19 754 

Slate of Haw air Dept of Health 93 758 27 852 

Stole of Hawaii Dept of Health 93944 24,345 

Stale of Hawaii Dept of Health 93 958 ISO 159 

State of Hawar DepI of Health 93969 945,984 

Stale of Hawaii Dept of Heallh 93991 35701 

Stale of Hawaii Dept of Heallh 93 ASO LOG 16-032 108 685 

State of Hawaii Dept of Homan Services 93 536 1 374 448 

State 01 Hawaii Dept of Homan services 93 558 5 744 

State of Hawaii Dept Cl Human Services 93 596 46 599 697 277 

Stalest Hawar Dept of Human Services 93658 422,033 

Stalest Hawaii Dept. 01 Homae Services 93667 94341 

Slate 01 Hawaii Dept of Human Services 93779 162.274 

Slate of Hawaii Jodiciary 93243 15 707 

State 01 Hawaii 019cc of Information Management and Technology 93511 334 661 

City & County of Honolulu 53044 2487 

City & County of Honolulu 53052 212 375 

Government of American Samoa 53283 50000 

University of Arizona 93516 90363 

Association 01 University Cenlers on Disabilihes 93 524 3 305 

Association of University Cenleto on Disabilities 93 7358 

University of Calilornia - Los Angeles 93.279 187 552 

University of California - Sac Ftancioco 93145 138 353 

Coalition for a Drug-Free Hawaii 93276 22 122 

Federated States of Micronesia 93253 53.036 

Global Coalition Against Cervical Cancer 93424 12058 

Government 01Goam 93 185 17 535 

Government ofGuam 93253 33.553 

Government of Guam 93 778 26 327 

ARRA - Hawaii Health Information Exchange 93718 1.102 

Made in Hope 93 250 1999 

Republic of the Marshall Islands 93283 SI 676 

Coremonweallh of Inc Norlhern Mariaca Islands 93 185 36,849 

Coremonweallb of lIre Noohero Mariana Islands 93778 25711 

Commooweallh of the Northern Mariana Islands 53888 3756 

Commonweallh of the Nodhero Mariana Islands 93912 133,566 

Commonwealth olthe Northern Mariana Islands 93 CNMI-CHC.SIM 2015-001 81 145 

Republic of Palav 93 283 18 924 

University of Tennessee 93 103 2 000 

University Clinical, Education & Research Associates 53917 113 115 

Waianae Coast Comprehensive Health Center 93 175 930 	6042872 

15 024 229 

Corporation for National and Community Service 

State Commissions 	 94 003 	 273 544 

ArneriCorps 	 54 006 	 2 206 292 	 2 206 292 

2479936  

Social Security Administration 
Social Security -- Work Incentives Planning and Assistance Program 	 59008 	 86557 

U.S. Department of Homeland Security 
Passed through from 

County of Kauai 97 Odd 3 134 

Daughters of Hawaii 97036 53605 56742 

Agency for International Development 
IJSAID Foreign Assistance for Programs Overseas 58001 108 423 

Passed through from 
American Council on Education 55012 	 33523 117341 

Michigan Stale University 98 	RC102095SHEARD-Rangladesh 29000 146 341 

254 764 

Other 
Peace Corps 99 24400 

Total other federal assistance 49,569687 

Total expenditures of federal awards $ 	35083757 $ 	543276447 
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University of Hawai'i 
State of Hawai'i 
Notes to the Schedule of Expenditures of Federal Awards 
Year Ended June 30, 2016 

Basis of Presentation 

The accompanying schedule of expenditures of federal awards includes the federal grant 
activity of the University and is presented on the cash basis of accounting, which is a basis 
of accounting other than accounting principles generally accepted in the United States of America. 
The information in this schedule is presented in accordance with the requirements of Title 2 U.S. 
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, 
and Audit Requirements for Federal Awards (the Uniform Guidance'). Therefore, some amounts 
presented in this schedule may differ from amounts presented in, or used in the preparation of, 
the consolidated financial statements. The University has elected not to use the 10-percent de 
minimis indirect cost rate as allowed under the Uniform Guidance. 

2. 	Loans Outstanding 

The University had the following loans outstanding as of June 30, 2016, which are not presented 
in the schedule of expenditures of federal awards. 

Major Program - Student Financial Assistance 
Federal Perkins Loan 
Nurse Faculty Loan Program 
Nursing Student Loan 

Loans 
CFDA No. 	Outstanding 

	

84.038 	$ 17,023,459 

	

93.264 	 277 

	

93.364 	 11,374 

$ 17,035,110 

During the year ended June 30, 2016, the University distributed $2,483,673 and $156,333,365 
in student loans through the U.S. Department of Education Federal Perkins Loan and Direct 
Loan programs, respectively. These distributions and related funding sources are presented 
in the schedule of expenditures of federal awards, however, are not included as expenses and 
revenues in the University's consolidated financial statements. During the year ended June 30, 
2016, the University returned $369,813 of Federal capital contributions to the U.S. Department 
of Education Federal Perkins Loan program. The return of funds are included as an operating 
expense in the University's consolidated financial statements. 
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SECTION 3 

SCHEDULE OF 
FINDINGS AND QUESTIONED COSTS 



University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Year Ended June 30, 2016 

Section I - Summary of Auditors' Results 

Financial Statements 

Type of auditors' report issued 	 Unmodified 

Internal control over financial reporting: 

Material weaknesses identified? 	 No 

Significant deficiencies identified that are not considered 
to be material weaknesses? 	 No 

Noncompliance material to financial statements noted? 	 No 

Federal Awards 

Internal control over major programs 

Material weaknesses identified? 	 No 

Significant deficiencies identified that are not considered 
to be material weaknesses? 	

es 

Type of auditors' report issued on compliance for major programs 	 Unmodified 

Any audit findings disclosed that are required to be reported 
in accordance with Title 2 U.S. CFR Part 200, Section 200.516? 	 Yes 

Identification of Major Programs' 

CFDA 
Number Federal Program or Cluster 

Various Research and Development Cluster 

Various Student Financial Assistance Cluster - 
Grants, Scholarships and Loans 

Various TRIO Cluster 

17282 Trade Adjustment Assistance Community College and 
Career Training 

43.000 NASA IRIF Operation 

84.031 Title Ill Higher Education - Institutional Aid 

84.048 Career and Technical Education 

84.334 Gaining Early Awareness and Readiness for Undergraduate 
Programs (GEAR UP") 

84.362 Title VII Native Hawaiian Education 

97.005 State and Local Homeland Security National Training 
Program 

Dollar threshold used to distinguish between Type A and Type B programs 	 $3,000,000 
Auditee qualified as low-risk auditee? 	 Yes 

Refer to Section 2 of this report for detailed information on each contract and grant comprising the University's major programs. 

2 	The University's federal entity identification number is 99-6000354. 

19 



University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Year Ended June 30, 2016 

Section II - Financial Statement Findings 

There were no findings related to the consolidated financial statements. However, we noted other 
matters involving compliance and internal control over financial reporting that we will be reporting 
to the Board of Regents and management of the University in a separate letter. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Title VII Native Hawaiian Education 
Year Ended June 30, 2016 

Section III - Federal Award Findings and Questioned Costs 

Questioned 
Costs 

$29,167 

Finding No. 2016-001: 	Approval of Payroll Expenditures - Significant Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.362 - Title VII Native Hawaiian Education 

Finding and Cause 

During our audit, we noted that for the period from July 1, 2015 through the termination of the project 
on November 30, 2015, documentation could not be provided evidencing supervisory approval of payroll 
expenditures incurred by an employee of the Research Corporation of the University of Hawaii ("RCUH") 
who was working on a grant for the Title VII Native Hawaiian Education program. 

Section 3.810, RCUH Time Reporting of RCUH's policies and procedures states that employees 
must certify the accuracy of their reported hours worked either electronically or via the submission 
of a hardcopy timesheet. Subsequently, an individual with requisite knowledge of the employee's job 
responsibilities is responsible for approving the employee's reported hours worked either electronically 
or via manual signature on the hardcopy timesheet. This individual typically shall be the Principal 
Investigator for the project, or their authorized designee. 

Effect 

Failure by RCUH's Human Resources Department and University project personnel to adhere to 
the designated approval processes for salaries and wages exposes the University to an undue risk 
of noncompliance with Title 2 U.S. Code of Federal Regulations ('CFR") Part 220 Cost Principles 
for Educational Institutions (OMB Circular A-21). 

Repeat Finding 

This is not a repeat finding 

Recommendation 

We recommend that RCUH's Human Resources Department work with University project personnel 
to ensure that the proper documentation, either electronic or hardcopy, is maintained evidencing the 
approval of all employee timesheets. 

Views of Responsible Officials and Planned Corrective Actions 

Refer to Section 5 - Corrective Action Plan (Unaudited) for the University's response to the identified 
instance of noncompliance 
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University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Title III Higher Education Institutional Aid - 
Gaining Early Awareness and Readiness for Undergraduate Programs 
Year Ended June 30, 2016 

Questioned 
Costs 

$59,950 

Finding No. 2016-002: 	Improper Consultant Expenditures - Significant Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.031 - Title Ill Higher Education - Institutional Aid 
84.334 - GEAR UP 

Finding and Cause 

During our audit, we noted the following instances in which a University employee was hired as 
a consultant to the University: 

• During fiscal years 2013 through 2016, a University employee was contracted to provide services 
to grants within the Title lU Higher Education - Institutional Aid program amounting to $28,000 and 
services to non-federally funded University programs amounting to $24,000. 

• During fiscal years 2014 and 2016, a University employee was contracted to provide services 
to grants within the GEAR UP program amounting to $7,950. 

Criteria 

OMB Circular A-21, Cost Principles for Educational Institutions and Title 2 U.S. CFR Part 220 - 
Cost Principles for Educational Institutions (OMB CircularA-21), allow for the incurrence of "costs of 
professional and consultant services rendered by persons who are members of a particular profession 
or possess a special skill, and who are not officers or employees of the institution." 

Also, Section A8.230, Contracting for Services, of the University's Administrative Procedures, states 
"Programs requiring specialized skills, knowledge, resources and/or experience which cannot be provided 
by existing staff may obtain such services on a contractual basis from providers outside the University. 
Under no circumstances should a services contract be used to circumvent University employment 
procedures or to perform a job that could be accomplished by available personnel within the University." 

Effect 

Failure by the University's project personnel to adhere to the allowable cost principles of OMB Circular 
A-21 and Title 2 U.S. CFR Part 220 exposes the University to an undue risk of misuse of federal funds 
which may ultimately jeopardize the University's eligibility to receive federal funds in the future. 

Also regarding non-federally funded projects, failure by the University's project personnel to adhere 
to the University's procurement policies and procedures exposes the University to an undue risk of 
misuse of their general funds. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Title Ill Higher Education Institutional Aid - 
Gaining Early Awareness and Readiness for Undergraduate Programs 
Year Ended June 30, 2016 

Repeat Finding 

This is not a repeat finding. 

Recommendation 

We recommend that prior to executing a contract for services with a consultant or subcontractor, 
the University's project personnel ensure that the consultant or subcontractor is not an employee 
of the University. We also recommend that RCUH and the University review existing consultant or 
subcontractor agreements to ensure that additional service agreements with University employees 
do not exist and that RCUH and the University work together to develop policies and procedures 
to ensure that similar incidents do not occur in the future. 

Views of Responsible Officials and Planned Corrective Actions 

Refer to Section 5 - Corrective Action Plan (Unaudited) for the University's response to the identified 
instances of noncompliance. 
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University of Hawaii 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Research and Development Cluster 
Office of Research Services 
Year Ended June 30, 2016 

Questioned 
Costs 

Finding No. 2016-003: 	Subrecipient Monitoring - Significant Deficiency 

Federal Agency: 	 National Science Foundation 
Department of Justice 
Department of Health & Human Services 

CFDA Number and Title: 	47.049 - Mathematical and Physical Sciences 
16.730 - Reduction and Prevention of Children's Exposure to Violence 
93.632 - University Centers for Excellence in Developmental Disabilities 

Education. Research and Service 

Finding and Cause 

During our audit, we noted instances in which the University's Office of Research Services ("ORS") 
department did not perform during-the-award monitoring procedures over the following subrecipients 
in a timely manner as follows: 

• Expenditures incurred during the review period from July 1, 2015 through December 31, 2015; 
documented during-the-award monitoring procedures were not completed until August 11, 2016. 

• Expenditures incurred during the review period from January 1, 2016 through March 31, 2016; 
documented during-the-award monitoring procedures were not completed until October 12, 2016. 

• Expenditures incurred during the review period from October 1, 2015 through March 31, 2016; 
documented during-the-award monitoring procedures were not completed until August 11, 2016. 

Criteria 

Title 2 U.S. CFR Part 200 - Uniform Administrative Requirements, Cost Principles, and Audit 
Requirements for Federal Awards, requires a pass-through entity to perform during-the-award monitoring 
of a subrecipient's use of Federal awards through reporting, site visits, regular contact or other means 
to provide reasonable assurance that the subrecipient administers Federal awards in compliance with 
laws, regulations and the provisions of contracts or grant agreements, and that performance goals are 
achieved. 

To fulfil the requirements of Title 2 U.S. CFR Part 200, twice a year, Compliance Specialists within 
the ORS are assigned to perform during-the-award monitoring procedures over selected subrecipients 
with the expectation that such procedures are completed within the fiscal year. 
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University of Hawai'i 
State of Hawaii 
Schedule of Findings and Questioned Costs 
Research and Development Cluster 
Office of Research Services 
Year Ended June 30, 2016 

Effect 

Failure by ORS personnel to perform during-the-award subrecipient monitoring procedures in a timely 
manner exposes the University to an undue risk of noncompliance with Title 2 U.S. CFR Part 200. 

Repeat Finding 

This is not a repeat finding. 

Recommendation 

We recommend that ORS ensure that during-the-award subrecipient monitoring procedures 
are performed in a timely manner. 

Views of Responsible Officials and Planned Corrective Actions 

Refer to Section 5 - Corrective Action Plan (Unaudited) for the University's response to the identified 
instances of noncompliance. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Student Financial Assistance Cluster 
University of Hawai'i at Mãnoa 
Year Ended June 30, 2016 

Questioned 
Costs 

$- 

Finding No. 2016-004: 	Federal Direct Loan Enrollment Reporting - Control Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.268 - Federal Direct Student Loans 

Finding and Cause 

During our audit, we noted that for one out of twenty students tested, the institution failed to update 
student enrollment status in the National Student Loan Data System ("NSLDS") within a timely manner. 
The finding occurred as a result of a change in enrollment requirements for graduate assistants. The 
institution reviewed its population of graduate assistants receiving Federal Direct Loans who had incorrect 
enrollment status and updated 43 records upon identification during our audit. 

Criteria 

Title 34, Section 685.309 (b)(2) of the CFR states that unless it expects to submit its next updated 
enrollment report to the Secretary within the next 60 days, a school must notify the Secretary within 
30 days after the date the school discovers that a loan under Title IV of the Act was made to or on behalf 
of a student who was enrolled on at least a half-time basis or failed to enroll on at least a half-time basis 
for the period which the loan was intended 

Effect 

In accordance with 34 CFR 668.84, the Secretary of Education may levy fines and/or penalties on the 
institution or suspend future participation in federal student financial assistance programs for failure 
to comply with the requirements applicable to Title IV of the Higher Education Act ('HEA"). 

Repeat Finding 

This is not a repeat finding. 

Recommendation 

We recommend that the institution update NSLDS in a timely manner and assess the impact 
to compliance requirements when making changes to institutional requirements. 

Views of Responsible Officials and Planned Corrective Actions 

Refer to Section 5 - Corrective Action Plan (Unaudited) for the University's response to the identified 
instance of noncompliance. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Student Financial Assistance Cluster 
University of Hawai'i West O'ahu 
Year Ended June 30, 2016 

Questioned 
Costs 

$500 

Finding No. 2016-005: 	Financial Aid Administration - Significant Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.268 - Federal Direct Student Loans 
84.007 - Federal Supplemental Educational Opportunity Grants 

Finding and Cause 

Due to turnover in critical positions within the financial aid office, we noted the following instances 
of noncompliance: 

• The institution did not budget the correct tuition, student fees, and books and supplies for its cost 
of attendance ("COA") in line with published information that's made available to students. 

• The institution was not able to evidence that they were transmitting and reconciling borrower data 
on a monthly basis. 

• The institution did not perform calculations for unofficial withdrawals of the fall semester in a timely 
manner. 

• For 1 out of 10 students tested, the student was awarded $1,587 greater than its estimated financial 
need, of which $500 was Title IV aid. 

Criteria 

Title 34, Section 668.43(a)(1) of the CFR requires the cost of attending the institution be made readily 
available to enrolled and prospective students. 

Title 34, Section 685.30(b)(5) of the CFR requires the institution to reconcile institution records with Direct 
Loan funds received from the Secretary and Direct Loan disbursement records submitted to and accepted 
by the Secretary on a monthly basis. 

Title 34, Section 668.22(j)(2) of the CFR requires the institution that is not required to take attendance 
must determine the withdrawal date for a student who withdraws without providing notification to the 
institution no later than 30 days after the end of the earlier of 1) the payment period or period of 
enrollment, as applicable; 2) the academic year; or 3) the program. 

Title 34, Section 673.5(a)(1) of the CFR states that an institution may only award or disburse a Federal 
Perkins loan or an FSEOG to a student if that loan or the FSEOG, combined with the other estimated 
financial assistance the student receives, does not exceed the student's financial need. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Student Financial Assistance Cluster 
University of Hawai'i West O'ahu 
Year Ended June 30, 2016 

Effect 

In accordance with 34 CFR 668.84, the Secretary of Education may levy fines and/or penalties on the 
institution or suspend future participation in federal student financial assistance programs for failure 
to comply with the requirements applicable to Title IV of the Higher Education Act ("HEA"). 

In addition, the lack of a monthly reconciliation could result in discrepancies between Federal Direct Loan 
awarded and what was actually disbursed. As performing a monthly reconciliation is a requirement by 
the Federal agency, the unavailable support could lead to fees or penalties incurred by the institution. 

Repeat Finding 

This is a repeat of prior audit finding 2015-04. 

Recommendation 

We recommend that the institution: 

• Ensure that controls are in place over the COA budget and that someone reviews the COA budget 
inputted into the Banner system and ensures that it agrees to the General Catalog provided to 
enrolled and prospective students 

• The institution should reconcile borrower information on a monthly basis and retain records to 
ensure compliance with Federal requirements. 

• Ensure that unofficial withdrawals are timely determined so that return of Title IV fund calculations 
can be timely completed. 

• Ensure that financial assistance does not exceed need before financial assistance is awarded 
and disbursed to the student. 

We further recommend that personnel in the department be cross trained to perform other functions in 
the event of turnover or extended leaves of absence. 

Views of Responsible Officials and Planned Corrective Actions 

Refer to Section 5 - Corrective Action Plan (Unaudited) for the University's response to the identified 
instances of noncompliance. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Student Financial Assistance Cluster 
Kauai Community College 
Year Ended June 30, 2016 

Finding No. 2016-006 
	

Financial Aid Administration - Control Deficiency 

Federal Agency 
	

U.S. Department of Education 

CFDA Number and Title: 
	

84.063 - Federal Pell Grant 
84.263 - Federal Direct Loans 

Questioned 
Costs 

$982 

Finding and Cause 

During our audit, we noted the following instances of noncompliance: 

• For 2 out of 15 students tested, the institution incorrectly prepared the return of Title IV calculation, 
resulting in an underpayment of $19 to the Title IV program. The institution reviewed all calculations 
and determined that an additional eight return of Title IV calculations were incorrectly prepared, three 
of which resulted in an underpayment of the amount that was required to be returned of $982. 

• For 2 out of 15 students tested, the institution failed to update student enrollment status in the NSLDS 
within a timely manner. 

Criteria 

Title 34, Section 668.22(a)(1) through (a)(5) of the CFR requires the institution to determine the amount 
of Title IV aid earned by the student as of the student's withdrawal date when a recipient of Title IV grant 
or loan assistance withdraws from an institution during a payment period or period of enrollment in which 
the recipient began attendance. 

Effect 

In accordance with 34 CFR 668.84, the Secretary of Education may levy fines and/or penalties on 
the institution or suspend future participation in federal student financial assistance programs for 
failure to comply with the requirements applicable to Title IV of the HEA. 

Repeat Finding 

This is not a repeat finding. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Findings and Questioned Costs 
Student Financial Assistance Cluster 
Kauai Community College 
Year Ended June 30, 2016 

Recommendation 

We recommend that the institution: 

• Ensure that the correct information is used to prepare the return of Title IV calculation and that 
someone review the calculation prepared 

• Provide the National Student Clearinghouse with its enrollment report timely so that it can update 
NSLDS within the 60 day requirement. 

Views of Responsible Officials and Planned Corrective Actions 

Refer to Section 5 - Corrective Action Plan (Unaudited) for the University's response to the identified 
instances of noncompliance. 
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SECTION 4 

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 
Finding numbers relate to the sequence reported in the respective years. 



Interview 

2015-03 Federal Direct Student Loans Exit 
Interview 

2015-04 Financial Aid Administration 

2015-05 Return of Title IV Funds 

2015-06 Federal Direct Student Loans Exit 
Interview 

2015-07 Financial Aid Administration 

CD 	 X 

CD 

CD 	 X 

CD 	 X 

X 	2016-005 

CD 	 X 

University of Hawai'i 
State of Hawai'i 
Summary Schedule of Prior Audit Findings 
Year Ended June 30, 2016 

Status 

Finding 

No. 	 Description 

2015-01 Return of Title IV Funds 

2015-02 Federal Direct Student Loans Exit 

Current Year 

Classification 	Resolved 	Unresolved 	Finding No. 

Control 	X 
deficiency 

("CD") 

CD 	 X 
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SECTION 5 

CORRECTIVE ACTION PLAN (UNAUDITED) 



UNIVERSITY of HAwAi'i ®R 

SYSTEM 

INSTITUTIONAL CORRECTIVE ACTION RESPONSES FOR 

THE SINGLE AUDIT REPORT FINDINGS AND QUESTIONED COSTS 

FISCAL YEAR ENDED JUNE 30, 2016 



Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 
Title VII Native Hawaiian Education 

Year Ended June 30, 2016 

Finding No, 2016-001: 	Approval of Payroll Expenditures - Significant Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.362 - Title VII Native Hawaiian Education 

Questioned Costs: 	 $29,167 

Responsible Individual: 	Nelson Sakamoto, Director of Human Resources, Research 
Corporation of the University of Hawai'i 

Date Action Taken: 	 Immediately 

The Corrective Action Plan will include a memo to the University of Hawaii (the "University") 

Principal Investigator (P1) to inform her of this audit finding and to require her to provide a 
written assurance that she will ensure her certification/countersignature on any 
personnel/payroll action that were prepared by a Research Corporation of the University of 
Hawai'i (RCUH) employee. For this audit finding, the RCUH will take additional corrective 

actions which include modifications to our applicable policies/procedures, forms, an improved 
oversight process, and training: 

(a) Revise Payroll  Policy: Revised Policy No. 3810 RCUH Time Reporting to include clear 

and unambiguous wording that prohibits an RCUH employee from preparing and 

submitting his/her own time report. 

(b) Revise Delegation of Signature Authority: RCUH will revise the RCUH Human Resources 

Portal Access & Delegation of Authorization Form and process to include clear and 

unambiguous wording informing the P1 that at no time can an RCUH employee submit any 
personnel or payroll action for themselves. The process will be revised to include an annual 
audit of these delegations to ensure they remain accurate. We plan to automate this 
process and request the University to assist the RCUH by reporting changes in status of 
University employees that may have been given delegation rights by the P1, or changes in 
employment status of the P1. 

(c) Enforce oversight requirements of RCUH Payroll staff: Require the RCUH Payroll Office to 
require all RCUH employees, who have been delegated authority to submit timesheets for 

their P1 and who are submitting their own timesheet, to obtain their Pi's signature to signify 

his/her certification of the (delegated authority assigned) RCUH employee's time report. 
Failure to submit a Pi's certification will result in the RCUH employee not getting paid on time 
and possibly additional corrective actions. 

(d) Prohibit RCUH employee from submitting online timesheet for themselves: Modify RCUH 

Online Timesheet to deny an RCUH employee's ability to submit his/her own timesheet 
without a P1 counter-certification. 
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Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 

Title VII Native Hawaiian Education 

Year Ended June 30, 2016 

Finding No. 2016-001: 	Approval of Payroll Expenditures - Significant Deficiency (Continued) 

(e) Notification to Pis: We will send out notifications to all Pis of this audit finding and 

remind all Pis of their responsibilities for time certifications and counter-signing all 
timesheets whenever an RCUH employee is authorized by delegation to submit 

his/her own timesheet. 

(f) In-Person and online training: Conduct training upon completion of these revisions in 
policies, procedures, and forms. All current individuals who possess a delegation from 
their P1 will be required to attend this training or lose their delegation. Produce a web-
based training and require any new P1 or his/her delegated designee to attend as part 
of the Delegation of Authorization process. 

All of these corrective actions are underway. Memos and notices will be sent out within the next 
5-10 working days. The remainder will be completed by the end of January 2017. 

Responsible Individual: 	Cindy Yamamoto, Fiscal Administrator, University of Hawai'i Maui 
College 

Date Action Taken: 	 November 16, 2016 

The current University of Hawai'i Maui College (UH Maui College) P1 on record has been notified that 
timesheets must be approved and maintained as documentation. 



Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 
Title Ill - Higher Education Institutional Aid 

Gaining Early Awareness and Readiness for Undergraduate Programs 
Year Ended June 30, 2016 

Finding No. 2016-002: 	Improper Consultant Expenditures - Significant Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.031 - Title Ill Higher Education - Institutional Aid 
84.334 - GEAR UP 

Questioned Costs: 	 $59,950 

Responsible Individuals: 	Cindy Yamamoto, Fiscal Administrator, UH Maui College 
Jonathan McKee, Principal Investigator, UH Maui College 
Benjamin Guerrero, Project Director, UH Maui College 

Program: 	 Title III Higher Education - Institutional Aid 

Date Action Taken: 	 November 16, 2016 

Prior to executing a contract for services with a consultant or subcontractor that has any 
relationship with the University, it will be thoroughly screened. The November 2016 Office of 
Research Services (ORS) Newsletter included an article entitled "Professional Service Costs (2 CFR 
200.459)' explaining that while costs of professional and consultant services are an allowable 
charge, such persons cannot be officers or employees of the University. This newsletter issue was 
distributed to the UH Maui College. There are no current contracts with UH Maui College 
employees. 

Responsible Individual: 	Sharon Nakagawa, Fiscal Administrator, Windward Community 
College 

Program: 	 Non-federally funded 

Date Action Taken: 	 November 17, 2016 

In the future, if RCUH determines that there was no "employment relationship" and the 
Employee/Independent Contractor (EIC) request indicates that the individual is a current 
University/RCUH employee, the Fiscal Administrator (FA) will request additional information from 
the program to ensure there is no conflict in their University/RCUH employment and the service 
contract. 

The FA has informed the P1 that per AP 8.230, paragraph 1, "Programs requiring specialized skills, 
knowledge, resources and/or experience which cannot be provided by existing staff may obtain 
such services on a contractual basis from providers outside the University. Under no circumstances 
should a services contract be used to circumvent University employment procedures or to perform 
a job that could be accomplished by available personnel within the University." 
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Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 

Title Ill - Higher Education Institutional Aid 

Gaining Early Awareness and Readiness for Undergraduate Programs 

Year Ended June 30, 2016 

Finding No. 2016-002: 	Improper Consultant Expenditures - Significant Deficiency (Continued) 

Responsible Individual: 	Richard Okubo, Institutional Support, Student Equity Excellence 
Diversity 

Program: 	 GEAR UP 

Date Action Taken: 	 November 15, 2016 

The program office has been informed that prior to execution, all contracts for services with a 
consultant or subcontractor must clear an Employee-Independent Contractor (EIC) review. The 
result of this review must be submitted to the business office by the program office prior to the 
submission of any purchase order that includes a contract for services. Pis have been informed 
that University employees cannot be hired as consultants. 

Responsible Individual: 	Gary Kawachi, Fiscal Administrator, Office of Student Affairs 

Program: 	 GEAR UP 

Date Action Taken: 	 November 15, 2016 

More stringent checks to determine independent contractor status will be implemented to ensure that 
reoccurrence of this type of transaction in the future can be avoided. 

Responsible Individual: 	Dawn Kim, Compliance Manager, Office of Research Services 

Date Action Taken: 	 November 10, 2016 

In addition to the ORS Newsletter article referenced above, ORS and RCUH are reviewing 
transactions to ensure that additional service agreements with University employees do not exist. 
Furthermore, the University and RCUH have agreed to work together to review and update current 
policies and procedures to ensure that similar incidents do not occur in the future. According to the 
U.S. Department of Education (DOE) regulations §75.516, consulting fees to employees are 
allowable in unusual circumstances. ORS will be working with the DOE to determine whether these 
particular payments meet this criteria. 
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Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 
Research and Development Cluster 

Office of Research Services 
Year Ended June 30, 2016 

Finding No. 2016-003: 	Subrecipient Monitoring - Significant Deficiency 

Federal Agency: 	 National Science Foundation 
Department of Justice 
Department of Health & Human Services 

CFDA Number and Title: 	47.049 - Mathematical and Physical Sciences 
16.730 - Reduction and Prevention of Children's Exposure to Violence 
93.632 - University Centers for Excellence in Developmental 

Disabilities Education, Research and Service 

Responsible Individual: 	Dawn Kim, Compliance Manager, Office of Research Services 

Date Action Taken: 	 Immediately 

The ORS Compliance Specialists have been reminded to schedule during-the-award monitoring 
meetings as soon as assigned in order to complete them in a timely manner. If situations arise 
where the P1 or project personnel are unavailable for a review, follow up actions will be performed 
and documented. During-the-award monitoring is part of the ORS Compliance Specialists' job 
expectations and are incorporated into their performance evaluations. 
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Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 

Student Financial Assistance Cluster 

University of Hawai'i at Mãnoa 

Year Ended June 30, 2016 

Finding No. 2016-004: 	Federal Direct Loan Enrollment Reporting - Control Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.268 - Federal Direct Student Loans 

Responsible Individual: 	Jodie Kuba, Financial Aid Services Director, University of Hawai'i at 
Mànoa 

Date Action Taken: 	 October 12, 2016 

The process to determine the enrollment status of students who are or were previously classified as 
Graduate Assistants (GA) has been updated by the Office of the Registrar to reflect the application of 
the following parameters when reporting enrollment: 

1. Students currently identified as a GA must have a minimum of six credits to be reported as full 
time. 

2. A check to verity that the student is still classified as a GA has been implemented. 

3. Students who are no longer classified as a GA must be enrolled for a minimum of eight credits 
in order to be reported as full time. 

4. Students who are no longer classified as a GA with at least six credits but, less than eight 
credits are reported as three quarter time. 

5. Enrollment status for reporting of graduate students with less than six credits are applied 
regardless of the students status as a GA. 
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Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 
Student Financial Assistance Cluster 

University of Hawaii West 0'ahu 
Year Ended June 30, 2016 

Finding No. 2016-005: 	Financial Aid Administration - Significant Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.268 - Federal Direct Student Loans 
84.007 - Federal Supplemental Education Opportunity Grants 

Questioned Costs: 	 $500 

Responsible Individual: 	Christina Padilla, Financial Aid Director, University of Hawai'i West 
O'ahu 

Date Action to be Taken: 	October 1, 2016 

The University of Hawaii West O'ahu (UHWO) Financial Aid Office experienced a transition which 
included the loss of all three of their employees over a nine month period from October 2015 to 
May 2016. The former director, Lester Ishimoto, retired on October 1, 2015. The financial aid 
specialist, Jami Kurtz, advanced to a new position with the University system office in November 
2015, and the senior financial aid officer, Helen Longao, got a new position with the University John 
A. Burns School of Medicine in May 2016. As can be expected, the loss of all three seasoned 
employees in such a short time period proved to be a challenge for UHWO. 

With continued commitment to meet student needs, UHWO maintained operations and continued 
to process financial aid in a timely manner to ensure that all eligible students were able to attend 
with as minimal disruption as possible. Upon the retirement of the former director, Hettie Scofield 
(a former senior University financial aid officer) was immediately hired to provide leadership and 
direction on a half-time basis while UHWO conducted a search for a permanent director. The search 
was prolonged longer than anticipated since there was significant turnover and movement of 
financial aid officers within the state of Hawai'i. UHWO expanded the search nationally after 
experiencing little success in attracting an experienced administrator within the state. UHWO also 
hired another former University financial aid officer, Lynette Egusa, to help meet the demands of 
the office on a part-time basis while the search was extended nationally. Both Hettie Scofield and 
Lynette Egusa worked for UHWO through remote access, Skype, phone and email. 

Due to UHWO not being able to fill all three positions in a timely manner, the 2015-16 aid year was 
completed with temporary part-time employees who were helping the remaining enrollment staff 
from remote locations. 

Currently, the situation has been rectified and the 2016-17 aid year is well underway with new staff 
and the improvement of controls to ensure oversight in the financial aid office. UHWO has now 
filled all three positions with qualified, seasoned and permanent employees. In recognition of the 
issues that arose during the 2015-16 aid year due to the turnover of staff, the University has also 
added an additional position to the office which we are currently advertising and hope to fill by 
February, 2017. 
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Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 

Student Financial Assistance Cluster 

University of Hawaii West 0'ahu 

Year Ended June 30, 2016 

Finding No. 2016-005: 	Financial Aid Administration - Significant Deficiency (Continued) 

Controls that have been immediately documented and put into process are as follows: 

• The cost of attendance budget (COA) has a two-party review process prior to being entered 
into Banner for use. This will be reviewed by a member of the management/leadership 
team and approved for execution in Banner. 

• The reconciliation report that is run monthly to determine students who have exited UHWO 
will be saved to ensure that the documentation is retained for future audit purposes. 

• Unofficial withdrawals are researched and determined on a monthly basis, in order to 
process R2T4 calculations in a timely and efficient manner. 

• Training for all staff regarding need-based aid will be conducted upon hire and the financial 
aid office will monitor student accounts with negative unmet need to ensure that aid is re-
evaluated and proper steps are taken to ensure compliance with need-based aid 
regulations. 

S 



Corrective Action Plan Related to the Schedule of Findings and Questioned Costs 
Student Financial Assistance Cluster 

Kaua'i Community College 
Year Ended June 30, 2016 

Finding No. 2016-006: 	Financial Aid Administration - Control Deficiency 

Federal Agency: 	 U.S. Department of Education 

CFDA Number and Title: 	84.063 - Federal Pell Grant 
84.263 - Federal Direct Loans 

Questioned Costs: 	 $982 

Responsible Individual: 	Jeff Anderson, Financial Aid Director, Kauai Community College 

Date Action Taken: 	 November 28, 2016 

When performing R2T4 calculations for students that withdraw prior to census date (add/drop period), 
additional manual actions must be performed in Banner in order to ensure correct calculations. 
Amongst these actions, are to update the "offered" and "accepted" award amounts to what the 
student was eligible for immediately prior to the date of the withdrawal. Updating to the full-time 
amounts instead result in incorrect calculations. Procedures have been updated to specifically 
document this process for the instances of performing calculations for students that have withdrawn 
prior to census date. 

Responsible Individual: 	Kailana Soto, Registrar, Kaua'i Community College 

Date Action Taken: 	 November 29, 2016 

On June 23, 2016, the Degree Transmission report for Kaua'i Community College (001614-
00) was scheduled for transmission to the National Student Clearinghouse. Historically, a 
Clearinghouse Degree Transmission Reminder is sent via email four days prior to the 
scheduled transmission date. Timeliness is relied heavily on the reminder; however, the 
email for the Spring 2016 degree transmission was not received. As a result, the report was 
transmitted after the due date on July 13, 2016. In order to avoid future occurrences, the 
Schedule of Future Degree Transmissions to the Clearinghouse will be posted to the 
Admissions & Records Office's internal calendar. 
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Report of Independent Auditors 

To the Board of Regents of the 
University of Hawaii 

Report on the Consolidated Financial Statements 
We have audited the accompanying consolidated financial statements of the University of Hawaii 
(the 'University"), a component unit of the State of Hawaii, as of and for the years ended June 30, 2016 
and 2015, and the related notes to the consolidated financial statements, which collectively comprise 
the University's basic financial statements as listed in the accompanying index. 

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

Auditors' Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on 
our audits. We did not audit the financial statements of the University of Hawaii Foundation (the 
"Foundation"), which represent 13.3 percent and 13.5 percent, respectively, of the total assets and 
deferred outflows of resources and 0.8 percent and 1.1 percent, respectively, of the total operating 
revenues of the University as of and for the years ended June 30, 2016 and 2015. Those financial 
statements were audited by other auditors whose reports thereon have been furnished to us, and our 
opinion expressed herein, insofar as it relates to the amounts included for the Foundation as of and for 
the years ended June 30, 2016 and 2015, are based solely on the reports of the other auditors. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, 
issued by the Comptroller General of the United States. Those standards require that we plan and 
perform the audits to obtain reasonable assurance about whether the consolidated financial statements 
are free from material misstatement. 

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis 
for our audit opinion. 
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Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of the University of Hawaii as of June 30, 2016 and 2015, and the 
changes in financial position and cash flows for the years then ended in accordance with accounting 
principles generally accepted in the United States of America. 

Emphasis of Matter 
As discussed in Note 1 to the consolidated financial statements, the University adopted new accounting 
guidance under Governmental Accounting Standards Board Statement No. 72, Fair Value 
Measurements. Our opinion is not modified with respect to this matter. 

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

Other Reporting Required by Government Auditing Standards 
In accordance with Government Auditing Standards, we have also issued our report dated December 15, 
2016, on our consideration of the University's internal control over financial reporting and on our tests 
of its compliance with certain provisions of laws, regulations, contracts and grant agreements and other 
matters for the year ended June 30, 2016. The purpose of that report is to describe the scope of our 
testing of internal control over financial reporting and compliance and the results of that testing, and 
not to provide an opinion on internal control over financial reporting or on compliance. That report is an 
integral part of an audit performed in accordance with Government Auditing Standards in considering the 
University's internal control over financial reporting and compliance. 

—A"Ilot 
LLP 

Honolulu, Hawaii 
December 15, 2016 



University of Hawai'i 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2016 and 2015 

Introduction 

The following discussion and analysis provides an overview of the consolidated financial position and 
activities of the University of Hawaii (the "University") for the years ended June 30, 2016 and 2015, 
with selected information for the year ended June 30, 2014. This discussion has been prepared by 
management and should be read in conjunction with the financial statements and the notes thereto, 
which follow this section. 

Founded in 1907 under the auspices of the Morrill Act, the University is a land-grant, sea-grant and 
space-grant institution. Since then, what began as a college often students and 13 faculty members 
on the island of Oahu has evolved and expanded to a 10-campus system spanning the main Hawaiian 
Islands. The University's growth over the years has been in response to the research and cultural needs 
of its educational community, the State of Hawaii, and beyond. 

The University is a multi-institutional system comprised of a major research university (Manoa), two 
baccalaureate campuses (Hilo and West O'ahu), seven community colleges (Hawaii, Honolulu, 
Kapiolani, Kauai, Leeward, Maui and Windward) and nine educational centers distributed across the 
State. The University is the sole public higher education system within the State and, therefore, has a 
unique competitive position and value in Hawaii. Furthermore, the University is the only truly integrated 
higher education system in the country that seamlessly arranges its universities and community colleges 
into one system. Other public higher education systems in the country are typically separate and distinct 
systems defined by the type of system (community colleges, junior colleges and universities). 

In addition to being an integrated higher education system, the University distinguishes itself through its 
Hawaii, Asian and Pacific orientation and its position as one of the world's foremost multicultural centers 
for global and indigenous studies. Students are members of a population in which no one ethnic group 
constitutes a majority and the educational experience is enriched by the diversity of cultures represented. 



University of Hawai'i 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2016 and 2015 

Undergraduate 
Graduate 

50,011 
5,745 

	

48,494 	 51,109 

	

8,558 	 5,943 
Total 55,756 57,052 	 57,052 

710 
Certificates Community Colleges 180 Hawaii 85% 
Certificates University 101 Mainland 10% 
Associate degrees 128 Foreign 4% 
Bachelors degrees 146 Other 1% 
Masters degrees 91 
Doctoral degrees 59 
Professional degrees 5 

Caucasian 19% All Other 
Hawaiian/Part Hawaiian 22% pacific 

Caucasian 

Mixed 14% Islander . 
Japanese 8% Chinese 

Filipino 13% Iiaf1iin/ 

Chinese 5% Filipino PSct 	waiisn 

Pacific Islander 3% 
All Other 16% Japanese 

Mixed 

Net tuition and fees $ 	272,306 17% $ 262,660 	$ 248,377 
Contracts and grants (including Pell grants) 451,669 29% 456,944 494,321 
State appropriations 441,373 28% 413.148 391.266 
Transfer from State for fringe benefits 172,248 11% 162.969 153,919 
Sales and services 134,787 9% 135.315 130,879 
Others 96,249 6% 244,066 292.413 
Total $ 	1,568,632 100% $ 1,675,102 	$ 1,711,175 

Others, 
Sales& 6% 

services, 9% 

Transfer from State 
Net tuition & 
'ncsl  17% 

for fringe benefits 
11% 

State 
 

appropriations; 
28% 

4 



University of Hawaii 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2016 and 2015 

Using the Financial Statements 

The University's consolidated financial statements are prepared in accordance with Governmental 
Accounting Standards Board ("GASB") principles, which establish standards for external financial 
reporting for public colleges and universities. The University's consolidated financial statements 
are comprised of the following four components: 

Statements of Net Position - The Consolidated Statements of Net Position present information 
on the University's assets and liabilities, with the difference reported as net position. Over time, 
increases or decreases in net position may serve as a useful indicator of whether the University's 
financial condition is improving or deteriorating. Net  position increases when revenues exceed 
expenses, or when assets increase without a corresponding increase in liabilities. This is an 
indication of improving financial condition. However, when expenses exceed revenues, or when 
liabilities increase without a corresponding increase in assets, there is an indication of deteriorating 
financial condition. 

Statements of Revenues, Expenses and Changes in Net Position - The Consolidated Statements 
of Revenues, Expenses and Changes in Net Position present the University's revenues and 
expenses and illustrate how current year activities improve or weaken the University's financial 
condition. Changes in net position are reported when the underlying event occurs (accrual basis 
of accounting), which may be different from actual cash flows. In accordance with GASB 
requirements, certain significant revenues budgeted for fundamental operational support of the core 
instructional mission of the University must be recorded as nonoperating revenue, including state 
educational appropriations, private gifts, and investment income. Consequently, the Consolidated 
Statements of Revenues, Expenses and Changes in Net Position distinguish operating from 
nonoperating revenues and expenses. It is anticipated that the University will consistently report 
an operating loss since certain significant revenue sources relied upon for core operational needs 
are considered nonoperating revenue. 

• Statements of Cash Flows - The Consolidated Statements of Cash Flows distinguishes between 
cash inflows and outflows from operating activities, non-capital financing activities, capital and related 
financing activities, and investing activities. 

• Notes to Consolidated Financial Statements - The notes provide additional information that is 
essential to a full understanding of the information presented in the consolidated financial statements. 

Related Entities 

The University maintains close relationships with two other entities, considered to be component units, 
whose financial information is blended into the University's accompanying consolidated financial 
statements. The University of Hawaii Foundation (the Foundation") is a not-for-profit organization 
established to solicit and manage funds for the benefit of the University. The Research Corporation of the 
University of Hawaii (the "Research Corporation") provides administrative support services for research 
and training programs of the University. Both of the University's component units prepare stand-alone 
financial statements with footnotes, which are audited by independent auditors. Summarized information 
of the individual components of the University's consolidated financial position, results of operations and 
cash flows for the years ended June 30, 2016 and 2015 is presented in Note 18 to the consolidated 
financial statements. 
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State of Hawai'i 
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June 30, 2016 and 2015 

Financial Position 

The Consolidated Statements of Net Position present the financial position of the University at the end of 
the fiscal year and display all assets and liabilities of the University. Assets and liabilities are presented 
using fair and current values, respectively. Two notable exceptions are receivables and capital assets, 
which are stated at historical cost less an allowance for doubtful accounts and accumulated depreciation, 
respectively. The difference between assets and liabilities is net position, representing a measurement 
of the current financial condition of the University. The University's assets, liabilities and net position at 
June 30, 2016, 2015 and 2014 are summarized as follows (in thousands of dollars): 

2016 

Current assets 

Cashand operatiso investments 8 	401 881 
Receivables net 104 838 
Other current assets 21712 

Total current assets 528 431 

Noncurrent assets 

Endowment and other Investments 475 040 
Capital assets net 2,053,385  
Other noncurrent assets 388 709 

Total assets 3 445 565 

Deferred outflows of resources 

Deterred less on refunding 11 383 
Deterred outflows on net pension liability 163699 

Total deterred outflows 01 resources 175082 

Total assets and deterred outflows of resources 0 	3620507 

Current liabilities 0 	266 951 

Noncurrent liabilities 

Lorrg.termdebt 543 680 
Net pension liability I 144 564 
Other noncurrent liabilities 828 653 

Total liabilities 2 783 848 

Deferred inflows of resources 

Deferred inflows on net pension liability lii 364 

Total deferred intlnws 01 resources itt 364 

Net position 

Net Investment in capital assets 1 504 935 
Restricted 

Nonenpeedable 244 396 
Expendable 561 093 

Unrestricted (1 584 909) 

Total net position 725 435 

Total liabilities 	deterred inflows of resources and net position S 	3620647 

Percentage Percentage Percentage 
of Total of Total of Total 

Assets and Assets and Assets and 
Deferred Deferred Deferred FY 16 es 15 FY 15 us Id 
Outflows 2015 Outflows 2014 Outflows Change Change 

tthh $ 	375052 tO% S 	342353 tOO $ 	26829 $ 	32699 
3% 104711 3% 108463 3% 127 (3 752) 

24681 1'S 23597 1% (2 969) t 084 

15% 504444 14% 474413 1451 23987 30031 

13% 477 243 13'S 499 460 4% (2 203) (22 217) 
57% 2068691 57% 2071 850 60% (15 306) 131591 
10's 466840 13% 418903 1251 (78,13t( 47937 

95% 3517215 96% 3464626 100% (71 653) 52592 

0/1 5251 0% 5575 0% 6132 13251 
5% 134848 4% - 0% 28,851 134948 

5% 140099 4% 5576 0% 34993 134,523 

100'S S 	3657317 100% S 	3470202 100% $ 	(36 670) $ 	187,115 

7% S 	270 047 7% $ 	263 583 8% $ 	13 0961 $ 	6 464 

15% 561 473 1691. 578 585 1791, 177901 (17 115 
32% I 089852 30% - 0% 54582 1 089 882 
24% 742335 20% 566508 18'/- 06310 75827 

78'/, 2663734 73% I 508676 43's 120 114 1 155 058 

3% 151 162 45, - 0% (39 798) 151 162 

3% 151 162 4", - 0% (39 798) 151162 

42% I 503 002 41/, I 519,699 44% I 033 (15 767, 

6% 235594 6% 215133 6'r, 8502 17,761 
15% 644 743 18% 598070 17% (83.650) 46,673 

-44% (I 542118) -42% (374 346) -10% (42.971) (1 167 772) 

19% 942421 23% 1 961 526 57% (1t6 986) (1 119 t05 

100's $ 	3.657317 100% $ 	3,470202 100'/, $ 	(36,570) $ 	187.115 

Implementation of GASB Statements No. 68 and 71 

During fiscal year 2015, University of Hawai'i implemented GASB Statement No. 68, Accounting and 
Financial Reporting for Pensions - an amendment of GASB Statement No. 27, and GASB Statement 
No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date - an 
amendment of GASB Statement No. 68. 

The adoption of Statements No. 68 and 71 has significant impact on the University's financial statements, 
which requires us to report expenditures and liabilities in the amount statutorily required. Readers of the 
fiscal year 2015 financial statements should notice that the University's balance sheet showed significant 
financial impact by the inclusion of the University's proportionate share of the net pension liability for 
the Employees' Retirement System of the State of Hawaii ('ERS") plan. The adoption resulted in the 
restatement of the University's fiscal year 2014 net position. Accordingly, the University's net position 
as of July 1, 2014 has been restated to $849 million from $1962 billion, which reflects the retrospective 
effect of adoption for net pension liability of $1.113 billion. Retroactive implementation of GASB 
Statement No. 68 was not deemed practical due to the cost and timing required to obtain and analyze 

M. 
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Management's Discussion and Analysis (Unaudited) 
June 30, 2016 and 2015 

the activity covering fiscal year 2014. As such, the University's fiscal year 2014 financial statements 
are presented in accordance with GASB Statement No. 27. 

As of June 30, 2016, the net pension liability increased by $54.7 million to $1.144 billion from $1.090 
billion in fiscal year 2015, primarily due to the additional pension expense, the difference between 
expected and actual experience with economic and demographic factors, effect of changes in 
assumptions, and the difference between actual and projected earnings on plan investments. 
Refer to Note 14 for more information regarding the University's pension. 

Current Assets and Liabilities 

Working capital is a good measure of both the University's efficiency and financial health. Positive 
working capital means that the University has current assets in excess of current liabilities and is able to 
pay off short-term obligations. A working capital deficit would mean that the University is unable to meet 
its short-term obligations with existing current assets. 

The University recorded an increase in working capital the last three fiscal years, which resulted mainly 
from the implementation of the new financial management policy. In November 2013, the University 
adopted a financial reserve policy to establish system-wide operating reserves from non-general fund 
revenue in amounts sufficient to provide continued operations for at least two months with a minimum 
of five percent unencumbered cash from all tuition and fee funds, special funds, and revolving funds. 
At June 30, 2016, 2015 and 2014, working capital amounted to $261.5 million, $234.4 million and $210.8 
million, respectively. The University is committed to maintaining a prudent level of working capital to fund 
operations, including pre-funding approximately $390.2 million in extramural grants which were mostly 
paid on a cost reimbursement basis. Based on the $1.536 billion of operating expenses (excluding 
depreciation) for the year ended June 30, 2016, the working capital at year end represents approximately 
59 days of operating funds, as compared to 53 and 55 days of operating funds in 2015 and 2014, 
respectively. 

The components of the University's current assets and liabilities and their fluctuations during the three-
year period are as follows: 

Current assets consist primarily of cash and cash equivalents, operating investments and net 
receivables. Total current assets were $528.4 million, $504.4 million and $474.4 million at June 30, 
2016, 2015 and 2014, respectively. Total current assets increased by $24.0 million, or 4.8 percent, 
at June 30, 2016, primarily due to a $26.8 million increase in cash and operating investments. The 
increase was made up of the $12.0 million cash balance increase from tuition and fees, the receipt of 
$3.6 million from revolving funds, the proceeds of $8.5 million from the 2015 revenue bond issuance, 
offset by the repayment of a $6.0 million advance to the State of Hawaii for the Snug Harbor project. 
Total current assets increased by $30.0 million, or 6.3 percent, at June 30, 2015, mainly due to a 
$32.7 million increase in cash and operating investments for similar reasons as in fiscal year 2016 
The increase primarily resulted from the implementation of the financial reserve policy. The cash 
balance from tuition and fees increased by $20 million in fiscal year 2015, in addition to the $6 million 
advance from the State of Hawaii for the Snug Harbor project that was not spent as of June 30, 
2015. 
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Current liabilities consist primarily of accounts payable, accrued payroll and fringe benefits, advances 
from sponsor and unearned revenue. Current liabilities also include amounts due to the State of 
Hawaii, the current portion of long-term liabilities and other current liabilities. Total current liabilities 
were $267.0 million, $270.0 million and $263.6 million at June 30, 2016, 2015 and 2014, respectively. 
Total current liabilities decreased by $3.1 million, or 1.1 percent, at June 30, 2016, primarily due to 
the decrease in accounts payable of $5.1 million due to decreases in construction in progress 
expenditures accrued for coupled with a $6.0 million repayment to the State of Hawaii for the Snug 
Harbor project. The aggregated decrease is offset by an increase in accrued payroll of $7.4 million in 
negotiated bonus payments paid in fiscal year 2017. Total current liabilities increased by $6.5 million, 
or 2.5 percent, at June 30, 2015, primarily due to the increase from the State of Hawaii for the Snug 
Harbor $6.0 million project advance. 

Endowment and Other Investments 

The University's endowment and other investments, including endowments held with the Foundation, 
decreased by $2.2 million, or 0.5 percent, to $475.0 million at June 30, 2016 as a result of market value 
decline. The June 30, 2015 decrease of $22.2 million, or 4.4 percent, was primarily due to a $20.0 million 
reimbursement of preconstruction costs associated with a new facility for the Cancer Research Center, 
which was put into service in a prior fiscal year. Realized and unrealized losses in fiscal year 2016 
totaled $6.1 million, versus $0.1 million realized and unrealized gains in fiscal year 2015. A summarized 
comparison of the University investments as of June 30, 2016, as follows (in thousands of dollars): 

2016 	 2015 	 2014 

University of Hawaii 
	

$ 	103.8 	$ 	104.0 	$ 	133.7 
Foundation 	 371.2 	373.2 	365.8 

Total 	 $ 475.0 $ 477.2 $ 499.5 

The University's endowment funds consist of both permanent endowments and funds functioning as 
endowments (quasi-endowment funds). Permanent endowment funds are funds received from donors 
or other outside agencies with the stipulation that the principal be inviolate and invested in perpetuity 
for the purpose of producing present and future income which may either be expended for the purposes 
specified by the donor or added to principal. Quasi-endowment funds are funds which the Board of 
Regents, rather than a donor or other outside agency, has allocated for long-term investment purposes. 
The Board of Regents, in accordance with its policies, is not required to maintain the quasi-endowment 
principal in perpetuity. Quasi-endowment funds are further categorized as restricted and unrestricted. 
Restricted quasi-endowment funds represent donor-restricted gifts, without the requirement to maintain 
the principal in perpetuity. Unrestricted quasi-endowment funds represent unrestricted funds designated 
by the Board of Regents for long-term investment purposes. 

Programs supported by the University's permanent and quasi-endowment funds include scholarships, 
fellowships, professorships, research efforts, and other important programs and activities. The University 
uses its endowment to support academic and research programs by generating a predictable stream of 
annual support for current needs, while preserving the purchasing power of the endowment funds for 
future periods. 
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The University's spending rate policy is to limit the immediate impact that significant changes in the fair 
value of the endowment portfolio have on annual distributions. The spending rate policy provides for 
an annual distribution, ranging between three percent and five percent of the five-year moving average 
of the endowment portfolio's fair value. In fiscal years 2016, 2015 and 2014, the University instituted 
a 4.5 percent distribution rate on restricted and unrestricted endowments. The total restricted and 
unrestricted distributions available to the University amounted to $2.6 million, $2.5 million and $2.4 million 
in fiscal years 2016, 2015 and 2014, respectively. 

Capital and Debt Activities 

The University's capital assets are separated into seven categories: land, buildings, infrastructure, land 
improvements, equipment, library materials, and construction in progress. At June 30, 2016, 2015 and 
2014, total capital assets, net of accumulated depreciation, remained constant to $2.1 billion, which 
represented approximately 60 percent of the University's total assets. Capital asset additions totaled 
$118.5 million, $130.7 million and $186.5 million in fiscal years 2016, 2015 and 2014, respectively, while 
depreciable capital asset disposals, net of accumulated depreciation, amounted to $8.8 million, $12.5 
million and $32.3 million, respectively. 

The decreases of the additions in fiscal years 2016 and 2015 were due to the completion of many 
strategic capital projects in prior years. The decrease of the disposal in fiscal year 2015 was due to 
one-time large transfer of $5.3 million assets to the Federal government. 

Capital Projects 

One of the critical factors in enhancing the quality of the University's academic and research programs 
and student life enrichment is the development, replacement and renewal of capital assets. The 
University continues to modernize its older teaching and research facilities, and develop and construct 
new facilities. 

Significant capital projects completed during fiscal years 2016 and 2015 or in progress as of June 30, 
2016 and 2015 included: 

• William S. Richardson School of Law Clinical Building - The $7 million William S. Richardson 
School of Law Clinical Building will break ground on September 30, 2016. The new building will 
increase teaching and conference space to train law students who serve the community. 

• Culinary Institute of the Pacific - The $25 million Phase I portion of the Culinary Institute of the 
Pacific broke ground on September 8, 2015. Phase I includes the infrastructure for the entire project, 
a parking lot, two single-story laboratory buildings, and an outdoor cooking area. Phase II will include 
the auditorium, administration building, classrooms, laboratories, and a restaurant. 

• Daniel K Inouye College of Pharmacy - The $33 million Daniel K Inouye College of Pharmacy 
broke ground in December of 2014. The 35,000 square foot instructional and research facility will 
be the permanent home of the Daniel K Inouye College of Pharmacy. 

• Community College Energy Conservation Project - The $38 million Leeward, Windward, 
Honolulu, and Kapiolani Community Colleges portion of the energy conservation project was 
completed on September 11, 2015. The project will reduce the consumption of electricity, water, 
wastewater and Syngas as well as create a curriculum based on conservation for each campus. 
The $10 million University of Hawaii Maui College project is scheduled to be completed in fiscal year 
2017. The community colleges are leading the way to reach the University of Hawaii's goal of net-
zero energy by 2035. 
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Hawai'i Community College Pãlamanui Campus - The newest University of Hawaii campus, the 
$27.8 million Hawaii Community College Palamanui opened on August 24, 2015. The community 
of Pãlamanui, "A Place of Enlightenment," will consist of parks, a University Village Town Center, a 
University Inn, and placed in the middle will be the Hawaii Community College Pãlamanui Campus. 
The first phase includes five single-story buildings with kitchens, classrooms, laboratories, computer 
lab and a library. 

• Clarence T.C. Ching Athletics Complex - The $16 million Clarence T.C. Ching Athletics Complex 
was completed on August 31, 2014. The three-story facility includes grandstand seating for 2,500 
people and offices and locker rooms for women's soccer, cross country, track and field, and sand 
volleyball. Adjacent to the grandstand seating is a sand volleyball court with bleacher style seating. 

• Leeward Community College Ka 'Imi 'Ike - The dedication ceremony of the $16.6 million Leeward 
Community College education building, Ka 'lmi 'Ike (The Search for Knowledge), was held on 
August 22, 2014. The 24,000 square foot teacher education building includes classrooms, a lecture 
hall, offices, a resource center, and meeting spaces. Ka 'Imi 'Ike is energy efficient, utilizing large 
windows for natural sunlight, photovoltaic panels, and a hybrid air-conditioning unit. 

• University of Hawai'i at Manoa Elevator Modernization Project - The University of Hawai'i at 
Manoa has been working hard to update the elevators in many of the aging buildings. The $7.5 
million Phase I, which included seven buildings, was completed in FY 2014. The $11.5 million 
Phase II, which included eleven buildings, was completed in fiscal year 2016. Phase III and 
Phase IV are scheduled to be completed in fiscal years 2017 and 2018, respectively. 

Financing 

The University uses a variety of sources, including federal and state support, revenue bonds, bank loans, 
gifts, and other expendable resources to finance capital projects. 

General obligation bonds - The State of Hawaii continues to provide strong support to the 
University and issued general obligation bonds to help finance certain University projects. These 
bonds are carried as liabilities of the State. In fiscal years 2016, 2015 and 2014, the State 
appropriated funds directly to the Department of Budget and Finance to pay for debt service on 
general obligation bonds issued for the University. As a result, the University itself received no 
appropriations and made no transfers for debt service on general obligation bonds for these fiscal 
years. In fiscal years 2016, 2015 and 2014, $106.8 million, $106.1 million and $101.0 million, 
respectively, were appropriated. 

Revenue bonds - The University also issued revenue bonds to finance capital projects. These 
bonds are carried as liabilities of the University. Total revenue bonds liabilities were $562.6 million, 
$578.6 million and $593.9 million for fiscal years 2016, 2015 and 2014, respectively. The University 
revenue bonds were assigned municipal bond ratings of "A+," "Aa2" and "AA" by Standard & Poor's, 
Moody's Investors Service and Fitch Ratings, respectively. The University has appropriated funds, 
by statute, from the State of Hawai'i Tobacco Settlement Special Fund for the payment of principal 
and interest on revenue bonds to finance the cost of construction of the medical school facility and for 
annual operating expenses incurred by the facility. The University received State of Hawai'i Tobacco 
Settlement funds in the amount of $9.5 million, $9.9 million and $9.9 million in fiscal years 2016, 2015 
and 2014, respectively, to cover debt service for the bonds that financed the medical school facility. 
Refer to Note 11 for more information regarding the University revenue bonds. 
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Loan agreement— On May 4, 2012, the University entered into a five-year, unsecured loan 
agreement ('Note") with Hawai'i Regional Center LP Ill ("Lender") for a commitment amount not to 
exceed $18 million, subject to certain limitations. The proceeds were used to facilitate and fund 
construction of the UH-West O'ahu campus located at Kapolei, Hawaii. The Note bears interest 
at the rate of 1.5 percent per annum, which is due and payable semi-annually to the Lender on 
January 1 and July 1 each year until the Note has been paid in full. Under the terms of the Note, 
repayment each fiscal year is limited and subject to specific appropriations by the State to make 
such payments. The Note matures on April 22, 2018, at which time the unpaid principal will be due. 
As of June 30, 2016, $17 million remains outstanding. 

Net Position 

Net position represents the residual interest in the University's assets after liabilities are deducted. 
At June 30, 2016, 2015 and 2014, total net position amounted to $725.4 million, $842.4 million and $2 
billion, respectively. Net  position is reported in four major categories: net investment in capital assets, 
restricted nonexpendable, restricted expendable and unrestricted. The University's net position at 
June 30, 2016, 2015 and 2014 is summarized as follows (in thousands of dollars): 

2016 2015 2014 

Net investment in capital assets $ 	1,504,935 $ 	1,503,902 $ 	1,519,669 
Restricted - Nonexpendable 244,396 235,894 218,133 

Restricted - Expendable 561,093 644,743 598,070 
Unrestricted (1,584,989) (1,542,118) (374,346) 

Total net position $ 	725,435 $ 	842,421 $ 	1,961,526 

Net investment in capital assets is the University's capital asset, net of accumulated depreciation and the 
related outstanding debt used to finance the acquisition, construction or improvement of those assets. 
The net investment in capital assets increased by $1 million in fiscal year 2016, primarily due to $124.9 
million of depreciation expense, $8.8 million in net disposals offset by a $16.0 million decrease in related 
debt and $118.4 million of capital asset additions. In fiscal year 2015, the net investment in capital assets 
reduced by $15.8 million from prior year due to $121.4 million of depreciation expense, $12.5 million 
in net disposals, and $12.6 million decrease in related debt offset by $130.7 million of capital asset 
additions. 

Restricted nonexpendable net position primarily represents the University's and Foundation's permanent 
endowment funds, which are required to be maintained in perpetuity and amounted to $244.4 million, 
$235.9 million and $218.1 million at June 30, 2016, 2015 and 2014, respectively. The increases of $8.5 
million and $17.8 million in fiscal years 2016 and 2015, respectively, were primarily attributable to new 
permanent endowment gifts received. 
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Restricted expendable net position is subject to externally imposed restrictions governing their use. 
Net  position was restricted for the following purposes at June 30, 2016, 2015 and 2014 (in thousands 
of dollars): 

2016 2015 2014 

Plant facilities $ 	319,809 $ 	386,742 $ 	327,195 
Donor-restricted activities 210,404 224,904 234,200 
Loan activities 37,229 24,363 24,173 
External sponsor activities (6,349) 8,734 12,502 

$ 	561,093 $ 	644,743 $ 	598,070 

In fiscal year 2016, the overall decrease of $83.7 million in restricted expendable net position was 
primarily attributable to the spending of State capital appropriations received in the prior year. In fiscal 
year 2015, the overall increase of $46.7 million in restricted expendable net position was attributable 
to a $56.8 million increase in State capital appropriations to fund construction for the UH-West O'ahu 
Administration and Allied Health Facility and the UH-Hilo College of Pharmacy. 

Net position that is not subject to externally imposed restrictions governing their use is classified 
as unrestricted for financial reporting purposes. At June 30, 2016, 2015 and 2014, unrestricted net 
positions amounted to deficits of $1.58 billion, $1.54 billion and $374.3 million, respectively. Although 
unrestricted net position is not subject to externally imposed restrictions, all of the University's unrestricted 
net positions has been internally designated for various academic and research programs and initiatives, 
contractual commitments, and capital projects. In addition, unrestricted net positions of $37.6 million, 
$45.0 million and $46.7 million were designated for endowment activities at June 30, 2016, 2015 and 
2014, respectively. 

In addition to the pension liability restatement from the retrospective adoption of GASB Statements No. 
68 and 71, the reduction in unrestricted net positions for the years ended June 30, 2016 and 2015 was 
caused by the University's required accounting and recognition of the University's allocated share of the 
State of Hawaii's actuarially determined total other postemployment benefits ('OPEB") liability. Similar to 
other state and local governments, the State of Hawaii (State") plan has been paid on a 'pay as you go" 
basis, which resulted in the OPEB liability growing substantially each year. As a result, unrestricted net 
position continues to decline, despite the unrestricted net position of the University from operations 
showed growth. The University's share of the OPEB liability as of June 30, 2016, 2015 and 2014 was 
$722.8 million, $650.8 million and $579.2 million, respectively. Annual required OPEB contribution 
payments, on a "pay as you go" basis, towards this liability were paid directly by the State Department of 
Budget and Finance from its general fund appropriation and not out of the University's operating budget 
appropriation. The University made contributions calculated as part of the State's total contribution 
requirements and were reimbursed to the State's General Fund as part of the fringe benefit rate on 
University employees' actual salaries. 

Below is a table showing the unrestricted net position excluding pension and OPEB liabilities 
(in thousands of dollars): 

2016 
	

2015 
	

2014 

Unrestricted net position 
	

$ (1,584,989) 
	

$ (1,542,118) 
	

(374,346) 
Pension liability 	 1,144,564 

	
1,089,882 

OPEB liability 	 722.757 
	

650,805 
	

579,196 

Adjusted net unrestricted position 	 $ 	282,332 	$ 	198,569 	$ 	204,850 
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Results of Operations 

The Consolidated Statements of Revenues, Expenses and Changes in Net Position are a presentation 
of the University's results of operations for the year. It indicates whether the financial condition of the 
University improved or deteriorated. For financial reporting purposes, certain significant revenues, 
including state appropriations, private gifts and investment income, which are relied upon and budgeted 
to support the University's core operations, are required to be reported as nonoperating revenues. The 
University's results of operations for the years ended June 30, 2016, 2015 and 2014 summarized to 
match revenues supporting core activities with expenses associated with core activities, are as follows 
(in thousands of dollars): 

2016 2015 2014 Increase (Decrease) 

Per Percent Percent FY 16 vs 15 FY 15 vs 14 

Amount of Total Amount of Total Amount of Total Change Change 

Revenues 

Operating 

Tuition and fees $ 	433411 302% $ 	392471 300% $ 	377,550 274% $ 	10940 $ 	14921 

Less 	Scholarship allowances 131 105) 98% 129811 99% (129 1 73) -94% (1 294) (638) 

Grants and contracts 390 231 292% 390.800 299% 427 056 309% (569) 36 256) 

Sales and services 134 787 101% 135 315 103% 130,879 95% (528) 4436 

Other revenue 2211 02% 2 568 02% 2,935 02% (357) (367) 

Total operating revenues 799.535 599% 791 343 605% 809 247 596% 8192 (17 904) 

Nonoperating 
State appropriations 441 373 330% 413148 31 6% 391 266 283% 28225 21882 

Federal Pell grant 61 438 46% 66144 51% 67265 49% (4706) (1 	121) 

Net investment income 679 0 1% 4 659 04% 51 520 37% (3980) (46 861) 

Private gifts 32,382 24% 32800 25% 61127 44% (218) (28 527) 

Total nonoperating revenues 535872 40.1% 516 551 395% 571 178 414% 19321 (54 627) 

Total revenues supporting core activities 1 335 407 1000% 1 307 894 10001% 1,380425 1000% 27513 (72 531) 

Expenses 

Operating 
Compensation and benefits 1 	113771 752% 1 093 021 731% 1 070419 71 0% 20750 22602 

Supplies services and cost of goods sold 202 157 136% 205,833 138% 238 687 158% (3676) (32854) 

Telecom and utilities 64 633 44% 72 282 48% 79 860 5 3% (7 649) (7.578) 

Scholarships and fellowships 43440 29% 49302 33% 50835 34% 158621 (1 533) 

Other expense 111,615 75% 112,076 75% 110597 7.3% (461) 1479 

Total operating expenses 1535616 1036% 1 532 514 1024% 1,550 398 1028% 3102 17,884) 

Nonoperating (revenues) expenses 

Transfers from State net (200 216) -135% (191 584) -128% (183.463) 12 2% (8632) (8 124) 

Transfers (from) to Federal - capital assets (4 081) -03% 5315 04% 4.156 03% (9396) 1159 

Interest expense 25 064 17% 27 523 19% 26 690 18% (2 459) 833 

Total noroperating revenues (179 233) -12.1% (158.746) -105% (152 614) 10 1% (20 487) (6 132) 

Expenses associated with core 

activities before depreciation 1 356 383 - 1,373,768  - 1 397,794 . (17.385) (24 016) 

Loss from core 

Loss from core activities before depreciation (20.976) - (65,874) - (17 359) - 44898 (48 515) 

Depreciation 124 937 85% 121 378 82% 109 458 73% 3.559 11 920 

Expenses associated with core 
activities including depreciation 1 481,320 1000% 1 495 146 1000% 1 507 242 1000% (13 826) (12 056) 

Loss from core activities (145 913) (187 2521 1126.817) $ 	41 339 $ 	(60 435) 

Other nonoperating activity 

Capital gifts and grants 28 122 165 904 146 068 

Permanent endowment 9254 19426 9532 

Other expenses net (8449) (4391) (4 124) 

Other nonoperating income net 28927 180 939 151 446 

Increase (decrease) in net position (116986) (6313) 24629 

Net position 

Beginning of year 842 421 1,961 526 1 936 897 

Adjustment for change in accounting principle - (1 	112.792) - 

Beginning of year as restated 842 421 848.734 1 936 897 

End of year $ 	725.435 $ 	842,421 $ 	1 961 526 
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Revenues Supporting Core Activities 

The University has a diversified stream of revenues to support its operations. No single source generated 
more than 35 percent of the total 2016 revenue. State appropriations and tuition and fees are the core 
components that support the University's instructional and academic programs. Government and 
nongovernmental grants and contracts provide opportunities for under-graduate and graduate students 
to participate in basic research with renowned researchers. Private gifts contribute toward the support 
of the University's instructional and academic initiatives. Sales and services revenues include revenues 
from educational departments and auxiliary enterprises, including bookstores, student and faculty 
housing, food services, parking and athletics. 

Tuition and fees revenue, net of scholarship allowances, was up by $9.6 million, or 3.7 percent, to 
$272.3 million in fiscal year 2016. The increase in fiscal year 2015 was $14.3 million, 015.8 percent, 
to $262.7 million. The increases in fiscal years 2016 and 2015 were primarily attributable to the increase 
in tuition rates between 4 percent and 5 percent among all campuses offset by a decline in enrollment. 
Scholarship allowances amounted to $131.1 million, $129.8 million and $129.2 million in fiscal years 
2016, 2015 and 2014, respectively. 

One of the largest sources of revenue (29 percent) was grants and contracts. Total revenues from 
federal, state and local grants, and contracts and nongovernmental sponsored programs was relatively 
flat in fiscal year 2016 as compared to 2015. The University like other research institutions across the 
country continues to weather an extremely challenging funding landscape brought on by the lingering 
effects of sequestration, uncertainties in agency funding, budget cuts and the realignment of R&D funding 
priorities. The grants and contracts revenue amounted to $390.2 million, $390.8 million and $427.0 
million in fiscal years 2016, 2015 and 2014, respectively. 

Sales and services revenues, which are mainly comprised of bookstores, student and faculty housing, 
food services, parking and athletics, was down by $0.5 million, or 0.4 percent, to $134.8 million in fiscal 
year 2016. The decrease was primarily attributable to the decline in textbook sales, where the University 
faced increasing competition with online retailers and direct marketing from publishers. Sales and 
services revenues increased by $4.4 million, or 3.4 percent, to $135.3 million in fiscal year 2015 from 
fiscal year 2014. The increase was primarily attributable to the increase in revolving fund project activity. 

General state appropriations increased significantly by $28.2 million, or 6.8 percent, to $441.4 million in 
fiscal year 2016 and by $21.9 million, or 5.6 percent, to $413.1 million in fiscal year 2015. The State of 
Hawaii continued to provide strong financial support to the University as the sole public higher education 
system within the State. The additional funding in fiscal year 2016 included $6.3 million for performance 
based funding, $1.2 million for Title IX compliance support, $19.3 million for salary increase negotiated by 
the collective bargaining agreements, and $1.4 million for other mission critical programs. The increase 
in fiscal year 2015 was mainly attributable to an increase in legislative appropriations to pay for in faculty 
union contracts, and to address the need for increased administrative support at the UH-West O'ahu 
campus due to increased enrollment. 

The University's net investment income for fiscal year 2016, as compared to fiscal year 2015, went down 
by $4.0 million, or 85.4 percent. The fiscal year 2016 decrease was mainly due to the decrease in 
realized gain of $7.8 million offset by the decrease in unrealized loss and other investment loss of $1.5 
million and $1.4 million, respectively. The University's net investment income for fiscal year 2015, as 
compared to fiscal year 2014, also decreased by $46.8 million, or 91 percent, mainly due to the decrease 
in realized gain of $13.6 million and unrealized gain of $31.1 million, which was in line with the decrease 
in the market performance in fiscal year 2015. 
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The components of net investment income for the years ended June 30, 2016, 2015 and 2014 were 
as follows (in thousands): 

Increase (Decrease) 
FYl6vsl5 FYl5vsl4 

2016 2015 2014 Change Change 

Interest and dividend income $ 	8,640 $ 	7,974 $ 	7,621 $ 	666 $ 	353 
Net realized gains 572 8,336 21,904 (7,764) (13,568) 
Net unrealized gains (losses) (6,703) (8,232) 22,826 1,529 (31,058) 
Other, net (1,830) (3,419) (831) 1,589 (2,588) 

$ 	679 $ 	4,659 $ 	51,520 $ 	(3,980) $ 	(46,861) 

Private gifts, most of which are restricted as to use, stayed relatively consistent at $32.4 million in fiscal 
year 2016 compared to $32.6 million in fiscal year 2015. Private gifts decreased by $28.5 million, or 47 
percent, to $32.6 million in fiscal year 2015 compared to $61.1 million in fiscal year 2014. The decrease 
was primarily attributable to a one-time $40 million donation received in fiscal year 2014 offset by a one-
time $5.7 million donation received in fiscal year 2015. 

Expenses Associated with Core Activities 

The University is committed to recruiting and retaining outstanding faculty and staff and providing 
compensation equivalent to peer institutions and nonacademic employers. Of the University's operating 
expenses, approximately 75.2 percent during fiscal year 2016, 73.1 percent during fiscal year 2015 and 
71.0 percent during fiscal year 2014, were related to compensation and benefits. 

Compensation and benefits went up by $21.0 million, or 1.9 percent, to $1,114 million in fiscal year 2016 
as compared to fiscal year 2015 and increased by $22.6 million, or 2.1 percent, to $1,093 million in fiscal 
year 2015 as compared to fiscal year 2014. The fiscal year 2016 increase was attributable to a 4.0 
percent pay increase, or $3.1 million, and one-time pay bonus, or $7.4 million negotiated by the collective 
bargaining agreements, and an increase in fringe benefits of $9.3 million. The increase of OPEB 
assessment was a result from the enacted Act 268, SLH 2013 during the 2013 legislative session. The 
Act requires the State and the University to fully fund the Annual Required contribution as determined by 
an actuary within 30 years. The University recognized $117.1 million, $113.0 million and $106.8 million 
postretirement health and life insurance benefits in fiscal years 2016, 2015 and 2014, respectively. The 
increases in postretirement health and life insurance benefits in fiscal years 2016 and 2015 were a result 
of year-to-year increases in the payroll expense actuarial assumptions. 

Supplies, services and cost of goods sold expense includes service fees, printing and binding, 
advertising, dues and subscriptions, controlled property acquisitions, cost of goods sold for resale items, 
and other miscellaneous operating costs. In fiscal year 2016, such expenses decreased by $3.7 million, 
or 1.8 percent, to $202.2 million as compared to fiscal year 2015. The fiscal year 2016 decrease was 
primarily attributable to decreases in purchases of supplies, federal property acquisitions, and other 
miscellaneous operating costs offset by increases in controlled property acquisitions and cost of goods 
sold. In fiscal year 2015, such expenses decreased by $32.9 million, or 13.8 percent, to $205.8 million 
as compared to fiscal year 2014. The fiscal year 2015 decrease was primarily attributable to the 
decrease in sponsored project expenditures due to the sunset of American Recovery and Reinvestment 
Act of 2009 funds. 
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The University is committed to providing affordable yet quality education to its students. To accomplish 
this goal, student aid is provided in the form of scholarships and fellowships, including tuition and fee 
waivers applied to student accounts and reflected as reductions and allowances to student tuition and 
student housing revenues, and scholarship and fellowship payments (mostly academic and athletic) 
made directly to students. Total aid to students decreased by $4.6 million, or 2.6 percent, to $174.5 
million in fiscal year 2016 as compared to prior year. The decrease was primarily attributable to the 
number of Pell grants awarded, and the contributing factors were: 1) decreased enrollment and 
2) increase in overall household income that stemmed from the effect of the low unemployment rate 
in Hawaii that took families out of the Pell grant eligibility. Total aid to students also decreased by 
$1 million, or 0.5 percent, to $179.1 million in fiscal year 2015 as compared to the prior fiscal year 2014 
for similar reasons. 

The University depreciates its capital assets over their estimated useful lives using the straight-line 
method. Depreciation expense increased by $3.6 million, or 2.9 percent, to $124.9 million during fiscal 
year 2016 as compared to fiscal year 2015. The increase in fiscal year 2016 was primarily attributable 
to building and equipment additions and reclassifications from construction in progress. Depreciation 
expense increased by $11.9 million, or 10.9 percent, to $121.4 million during fiscal year 2015 as 
compared to fiscal year 2014. The increase in fiscal year 2015 was primarily attributable to building 
and equipment additions and reclassifications from construction in progress. 

Transfers from State amounted to $200.2 million, $191.6 million and $183.5 million in fiscal years 2016, 
2015 and 2014, respectively. Transfers from State were primarily for fringe benefit expense paid by the 
State for the University, the tobacco settlement moneys paying for John A. Burns School of Medicine 
revenue bond debt service, and the UH Cancer Center cigarette stamp tax collections. The increase 
in Transfer from State for both fiscal years 2016 and 2015 were primarily attributable to the increase 
in fringe benefit rates. 

The Cigarette Tax and Tobacco Tax Law, HRS section 245-15, effective July 1, 2006, established the 
Hawaii Cancer Research Special Fund. The cigarette stamp tax, beginning October 1, 2006, provides 
revenues to support research and operating expenses to this fund as follows: 

Time Period 

October 1, 2006 - September 30, 2007 

October 1, 2007 - September 30, 2008 

October 1, 2008 - thereafter 

Other Nonoperating Activities 

Cigarette Stamp Tax 

1.0 cent per cigarette 

1.5 cents per cigarette 

2.0 cents per cigarette 

Revenues from other nonoperating activities are generally not used to support the University's 
current operations and are comprised primarily of capital gifts and grants and additions to permanent 
endowments. Capital gifts and grants and state capital appropriations and transfers may only be used 
for the purchase or construction of specified capital assets. While additions to permanent endowments 
must be retained in perpetuity, investment earnings thereon may be available in future years to support 
specified programs. 

In fiscal year 2016, capital gifts and grants, including state capital appropriations and transfers, decreased 
by $137.8 million, 0183.0 percent, to $28.1 million compared to $165.9 million in fiscal year 2015. In 
fiscal year 2015, there was an increase of $19.8 million, or 13.6 percent, compared to $146.1 million in 
fiscal year 2014- The decrease in fiscal year 2016 was primarily attributable to the decrease of capital 
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appropriations from the State of Hawaii by $145.3 million, or 89.8 percent, to $16.5 million compared to 
the increase of capital appropriations in fiscal year 2015 of $19.8 million. Other capital gifts and grants 
during fiscal year 2016 included federal capital grants of $4.8 million and private capital gifts and grants 
of $1.1 million. During fiscal year 2015, other capital gifts and grants included federal capital grants of 
$4.5 million and private capital gifts and grants of $0.6 million. 

Cash Flows 

The Consolidated Statements of Cash Flows present the University's significant sources and uses 
of cash and cash equivalents, including restricted cash balances. The University's cash is comprised 
primarily of cash held with the State Treasury, demand deposits, and time certificates of deposit with an 
original maturity of three months or less. A summary of the University's cash flows for the years ended 
June 30, 2016, 2015 and 2014 are as follows (in thousands of dollars): 

Cash received from operations 
Cash payments for operations 

Net cash used in operating activities 

Net cash provided by noncapital 
financing activities 

Net cash used in capital 
and related financing activities 

Net cash provided by (used in) 
investing activities 

Net increase (decrease) in cash 

Cash 
Beginning of year 

End of year 

FYl6vsl5 FYl5vsl4 
2016 2015 2014 Change Change 

$ 	799,112 $ 	804,374 $ 	799,092 $ 	(5,262) $ 	5,282 
(1,293.552) (1,299,687) (1314,062) 6,135 14,375 

(494,440) (495,313) (514,970) 873 19,657 

560,769 538,775 508,527 21,994 30,248 

(43.518) (41,419) (50,446) (2,099) 9,027 

(9,443) 23,461 42,492 (32,904) (19,031) 

13,368 25.504 (14.397) (12,136) 39,901 

89,811 64,307 78,704 25,504 (14,397) 

$ 	103,179 $ 	89,811 $ 	64,307 $ 	13,368 $ 	25,504 

The University's cash and cash equivalents increased by $13.4 million, or 14.9 percent, to $103.1 million 
at June 30, 2016 from $89.8 million at June 30, 2015. During fiscal year 2016, $494.4 million in cash was 
used for operating activities, offset by $560.8 million in cash provided by noncapital financing activities. 
Net  cash used in capital and related financing activities and investing activities amounted to $43.5 million 
and $9.4 million in fiscal year 2016. 

The net cash used in operating activities was reduced by $0.9 million and $19.7 million in fiscal years 
2016 and 2015, respectively. The reduction was the result of the implementation of the financial reserve 
policy that required the University to reserve at least two months of working capital with a minimum of five 
percent unencumbered cash from non-general fund revenue. 

The $2.1 million increase in net cash used in capital and related financing activities in fiscal year 2016 
as compared to fiscal year 2015 was primarily attributable to a reduction of capital appropriation received 
from the State of Hawaii of $25.8 million and $12.0 million due to the advance and repayment of funds 
to the State of Hawaii offset by a decrease in capital asset purchases of $28.5 million and the receipt of 
proceeds from the Series 2015A bond issuance of $8.6 million. The $9.0 million decrease in cash used 
in capital and related financing activities in fiscal year 2015 as compared to fiscal year 2014 was primarily 
attributable to a decrease in capital asset purchases of $44.2 million, offset by an increase in capital gifts 
and grants of $11.4 million and a $20.0 million transfer of funds for reimbursement of preconstruction 
costs associated with the UH Cancer Center. 
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Looking Forward 

The University of Hawai'i is one of the most important economic engines in Hawaii with a total estimated 
impact of $361 billion on Hawaii's economy. In relation to this, the University is impacted by Hawaii's 
economy in its enrollment and funding received from the State of Hawaii and gift donors. Looking toward 
the future. Hawaii's economy is expected to continue positive growth into 2017, according to the State 
Department of Business, Economic Development & Tourism. The tourism and construction industries 
are projected to remain strong, while the government and military sectors will continue to stay relatively 
unchanged. Hawaii's robust economy has kept the unemployment rate low at 3.4 percent as of August 
2016. 

As the sole provider of public higher education in Hawai'i, the University plays a vital role in improving the 
social, economic and environmental well-being of current and future generations. To effectively provide 
higher education to the community, the University has developed and is implementing the University of 
Hawaii Strategic Directions, 2015-2021, built upon previous work outlined in the Strategic Outcomes and 
Performances Measures, 2008-2015, that will guide the University's priorities for the next three biennia 
to achieve the outcomes directed by the Board of Regents (the "Board"). 

The four strategic directions outlined below describe the University's priorities for 2015-2021: 

• Hawaii Graduation Initiative 

• Hawaii Innovation Initiative 

• 21st Century Facilities 

• High Performance Mission-Driven System 

Enrollment and Tuition 

According to the 2016 College Affordability Diagnosis by the Pennsylvania State University Graduate 
School of Education, University of Hawaii community colleges are the most affordable public, two-year 
institutions of higher education in the nation. Hawaii ranked as the third overall for most affordable state 
when considering the percentage of family income required for residents to finance the full cost of a public 
higher education. The University at Manoa puts Hawaii in 5th place among states in providing affordable 
access to a public research university education, and the state ranks 7th in affordable access to a public, 
four-year, non-doctoral institutions through the University of Hawaii at Hilo and at West O'ahu. 

The University's enrollment continues to trend downward since peaking in 2010, however, the likely 
reasons are varied. Since 2010, the State economy has significantly improved each year following 
the recession. The University has also been very successful on a number of its initiatives to increase 
graduation rates, to increase the speed at which student matriculate, and working with public high schools 
to graduate their students with University-granted college credits. Looking within the long-term historical 
context, overall enrollment at the University of Hawaii remains high. The peak associated to the Great 
Recession is perceived to be anomalously high. Fall census headcount comparisons are as follows: 

Fall 2016 % Change Fall 2015 % Change Fall 2014 

Manoa 18,056 -43 18,865 -33 19,507 
Hilo 3,666 -4.3 3,829 -2A 3,924 
West O'ahu 2,939 9.2 2,692 1,2 2,661 
Community Colleges 28,757 -5.3 30,370 -1.9 30,960 

Total 53,418 -42 55,756 -2.3 57,052 
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On October 11, 2011, the Board approved a five-year tuition schedule. Fiscal year 2015-2016 is 
the fourth year of the schedule. Tuition rates for fiscal year 2015-2016 were scheduled to increase as 
much as seven percent. However, in the interest of preserving affordability and access to public higher 
education in the State of Hawaii, the Board amended the previously-approved schedule and reduced 
the percentage of tuition increase scheduled for year four and five of the schedule - reducing tuition rate 
increases to not more than five percent. On July 21, 2016, the Board approved a new three-year tuition 
increase schedule for fiscal year to begin July 1, 2018. This new schedule has no increases for fiscal 
year 2016-2017, and tuition increases in fiscal years 2017-2018 and 2018-2019 ranging from one to 
two percent at various campuses. 

The University is committed to provide financial aid to achieve its affordability objective. The total 
financial aid, including aid from federal, State and private grants and awards, provided to undergraduate 
students were $121.0 million. $120.4 million and $119.4 million in academic years 2015, 2014 and 2013, 
respectively. 

In Hawaii, experts estimate 70 percent of jobs will require at least an associate's degree by 2020. 
Only 44 percent of working-age residents had such a degree in 2014. The University of Hawaii has an 
enormous opportunity to provide affordable higher education while increasing enrollment in the State of 
Hawaii. 

Extramural Funds 

The extramural fund awards include a mix of research and non-research programs that provide financial 
stability and balance to the University. About 40-50 percent of the projects are non-research in nature 
and are intended for training, workforce development, outreach and community services, clinical trials, 
and others. 

The University like other research institutions across the country continues to weather an extremely 
challenging funding landscape brought on by the lingering effects of sequestration, uncertainties in 
agency funding, budget cuts and the realignment of R&D funding priorities. Despite these challenges, 
the University research enterprise worked diligently to halt three straight years of decline in extramural 
award funding and managed a slight increase in fiscal year 2015. 

Unfortunately, despite continued efforts, fiscal year 2016 Extramural Awards closed at $391 million, a 
decrease of eight percent as compared to last year's tally of $425 million. In addition to the difficult 
funding environment, the University also absorbed a number of setbacks that contributed to the decrease, 
including the end of a four-year workforce training initiative by the U.S. Department of Labor for programs 
in cyber security and health, the absence of a large U.S. Navy task order for Applied Research 
Laboratory, and a decrease in extramural funding at the University of Hawai'i at Hilo. 

19 



University of Hawai'i 
State of Hawai'i 
Management's Discussion and Analysis (Unaudited) 
June 30, 2016 and 2015 

While research funding will continue to remain a challenge at the University for years to come, we will 
continue to align our research enterprise with national science and technology funding priorities, while 
helping to address the critical challenges of the nation and our state. We have made headway in building 
a pipeline of revenue generating awards in fiscal year 2017: 

$20M grant from the National Science Foundation's Experimental Program to Stimulate Competitive 
Research (EPSC0R') for its 'Ike Wai collaboration, a five-year study of water sustainability issues. 

$8.5 million from the Office of Naval Research for its Asia-Pacific Research Initiative for Sustainable 
Energy Systems ("APRISES") to continue testing and evaluation of renewable generation and power 
systems controls for smart- and micro-grids. 

$8M in two separate awards from the National Cancer Institute to study cancer risk in multi-ethnic 
groups. 

Facilities and Infrastructure 

The University has a strong commitment to its core facilities and infrastructure. In the past three years, 
the University completed many major construction projects, which included the newest campus - Hawaii 
Community College Palamanui campus, Clarence T.C. Ching Athletics Complex, the new three-story 
Student Services building at the University at Hilo, the expansion of the two-story Warrior Recreation 
Center at Mãnoa, and other new buildings in Maui College, Leeward and Windward Community Colleges 
to accommodate anticipated enrollment growth. 

Meanwhile, the State of Hawaii Legislature continued its strong financial support to the University's 
capital improvement program and provided general obligation bond appropriations for the 2015-2017 
and 2013-2015 fiscal biennia that were approximately $365.5 million and $390 million, respectively. 
In September 2015, the University also issued Series 2015-A Taxable Revenue Bonds to help fund two 
new strategic construction projects: $5 million for the Hilo College of Pharmacy and $3.5 million for the 
Law School. Both projects included state funds of $28 million and $3.5 million, respectively, in general 
obligation ('GO") bond funds. 

Improvement and modernization of the University's physical assets is key to delivering the University's 
strategic directions that strives for 2111  century facilities for learning, teaching and research. The 
University has developed a six-year CIP plan for fiscal years 2018-2023 (the "6-Year CIP Plan") that 
will set forth a vision of a physical environment that supports and augments the high quality education 
and research that takes place at our University. It also presents a coordinated, long-term strategy that 
(1) prioritizes classrooms, laboratories and student spaces with a focus on improving the learning and 
research environment, 2) targets those facilities with the highest utility and poorest conditions through 
upgrade to the interior/exterior structures, building roofs, mechanical and electrical systems, pedestrian 
pathways and roadways, and 3) changes the paradigm on how the University manages its space. This 
6-year CIP Plan is organized in four categories: Major Capital Improvement Projects; Renew, Improve & 
Modernize Projects ("RIM Projects"); Minor Capital Improvement Projects; and Planning Projects. The 
University believes this plan will move us toward a multi-faceted approach that improves the quality of 
learning and research environment, through the lens of our students and faculty, while addressing our 
deferred maintenance backlogs. We have projected to reduce the current deferred maintenance of 
$496.3 million to $327.3 million in fiscal year 2023 under this plan. 
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Fundraising 

The University launched a seven-year $500 million fundraising campaign and began its "quiet phase" on 
July 1 2011 Since the launch of the campaign, the University has consistently exceeded the fundraising 
goals. In fiscal year 2016, the University had raised $66.1 million as compared to $129.0 million in fiscal 
year 2015 and $98.6 million in fiscal year 2014. 

State General Fund Appropriations 

The State of Hawaii continues to provide strong support to the University as the sole provider of public 
higher education in Hawai'i. When compared to other universities in the nation, the University is well 
supported by the State and is ranked 11th in the category of higher education operating appropriation 
per full-time equivalent in 2014. The Hawaii Governor supported, and the State Legislature appropriated, 
an increase of $28.2 million, or 6.8 percent, in general funds to the University's fiscal year 2017 operating 
budget. These funds were allocated throughout the campuses to reward academic performance and fund 
faculty salary increases that were negotiated through collective bargaining agreements and other special 
programs. 

Future general fund appropriations are dependent upon the financial health of the State, State Council 
of Revenues projections and priorities yet to be articulated by the Governor and State legislature. 
The current outlook shows positive signs. The State ended fiscal year 2016 with general fund surplus 
exceeding $1 billion, although it was a single point of data. The Council on Revenues forecasted a 
5.5 percent growth for fiscal year 2017. However, tax revenue collections for the current fiscal year 
through September 2016 were down 3.3 percent compared to the previous fiscal year. In addition, ERS 
(retirement) and OPEB (health fund) unfunded liabilities for the State are roughly $18 billion. To continue 
to provide quality and affordable education to the residents of Hawaii, the University has been working 
hard with lawmakers to advance the University's needs and priorities. 

Hawai'i Graduation Initiative and 15 to Finish Campaign 

Hawai'i Graduation Initiative ('HGI") is a system-wide strategic initiative that focuses on increasing the 
number of educated citizens within the state. HGI is aligned with the Hawai'i P-20 goal to increase the 
number of working age adults in the state who hold a degree to 55 percent by 2025. Because of this 
focused effort, the UH campuses have increased the number of degrees and certificates awarded to 
11,680 or by 46 percent since 2008. 

HGI's 15 to Finish campaign encourages students to take 15 credits per semester (or 30 credits per year) 
to graduate on time (i.e., in most cases, two years for an associate degree and four years for a bachelor's 
degree). UH has nearly doubled the percentage of first-time freshmen who enroll in 15 or more credits in 
their first semester since the start of the campaign in 2012. 

The campaign has garnered national attention. To date, 15 to Finish campaigns have been implemented 
by seven states at scale and an additional 120 institutions nationwide. An additional seven states have 
committed to launching campaigns in 2017. At Complete College America's 2016 Annual Convening of 
the Alliance in November, the UH System was the inaugural recipient of two President's Awards, one of 
which was for the 15 to Finish campaign. The President's Award recognizes innovation and outstanding 
contributions to national college completion efforts. 
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Hawai'i Innovation Initiative 

To leverage its distinctive strengths in earth and ocean sciences, astronomy, evolutionary biology, and 
energy research, the University is continuing our efforts to spearhead the Hawaii Innovation Initiative, 
a proactive partnership between the University, the private sector and government to create a third 
economic driver for the state based on the University's research. Our XLR8UH venture accelerator 
program has developed 15 startup companies, generated over $600,000 in revenue and secured 
$7.8 million in total funding. In March 2016, we launched the i-Lab, a reconfigurable working space for 
students in cross disciplines to engage in innovation and entrepreneurial projects; and in July 2016, the 
Pacific Asian Center for Entrepreneurship ('PACE") at Manoa's Shidler College of Business opened their 
version of the -Lab called sPACE. Finally, we will again be hosting the second annual Future Focus 
innovation conference in October 2016 - this year focusing on medical research, cyber security and 
entrepreneurship. 
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2016 2015 

Assets and Deferred Outflows of Resources 
Current assets 

Cash and cash equivalents $ 	103,179 $ 	89,811 
Operating investments 298,702 285,241 
Due from State of Hawaii 102 188 
Accounts receivable, net 86,913 87,719 
Current portion of notes and contributions receivable, net 16,972 16,221 
Accrued interest receivable 851 583 
Inventories 10,250 11,765 
Prepaid expenses and other current assets 11,462 12,916 

Total current assets 528,431 504.444 

Noncurrent assets 
Due from State of Hawaii 329,751 399,144 
Endowment and other investments 475.040 477,243 
Notes and contributions receivable, net 40,068 48,155 
Capital assets, net 2,053,385 2,068,691 
Other noncurrent assets 18,890 19,541 

Total noncurrent assets 2.917,134 3,012,774 

Total assets 3.445,565 3,517.218 

Deferred outflows of resources 
Deferred loss on refunding 11.383 5,251 
Deferred outflows on net pension liability 163,699 134.848 

Total deferred outflows of resources 175,082 140,099 

Total assets and deferred outflows of resources $ 	3,620,647 $ 	3,657,317 

Liabilities, Deferred Inflows of Resources and Net Position 
Current liabilities 

Accounts payable $ 	51,596 $ 	56,702 
Accrued payroll and fringe benefits 66,300 57.434 
Advances from sponsors 34,002 33,979 
Unearned revenue 46,314 48.361 
Due to State of Hawai'i 6,294 12,510 
Current portion of long-term liabilities 55,216 51,923 

Other current liabilities 7,229 9,138 

Total current liabilities 266.951 270,047 

Noncurrent liabilities 
Accrued vacation 45,251 44,618 
Accrued workers compensation 11,747 9,926 

Net pension liability 1,144,564 1,089.882 

Other postemployment benefits 722.757 650,805 

Due to State of Hawaii - 195 
Revenue bonds payable 543,680 561,470 
Premium on bonds payable 14,754 2.972 
Note payable 17,000 17,000 
Other noncurrent liabilities 17,144 16,819 

Total noncurrent liabilities 2,516,897 2,393,687 

Total liabilities 2,783,848 2,663,734 

Deferred inflows of resources 
Deferred inflows on net pension liability 111,364 151,162 

Total deferred inflows of resources 111,364 151.162 

Commitments and contingencies 

Net position 
Net investment in capital assets 1,504,935 1,503,902 
Restricted 

Nonexpendable 244.396 235,894 

Expendable 561,093 644,743 

Unrestricted (1,584.989) (1,542,118) 

Total net position 725,435 842,421 

Total liabilities, deferred inflows of resources and net position $ 	3,620,647 $ 	3,657,317 

The accompanying notes are an integral part of the consolidated financial statements. 
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2016 2015 

Operating revenues 
Student tuition and fees $ 	403,411 $ 	392,471 
Less 	Scholarship allowances - 131,105 129,811 

Net student tuition and fees 272,306 262.660 

Federal appropriations, grants and contracts 322,266 325,531 
State and local grants and contracts 32,831 29,033 
Nongovernmental sponsored programs 35,134 36.236 
Sales and services of educational departments other 35763 36,163 
Auxiliary enterprises 

Bookstores 20,736 22,467 
Student housing (net of scholarship allowances of $1474 and $1,537) 32,102 31,164 
Other auxiliary enterprises revenues 46.186 45,521 

Other operating revenues 2,211 2,568 

Total operating revenues 799,535 791,343 

Operating expenses 
Compensation and benefits 1,113,771 1.093,021 
Supplies services and cost of goods sold 202,157 205,833 
Depreciation 124.937 121,378 
Telephone and utilities 64,633 72,282 
Scholarships and fellowships 43,440 49,302 
Travel expenses 33,962 33,022 
Repairs and maintenance 28,571 33,545 
Rental expenses 12.877 12,747 
Other operating expenses - 36,205 32,762 

Total operating expenses 1,660,553 1,653,892 

Operating loss (861,018) (862,549) 

Nonoperating revenues (expenses) 
State appropriations 441.373 413,148 
Federal Pell grants 61,438 66,144 
Private gifts 32,382 32,600 
Net investment income 679 4,659 
Interest expense (25.064) (27,523) 
Net transfers from (to) State of Hawaii for 

Fringe benefits 172,248 162,969 
Hawaii Barrel Tax 2,784 2,051 
School of Nursing 1,066 133 
University of Hawaii Cancer Center 6.366 6,919 
Other (86) 1.704 

Loss on disposal of capital assets (8.165) (4,907) 
Other, net 516 

Net nonoperating revenues before capital and endowment additions (deductions) 684,737 658.413 

Capital - state appropriations 16,547 161,822 
Capital - federal grants/subsidies 4.829 4,460 
Capital - gifts and grants 1,095 648 
Net transfers from (to) State of Hawaii for capital assets 5,651 (1,026) 
Transfers from State of Hawaii, Tobacco settlement 9,549 9,924 
Transfers from State of Hawaii, University of Hawaii Cancer Center 7.876 7,884 
Transfers from other State agencies 413 
Transfers from (to) Federal - capital assets 4.081 (5,315) 
Additions to permanent endowments - 	9,254 19,426 

Total other revenues 59,295 197,823 

Net nonoperating revenues -744,032 856,236 

Change in net position (116,986) (6.313) 

Net position 
Beginning of year 842.421 1.961,526 
Adjustment for change In accounting principle (Note 1)  (1,112,792) 

Beginning of year, as restated 842,421 848,734 

End of year $ 	725.435 $ 	842.421 

The accompanying notes are an integral part of the consolidated financial statements. 
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2016 2015 

Cash flows from operating activities 
Student tuition and fees $ 	267,057 $ 	261,826 

Grants and contracts 395,583 401,284 

Other revenues 136,472 141,264 

Payments to employees (870,514) (862,510) 

Payments to suppliers and other (379,598) (387,875) 

Payments for scholarships and fellowships (43,440) (49,302) 

Net cash used in operating activities (494,440) (495,313) 

Cash flows from noncapital financing activities 
State appropriations 441,459 413,884 

Gifts and grants for other than capital purposes 109,406 113.855 

Transfer from State of Hawaii for 
Hawaii Barrel Tax 2,784 2.051 

School of Nursing 1.066 133 

University of Hawaii Cancer Center 6.366 6,919 

Other (86) 1,704 

Other receipts (disbursements) (226) 229 

Net cash provided by noncapital financing activities 560,769 538,775 

Cash flows from capital and related financing activities 
Capital appropriations 85,940 111.762 

Capital gifts and grants 5,171 5.112 

Proceeds from issuance of capital debt 8,575 - 

Purchases of capital assets (109,459) (137,954) 

Proceeds from sale of capital assets 653 1.245 

Principal paid on capital debt (19.190) (15,521) 

Interest paid on capital debt (27.046) (29,871) 

Advance from (repayment to) State of Hawaii (6.000) 6.000 

Transfer from other State agencies 413 - 

Transfer from State of Hawaii for 
Tobacco Settlement 9,549 9.924 

University of Hawaii Cancer Center 7.876 7.884 

Net cash used in capital and related financing activities (43.518) (41,419) 

Cash flows from investing activities 
Interest and dividends on investments, net 7,163 975 

Proceeds from sales and maturities of investments 962.297 1,116.678 

Purchase of investments (978.903) (1,094,192) 

Net cash provided by (used in) investing activities (9,443) 23,461 

Net increase in cash and cash equivalents 13,368 25,504 

Cash and cash equivalents 
Beginning of year 89,811 64,307 

End ofyear $ 	103.179 $ 	89,811 

The accompanying notes are an integral part of the consolidated financial statements. 
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University of Hawai'i 
State of Hawai'i 
Consolidated Statements of Cash Flows 
Years Ended June 30, 2016 and 2015 
(All dollars reported in thousands) 

2016 	 2015 

Reconciliation of operating loss to net cash used in operating activities 
Operating loss 
Adjustments to reconcile operating loss to net cash used in operating activities 

On behalf payments by State for fringe benefits 
Depreciation expense 
Pension and other post retirement health care benefit expense 
Bad debt expense, net 

Changes in operating assets and liabilities 
Accounts receivable 
Notes and contributions receivable 
Inventories 
Prepaid expenses and other assets 
Accounts payable 
Accrued payroll and benefits 
Accrued workers compensation liability 
Advances from sponsors 
Other, net 

Net cash used in operating activities 

Supplemental information of noncash transactions 
Noncash contributions 
Net transfers from (to) State of Hawaii for capital assets 
Transfers from (to) Federal for capital assets 
Accounts payable for capital assets 
Bond proceeds deposited immediately into escrow 
Defeasance of outstanding revenue bond principal 

The accompanying notes are an integral part of the consolidated financial statements. 
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1. 	Organization and Summary of Significant Accounting Policies 

Financial Reporting Entity 
The accompanying consolidated financial statements of the University of Hawaii (the "University') 
include the activities of the University of Hawaii at Manoa, University of Hawaii at Hilo, University 
of Hawaii at West O'ahu, University of Hawaii at Maui College, University of Hawaii Community 
Colleges and its component units. The University has defined its reporting entity in accordance 
with Governmental Accounting Standards Board ("GASB") Statement No. 14, The Financial 
Reporting Entity, as amended by GASB Statement No. 39, Determining Whether Certain 
Organizations are Component Units, as amended by GASB Statement No. 61, The Financial 
Reporting Entity: Omnibus - an amendment of GASB Statements No. 14 and No. 34. The 
basic criterion for including a potential component unit within the reporting entity is financial 
accountability. Other criteria include fiscal dependency and the nature and significance of the 
relationship are such that exclusion would cause the financial statements of the University to be 
misleading. Accordingly, the financial information of the Research Corporation of the University 
of Hawaii (the "Research Corporation") and the University of Hawaii Foundation (the 
"Foundation") have been blended with the University's financial activity in the accompanying 
consolidated financial statements. 

Complete financial statements of the Research Corporation can be obtained at the Research 
Corporation of the University of Hawaii, 2800 Woodlawn Drive, Honolulu, HI 96822. The 
Foundation's federal Form 990 is available for inspection as required by Internal Revenue Code 
("IRC") Section 6104 at the University of Hawai'i Foundation, 2444 Dole Street, Bachman Hall, 
Room 101, Honolulu, HI 96822. 

Similarly, the University is fiscally dependent upon the State of Hawai'i (the "State") and therefore, 
the State is financially accountable for the University as defined by GASB Statement No. 61. 
Accordingly, the University's financial information is discretely presented as a component unit 
within the State's comprehensive annual financial report ("CAFR"). 

The University is classified as a state instrumentality under IRC Section 115, and is therefore 
exempt from federal income taxes. Certain activities of the University may be subject to taxation 
as unrelated business income under IRC Sections 511 and 514. 

Basis of Presentation 
The University follows the reporting model prescribed for special-purpose governments engaged 
only in business-type activities, as defined in GASB Statement No. 35, Basic Financial 
Statements and Management's Discussion and Analysis for Public Colleges and Universities, 
as amended. The consolidated financial statements of the University are presented using the 
economic resources measurement focus and the accrual basis of accounting. 

The Foundation's accounting policies conform to accounting principles generally accepted in the 
United States ('GAAP") applicable to not-for-profit organizations as promulgated by the FASB. 
The Foundation's financial information has been converted to conform to the University's 
presentation. 

The Research Corporation's accounting policies conform to GAAP applicable to business-type 
activities of governmental units as promulgated by the GASB. 
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Cash, Cash Equivalents and Investments 
The University considers all cash and investments with original maturities of three months or less 
to be cash equivalents. The carrying amounts reported in the Consolidated Statements of Net 
Position for cash equivalents approximate fair value due to the short maturity of these 
investments. 

The University classifies unspent cash, cash equivalents and investments from the issuance of 
revenue bonds held with an escrow agent and invested until used for the cost of construction as 
noncurrent assets. 

Investments 
Investments in money market instruments that have remaining maturity at time of purchase of 
one year or less are reported at amortized cost. Investments in time certificates of deposits are 
carried at cost. Investments in money market funds, fixed income securities, equity securities, 
and mutual funds with readily determinable fair values are reported at fair value based on 
quoted market prices. Investments in limited partnerships, absolute return, real estate and other 
investments include limited partnership investments in private equity, venture capital, real estate, 
and hedge funds including absolute return and long/short hedge funds. Fair value is generally 
based on information provided by the respective external investment manager at the most recent 
valuation date and from the valuation date to fiscal year-end, if applicable. The private equity, 
venture capital, and real estate investments are not readily marketable and involve assumptions 
and methods that are reviewed by the Foundation. Because these investments are not readily 
marketable, their estimated value is subject to uncertainty and therefore, may differ from the 
value that would have been used had a ready market for such investment existed. A portion of 
the investments made by certain hedge funds is also not readily marketable; additionally, hedge 
fund managers may not provide the detail of their underlying marketable securities. The hedge 
fund valuation process is carefully reviewed by the Foundation with the assistance of an outside 
consultant. The Foundation utilized the net asset value per share for the investments in limited 
partnerships, absolute return, real estate and other investments. Unrealized gains and losses on 
investments are included in the Consolidated Statements of Revenues, Expenses and Changes 
in Net Position. Realized gains and losses are computed as the difference between the proceeds 
of the sale and the cost basis of the investment sold. The calculation of realized gains and losses 
is independent of the calculation of net changes in the fair value of investments. 

The title to investment securities is vested in the name of Securities and Exchange Commission 
('SEC") registered brokerage firms representing the various investment managers of the 
University and the Foundation. The title to short-term investments, made from pooled cash, 
is vested in the name of the University or the Foundation. 

Fair Value Measurements 
For financial assets reported at fair value, the University defines fair value as the price that 
would be received to sell an asset in the principal or most advantageous market in an orderly 
transaction between market participants. The University measures fair value using assumptions 
developed based on market data obtained from independent external sources and the reporting 
entity's own assumptions. The hierarchy is broken down into levels based on the reliability of the 
inputs as follows: 

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

Level 2 - Inputs (other than quoted prices) included within Level 1 that are observable for 
the asset of liability, either directly or indirectly. 
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Level 3 - Unobservable inputs for an asset or liability reflecting management's assumption. 
Level 3 inputs are used to measure fair value to the extent that observable Level 1 or 2 
inputs are not available. 

Due from and Due to State 
The State Director of Budget and Finance is responsible for the safekeeping of all cash in the 
State Treasury in accordance with State laws. Currently, separate accounts are not maintained 
in the State Treasury for the University's general operating and capital appropriations. Although 
these appropriations are available to the University to expend, custody and ownership of the 
funds remain with the State. Unspent general and capital appropriations that continue to be 
available to the University for expenditure at the end of the fiscal year are reported as Due from 
State of Hawaii in the accompanying Consolidated Statements of Net Position. 

Amounts due to the State of Hawaii are primarily due to operating or capital advances and 
general obligation bond debt service requirements. 

Perpetual Trusts 
The Foundation is the beneficiary of certain perpetual trusts held and administered by others. 
The fair value of the estimated future cash receipts from the trusts is recognized as assets and 
contribution revenues when the Foundation is notified of their existence. The reported value of 
the assets is fair value. 

Split-Interest Agreements 
The Foundation's split-interest agreements with donors consist of irrevocable pooled income 
funds, charitable remainder trusts and charitable gift annuities for which the Foundation serves 
as trustee. Assets held under the split-interest agreements are included in investments. 
Contribution revenues are recognized at the date the split-interest agreements are established 
after recording liabilities for the present value (utilizing discount rates ranging from two percent 
to five percent) of the estimated future payments to be made to the donors and/or other 
beneficiaries. The liabilities are adjusted during the term of the split-interest agreements for 
changes in the fair value of the assets, accretion of the discount, and other changes in the 
estimates of future benefits. 

Accounts Receivable 
Accounts receivable are initially recorded at the amount invoiced or otherwise due and normally 
do not bear interest. The University maintains an allowance for doubtful accounts to reduce 
receivables to their estimated collectible amount. Management estimates the allowance for 
uncollectible receivables based on a specific review of customer balances, the overall aging 
of outstanding balances, historical collection experience, and current business and economic 
conditions. Delinquent accounts in excess of two years are written off upon approval of 
University general counsel and when, in the judgment of management, they are deemed 
uncollectible based on an evaluation of the specific circumstances. 

Contributions 
The Foundation receives pledges and bequests of financial support from corporations, 
foundations and individuals. Revenue is recognized when a pledge representing an 
unconditional promise to pay is received and all eligibility requirements, including time 
requirements, have been met. In absence of such a promise, revenue is recognized 
when the gift is received. Endowment pledges that do not meet eligibility requirements, 
as defined by GASB Statement No. 33, are not recorded as assets until the related gift 
is received. 
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Capital Assets 
Capital assets are recorded at cost, or if donated, at an appraised value at the date of the gift. 
Depreciation of capital assets is provided for on a straight-line basis over the estimated useful 
lives (3 to 100 years) of the respective assets. The University's policy is to capitalize tangible, 
nonexpendable personal property having an estimated useful life of more than one year. 
Interest incurred on tax-exempt construction financing, net of investment income on any 
unspent financing proceeds, is capitalized as a cost of construction. When taxable debt is 
incurred specifically for a project, interest is capitalized on amounts expended on the project 
using the weighted-average cost of outstanding borrowings. The capitalization of interest ceases 
when the project is substantially complete or construction activity is suspended for more than a 
brief period. The University incurred interest cost of $25,562 and $29,156 for the years ended 
June 30, 2016 and 2015, respectively, of which capitalized interest as a cost of construction 
amounted to $498 and $1,633, respectively. The University does not capitalize works of art or 
historical treasures that are held for exhibition, education, research and public service. These 
collections are neither disposed of for financial gain nor encumbered. Accordingly, such 
collections are not recognized or capitalized for financial statement purposes. Maintenance and 
repairs, as well as minor renewals, replacements and betterments, are charged to operations. 
Major renewals, replacements and betterments are capitalized in the year incurred. Capital 
assets retired or otherwise disposed of are removed from the appropriate asset and related 
accumulated depreciation accounts. Gains and losses on disposals and the net book value 
of transfers of capital assets are reflected in operations. 

The University evaluates the future service utility of capital assets when events or changes in 
circumstances have occurred. A diminished service utility of the University's capital assets is 
reported as an impairment loss and netted against any insurance or appropriated recoveries. 

Deferred Outflows of Resources 
Deferred outflows of resources represent a consumption of net position that applies to a future 
period. The University defers recognition of the loss on debt refunding related to issuance of its 
revenue bonds and amortizes these costs over the life of the bonds using the effective interest 
rate method. The deferred outflow of resources related to pensions resulted from differences 
between expected and actual experiences which will be amortized over five years and University 
contributions to the pension plan subsequent to the measurement date of the actuarial valuations 
for the pension plans which will be recognized as a reduction of the net pension liability in the 
subsequent fiscal year. 

Advances from Sponsors 
Amounts received from grant and contract sponsors which have not been earned under the terms 
of the agreement are deferred and reported as advances from sponsors in the Consolidated 
Statements of Net Position. 

Unearned Revenue 
Unearned revenue includes amounts received in advance of an event such as student tuition and 
advance sports ticket sales related to a future period. 
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Pensions 
For purposes of measuring the net pension liability, deferred outflows of resources and deferred 
inflows of resources related to pensions, and pension expense, information about the fiduciary 
net position of the Employee's Retirement System ("ERS") and additions to/deductions from the 
ERS's fiduciary net position have been determined on the same basis as they are reported by 
the ERS. For this purpose, benefit payments (including refunds of employee contributions) are 
recognized when due and payable in accordance with benefit terms. Investments are reported 
at their fair value. 

Other Postemployment Benefits 
The University applies the provisions of GASB Statement No. 45, Accounting and Financial 
Reporting by Employers for Postemployment Benefits Other Than Pensions, which requires 
accrual-based measurement and recognition and disclosure of other postemployment benefits 
("OPEB") expense, such as retiree medical and dental costs, over the employees' years of 
service, along with the related liability. 

Revenue Bonds Payable 
Revenue bonds payable include outstanding amounts due from the issuance of revenue bonds 
by the University. 

Deferred Inflows of Resources 
Deferred inflows of resources represent an acquisition of net position by the University that is 
applicable to a future reporting period. The deferred inflow of resources related to pensions 
resulted from the difference between projected and actual earnings on the pension plan and 
changes in the proportionate rate. These amounts are deferred and amortized over five years. 

Net Position 
The University's net position is classified into the following four net position categories: 

Net investment in capital assets - This component of net position represents the 
University's total investment in capital assets, net of accumulated depreciation and 
outstanding principal balances of debt attributable to the acquisition, construction or 
improvement of those capital assets. 

Restricted 

Nonexpendable - Net position subject to externally imposed stipulations that they be 
maintained permanently by the University, which includes the University's permanent 
endowment funds. 

Expendable Net position that is restricted for specific purposes by sponsors, donors 
or law. Restrictions in these assets are released when the University complies with the 
stipulations required by the sponsor, donor or legislative act. 

Unrestricted - Net position not classified as restricted or net investment in capital assets 
and not subject to externally imposed stipulations. Unrestricted net position may be 
designated for specific purposes by action of management or the Board of Regents ("Board") 
or may otherwise be limited by contractual agreements with outside parties. Substantially all 
unrestricted net position is designated for academic and research programs and initiatives, 
and capital asset programs. 
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When an expense is incurred for purposes for which both restricted and unrestricted resources 
are available to pay the expenses, resources are generally applied proportionate to the benefit 
realized. For instances in which such a determination is not feasible or if there are cost 
compliance issues, unrestricted resources are applied first. 

Net Position Restricted by Enabling Legislation 
GASB Statement No. 46, Net Assets Restricted by Enabling Legislation - an amendment of 
GASB Statement No. 34, requires that limitations on the use of net position imposed by enabling 
legislation he reported as restricted net position. GASB Statement No. 46 also specifies the 
accounting and financial reporting requirements if new enabling legislation replaces existing 
enabling legislation or if legal enforceability is reevaluated. Restricted net position at June 30, 
2016 and 2015 amounted to $805,489 and $880,637, respectively, of which $313,262 and 
$380,053 were restricted by enabling legislation for capital activity. 

Operating and Nonoperating Activities 
The University's policies for defining operating activities, as reported on the Consolidated 
Statements of Revenues, Expenses and Changes in Net Position, are those that generally result 
from exchange transactions such as payments received for providing services and goods and 
payments made for services and goods received. Certain significant revenue streams relied 
upon for operations are recorded as nonoperating revenues, as defined by GASB Statement 
No. 35, including state appropriations, gifts and investment income. 

Student tuition and fees revenues are recognized in the period earned. Revenues for programs 
that cross fiscal years are prorated between the two fiscal years. 

The University recognizes revenue associated with the direct costs of research and training 
grants and contracts as the related expenses are incurred. 

Bookstore revenues are recognized at the point of sale. Sales returns (which are not significant) 
are recognized at the time returns are made. 

Room and other rental revenues are recognized over the period the room is occupied. Room 
and other rental revenues for the summer term are recognized in the fiscal year in which the term 
primarily falls. Had room and other rental revenues for the summer term been prorated between 
fiscal years, the difference would not be material. 

Scholarships and Fellowships 
Scholarships and fellowships, including tuition and fee waivers applied to student accounts, 
are shown as a reduction to student tuition and student housing revenues. Stipend and other 
payments made directly to students are reflected as scholarships and fellowships expense. 

State Appropriations 
The University recognizes general operating and capital appropriations as nonoperating revenue 
when allotments are made available to the University for expenditure. If restrictions are placed 
on such appropriations, the restrictions are given separate and discrete accounting recognition. 
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Management's Estimates 
The preparation of the consolidated financial statements in conformity with GAAP requires 
management to make estimates and assumptions that affect the amounts reported in the 
consolidated financial statements and accompanying notes. Actual results could differ from 
those estimates. These estimates, among others, include workers' compensation liabilities, 
net pension liabilities, postemployment benefit liabilities, allowances for uncollectible receivables, 
the useful lives of capital assets, the valuation of investments, and the current versus noncurrent 
classification of assets and liabilities. 

With respect to workers' compensation insurance, the University is self-insured for the first 
$650 per occurrence and annual aggregate, and obtains excess insurance of $50,000 from a 
commercial insurance company. The University records a liability for risk financing and insurance 
related losses if it is determined that a loss has been incurred and the amount can be reasonably 
estimated. The University uses a third-party actuary to estimate its workers' compensation 
liability. Changes in the liability are the result of claims payments made during the fiscal year, 
new claims filed, and changes in the estimates of existing claims. Anticipated payments by the 
third party for the next fiscal year are considered current and payments thereafter are considered 
noncurrent. The liability represents the University's best estimate of workers' compensation 
liabilities based on available information. The University's estimated liability for workers' 
compensation claims is included in "Other Liabilities" in the accompanying Consolidated 
Statements of Net Position (see Note 11). 

The University also uses a third-party actuary to estimate its net pension liability and 
postemployment health care and life insurance benefit obligations. The assumptions used 
to determine the liabilities are described in Notes 14 and 15. 

The allowance for uncollectible receivables is a valuation account used to estimate the portion 
of accounts, notes and contributions receivable that are considered uncollectible. 

The University depreciates its capital assets using useful lives internally or externally determined 
to represent the expected service period of the asset. 

In general, the fair value of investments has been determined using values supplied by 
independent pricing services. 

New Accounting Pronouncements 
In 2016, the University adopted GASB Statement No. 72, Fair Value Measurement and 
Application. This Statement addresses accounting and financial reporting issues related to 
fair value measurements. Management has adopted the new standard as presented in the 
University's financial statements. 

In 2015, the University adopted GASB Statement No. 68, Accounting and Financial Reporting for 
Pensions. This Statement revises and establishes new financial reporting requirements for most 
governments that provide their employees with pension benefits. Management has adopted the 
new standard as presented in the University's consolidated financial statements. Due to the 
adoption of GASB Statement No. 68 in fiscal year 2015, beginning net position was restated. 
The beginning net position as of July 1, 2014 was restated by $1,112,792 from $1,961,526 to 
$848,734. 
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The GASB issued Statement No. 74, Financial Reporting for Postemployment Benefit Plans 
Other than Pension Plans. The Statement replaces GASB Statement No. 43, Financial Reporting 
for Postemployment Benefit Plans Other Than Pension Plans. The Statement addresses the 
financial reports of defined benefit other postemployment benefit plans that are administered 
through trusts that meet specified criteria. The requirements of this Statement are effective for 
reporting periods beginning after June 15, 2016. The University is currently evaluating this 
accounting pronouncement. 

The GASB issued Statement No. 75, Accounting and Financial Reporting for Postemployment 
Benefits Other Than Pensions. The Statement replaces GASB Statement No. 45, Accounting 
and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions. 
The Statement will require governments to report a liability on the face of the financial statements 
for the other postemployment benefits that they provide. The requirements of this Statement 
are effective for reporting periods beginning after June 15, 2017. The University is currently 
evaluating this accounting pronouncement. 

The GASB issued Statement No. 80, Blending Requirements for Certain Component Units - 
an amendment of GASB Statement No. 14. The Statement establishes an additional blending 
requirement for the financial statement presentation of component units and applies to 
component units that are organized as not-for-profit corporations in which the primary 
government is the sole corporate member. The requirements of this Statement are effective 
for reporting periods beginning after June 15, 2016. The University is currently evaluating this 
accounting pronouncement. 

The GASB issued Statement No. 81, Irrevocable Split-Interest Agreements. The Statement 
establishes accounting and financial reporting standards for irrevocable split-interest agreements 
created through trusts - or other legally enforceable agreements with characteristics that are 
equivalent to irrevocable split-interest agreements - in which a donor irrevocably transfers 
resources to an intermediary. The requirements of this Statement are effective for reporting 
periods beginning after December 15, 2016. The University is currently evaluating this 
accounting pronouncement. 

The GASB issued Statement No. 82, Pension Issues - an amendment of GASB Statements No. 
67, 68 and 73. The Statement addresses certain issues that have been raised with respect to 
Statements No. 67, 68 and 73, and amends certain provisions of GASB Statements No. 67 and 
68. The Statement addresses issues regarding (1) the presentation of payroll-related measures 
in required supplementary information, (2) the selection of assumptions and the treatment of 
deviations from the guidance in an Actuarial Standard of Practice for financial reporting purposes, 
and (3) the classification of payments made by employers to satisfy employee contribution 
requirements. This Statement clarifies that payments that are made by an employer to satisfy 
contribution requirements that are identified by the pension plan terms as plan member 
contribution requirements should be classified as plan member contributions for purposes of 
Statement 67 and as employee contributions for purposes of Statement 68. This statement 
is effective for reporting periods beginning after June 15, 2016, except for paragraph 7 when 
employers' pension liability is measured as of a date other than the employer's most recent 
fiscal year end, which is effective for measurement dates on or after June 15, 2017. The 
University is currently evaluating this accounting pronouncement. 
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Reclassifications 
Certain amounts in the 2015 consolidated financial statements have been reclassified to conform 
to the 2016 presentation. Such reclassifications had no impact on the 2015 change in net 
position as previously reported, however did impact operating loss and net nonoperating 
revenues. 

2015 
As Previously 2015 

Reported Reclassifications Revised 

Operating revenues 
Nongovernmental sponsored programs $ 	31,696 $ 	4,540 $ 	36,236 

Total operating revenues 786,803 4,540 791,343 

Operating loss (867,089) 4,540 (862,549) 

Nonoperating revenues 
Private gifts 31,870 730 32,600 

Net nonoperating revenues before capital 
and endowment additions (deductions) 657,683 730 658,413 

Capital - gifts and grants 5,918 (5,270) 648 

Total other revenues 203,093 (5,270) 197,823 

Net nonoperating revenues 860,776 (4,540) 856,236 

Cash flows from operating activities 
Net cash used in operating activities (499,853) 4,540 (495,313) 

Cash flows from noncapital financing activities 
Net cash provided by noncapital financing activities 538,045 730 538,775 

Cash flows from capital and related financing activities 
Net cash provided by noncapital financing activities (36,149) (5,270) (41,419) 

2. 	Cash and Investments 

The carrying amounts of cash and cash equivalents and time certificates of deposit held outside 
of the State Treasury as of June 30, 2016 and 2015, classified as cash and cash equivalents 
and operating investments, were $271,416 and $299,528, with corresponding bank balances of 
$282,084 and $292,908, respectively. The portion of such bank balances covered by the Federal 
Deposit Insurance Corporation or by collateral held by the State Director of Budget & Finance in 
the name of the University totaled $276,554 at June 30, 2016 and $282,960 at June 30, 2015. 
Additional cash equivalent balances of $7,341 at June 30, 2016 and $6,608 at June 30, 2015 
represent deposits with investment brokers covered by the Securities Investor Protection 
Corporation and additional insurance provided by the investment brokers. 

Endowment funds are combined in investment pools with each individual account subscribing to 
or disposing of shares on the basis of the market value per share. 

Cost of securities sold is determined using the first-in first-out method. 
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As a result of market fluctuations, the fair market value of certain donor-restricted endowments 
was less than the historical cost of such funds by $10,428 and $4,161 at June 30, 2016 and 
2015, respectively. These unrealized losses have been recorded as reductions in unrestricted 
net position. Future market gains will be used to restore this deficiency in unrestricted net 
position before any net appreciation above the historical cost value of such funds increases 
restricted expendable net position. 

Endowment funds are received from benefactors who, by the terms of their conveying 
instruments, have stipulated that the principal of their gifts may never be expended, and 
use of the income is generally restricted. 

Quasi-endowment funds are funds that have been transferred to the endowment funds by 
the Board. Use of the income is either restricted by the donor or unrestricted and designated 
by the Board. 

The Hawai'i Uniform Prudent Management of Institutional Funds Act ('HUPMIFA"), established 
under Hawaii Revised Statute §517E, was enacted by the State of Hawai'i on July 1, 2009. 
HUPMIFA requires the preservation of the fair value of the original gift as of the gift date of the 
donor-restricted endowment funds absent explicit donor stipulations to the contrary. As a result, 
the University classifies as restricted nonexpendable net position (a) the original value of gifts 
donated to the permanent endowment, (b) the original value of subsequent gifts to the permanent 
endowment, and (c) accumulations to the permanent endowment made in accordance with the 
direction of the applicable donor gift instrument at the time the accumulation is added to the fund. 

The remaining portion of the donor-restricted endowment fund that is not classified in restricted 
nonexpendable net position is classified as restricted expendable net position until those amounts 
are expended and distributed by the University in accordance with its Board-approved spending 
rate policy and in a manner consistent with the standard of prudence prescribed by HUPMIFA. In 
fiscal years 2016 and 2015, the University's spending rate policy provided for annual distributions 
was four and a half percent of the trailing five-year moving average of the endowment fair value. 

At June 30, 2016 and 2015, the University's investments were comprised of the following: 

Money market funds 
Fixed income securities 
Equity securities 
Mutual funds 
Time certificates of deposit 
Limited partnerships 
Absolute return 
Real estate 
Other investments 

Total investments 

Less: Current portion 

Total noncurrent investments 

2016 2015 
Fair Value Cost Fair Value Cost 

$ 	11,679 	$ 11,679 $ 	17,880 	$ 17,880 
210,172 207,952 171,488 172,227 

5,866 5,143 5,658 5,183 
179,089 178,440 170,153 166,251 
192,518 192,518 210,015 210,015 
74,376 43,289 75,651 43,105 
19,612 14,779 27,814 22,905 
17,105 21,084 23,957 27,365 
63,325 56,312 59,868 48,304 

773,742 731,196 762,484 713,235 
298,702 297,425 285,241 284,871 

$ 	475,040 	$ 433,771 $ 	477,243 	$ 428,364 
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Changes in the University's investments for the year ended June 30, 2016 were as follows: 

University Endowment Pool 
End of year 
Beginning of year 

Net change 

Foundation Endowment Pool 
End of year 
Beginning of year 

Net change 

Associated Students of the 
University of Hawai'i 

End of year 
Beginning of year 

Net change 

School of Medicine 
End of year 
Beginning of year 

Net change 

University Bond System 
End of year 
Beginning of year 

Net change 

Operating investments 
End of year 
Beginning of year 

Net change 

Other 
End of year 
Beginning of year 

Net change 

Total investments 
End of year 
Beginning of year 

Net change  

Fair 	Cost 
Value 	Basis 

$ 63,479 $ 63,094 

	

65,557 	63,930 

	

(2,078) 	(836) 

	

255,979 	215,551 

	

265,685 	217,861 

	

(9,706) 	(2,310) 

	

8,350 	7,590 

	

8,099 	7,613 

	

251 	 (23) 

	

5,519 	5,519 

	

5,516 	5,516 

	

3 	 3 

26,492 26,492 
24,830 24,830 

1,662 1,662 

298,702 297,425 
285,241 284,871 

13,461 12,554 

115,221 115,525 
107,556 108,614 

7,665 6,911 

	

773,742 	731,196 

	

762,484 	713,235 

$ 	11,258 	$ 	17,961  

Net Unrealized Net Realized 

	

Gain (Loss) 	Gain (Loss) 

$ 	385 
1,627 

	

(1,242) 	$ 	(532) 

40,428 
47,824 

	

(7,396) 	 921 

760 
A Ot 

	

274 	 75 

	

- 	 2 

1,277 
,, _7  ,_ 

	

907 	 47 

(304) 
(1,058) 

	

754 	 58 

42,546 
49,249  

$ (6,703) $ 572 
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Changes in the University's investments for the year ended June 30, 2015 were as follows: 

University Endowment Pool 
End of year 
Beginning of year 

Net change 

Foundation Endowment Pool 
End of year 
Beginning of year 

Net change 

Associated Students of the 
University of Hawai'i 

End of year 
Beginning of year 

Net change 

School of Medicine 
End of year 
Beginning of year 

Net change 

University Bond System 
End of year 
Beginning of year 

Net change 

Operating investments 
End of year 
Beginning of year 

Net change 

Other 
End of year 
Beginning of year 

Net change 

Total investments 
End of year 
Beginning of year 

Net change  

Fair 	Cost 
Value 	Basis 

$ 65,557 $ 63,930 
66,217 	64,643 

(660) 	(713) 

265,685 217,861 
264,174 210,514 

1,511 7,347 

8,099 7,613 
8,251 7,561 

(152) 52 

	

5,516 	5,516 

	

5,622 	5,622 

	

(106) 	(106) 

	

24,830 	24,830 

	

53,537 	53,539 

	

(28,707) 	(28,709) 

285,241 284,871 
278,046 277,865 

7,195 7,006 

107,556 108,614 
101,659 100,281 

5,897 8,333 

	

762,484 	713,235 

	

777,506 	720,025 

$ (15,022) $ (6,790) 

Net Unrealized Net Realized 

	

Gain (Loss) 	Gain (Loss) 

$ 	1,627 
1,574 

	

53 	$ 	(234) 

47,824 
53,660 

	

(5,836) 	6,861 

486 
ann 

	

(204) 	 161 

(2) 

7 

370 
181 

189 	 49 

(1,058) 
1,378 

	

(2,436) 	1,499 

49,249 
57,481  

$ 	(8,232) 	$ 	8,336 
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2016 	2015 

Summary of net investment income 
Change in unrealized net loss 
Net realized gain 

Interest and dividend income 
Other 

Investment income before management fees 

Less: Management fees 

Net investment income  

$ (6,703) $ (8,232) 

	

572 	8,336 

	

(6,131) 	104 

	

8,640 	7,974 

	

(593) 	(1,996) 

	

1,916 	6,082 

	

1,237 	1,423 

$ 679 $ 4,659 

The University's investments reported at fair value on a recurring basis have been categorized 
based on the fair value hierarchy in Note 1 at June 30, 2016 and 2015 as follows: 

Quoted Prices 
in Active Significant 

Markets for . 	Other Significant Investments 
Identical Observable Unobservable Not Categorized 
Assets Inputs Inputs Within the Fair 

Fair Value (Level 1) (Level 2) (Level 3) Value Hierarchy 

2016 
Money market funds $ 	11,679 $ 	11,679 $ 	- $ 	- $ 	- 
Fixed income securities 210.172 88,576 90,247 - 31,349 
Equity securities 5,866 5,866 - - - 
Mutual funds 179,089 169,292 - - 9,797 
Time certificates of deposit 192,518 - - - 192,518 
Limited partnerships 74,376 - - - 74,376 

Absolute return 19,612 - - - 19,612 

Real estate 17,105 - - 6,440 10,665 
Other investments 63,325 - - 2,375 60,950 

Total investments $ 	773,742 $ 	275,413 $ 	90,247 $ 	8,815 $ 	399,267 

2015 
Money market funds $ 	17,880 $ 	17,880 $ 	- $ 	- $ 	- 
Fixed income securities 171,488 62,152 79,109 - 30,227 
Equity securities 5,658 5.658 - - - 
Mutual funds 170,153 160,707 - - 9,446 
Time certificates of deposit 210,015 - - - 210,015 
Limited partnerships 75,651 - - - 75,651 
Absolute return 27,814 - - - 27,814 
Real estate 23,957 - - 6,215 17,742 
Other investments 59,868 - - 1,631 58.237 

Total investments $ 	762,484 $ 	246,397 $ 	79,109 $ 	7,846 $ 	429,132 
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The following is a general description of the terms and conditions upon which the University 
through the Foundation may redeem investments that are carried at net asset value: 

Mutual funds —Domestic mutual funds can be redeemed on a quarterly basis, with 
notification provided between 30 and 60 days prior to redemption. Investments in foreign 
mutual funds can be redeemed on a monthly basis with notification provided between 
10 and 30 days prior to redemption. 

Limited partnerships and other investments - Redemption frequency for investments 
in this class range from monthly to annually, with notification provided between 2 and 90 
days prior to redemption. Additionally, certain investments can be redeemed at the 
discretion of the investment managers. 

Absolute return and real estate and other investments - These investments can 
be redeemed at the discretion of the investment managers. The University through the 
Foundation has commitments to contribute additional amounts to this class of investments 
of approximately $26,619 at June 30, 2016. 

The Board is responsible for the establishment of policies over and monitoring of operating 
investments and endowments held by the University. Investments authorized by the Board 
include equity investments, bond investments, certificates of deposit, money market funds, 
U.S. Government, its Agencies, or its Instrumentalities securities, securities guaranteed or 
collateralized by the U.S. Government, its Agencies or its Instrumentalities, and other types 
of investments. 

The Board of Directors of the Foundation is responsible for the establishment of policies over 
and monitoring of investments and endowments held by the Foundation. 

The University's investment strategy incorporates certain financial instruments, which involve, 
to varying degrees, elements of market risk and credit risk. Market risk is the potential for 
changes in the value of financial instruments due to market changes, including interest and 
foreign exchange rate movements and fluctuations embodied in forward and futures, commodity 
or security prices. Market risk is directly impacted by the volatility and liquidity of the markets 
in which the related underlying assets are traded. Credit risk is the possibility that a loss may 
occur due to the failure of a counterparty to perform according to the terms of the contract. 
The University's risk of loss in the event of counterparty default is typically limited to the amounts 
recognized in the Consolidated Statements of Net Position and is not represented by the contract 
or notional amounts of the instruments. 

Investment Risk Factors 
There are many factors that affect the value of investments. Some, such as custodial credit risk, 
concentration risk and foreign currency risk may affect both equity and fixed income securities. 
Equity securities respond to such factors as economic conditions, individual company earnings 
performance and market liquidity, while fixed income securities are particularly sensitive to credit 
risks and changes in interest rates. 

40 



University of Hawai'i 
State of Hawai'i 
Notes to Consolidated Financial Statements 
June 30, 2016 and 2015 
(A!l dollars reported in thousands) 

Concentration Risk 
Concentration risk is the risk associated with a lack of diversification, such as having substantial 
investments in a few individual issuers, thereby exposing the organization to greater risks 
resulting from adverse economic, political, regulatory, geographic or credit development. The 
University limits its risk of concentration of assets by limiting individual bond positions other than 
obligations of the U.S. government to not more than five percent of the total fixed income portion 
of the portfolio. Individual equities are limited to not more than five percent of the total market 
value of the stock portfolio. In addition, investment in any one stock is not to exceed five percent 
of a corporation's outstanding common stock. 

Credit Risk 
Credit risk for fixed income securities is the risk that the issuer will not fulfill its obligations. 
Nationally recognized statistical rating organizations, such as Moody's and Standard and Poor's 
("S&P"), assign credit ratings to security issuers and issues that indicate a measure of potential 
credit risk to investors. To manage credit risk, the University specifies that all nonconvertible 
bonds should have at least a "BBB" rating or higher and be readily marketable. In addition, no 
more than 15 percent of the fixed income investments may be graded with an S&P quality rating 
below "A". The University's mutual bond funds are not rated and classified as such. The 
underlying securities of the mutual bond funds are graded with an S&P quality rating of "A" 
or higher. 

The composition of fixed income securities at June 30, 2016 and 2015, along with credit quality 
ratings, is summarized below: 

2016 
U.S. Treasury 
U.S. government agencies 
Corporate bonds 
Mutual bond funds 

Total fixed income 
securities 

2015 
U.S. Treasury 
U.S. government agencies 
Corporate bonds 
Mutual bond funds 

Total fixed income 
securities 

Credit Quality Rating 
U.S. Govt- 

Fair Value Exempt AAA AA A BBB Not Rated 

$ 	88.076 $ 	88,076 $ 	- $ 	- 	$ - $ - $ 	- 

121.536 - - 121,536  
560 - 29 117 232 182 - 

99.517 - 10,810 - - 88.707 

$ 309,689 $ 	88,076 $ 	10.839 $ 121.653 	$ 232 $ 182 $ 	88,707 

Credit Quality Rating 
U.S. Govt- 

Fair Value Exempt AAA AA A BBB Not Rated 

$ 	62,153 $ 	62,153 $ 	- $ 	- 	$ - $ - $ 	- 

108,746 - - 108.746 - - - 

589 - 27 134 264 164 - 

106,767 - 17,097  - - 89,670 

$ 278,255 $ 	62,153 $ 	17,124 $ 108,880 	$ 264 $ 164 $ 	89,670 

Interest Rate Risk 
Interest rate risk is the risk that the value of fixed income securities will decline because of 
changing interest rates. The prices of fixed income securities with a longer time to maturity tend 
to be more sensitive to changes in interest rates and, therefore, are more volatile than those with 
shorter maturities. 
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At June 30, 2016, the composition of the University's fixed income investments and maturities are 
summarized below: 

Investment Maturities (in Years) 
Fair Less More 

Value than I lto5 6to10 than 10 

U.S. Treasury $ 	88,076 $ 	14,213 $ 	64,972 $ 	8,873 	$ 18 
U.S. government agencies 121,536 39,431 68,085 4,434 9,586 
Corporate bonds 560 59 307 194 - 
Mutual bond funds 99,517 17,360 49,248 32,909 - 

Total fixed income 
securities $ 309,689 $ 	71,063 $ 	182,612 $ 	46,410 	$ 9,604 

Foreign Currency Risk 
Foreign currency risk is the risk that investments denominated in foreign currencies may lose 
value due to adverse fluctuations in the value of the U.S. dollar relative to foreign currencies. 
The University's investment policy permits investments in publicly-traded foreign securities. 

At June 30, 2016 and 2015, the University's exposure to foreign currency risk expressed in U.S. 
dollars was not significant. 

3 
	

Accounts Receivable 

The composition of accounts receivable, net of allowance for uncollectable receivables, of 
$28,278 and $29,005 at June 30, 2016 and 2015, respectively, is summarized as follows: 

2016 
	

2015 

U.S. government 
State and local government 
Private agencies 
Student tuition and fees 
Other 

$ 	49,258 
8,217 
8,019 

10,147 
11,272 

$ 	55,652 
7,211 
7,001 
7,185 

10,670 

$ 86,913 $ 87,719 

4. 	U.S. Government Funding 

The federal government reimburses the University for certain overhead costs (e.g., facilities 
and administrative costs) incurred in support of federally-sponsored programs based on cost 
reimbursement rates negotiated with the University's cognizant agency, the U.S. Department 
of Health and Human Services. These reimbursements amounted to approximately $43,579 
in 2016 and $44,936 in 2015 and are reported in federal appropriations, grants and contracts 
revenue. 

The University's federal grants and contracts are subject to periodic audit by federal examiners. 
In the opinion of the University, any adjustments which may be required as a result of these 
audits would not be material to the overall financial position of the University. 
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5. 	Notes and Contributions Receivable 

The composition of notes and contributions receivable at June 30, 2016 and 2015 is summarized 
as follows: 

2016 	2015 

Student notes 
Federal loan programs 
State loan programs 
University loan funds 
Other notes receivable 

Total student and other notes outstanding 

Less: Allowance for uncollectible receivables 

Total student and other notes receivable, net 

Contributions receivable 
Less: Allowance for uncollectible pledges 
Less: Discount to present value 

Total contributions receivable, net 

Total student notes and contributions receivable, net 

Less: Current portion, net 

$ 	17,036 $ 	18,181 
7,901 7,999 

68 68 
52 43 

25,057 26,291 

7,410 7,760 

17,647 18,531 

45,211 48,066 
1,557 1,300 
4,261 921 

39,393 45,845 

57,040 64,376 

16,972 16,221 

$ 40,068 $ 48,155 

The allowance for uncollectible receivables at June 30, 2016 and 2015 is comprised of: 

2016 	2015 

Federal Perkins loan program 	 $ 	4,035 	$ 	4,393 
State of Hawaii Higher Education loans 	 3,333 	3,305 
Nursing/Health Profession loans 	 10 	 34 

Short-term loans 	 32 	 28 

$ 7,410 $ 7,760 

Payments on contributions receivable at June 30, 2016 are expected to be collected in: 

Less than one year 
	

$ 	16,012 
One year to five years 
	 29,199 

$ 45,211 

The principal repayment and interest rate terms of federal and University loans vary considerably. 
The allowance for uncollectible receivables only applies to University funded notes and the 
University's portion of federal student loans, as the University is not obligated to fund the federal 
portion of uncollected student loans. Federal loan programs are funded principally with federal 
advances to the University under the Perkins and various health profession loan programs. 
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The Federal Perkins loan program provides for the assignment of uncollectible loans to the U.S. 
Department of Education for collection. Uncollectible Nursing and Health Profession loans may 
be written off with the approval of the U.S. Department of Health and Human Services, Division 
of Financing Services. Uncollectible State of Hawaii Higher Education loans, Hawaii Educator 
loans and University short-term loans may be written off with the approval of the University's 
General Counsel. 

During the years ended June 30, 2016 and 2015, the University distributed $2,484 and $2,668 
in student loans through the U.S. Department of Education Federal Perkins Loan Program, 
respectively, and $156,333 and $157,913 in Direct Loan programs, respectively. These 
distributions and related funding sources are not included as expenses or revenues in the 
accompanying financial statements. 

As discussed in Note 1 to the consolidated financial statements, pledges for permanent 
endowments that do not meet eligibility requirements, as defined by GASB Statement No. 33, 
are not recorded as assets until the related gift is received. Accordingly, permanent endowment 
pledges totaling approximately $39,020 and $39,960 at June 30, 2016 and 2015, respectively, 
were not recognized as assets in the accompanying consolidated financial statements because 
of uncertainties with regard to their realizability, valuation, bequest intentions and other 
conditional promises until the specified conditions are met. 

Unconditional promises to give (contributions receivable) that are expected to be collected 
within one year are recorded at net realizable value. Pledges receivable that are expected to be 
collected in future years are recorded at the present value of their estimated future cash flows. 
The discounts on those amounts are computed using the risk-free interest rates applicable to the 
years in which the promises are received. Amortization of the discounts is included in private gift 
revenues 

Inventories 

The inventories and the methods of valuation at June 30, 2016 and 2015 are summarized below: 

2016 	2015 
University of Hawaii Lower of cost or market using the first-in, 
Bookstore merchandise first-out retail inventory method. 
inventory $ 	7,121 	$ 	8,396 

University of Hawaii Cost applied on the first-in, first-out basis. 
Chemistry Stockroom 885 	988 

University of Hawaii Cost applied on the first-in, first-out basis. 
Facilities Management 
Warehouse 927 	1,055 

University of Hawaii Press Job order or specific identification method. 
merchandise inventory Books remaining in the inventory after the 

first year of publication are written off on the 
straight-line basis over a five-year period. 699 	758 

University of Hawaii Lower of cost or market using the weighted 
other inventory average cost method. 618 	568 

$ 	10,250 	$ 	11,765 
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7. 	Capital Assets 

A summary of capital assets at June 30, 2016 and 2015 is as follows: 

Beginning Ending 
Balance Additions Deductions Transfers Balance 

$ 	37,596 $ 	3,783 $ - $ 	3,975 $ 45,354 
249,788 78,079 3,915 (141,080) 182,872 

287,384 81,862 3,915 (137,105) 228,226 

129,013 82 126 - 128,969 
174,376 1,034 - 42,874 218,284 

2,248,626 17,851 14,545 88,221 2,340,153 
377,355 13,194 14,114 6,010 382,445 
164,410 4,426 - - 168,836 

3,093,780 36,587 28,785 137,105 3,238,687 

1,312,473 124,937 23,882 - 1,413,528 

$ 	21068,691 $ 	(6,488) $ 8,818 $ 	- $ 2,053,385 

$ 	36,211 $ 	- $ - $ 	1,385 $ 37,596 
230,965 100,367 3,303 (78,241) 249,788 

267,176 100,367 3,303 (76,856) 287,384 

127,590 307 - 1,116 129,013 
170,432 624 - 3,320 174,376 

2.192,091 13,474 24,063 67,124 2,248,626 
383,343 13,368 24,652 5,296 377,355 
161,839 2,571 - - 164,410 

3,035,295 30,344 48,715 76,856 3,093,780 

1,230,621 121,378 39,526 - 1,312,473 

$ 	2,071,850 $ 	9,333 $ 12,492 $ 	- $ 2,068,691 

2016 
Nondepreciable capital assets 

Land 
Construction in progress 

Total capital assets not 
being depreciated 

Depreciable capital assets 
Land improvements 
Infrastructure 
Buildings 
Equipment 
Library materials 

Total capital assets 
being depreciated 

Less Accumulated depreciation 

Capital assets, net 

2015 
Nondepreciable capital assets 

Land 
Construction in progress 

Total capital assets not 
being depreciated 

Depreciable capital assets 
Land improvements 
Infrastructure 
Buildings 
Equipment 
Library materials 

Total capital assets 
being depreciated 

Less Accumulated depreciation 

Capital assets, net 

Capital assets consist of land, land improvements, infrastructure, buildings, equipment, library 
materials, and construction in progress. Construction in progress ("CIP") additions represent 
costs for new projects, net of the amount of capital assets placed in service. CIP is not 
depreciated until the asset is placed in service. Assets acquired are recorded at cost, or 
if donated, at appraised value at the date of the gift. Land parcels comprising 1,206 acres, 
or 22 percent of the University's property, are recorded at the State's value of $1 per parcel. 
Assets owned by the federal government, although in the custody of the University, are not 
included in the capital asset total. 
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8. Other Noncurrent Assets 

Other noncurrent assets at June 30, 2016 and 2015 were comprised of: 

2016 	2015 

Interest in beneficial trusts held by others 	 $ 	16,343 	$ 	17,044 
Prepaid bond insurance 	 295 	 317 
Other 	 2,252 	2,180 

$ 18,890 $ 19,541 

9. Due From and Due To the State of Hawai'i 

Amounts due from and due to the State of Hawaii at June 30, 2016 and 2015 were as follows: 

2016 	 2015 
Due from Due to Due from Due to 

State appropriations for current operations $ 	102 $ 	188 
State capital appropriations - noncurrent 329,751 399,144 

Total due from State of Hawaii $ 	329,853 $ 	399,332 

lmprest/petty cash advances $ 	80 $ 	84 
Advance 6,000 12,000 
General obligation bonds - current 195 185 
Employee fringe adjustments 19 241 

Due to State of Hawaii - current 6,294 12,510 

General obligation bonds - noncurrent - 195 

Total due to State of Hawaii $ 	6,294 $ 	12,705 
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10. 	Due to the State of Hawai'i for General Obligation Bonds 

Activity related to amounts due to the State of Hawaii for general obligation bonds for the year 
ended June 30, 2016 is as follows: 

Original Beginning Principal Ending 
Amount Balance Repayment Balance 

Series DB (interest rate, 2.80% to 5.25%) 
Student Housing 

Mãnoa $ 	731 $ 	193 $ 	94 $ 	99 
Hilo 143 38 18 20 

Parking Structure Phase I 425 112 54 58 

1,299 343 166 177 

Series DG (interest rate, 5.00%) 
Student Housing 

Manoa 	 82 22 11 11 

Hilo 	 16 3 2 1 
Parking Structure Phase 1 	 47 12 6 6 

145 37 19 18 

$ 	1,444 	$ 380 	$ 185 	$ 195 

Activity related to amounts due to the State of Hawaii for general obligation bonds for the year 
ended June 30, 2015 is as follows: 

Original Beginning Principal Ending 
Amount Balance Repayment Balance 

$ 	731 $ 	282 $ 	89 $ 	193 
143 55 17 38 
425 164 52 112 

1,299 501 158 343 

82 32 10 22 
16 5 2 3 
47 18 6 12 

145 55 18 37 

$ 	1,444 $ 	556 $ 	176 $ 	380 

Series DB (interest rate, 2.80% to 5.25%) 
Student Housing 

Manoa 
Hilo 

Parking Structure Phase I 

Series DG (interest rate, 5.00%) 
Student Housing 

Mãnoa 
Hilo 

Parking Structure Phase I 
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General obligation bonds are payable in annual installments, including semi-annual interest 
payments, with final payment due in July 2017. The bonds mature in designated numerical 
sequence and are payable from the operations of the University. The interest and principal 
payments are due as follows: 

Principal 	 Interest 

Series DB 	 September 1 	 March 1 and September 1 
Series DG 	 July 1 	 January 1 and July 1 

At June 30, 2016, principal and interest maturities on general obligation bonds were $195 and $0, 
respectively. 

The general obligation bonds have provisions for early redemption. The premiums on bond 
redemption, as a percentage of the bond principal redeemed, range from 0.5 percent to 
2.0 percent. 

In June 2005, the State issued $772,600 in general obligation Series DG (refunding bonds), 
of which the University's portion was approximately $145, with a five percent interest rate to 
advance refund approximately $152 (University's portion) of outstanding general obligation 
Series CG bonds (refunded bonds) which have been partially defeased The net proceeds 
from the issuance of the refunding bonds were placed in an irrevocable trust and were used 
to purchase securities of the United States government at various interest rates and maturities 
sufficient to meet the debt service requirements of the refunded bonds. 

In September 2003, the State issued $188,700 in general obligation Series DB bonds (refunding 
bonds) of which the University's portion was approximately $1,299, with interest rates ranging 
from 2.80 percent to 5.25 percent to advance refund approximately $1,299 (University's portion) 
of outstanding general obligation Series CG bonds (refunded bonds) which have been partially 
defeased. The net proceeds from the issuance of the refunding bonds were placed in an 
irrevocable trust and were used to purchase securities of the United States government at 
various interest rates and maturities sufficient to meet the debt service requirements of the 
refunding bonds. 
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11. 	Long-Term Liabilities 

Long-term liability activity for the years ended June 30, 2016 and 2015 is summarized as follows 

Beginning 	 Ending 	Current 
Balance 	Additions 	Reductions 	Balance 	Portion 

2016 
Bonds payable 

Revenue bonds payable 

Other liabilities 
Workers' compensation 
Accrued vacation 
Net pension liability (Note 14) 
Postemployment health care/life 
insurance benefits (Note 15) 
Note payable 

Total other liabilities 

Total long-term liabilities 

2015 
Bonds payable 

Revenue bonds payable 

Other liabilities 
Workers' compensation 
Accrued vacation 
Net pension liability (Note 14) 
Postemployment health care/life 
insurance benefits (Note 15) 
Note payable 

Total other liabilities 

Total long-term liabilities 

$ 578,585 $ 166,285 $ 182,250 $ 562,620 $ 18,940 

	

15,512 	 4,636 	21 048 	18,100 	6,353 

	

73,840 	28,219 	26,885 	75,174 	29,923 

	

1,089.882 	148,576 	93,894 	1144,564 	 - 

	

650,805 	117,052 	45,100 	722,757 	 - 

	

17,000 	 - 	 - 	17,000 	 - 

	

1,847,039 	298,483 	167,927 	1,977,595 	36,276 

	

$ 2,425,624 	$ 464,768 	$ 350,177 	$ 2,540,215 	$ 55,216 

	

$ 593,930 $ 	 - 	$ 15.345 	$ 578,585 $ 17,115 

	

14,268 	 4,404 	3 160 	15,512 	5,586 

	

72,832 	26,803 	25.795 	73,840 	29,222 

- 	1.329,425 	239.543 	17 089,882 	 - 

	

579,196 	113,009 	41.400 	650,805 	 - 

	

17,000 	 - 	 - 	17,000 	 - 

	

683,296 	1,473,641 	309,898 	1,847,039 	34,808 

	

$ 1,277,226 	$ 1,473,641 	$ 325,243 	$ 2,425,624 	$ 51,923 
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Revenue Bonds Payable 
The University's revenue bonds payable at June 30, 2016 and 2015 is as follows: 

Series 	 Date Issued 	Authorized 	2016 	2015 

Frear Hall Construction. 
Student Housing System at Mànoa. 
Food Service System and 
Student Housing System at Hilo 
(interest rate, 3.25% to 5.0%) 	 2006A 	December 13. 2006 $ 100,000 	$ 	19,970 	$ 	87,540 

University Health & Wellness Center 
(interest rate, 3.5% to 5.0%) 	 Ref 2006A 	October 25. 2006 	133,810 	20,590 	123,140 

Various acquisition and 
construction projects 
(interest rate, 2.5% to 60%) 	 2009A 	 April 15, 2009 	100,000 	87,340 	89,820 

University's Cancer Center 
(interest rate, 2.5% to 6 0%) 	 201 QA-1, 201 0A2 	October 7, 2010 	138.640 	124,590 	127.600 

Various construction projects 
(interest rate, 2.5% to 6.0%) 	 2010131, 2010B-2 	October 7, 2010 	154,090 	142,490 	145,830 

Student Housing System at Manoa 
and Telecommunications System 
(interest rate, 2.0% to 5 0%) 	 2012A(R) 	February 22, 2012 	8,575 	3,245 	4,655 

Hilo College of Pharmacy and Law 
School Expansion and Modernization 
(interest rate, 1.0% to 4.7%) 	 2015A 	September 24, 2015 	8.575 	8,575 	 - 

Frear Hall Construction, 
Student Housing System at Mänoa, 
Food Service System and 
Student Housing System at Hilo 
(interest rate, 3.0% to 5.0%) 	 2015B(R) 	September 24, 2015 	47,010 	47,010 	 - 

Frear Hall Construction, 
Student Housing System at Manoa, 
Food Service System and 
Student Housing System at Hilo 
(interest rate, 0.8% to 3 0%) 	 2015C(R) 	September 24, 2015 	17,585 	15,945 	 - 

University Health & Wellness Center 
(interest rate. 08% to 2.8%) 	 20150(R) 	September 24, 2015 	25,715 	25.465 

University Health & Wellness Center 
(interest rate. 5.0%) 	 2015E(R) 	April 20. 2016 	67.400 	67,400 	 - 

$ 801,400 $ 562,620 $ 578,585 

In September 2015, the University issued $166,285 in Series 2015A ($8,575, taxable new 
money), 2015B(R) ($47,010, tax-exempt refunding), 20150(R) ($17,585, taxable refunding), 
2015D(R) ($25,715, taxable refunding), and 2015E(R) ($67,400, tax-exempt forward delivery 
refunding) bonds (collectively, the "Series 2015 Bonds") for the purpose of financing the costs of 
University projects and refunding previously issued bonds. All Series 2015 bonds were delivered 
on September 24, 2015 with the exception of the forward delivery Series 2015E(R) bonds which 
were delivered on April 20, 2016. Total premium for the Series 2015 Bonds approximated 
$13,698. The University projects include the UH Mãnoa Law School Expansion and 
Modernization Project and the UH Hilo College of Pharmacy Project. 

The proceeds of the Series 2015B(R), 20150(R), 2015D(R) and 2015E(R) bonds were deposited 
into an irrevocable trust with an escrow agent to provide for a portion of the future debt service 
payments on the Series 2006A University Revenue Bonds and the Refunding Series 2006A 
University Bonds. Accordingly, the trust account assets and liabilities relating to the defeased 
bonds are not recorded in the consolidated financial statements of the University. On June 30, 
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2016, $163,245 of bonds outstanding from the Series 2006A University Revenue Bonds and the 
Refunding Series 2006A University Bonds were considered defeased The defeasance resulted 
in an accounting gain of $15,080 and an economic gain (difference between the present values 
of the debt service payment on the old and new debt) of $9,573. The coupon interest rates for 
the Series 2015 Bonds range from 0.811 percent to 5.000 percent (first interest payment due on 
April 1, 2016) with the last maturity on October 1, 2044. 

In February 2012, the University issued $8,575 in Series 2012A(R) revenue bonds to retire 
(current refund) $8,955 of the outstanding Series 2001 B revenue bonds. The proceeds of the 
Series 2012A(R) bonds were deposited into a trust account with an escrow agent to fully defease 
the outstanding principal of the Series 2001 B bonds. The defeasance resulted in an accounting 
gain of $943 and an economic loss of $27. The coupon interest rates for the Series 2012A(R) 
bonds range from two percent to five percent (first interest payment due on April 1, 2012) and 
mature on October 1, 2018. 

In October 2010, the University issued $292,730 in Series 2010A-1 ($111,265), 2010A-2 
($27,375), 2010B-1 ($127,535), and 2010B-2 ($26,555) bonds (collectively, the 'Series 2010 
Bonds") for the purpose of financing the costs of certain University projects. The Series 2010A-1 
and Series 201DB-1 bonds are designated as "Build America Bonds" under the provisions of the 
American Recovery and Reinvestment Act of 2009. These University projects may include the 
construction and maintenance of the University's Cancer Center, renovations and additions to 
the Manoa Campus Center, construction and equipment for an Information Technology Building, 
renovations to the Sinclair Library basement on the Mãnoa campus, further development of 
the University of Hawaii at West O'ahu (1JH-West O'ahu") Kapolei campus, various energy 
conservation/efficiency projects on the community college campuses on O'ahu and Maui, land 
acquisition for the Leeward Community College Wai'anae Education Center, construction of the 
Kapi'olani Community College Culinary Institute of the Pacific, and renovation of the observatory 
for the Panoramic Survey Telescope & Rapid Response System 2 telescope. The coupon 
interest rates for the Series 2010 Bonds range from 2.50 percent to 6.03 percent (first interest 
payment due on April 1, 2011) and mature on October 1, 2030 and 2040. 

The University receives funds from the State of Hawaii Tobacco Settlement Special Fund for 
the payment of principal and interest on the Refunding Series 2006A, Series 201 5D(R) and 
201 5E(R) bonds to finance the cost of construction of the medical school facility and for annual 
operating expenses incurred by the facility. The funds received from the State of Hawaii 
Tobacco Settlement Special Fund for debt service amounted to $9,549 and $9,924 in 2016 
and 2015, respectively. 

The revenue bonds are paid from certain unrestricted revenues in annual installments, including 
semi-annual interest payments ranging from $12 to $13,688 with the final payment due in 
October 2044. Series 2006A, 2009A, 2010, 2012A(R) and Series 2015 bonds interest is payable 
semi-annually on April 1 and October 1, and the principal is payable on October 1 of each year. 
The Refunding Series 2006A interest is payable semi-annually on January 15 and July 15, and 
the principal is payable on July 15 of each year. The Bond Resolution adopted on May 17, 2002 
and supplemented, stipulates that all available moneys on deposit in any special fund or revolving 
fund of the University, excluding moneys on deposit in the University Revenue - Undertakings 
Fund derived from the University Bond System, are pledged to the payment of the Refunding 
Series 2006A bonds, interest and premiums (if any). All available moneys on deposit in any 
special fund or revolving fund of the University, including moneys on deposit in the University 
Bond System, are pledged to the payment of the Series 2006A, 2009A, 2010, 2012A(R) and 
Series 2015 bonds, interest and premiums (if any). 
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Principal 

Year ending June 30, 
2017 $ 	18,940 
2018 19,115 
2019 18,360 
2020 18,745 
2021 19,375 
2022-2026 108,485 
2027-2031 130,180 
2032-2036 128,075 
2037-2041 99,435 
2042-2045 1,910 

$ 	562,620 

Interest 

$ 
	

27,200 
26,739 
26,155 
25,533 
24,864 

110,723 
81,589 
46,734 
14,034 

I 4 

$ 383,755 

University of Hawai'i 
State of Hawai'i 
Notes to Consolidated Financial Statements 
June 30, 2016 and 2015 
(All dollars reported in thousands) 

The University entered into continuing disclosure certificates for the benefit of revenue 
bondholders, where it agreed to provide certain financial information and operating data relating 
to the University with respect to its revenue bonds to the Municipal Securities Rulemaking Board. 
The University, based on consultation with its bond counsel and bond underwriter, has complied 
in all material respects with the continuing disclosure requirements. 

At June 30, 2016, future maturities of revenue bonds are as follows: 

Bond Premiums 
Activity related to the premiums on general obligation and revenue bonds for the years ended 
June 30, 2016 and 2015 is as follows: 

Beginning Ending 
Series Balance Additions Reductions Balance 

Ref 2006A $ 	1,183 $ 	- $ 992 $ 191 
2010A 715 - 263 452 
2010B 1,074 - 366 708 
201 5B(R) - 5,639 196 5,443 
2015E(R) - 8,059 99 7,960 

$ 	2,972 $ 	13,698 $ 1,916 $ 14,754 

Ref 2006A $ 	1,256 $ 	- $ 73 $ 1,183 
2010A 1,030 - 315 715 
20108 1,511 - 437 1,074 
DB 4 - 4 - 
DG 1 - 1 - 

$ 	3,802 $ 	- $ 830 $ 2,972 

2016 
John A. Burns School of Medicine 
University's Cancer Center 
Various construction projects 
Student Housing 
John A. Burns School of Medicine 

Total bond premiums 

2015 
John A. Burns School of Medicine 
University's Cancer Center 
Various construction projects 
General obligation 
General obligation 

Total bond premiums 

Note Payable 
On May 4, 2012, the University entered into a five-year, unsecured loan agreement (Note") 
with Hawaii Regional Center LP Ill ("Lender") for a commitment amount not to exceed $18,000, 
subject to certain limitations. The proceeds were used to facilitate and fund construction of the 
U H-West O'ahu campus located in Kapolei, Hawaii. 
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The Note bears interest at the rate of 1.5 percent per annum and is due and payable semi-
annually to the Lender on January 1 and July 1 each year until the Note has been paid in full. 
Under the terms of the Note, repayment each fiscal year is limited and subject to specific 
appropriations by the State to make such payments. The Note matures on April 22, 2018, at 
which time the unpaid principal will be due. As of June 30, 2016 and 2015, $17,000 remained 
outstanding. 

12. Line of Credit (Research Corporation) 

The Research Corporation has a revolving line of credit with First Hawaiian Bank in the amount 
of $5,000 for short-term working capital, expiring on February 1, 2017. The terms of the revolving 
line of credit require repayment as specified in the credit agreement. All borrowings are 
collateralized by a security agreement over the Research Corporation's accounts receivable. 
The rate of interest on borrowings was 3.28 percent at June 30, 2016 and 2015. At June 30, 
2016 and 2015, there were no borrowings under this line. 

13. Property Leases 

The University has entered into real property operating lease agreements with future minimum 
payments as follows: 

Lease 
Amount 

Year ending June 30, 
2017 $ 	2,550 
2018 2,051 
2019 1,202 

2020 1,029 

2021 555 

2022-2026 342 

2027-2031 334 

Thereafter 1,734 

$ 	9,797 

Rent expense for outside space for the years ended June 30, 2016 and 2015 approximated 
$7,904 and $7,540, respectively. 

14. Employee Benefits 

Employees' Retirement System 
General Information on the Pension Plan 

Plan Description 
Generally, all full-time employees of the University are required to be members of the Employees' 
Retirement System of the State of Hawaii ('ERS"), a cost-sharing multiple-employer defined 
benefit pension plan that administers the University's pension benefits program. Benefits, 
eligibility and contribution requirements are governed by HRS Chapter 88 and can be amended 
through legislation. The ERS issues publicly available annual financial reports that can be 
obtained at ERS's website: http.//www. ers. eha wail. gov. 
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Benefits Provided 
The ERS Pension Trust is comprised of three pension classes for membership purposes and 
considered to be a single plan for accounting purposes since all assets of the ERS may legally 
be used to pay the benefits of any of the ERS members or beneficiaries. The ERS provides 
retirement, disability and death benefits with three membership classes known as the 
noncontributory, contributory and hybrid retirement classes. The three classes provide a monthly 
retirement allowance equal to the benefit multiplier (generally 1.25 percent or 2.00 percent) 
multiplied by the average final compensation multiplied by years of credited service. Average 
final compensation for members hired prior to July 1, 2012 is an average of the highest salaries 
during any three years of credited service, excluding any salary paid in lieu of vacation for 
members hired January 1, 1971 or later and the average of the highest salaries during any 
five years of credited service including any salary paid in lieu of vacation for members hired 
prior to January 1, 1971. For members hired after June 30, 2012, average final compensation 
is an average of the highest salaries during any five years of credited service excluding any 
salary paid in lieu of vacation. 

Each retirees' original retirement allowance is increased on each July 1 beginning the calendar 
year after retirement. Retirees first hired as members prior to July 1, 2012 receive a 2.5 percent 
increase each year of their original retirement allowance without a ceiling. Retirees first hired as 
members after June 30, 2012 receive a 1.5 percent increase each year of their original retirement 
allowance without a ceiling. The annual increase is not compounded. 

Noncontributory Class 

Retirement Benefits - General employees' retirement benefits are determined as 
1 25 percent of average final compensation multiplied by the years of credited service. 
Employees with 10 years of credited service are eligible to retire at age 62. Employees 
with 30 years of credited service are eligible to retire at age 55. 

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

Death Benefits - For service-connected deaths, the surviving spouse/reciprocal beneficiary 
receives a monthly benefit of 30 percent of the average final compensation until remarriage 
or re-entry into a new reciprocal beneficiary relationship. Additional benefits are payable to 
surviving dependent children up to age 18. If there is no spouse/reciprocal beneficiary or 
dependent children, no benefit is payable. 

Ordinary death benefits are available to employees who were active at time of death with 
at least ten years of credited service. The surviving spouse/reciprocal beneficiary (until 
remarriage/reentry into a new reciprocal beneficiary relationship) and dependent children 
(up to age 18) receive a benefit equal to a percentage of the member's accrued maximum 
allowance unreduced for age or, if the member was eligible for retirement at the time of 
death, the surviving spouse/reciprocal beneficiary receives 100 percent joint and survivor 
lifetime pension and the dependent children receive a percentage of the member's accrued 
maximum allowance unreduced for age. 
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Contributory Class for Members Hired prior to July 1, 2012 

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

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

Death Benefits - For service-connected deaths, the surviving spouse/reciprocal beneficiary 
receives a lump sum payment of the member's contributions and accrued interest plus a 
monthly benefit of 50 percent of the average final compensation until remarriage or re-entry 
into a new reciprocal beneficiary relationship. If there is no surviving spouse/reciprocal 
beneficiary, surviving children (up to age 18) or dependent parents are eligible for the 
monthly benefit. If there is no spouse/reciprocal beneficiary or dependent children/parents, 
the ordinary death benefit is payable to the designated beneficiary. 

Ordinary death benefits are available to employees who were active at time of death with 
at least one year of service. Ordinary death benefits consist of a lump sum payment of the 
member's contributions and accrued interest plus a percentage of the salary earned in the 
12 months preceding death, or 50 percent Joint and Survivor lifetime pension if the member 
was not eligible for retirement at the time of death but was credited with at least 10 years of 
service and designated one beneficiary, or 100 percent Joint and Survivor lifetime pension if 
the member was eligible for retirement at the time of death and designated one beneficiary. 

Contributory Class for Members Hired After June 30, 2012 

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

Disability and Death Benefits - Members are eligible for service-related disability benefits 
regardless of length of service and receive a lifetime pension of 50 percent of their average 
final compensation plus refund of contributions and accrued interest. Ten years of credited 
service is required for ordinary disability. 

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

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

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

Death Benefits - For service-connected deaths, the designated surviving spouse/reciprocal 
beneficiary receives a lump sum payment of the member's contributions and accrued 
interest plus a monthly benefit of 50 percent of the average final compensation until 
remarriage or re-entry into a new reciprocal beneficiary relationship. If there is no surviving 
spouse/reciprocal beneficiary, surviving dependent children (up to age 18) or dependent 
parents are eligible for the monthly benefit. If there is no spouse/reciprocal beneficiary 
or dependent children/parents, the ordinary death benefit is payable to the designated 
beneficiary.  

Ordinary death benefits are available to employees who were active at time of death with 
at least five years of service. Ordinary death benefits consist of a lump sum payment of the 
member's contributions and accrued interest plus a percentage multiplied by 150 percent, or 
50 percent Joint and Survivor lifetime pension if the member was not eligible for retirement 
at the time of death but was credited with at least 10 years of service and designated one 
beneficiary, or 100 percent Joint and Survivor lifetime pension if the member was eligible 
for retirement at the time of death and designated one beneficiary. 

Hybrid Class for Members Hired After June 30, 2012 

Retirement Benefits - General employees' retirement benefits are determined as 1.75 
percent of average final compensation multiplied by the years of credited service. General 
employees with 10 years of credited service are eligible to retire at age 65. Employees with 
30 years of credited service are eligible to retire at age 60. 

Disability and Death Benefits - Provisions for disability and death benefits generally 
remain the same except for ordinary death benefits. Ordinary death benefits are available 
to employees who were active at time of death with at least 10 years of service. Ordinary 
death benefits consist of a lump sum payment of the member's contributions and accrued 
interest plus a percentage multiplied by 50 percent Joint and Survivor lifetime pension if the 
member was not eligible for retirement at the time of death but was credited with at least 10 
years of service and designated one beneficiary, or 100 percent Joint and Survivor lifetime 
pension if the member was eligible for retirement at the time of death and designated one 
beneficiary. 
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Contributions 
Contributions are governed by HRS Chapter 88 and may be amended through legislation. The 
employer rate is set by statute based on the recommendations of the ERS actuary resulting from 
an experience study conducted every five years. Since July 1, 2005, the employer contribution 
rate is a fixed percentage of compensation, including the normal cost plus amounts required to 
pay for the unfunded actuarial accrued liabilities. The contribution rates for fiscal years 2016 
and 2015 were 17.00 percent and 16.50 percent, respectively. Contributions to the pension plan 
from the University for the years ended June 30, 2016 and 2015 were $97,394 and $93,949, 
respectively. 

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

Pension Liabilities, Pension Expense, and Deferred Outflows of Resources 
and Deferred Inflows of Resources Related to Pensions 
At June 30, 2016 and 2015, the University reported a liability of $1,144,564 and $1,089,882, 
respectively, for its proportionate share of the net pension liability. The net pension liability was 
measured as of June 30, 2015 and 2014, respectively, and the total pension liability used to 
calculate the net pension liability was determined by an actuarial valuation as of that date. The 
University's proportion of the net pension liability was based on a projection of the University's 
long-term share of contributions to the pension plan relative to projected contributions of all 
participants, actuarially determined. At June 30, 2015 and 2014, the University's proportion 
was 13.11 percent and 13.59 percent, respectively, which was a decrease of 0.48 percent 
and an increase of 0.16 percent from its proportion measured as of June 30, 2014 and 2013, 
respectively. 

There were no changes in other assumptions and inputs that affected the measurement of 
the total pension liability since the prior measurement date other than the investment return 
assumption. Fiscal year 2016 was the first year of the three-year phase-in of the investment 
return assumption. The investment return rate decreased beginning in fiscal year 2016 to 7.65 
percent and will continue to decrease to 7.55 percent in fiscal year 2017 and to 7.50 percent in 
fiscal year 2018 and will remain at 7.5 percent thereafter. There were no other changes between 
the measurement date, June 30, 2015, and the reporting date, June 30, 2016, that are expected 
to have a significant effect on the proportionate share of the net pension liability. 
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For the years ended June 30, 2016 and 2015, the University recognized pension expense of 
$84,899 and $87,780, respectively. At June 30, 2016 and 2015, the University reported deferred 
outflows of resources and deferred inflows of resources related to pensions from the following 
sources: 

Deferred 	Deferred 
Outflows of 	Inflows of 
Resources Resources 

2016 

Difference between expected and actual experience 

Net difference between projected and actual investment 
earnings on pension plan investments 

Change in assumptions 

Changes in proportion and differences between employer 
contributions and proportionate share of contributions 

Contributions subsequent to the measurement date 

Total deferred inflows and outflows of resources 

2015 

Difference between expected and actual experience 

Net difference between projected and actual investment 
earnings on pension plan investments 

Changes in proportion and differences between employer 
contributions and proportionate share of contributions 

Contributions subsequent to the measurement date 

Total deferred inflows and outflows of resources 

$ 10,720 $ 32,030 

	

- 	39,056 

	

27,018 	 - 

	

- 	40,278 

	

125,961 	 - 

$ 163,699 $ 111,364 

	

$ 13,859 	$ 	- 

	

- 	126,487 

	

- 	24,675 

	

120,989 	 - 

$ 134,848 $ 151,162 

The $125,961 reported as deferred outflows of resources related to pensions resulting from 
University contributions subsequent to the measurement date will be recognized as a reduction 
of the net pension liability in the year ending June 30, 2017. The $120,989 reported as deferred 
outflows of resources resulting in the University's contributions subsequent to the measurement 
date was recognized as a reduction of net pension liability in the year ended June 30, 2016. 
Other amounts reported as deferred outflows of resources and deferred inflows of resources 
related to pensions will be recognized in pension expense as follows: 

Year ending June 30, 
2017 $ 	25,553 
2018 25,553 
2019 25,553 
2020 (5,947) 
2021 2,914 
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Actuarial Assumptions 
The total pension liability in the June 30, 2015 and 2014 actuarial valuations were determined 
using the following actuarial assumptions, applied to all periods included in the measurement: 

2016 	2015 

Inflation 
	

3.00 % 	3.00 % 
Payroll growth rate 
	

150 % 	3.50 % 
Investment rate of return 

	
7.65 % 	7.75 % 

The same rates were applied to all periods. There were no changes to ad hoc postemployment 
benefits including Cost-of-Living Adjustments. 

Postretirement mortality rates are based on Client Specific Tables and the 1994 U.S. Group 
Annuity Mortality Static Tables. Pie-retirement mortality rates are based on custom tables with 
RP-2000 rates. 

The actuarial assumptions used in the June 30, 2015 and 2014 valuations were based on the 
most recent experience study dated December 20, 2010. Between experience studies, the ERS 
Board of Trustees elected to lower the investment return assumption effective with the June 30, 
2015 valuation. 

The long-term expected rate of return on pension plan investments was determined using a 
"top down approach" of the Bespoke Client-Constrained Simulation-based Optimization Model 
(a statistical technique known as "re-sampling with a replacement" that directly keys in on specific 
plan-level risk factors as stipulated by the ERS Board of Trustees) in which best-estimate ranges 
of expected future real rates of return (expected returns, net of pension plan investment expense 
and inflation) are developed for each major asset class. These ranges are combined to produce 
the long-term expected rate of return by weighting the expected future real rates of return by the 
target asset allocation percentage and by adding expected inflation. The target allocation and 
best estimates of arithmetic real rates of return for each major asset class are summarized in the 
following table: 

Long-Term 
Target Expected Real 

Allocation Rate of Return 

Domestic equity 30.0% 8.5% 
International equity 26.0% 9.3% 
Total fixed-income 20.0% 3.1% 

Real estate 7.0% * 9.2% 
Private equity 7.0% * 11.9% 

Real return 5.0% * 6.7% 

Covered calls 5.0% 7.7% 

Total 100.0% 

* The real estate, private equity and real return targets will be the percentage actually invested up to 7.0 percent, 
7.0 percent and 5.0 percent, respectively, of the total fund. Changes in the real estate, private equity and real 
return targets will be offset by an equal percentage change in the large cap domestic equity target. 
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Discount Rate 
The discount rate used to measure the net pension liability was 765 percent and 7.75 percent 
for the June 30, 2015 and 2014 measurement date, respectively. The projection of cash flows 
used to determine the discount rate assumed that employee contributions will be made at the 
current contribution rate and that contributions from the University will be made at statutorily 
required rates, actuarially determined. Based on those assumptions, the pension plan's fiduciary 
net position was projected to be available to make all projected future benefit payments of current 
active and inactive employees. Therefore, the long-term expected rate of return on pension plan 
investments was applied to all periods of projected benefit payments to determine the total 
pension liability. 

Sensitivity of the University's Proportionate Share of the Net Pension Liability 
to Changes in the Discount Rate 
The following presents the University's proportionate share of the net pension liability, calculated 
using the discount rate of 7.65 percent and 7.75 percent, for the measurement date June 30, 
2015 and 2014, respectively, as well as what the University's proportionate share of the net 
pension liability would be if it were calculated using a discount rate that is one percentage point 
lower (6.65 percent and 6.75 percent, respectively) or one percentage point higher (8.65 percent 
and 8.75 percent, respectively) than the current rate: 

1% 	Discount 	1% 
Decrease 	Rate 	Increase 
(6.65%) 	(7.65%) 	(8.65%) 

2016 
The University's proportionate share 
of the net pension liability 

	
$ 1,440,967 	$ 1,144,564 	1 848,162 

1% 	Discount 	1% 
Decrease 	Rate 	Increase 
(6.75%) 	(7.75%) 	(8.75%) 

2015 
The University's proportionate share 
of the net pension liability 

	
$ 1,381,405 	$ 1,089,882 	$ 798,360 

Pension Plan Fiduciary Net Position 
The pension plan's fiduciary net position is determined on the same basis used by the pension 
plan. The ERS financial statements are prepared using the accrual basis of accounting under 
which expenses are recorded when the liability is incurred, and revenues are recorded in the 
accounting period in which they are earned and become measurable. Employer and member 
contributions are recognized in the period in which the contributions are due. Benefits and 
refunds are recognized when due and payable in accordance with the terms of the plan. 
Investment purchases and sales are recorded as of their trade date. Administrative expenses 
are financed exclusively with investment income. 

There were no significant changes after the report measurement date. Detailed information about 
the pension plan's fiduciary net position is available in the separately issued ERS financial report. 
ERS's complete financial statements are available at http://www.ers.ehawaii.gov. 
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Payable to the Pension Plan 
At June 30, 2016, the amount payable to the ERS was $1,184. 

Other Benefits 
The State absorbs the fringe benefit cost for employees paid from State and federal 
appropriations. In fiscal years 2015 and 2014, the State appropriated funds to the Department 
of Budget and Finance to pay for these fringe benefit costs on behalf of the University. Fringe 
benefit costs included in total revenue and total expenditures amounted to $195,332 and 
$179,007 for fiscal years 2016 and 2015, respectively. 

All regular employees, with certain exceptions, earn vacation leave at the rate of 14 hours 
for each month of service. Employees who are entitled to annual vacation may accumulate 
for the succeeding year or years up to 15 working days annual vacation allowance, provided 
that the total accumulation shall not exceed 90 working days at the end of the calendar year. 
Accumulated vacation leave earned, but not taken, is reflected as an accrual in the 
accompanying consolidated financial statements. When termination of services takes place, 
the employees are paid for their vacation allowance in a lump sum. 

Sick leave accumulates at the rate of 14 hours for each full month of service without limit, but 
can be taken only in the event of an illness and is not convertible to pay upon termination of 
employment. Accordingly, accumulated sick leave, earned but not taken, is not reflected as an 
accrual in the accompanying consolidated financial statements. Employees who retire with 60 
days of unused sick leave are entitled to three months of service credit in the ERS. For each 
additional 20 days, or major fraction thereof, of unused sick leave they have in excess of 60 days, 
their service period is increased by one month. As of June 30, 2016 and 2015, accumulated sick 
leave approximated $454,343 and $443,641, respectively. 

The University's regular employees may enter into deferred compensation arrangements directly 
with authorized insurance companies or agencies through a payroll deduction plan. Accordingly, 
the University has no deferred compensation or withholding payable. 

The University manages its workers' compensation program. Medical-related payments for fiscal 
years 2016 and 2015 were $2,480 and $2,377, respectively. Temporary wage loss payments for 
fiscal years 2016 and 2015 amounted to $1,073 and $795, respectively. 
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15. 	Postemployment Health Care and Life Insurance Benefits 

In addition to providing pension benefits, the State of Hawai'i, pursuant to HRS Chapter 87, 
provides other postemployment benefits ("OPEB") such as health care and life insurance benefits 
to all retired University employees. Effective July 1, 2007, the University implemented GASB 
Statement 45, Accounting and Financial Reporting by Employers for Postemployment Benefits 
Other Than Pensions, prospectively, which establishes standards for the measurement, 
recognition and display of OPEB expense and related liabilities, note disclosure and required 
supplementary information in the financial reports. 

Plan Description 
The State provides certain health care and life insurance benefits to all qualified employees. 
Pursuant to Act 88, SLH 2001, the State contributes to the Hawaii Employer-Union Health 
Benefits Trust Fund ('EUTF"), an agent, multiple-employer defined benefit plan that replaced 
the Hawaii Public Employees Health Fund effective July 1, 2003. The EUTF was established to 
provide a single delivery system of health benefits for state and county workers, retirees and their 
dependents. The EUTF issues an annual financial report that is available to the public. The 
report may be obtained by writing to: 

Hawai'i Employer-Union Health Benefits Trust Fund 
P.O. Box 2121 

Honolulu, Hawaii 96805-2121 

For employees hired before July 1, 1996, the State pays the entire base monthly contribution for 
employees retiring with 10 years or more of credited service, and 50 percent of the base monthly 
contribution for employees retiring with fewer than 10 years of credited service. A retiree can 
elect a family plan to cover dependents. 

For employees hired after June 30, 1996, but before July 1, 2001, and who retire with less than 
10 years of service, the State makes no contributions. For those retiring with at least 10 years, 
but fewer than 15 years of service, the State pays 50 percent of the base monthly contribution. 
For employees retiring with at least 15 years, but fewer than 25 years of service, the State pays 
75 percent of the base monthly contribution. For employees retiring with at least 25 years of 
service, the State pays 100 percent of the base monthly contribution. Retirees in this category 
can elect a family plan to cover dependents. 

For employees hired on or after July 1, 2001 and who retire with less than 10 years of service, 
the State makes no contributions. For those retiring with at least 10 years, but fewer than 15 
years of service, the State pays 50 percent of the base monthly contribution. For those retiring 
with at least 15 years, but fewer than 25 years of service, the State pays 75 percent of the base 
monthly contribution. For employees retiring with at least 25 years of service, the State pays 
100 percent of the base monthly contribution. Only single plan coverage is provided for retirees 
in this category. Retirees can elect family coverage, but must pay the difference. 
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Funding Policy and Annual OPEB Cost 
Employer contributions are financed on a pay-as-you-go basis. The University's contributions 
are calculated as part of the State's total contribution requirements and are reimbursed to the 
State's General Fund as part of the fringe benefit rate on the University employees' actual 
salaries. The University's annual OPEB cost is calculated based on the annual required 
contribution of the employer ('ARC"), an amount actuarially determined in accordance with the 
parameters of GASB Statement No. 45. The ARC represents a level of funding that, if paid on 
an ongoing basis, is projected to cover normal cost each year and to amortize any unfunded 
actuarial liabilities over a period not to exceed 30 years. The following table presents the annual 
OPEB cost, contributions made, the net OPEB liability, and the funding status for the University 
for the fiscal year ended June 30, 2016: 

Annual required contribution $ 	107,059 
Interest on net OPEB obligation 45,556 
Adjustment to annual required contribution (35,563) 

Annual OPEB cost 117,052 

Contributions made (45,100) 

Increase in net OPEB obligation 71,952 

Net OPEB obligation 
Beginning of year 650,805 

End of year $ 	722,757 

Actuarial accrued liability ("AAL") July 1, 2015 $ 	1,262,765 
Funded OPEB plan assets (30,076) 

Unfunded actuarial accrued liability ("UAAL") July 1, 2015 $ 	1,232,689 

Funded ratio 2.4% 
Covered payroll $ 	572,907 
UAAL as percentage of covered payroll 215.2% 

The University remitted $68,184 and $57,438 in State assessed OPEB contributions for the years 
ended June 30, 2016 and 2015, respectively. The University's actuarially determined minimum 
OPEB contribution was $45,100 and $41,400 for the years ended June 30, 2016 and 2015, 
respectively. The difference between the State assessed and University actuarially determined 
OPEB contribution is reported net with Transfers from (to) State for Fringe Benefits in the 
accompanying Consolidated Statements of Revenues, Expenses and Changes in Net Position. 

The University's annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, 
and the net OPEB obligation for the fiscal year 2016 and the preceding years were as follows: 

OPEB Summary 

Fiscal Year 
Ending 

Annual 
OPEB Cost 

Percentage of Annual 
OPEB Cost Contributed 

Net OPEB 
Obligation 

June 3O,2016 $117,052 38.5% $722,757 

June 3O,2015 $113,009 36.6% $650,805 

June 3O,2014 $106,832 393% $579,196 
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Funded Status 
Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and 
assumptions about the probability of occurrence of events far into the future. Examples include 
assumptions about future employment, mortality and the healthcare cost trend. Actuarially 
determined amounts are subject to continual revisions as actual results are compared with past 
expectations and new estimates are made about the future. The schedule of funding progress, 
presented as required supplementary information following the notes to the consolidated financial 
statements, is designed to present multiyear trend information that shows whether the actuarial 
value of plan assets is increasing or decreasing over time relative to the actuarial accrued 
liabilities for benefits. 

Actuarial Methods and Assumptions 
Projections of benefits for financial reporting purposes are based on the plan and include the 
types of benefits provided at the time of each valuation and the historical pattern of sharing of 
benefit costs between the employer and plan members to that point. The actuarial methods 
and assumptions used include techniques that are designed to reduce the effects of short-term 
volatility in actuarial accrued liabilities and the actuarial value of assets, consistent with the long-
term perspective of the calculations. Significant methods and assumptions used were as follows: 

Actuarial valuation date 

Actuarial cost method 

Amortization method 

Remaining amortization period 

Asset valuation method 

Actuarial assumptions 
Investment rate of return 
Projected salary increases 
Healthcare inflation rates 

PPo 
HMO 
Dental 
Vision 
Medicare Part B  

July 1, 2015 

Entry age normal 

Level percent, closed 

28 years 

Market 

7.0% 
3,5% 

9.0% initial, 5.0% after 8 years 
7.0% initial, 5.0% after 8 years 

4.0% 
3.0% 

3.0% initial, 5.0% after 2 years 

July 1, 2013 

Entry age normal 

Level percent, closed 

30 years 

Market 

7.0% 
3,5% 

9.0% initial, 5.0% after 10 years 
7.5% initial, 5.0% after 10 years 

4.0% 
3.0% 
5.0% 

The July 1, 2013 actuarial valuation was used to determine the amounts reported in the 
University's consolidated financial statements for the years ended June 30, 2016 and 2015. 
The information on the funded status of the plan is from the July 1 2015 valuation, the most 
recent valuation. 

Effective July 1, 2016, the active contracts for medical, prescription drug, dental, vision, 
supplemental medical drug, and life insurance were extended through June 30, 2017. 
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Liabilities under split interest agreements 
Amounts held for others 
Other 

State Appropriations 

$ 	10,565 $ 	9,999 
3,369 3,645 
3,210 3,175 

$ 	17,144 $ 	16,819 

University of Hawai'i 
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16. 	Other Noncurrent Liabilities 

Other noncurrent liabilities at June 30, 2016 and 2015 are comprised of: 

2016 	2015 

By statutory provision, the University prepares a biennium budget for its programs. Budgeted 
expenditures are derived primarily from the General Appropriations Act and from other specific 
appropriations acts in various Sessions Laws of Hawaii (SLH"). 

An allotment system and encumbrance accounting are utilized by the University for statutory 
budgetary control purposes. Obligations in the form of purchase orders or contracts are recorded 
as encumbrances at the time purchase orders or contracts are awarded and executed. To the 
extent they are not expended or encumbered, general fund appropriations generally lapse at the 
end of the fiscal year. The State Legislature specifies the lapse date and any other particular 
conditions relating to terminating the authorizations for other appropriations. 

Act 124, SLH 2016 Section 39, provided $106,789 in general fund appropriations directly to the 
Department of Budget and Finance to pay for debt service on general obligation bonds issued for 
the University. As a result, the University itself received no appropriations and made no transfers 
for debt service on general obligation bonds for the year ended June 30, 2016. 

Act 122, SLH 2014 Section 35, provided $106,110 in general fund appropriations directly to the 
Department of Budget and Finance to pay for debt service on general obligation bonds issued for 
the University. As a result, the University itself received no appropriations and made no transfers 
for debt service on general obligation bonds for the year ended June 30, 2015. 

The net amount of the University's State general and capital appropriations for the years ended 
June 30, 2016 and 2015 were $441,373 and $16,547 and $413,148 and $161,822, respectively. 
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Net general and capital appropriations for the year ended June 30, 2016 were as follows: 

General appropriations 
Act 119, SLH 2015, Appropriation Warrant No. 10 	 $ 427,575 
Act 104, SLH 2015, Appropriation Warrant No. 69 	 500 
Act 105, SLH 2015, Appropriation Warrant No. 70 	 350 
Total funds lapsed 	 (2) 
Executive restriction 	 (4,612) 
Collective bargaining adjustment 	 17,562 

Total general appropriations 	 $ 441,373 

Capital appropriations 
Sections 39 & 71 of Act 134, SLH 2013, Amended by Act 122 SLH 2014 	 $ 	10,405 
Sections 47&83of Act ll9, SLH 2015 	 51,930 
Total funds lapsed 	 (45,788) 

Total capital appropriations 	 $ 	16,547 

Net general and capital appropriations for the year ended June 30, 2015 were as follows: 

General appropriations 
Act 134, SLH 2013, Amended by Act 122, 
SLH 2014 Appropriation Warrant No. 35 

Act 122, SLH 2014, Appropriation Warrant No. 117 
Total funds lapsed 
Executive restriction 
Collective bargaining adjustment 

Total general appropriations 

Capital appropriations 
Sections 39 & 71 of Act 134, SLH 2013, Amended by Act 122 SLH 2014 
Sections 39 of Act 134, SLH 2013, Amended by Act 122, SLH 2014 
Total funds lapsed 

Total capital appropriations 

$ 409,656 
200 
(34) 

(5,375) 
8,701 

$ 413,148 

$ 90,500 
73,800 
(2,478) 

$ 161,822 
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18. 	Blended Component Information 

The following condensed combining information summarizes the individual components of the 
University's consolidated financial position, results of operations and cash flows as of and for 
the years ended June 30, 2016 and 2015: 

Condensed Consolidating Statements of Net Position 

2016 
Research 	 Consolidation 

	

University Corporation Foundation Adjustments 	Total 

Assets and Deferred Outflows of Resources 
Current assets $ 468,113 $ 34,760 $ 25,558 $ $ 528,431 

Interdepartmental receivables 24,967 10,342 39,020 (74,329) - 
Capital assets, net 2,049,087 2,021 2.277 - 2.053,385 

Other assets 450,764 - 412.985 - 863,749 

Total assets 2,992,931 47,123 479.840 (74,329) 3,445,565 

Deferred outflows of resources 175,082 - - - 175,082 

Total deferred outflows of resources 175,082 - - - 175,082 

Total assets and deferred outflows 
of resources $ 3,168.013 $ 47,123 $ 479,840 $ 	(74,329) $ 3,620,647 

Liabilities, Deferred Inflows of 
Resources and Net Position 

Current liabilities $ 237,548 $ 28,057 $ 1.346 $ 	- $ 266,951 

Interdepartmental payables 26,637 3.790 2,711 (33.138) - 
Noncurrent liabilities 2.498,297 4,665 13 935 2,516,897 

Total liabilities 2.762,482 36,512 17,992 (33.138) 2.783,848 

Deferred inflows of resources 111,364 - - - 111,364 

Total deferred inflows of resources 111.364  -  111,364 

Net position 
Net investment in capital assets 1,500.637 2,021 2.277 - 1.504,935 

Restricted 
Nonexpendable 10,493 - 272923 (39,020) 244,396 

Expendable 370,406 - 190687 - 561.093 

Unrestricted (1,587.369) 8,590 (4039) (2,171) (1,584.989) 

Total net position 294,167 10,611 461848 (41,191) 725.435 

Total liabilities, deferred inflows of 
resources and net position $ 3,168,013 $ 47,123 $ 479,840 $ 	(74.329) $ 3.620.647 
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2015 
Research Consolidation 

University Corporation Foundation Adjustments Total 

Assets and Deferred Outflows of Resources 
Current assets $ 	436,106 $ 	39.487 $ 28,851 $ 	 - $ 504,444 
Interdepartmental receivables 25,601 4,148 39.960 (69,709) - 
Capital assets, net 2,064.651 1,757 2,283 - 2.068,691 
Other assets 520,926 - 423,157 - 944,083 

Total assets 3,047,284 45,392 494,251 (69,709) 3,517,218 

Deferred outflows of resources 140,099 - - - 140.099 

Total deferred outflows of resources 140,099 - - 140,099 

Total assets and deferred outflows 
of resources $ 	3,187,383 $ 	45,392 $ 494,251 $ 	(69,709) $ 3,657,317 

Liabilities, Deferred Inflows of 
Resources and Net Position 

Current liabilities $ 	240,491 $ 	28,261 $ 1,295 $ 	 - $ 270,047 
Interdepartmental payables 22,508 2,204 4,972 (29,684) - 
Noncurrent liabilities 2,375,511 4.532 13,644 - 2.393,687 

Total liabilities 2.638,510 34,997 19,911 (29,684) 2.663,734 
Deferred inflows of resources 151,162 - - 151,162 

Total deferred inflows of resources 151,162 - - - 151.162 
Net position 
Net investment in capital assets 1,499,861 1.757 2,284 1,503,902 
Restricted 

Nonexpendable 10,493 - 265.361 (39,960) 235,894 
Expendable 440,642 - 204,101 - 644,743 

Unrestricted (1,551285) 8.638 2,594 (65) (1,542.118) 
Total net position 397,711 10,395 474,340 (40.025) 842.421 
Total liabilities, deferred inflows of 
resources and net position $ 	3,187,383 $ 	45,392 $ 494,251 $ 	(69,709) $ 3,657,317 
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Condensed Consolidating Statements of Revenues, Expenses 
and Changes in Net Position 

2016 
Research Consolidation 

University Corporation Foundation Adjustments Total 

Operating revenues 
Student tuition and fees, net $ 	273,043 $ 	 - $ 	 - $ 	(737) 	$ 272,306 
Federal appropriations, grants and contracts 322,266 - - - 322,266 
State and local grants and contracts 31,957 2,129 - (1,255) 32,831 
Nongovernmental sponsored programs 47,070 - - (11,936) 35,134 
Sales and services of educational 
departments, other 33,809 4,609 4,954 (7,609) 35,763 

Auxiliary enterprises 99.024 - - 99,024 
Other operating revenues 727 - 1,484 - 2,211 

Total operating revenues 807,896 6,738 6,438 (21,537) 799.535 

Operating expenses 
Depreciation 124,553 319 65 - 124,937 
Other operating expenses 1,495,316 6,310 57,960 (23,970) 1,535,616 

Total operating expenses 1,619,869 6,629 58,025 (23,970) 1,660,553 

Operating income (loss) (811,973) 109 (51,587) 2,433 (861,018) 

Nonoperating activity 
Nonoperating revenues (expenses) 483,129 107 30,779 (3,491) 510,524 
Capital contributions and additions to 
permanent and term endowments 21,003 - 8,316 (108) 29,211 

Transfers 204,297 - - - 204,297 

Total nonoperating activity 708,429 107 39,095 (3,599) 744,032 

Increase (decrease) in net position (103,544) 216 (12,492) (1,166) (116.986) 

Net position 
Beginning of year 397,711 10,395 474340 (40,025) 842,421 
Adjustment for change in accounting principle - - - - 

Beginning of year, as restated 397,711 10,395 474,340 (40,025) 842,421 

End ofyear $ 	294,167 $ 	10,611 $ 	461.848 $ 	(41,191) 	$ 725,435 
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2015 
Research 	 Consolidation 

	

University Corporation Foundation Adjustments 	Total 

Operating revenues 
Student tuition and fees, net 
Federal appropriations, grants and contracts 
State and local grants and contracts 
Nongovernmental sponsored programs 
Sales and services of educational 
departments, other 

Auxiliary enterprises 
Other operating revenues 

Total operating revenues 

Operating expenses 
Depreciation 
Other operating expenses 

Total operating expenses 

Operating income (loss) 

Nonoperating activity 
Nonoperating revenues (expenses) 
Capital contributions and additions to 
permanent and term endowments 

Transfers 

Total nonoperating activity 

Increase (decrease) in net position 

Net position 
Beginning of year 
Adjustment for change in accounting principle 

Beginning of year. as restated 

End of year 

$ 	263,247 $ 	- $ 	- $ 	(587) $ 	262,660 
325.531 - - 325,531 
28.297 2,125 - (1,389) 29.033 
45,729 - - (9,493) 36.236 

32,318 4.384 6.844 (7,383) 36,163 
99,166 - - (14) 99,152 

616 - 1,952 - 2,568 

794,904 6,509 8,796 (18,866) 791,343 

121,126 216 36 - 121,378 
1.498,021 5,915 54,820 (26,242) 1,532,514 

1,619,147 6,131 54,856 (26,242) 1,653,892 

(824,243) 378 (46,060) 7,376 (862,549) 

457.576 91 34,258 (2,381) 489,544 

166,269 (2) 50.027 (35,871) 180,423 
186,269 (250) - 250 186.269 

810,114 (161) 84,285 (38,002) 856,236 

(14,129) 217 38,225 (30,626) (6.313) 

1,524,632 10.178 436.115 (9,399) 1,961,526 
(1,112,792) - - (1.112,792) 

411,840 10,178 436,115 (9,399) 848,734 

$ 	397,711 $ 	10,395 $ 	474,340 $ 	(40,025) $ 	842,421 

Condensed Consolidating Statements of Cash Flows 

2016 
Research 

University Corporation Foundation Total 

Net cash provided by (used in) 
Operating activities $ 	(482,355) $ 	(4,338) $ 	(7,747) $ 	(494,440) 
Noncapital financing activities 553,040 - 7,729 560,769 
Capital and related financing activities (42,935) (583) - (43,518) 
Investing activities (3,693) (2,896) (2,854) (9,443) 

Total change in cash 24,057 (7,817) (2,872) 13,368 

Cash and cash equivalent balances 
Beginning of year 47,428 30,974 11,409 89,811 

End ofyear $ 	71,485 $ 	23,157 $ 	8,537 $ 	103,179 
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2015 
Research 

University Corporation Foundation 	Total 

Net cash provided by (used in) 
Operating activities 
Noncapital financing activities 
Capital and related financing activities 
Investing activities 

Total change in cash 

Cash and cash equivalent balances 
Beginning of year 

End of year 

$ (490,480) $ 	(5,474) 	$ 	641 	$ (495,313) 

	

532,159 	(250) 	6,866 	538.775 

	

(40,717) 	(702) 	 - 	(41,419) 

	

23,320 	 89 	 52 	23,461 

	

24,282 	(6.337) 	7,559 	25,504 

	

23,146 	37,311 	3,850 	64.307 

$ 47,428 $ 30.974 $ 11,409 $ 89,811 

19. 	Litigation, Other Contingent Liabilities and Commitments 

Hawaii Revised Statutes §304A-108 stipulates that any liability arising from a claim, action or 
suit brought against the University shall be payable solely from the moneys and property of the 
University and shall not constitute a general obligation of the State. The Board is not precluded 
from requesting and securing legislative appropriations to fund the settlement of any such claim 
or judgment against the University. 

The University is contingently liable in connection with certain other claims and contracts, 
including those currently in litigation, arising in the normal course of its activities. Although there 
are inherent uncertainties in any litigation, the University's management and general counsel are 
of the opinion that the outcome of such matters will not have a material effect on the University's 
financial position. 

Substantial amounts are received and expended by the University under federal and state 
programs which are subject to audit by cognizant governmental agencies and independent 
auditors under Uniform Guidance. This funding relates to research, student aid and other 
programs. University management believes that any liabilities arising from such audits will 
not have a material effect on the University's financial position. 

The State and the Office of Hawaiian Affairs ("OHA") are involved in an ongoing dispute relating 
to certain lands transferred by the former Republic of Hawaii to the United States which were 
re-conveyed to the State upon Hawai'i's admission to the Union in 1959. These lands 
(collectively, the "ceded lands") are the subject of a number of claims, litigation and legislation, 
which are being addressed by the State on behalf of all State agencies, including the University. 
These matters are more fully described in the State's Comprehensive Annual Financial Report 
(CAFR") that includes financial statements and required supplementary information which may 
be obtained from the following address: 

State of Hawaii Department of Accounting and General Services 
1151 Punchbowl Street 

Honolulu, Hawaii 96813 
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Although the ultimate outcome and financial impact to the University of these OHA matters are 
not presently known, the University has come to an agreement with the State with respect to the 
University's estimated pro rata portion of its obligation due to OHA related to revenues generated 
from ceded lands. The University's financial statements reflect the liabilities and disbursements 
in connection with this agreement. 

Risk Management 
In general, the University obtains third-party insurance coverage directly from third-party insurers 
or is covered under the umbrella of the State's insurance program. However, the University 
is partially or entirely self-insured for certain risks, such as unemployment and workers' 
compensation claims. 

Construction and Other Contracts 
The University is committed under contracts awarded for construction and other services. These 
commitments amounted to approximately $217,163 and $165,506 as of June 30, 2016 and 2015. 

Collective Bargaining Agreements 
The Hawaii State Constitution under Article XIII, Section 2, grants public employees in the State 
the right to organize for the purpose of collective bargaining as provided by law. Chapter 89, 
Hawaii Revised Statutes ("FIRS"), provides for 14 recognized bargaining units for all public 
employees throughout the State, including State, county and municipal employees. Each 
bargaining unit is represented by an employee organization otherwise known as the exclusive 
bargaining representative of all employees within each unit which negotiates with the public 
employer. For the purpose of negotiating a collective bargaining agreement, the public employer 
of an appropriate bargaining unit are statutorily defined by law under FIRS, §89-6. In bargaining 
units with employees in multiple jurisdictions (i.e., State, Counties, Judiciary and Hawaii Health 
Systems Corporation), the public employer includes the Governor and an employer 
representative from each applicable jurisdiction to include the Mayors, the Chief Justice, the 
Hawaii Health Systems Corporation board, the President of the University, the Superintendent 
of Education, the Board of the University, and the Board of Education. In the case of the 
University's bargaining unit 7 and 8 employees, the public employers are the Governor, the Board 
and the President of the University. 

Decisions by the employer representatives of the State and county employees are determined 
by simple majority vote with the Governor having varying numbers of votes depending on the 
bargaining unit involved Decisions by the public employer of Board-appointed employees (Units 
7 and 8) are determined by simple majority vote with the Governor having three votes, the Board 
having two votes, and the University President having one vote. By statute, statutory impasse is 
declared by the Hawaii Labor Relations Board on February 1St in the final year of any contract 
if there is no resolution by January 31st, and the parties may attempt to resolve the impasse 
through voluntary mediation and mandatory mediation. If the impasse is not resolved through 
mediation, for Units 2, 3, 4, 6, 8, 9, 10, 11, 12, 13 and 14, it shall be submitted to a three member 
arbitration panel (i.e., interest arbitration) as these bargaining units do not have the right to strike. 
The bargaining units that do have the right to strike (i.e., Units 1, 5 and 7) are still able to mutually 
agree to other impasse processes and procedures, including the possibility of entering into 
interest arbitration. Although the statute characterizes arbitration decisions as "final and binding," 
it also provides that all cost items are subject to appropriations by the appropriate legislative 
bodies. 
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Depending on the nature of their positions, most employees working at the University are 
included in a bargaining unit as defined in HRS §89-6(a). The University is responsible for 
properly administering the eight CBAs associated with the aforementioned bargaining units 
and further defined as follows: 

• Unit 1 (nonsupervisory employees in blue collar positions) 

• Unit 2 (supervisory employees in blue collar positions) 

• Unit 3 (nonsupervisory employees in white collar positions) 

• Unit 4 (supervisory employees in white collar positions) 

• Unit 7 (faculty of the University and the community college system) 

• Unit 8 (personnel of the University and the community college system, other than faculty) 

• Unit 9 (registered professional nurses) or Unit 10 (institutional, health and correctional 
workers) 

• Civil service personnel working at the University are included in BUs 1, 2, 3, 4, 9 and 10. 
Non-civil service personnel such as faculty members and administrative, professional and 
technical (APT") staff are Board appointees and are included in BUs 7 and 8, respectively. 
Employees in executive/managerial positions, as well as certain other personnel designated 
as excluded from collective bargaining pursuant to HRS, §89-6(f) and whose responsibilities 
concern confidential matters affecting employee-employer relations, are not represented by 
any union. Wages, hours, and other terms and conditions of employment for these 
personnel are provided by law or action of the Board, as applicable. Some employees 
(e.g., certain contractual hires) are not parties to any recognized bargaining unit. 

The Board, as a public employer, is mandated by Chapter 89, HRS, to negotiate and enter into 
written agreements with exclusive representatives (i.e., unions) on matters of wages, hours and 
conditions of employment affecting University personnel included in various bargaining units. 
These written agreements, also known as collective bargaining agreements ("CBA") or successor 
agreements, including supplemental agreements, memorandums of agreement, and 
memorandums of understanding, reached outside of these successor agreements, cover wages, 
hours, contributions to the Employer-Union Trust Fund, and other terms and conditions of 
employment subject to collective bargaining. In assessing the University's responsibilities 
to negotiate and administer CBAs, below are several considerations in regards to litigation, 
contingent liabilities and commitments: 

• The Board must participate with exclusive representatives in good-faith negotiations over 
the issue of wages, hours and conditions of work to the extent mandated by HRS §89-9[a], 
for University personnel included in the applicable bargaining units; 
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CBAs for civil service personnel (BUs 1, 2, 3, 4, 9 and 10) are negotiated by and between 
the State of Hawaii (including the Board and other public employers), the respective 
Counties (including the City and County of Honolulu), the Hawaii Health Systems 
Corporation, and the Judiciary, with the exclusive representative of each bargaining unit. 
The exclusive representative for BUs 1 and 10 is the United Public Workers ('UPW') while 
the exclusive representative for BUs 2, 3, 4 and 9 is the Hawaii Government Employees 
Association ("HGEA"). These CBAs for the aforementioned bargaining units are applicable 
to most civil service personnel working for the State, 

CBAs for faculty members (BU 7) are negotiated by and between the Governor, the 
University President, and the Board with the University of Hawaii Professional Assembly 
who is the exclusive representative for Faculty members. APT personnel (BU 8) are 
negotiated by and between the Governor, the University President, and the Board with the 
HGEA who is the exclusive representative for the University's APTs. In contrast to CBAs 
for civil service personnel, the CBAs for BUs 7 and 8 are applicable only to the University 
as Board appointees, specifically APT personnel and faculty members of the University; 

• Failure of parties to achieve successor agreements during negotiations initiated on behalf 
of blue collar workers (BU 1) and/or faculty (BU 7) could result in work interruptions and/or 
stoppages that may hamper or halt University operations since these bargaining units still 
retain the right to strike; 

• If an impasse exists regarding successor negotiations involving bargaining units 2, 3, 4, 8 or 
9, the Board, along with the respective exclusive representatives and other public employers 
is subject to interest arbitration, whereby the decision of the arbitration panel and its cost 
items are subject to legislative appropriations and approval; 

• Once a successor agreement is reached and legislatively approved, the University has a 
responsibility and commitment to abide by all the terms set forth in the agreement; 

• As an employer of employees belonging to multiple bargaining units, the University may 
sometimes be subject to unforeseen labor costs related to the assertion of the so-called 
"most-favored nations clause" into particular agreements; 

• Improper administration, disputes regarding CBA interpretation, or a lack of adherence to 
CBAs could result in litigation and associated costs 

The current status of the collective bargaining agreements is as follows: 

On June 20, 2014 the University administration and the University of Hawaii Professional 
Assembly ('UHPA") tentatively agreed to a two-year successor collective bargaining 
agreement for Unit 7 faculty covering the period July 1, 2015 to June 30, 2017. The 
tentative agreement was ratified in support by the Unit 7 faculty members on August 25, 
2014, The successor agreement provided for a four percent across the board pay increase 
in each of the two years, increased the minimum salaries to faculty members paid by rank, 
and negotiated EUTF contributions. The total cost was subject to legislative appropriations 
and was funded. 
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Interest arbitration proceedings were completed in July 2015 with the Hawaii Government 
Employees Association ('HGEA") for Unit 8 AFT employees of the University for a successor 
agreement beyond July 1, 2015. The arbitration award and decision dated December 1, 
2015 covered the period July 1, 2015 to June 30, 2017. The award and decision provided 
an across the board increase of four percent effective July 1, 2015 and four percent effective 
July 1, 2016, one time lump sum bonuses paid to eligible employees, and other terms and 
conditions. 

The University's employees in Units 1 and 10 are working under a four-year (4) contract that 
covers the period July 1, 2013 to July 1, 2017. Negotiations for Units 2, 3, 4, and 9 were 
completed and resulted in ratified and agreed upon successor bargaining contracts for the 
period July 1, 2015 to June 30, 2017. The aforementioned CBAs stipulated step movements 
and across-the-board (ATB") salary increases, or changes to salary schedules, that 
effectively increase salaries in each year covered by the terms of these agreements 
which have already been legislatively approved. 

The parties recently entered in negotiations over successor agreements for Units 1, 2, 3, 4, 7, 8, 
9 and 10. Impasse has been declared for certain units at this point in time. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Proportionate Share of the Net Pension Liability (Unaudited) 
Schedule of Contributions (Unaudited) 
Year Ended June 30, 2016 
(All dollars reported in thousands) 

Net Pension Liability 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Proportionate Share of the Net Pension Liability 

Plan Fiduciary 
Proportionate Proportionate Proportion of Net Position as 
Share of the Share of the the Net Pension a Percentage 
Net Pension Net Pension Annual Liability as a of the 

Fiscal Year Liability as a Liability as an Covered Percentage of Total Pension 
Ending Percentage Amount Payroll Covered Payroll Liability 

(a) (b) (a) / (b)  

June 30, 2016 13.11% $1,144,564 $572,907 200% 63.42% 

June 30, 2015 13.60% $1,089,882 $564,736 193% 63.92% 

June 30, 2014 13.75% $1,227,787 $550,758 223% 57.96% 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Contributions 

Contributions 
in Relation to 

Statutorily the Statutorily Contribution Covered Contributions as 
Fiscal Year Required Required Deficiency Annual a Percentage of 

Ending Contribution Contribution (Excess) Payroll Covered Payroll 
(a) (b) (a) - (b) (C) (a) / (C) 

June 3O,2016 $97,394 $97,394 $0 $572,907 17.00% 

June 30, 2015 $93,949 $93,949 $0 $564,736 16.64% 

June 30, 2014 $88,381 $88,381 $0 $550,758 16.05% 

1. Changes of Benefit Terms 

There were no changes of benefit terms in 2016, 2015 or 2014. 

2. Changes of Assumptions 

The investment return assumption decreased beginning in fiscal year 2016 from 7.75 percent to 
765 percent. There were no changes of assumptions in 2015 or 2014. 
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University of Hawai'i 
State of Hawai'i 
Schedule of Funding Progress (Unaudited) 
Year Ended June 30, 2016 
(All dollars reported in thousands) 

Postemployment Benefits Other than Pensions 

REQUIRED SUPPLEMENTARY INFORMATION 
Schedule of Funding Progress 

Unfunded UAAL as a 
Actuarial Actuarial Actuarial Actuarial Annual Percentage 
Valuation Value of Accrued Accrued Funded Covered of Covered 

Date Assets Liability Liability Ratio Payroll Payroll 
(a) (b) (b) - (a) (a) / (b) (C) (b) - (a)! (c) 

July 1, 2015 $30,076 $1,262,765 $1,232,689 2% $572,907 215.2% 

July 1, 2013 $0 $1,185,790 $1,185,790 0% $550,758 215.3% 

July 1, 2011 $0 $1,860,680 $1,860,680 0% $503,900 369.3% 

July 1, 2009 $0 $1,849,949 1 	$1,849,949 0% $495,498 373.4% 
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Certified Public Accountants & Consultants 
101 Aupuni Street, Suite 139 

Hilo, Hawaii 96720-4260 

INDEPENDENT AUDITORS REPORT 

To the Board of Directors 
Tr-Isle Resource Conservation 
and Development Council, Inc 
Kahului, Hawaii 

Report on the Financial Statements 

We have audited the accompanying financial statement of Tr-Isle Resource Conservation and 
Development Council Inc (a not-for-profit corporation), which comprise the statement of financial 
position as of December 31, 2015, and the related statements of activities and changes in net assets, 
functional expenses, and cash flows for the year then ended, and the related notes to the financial 
statements 

Management's Responsibility for the Financial Statements 

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

Auditor's Responsibility 

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

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

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



!ifluIU1 

In our opinion the financial statements referred to above present fairly, in all material respects, the 

financial position of the Tn-Isle Resource Conservation and Development Council Inc as of December 

31 2015 and the changes in hs net assets and its cash flows for the year then ended in conformity with 
accounting principles generally accepted in the United States of America. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards we have also issued our report dated August 9, 
2016, on our consideration of the Tn-Isle Resource Conservation and Development Council, Inc s 

internal control over financial reporting and on our tests of its compliance with certain provisions of laws, 

regulations, contracts, and grant agreements and other matters The purpose of that report is to 

describe the scope of our testing of internal control over financial reporting and compliance and the 

results of tnat testing and not to provide an opinion on the internal control over financial reporting or on 
compliance These reports are an integral part of an audit performed in accordance with Government 
Auditing Standards in considering the Organization's internal control over financial reporting and 
compliance 

August 9, 2016 

Hilo Hawaii 
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frHsle Resource Conservation and Development Council. Inc 

Statement of Financial Position 

December 31, 2015 

Assets 

CURRENT ASSETS 
Cash $ 	992.420 
Accounts receivable 566196 
Prepaid expenses 8 400 

Total current assets 1567016 

PROPERTY AND EQUIPMENT, at cosh 
Office Equipment 1.040 

Total property ard equipment 1 040 

Less accumulated depreciation 208 

Net property and eouipment 832 

OTHER ASSETS 
Certificate of Deposit 70,529 
Lease Deposit 1,248 

Total other assets 71,777 

Total assets $ 	1.639,625 

Liabilities and Net Assets 

CURRENT LIABILITES 
Accounts payable $ 	244,271 
Accrued expenses 9,849 
Deferred revenues 417,566 

Total current liabilities 671,686 

NET ASSETS: 
Unrestricted net assets 707.689 
Temporarily restricted net assets 260.250 

Total net assets 967,939 

Total liabilities and net assets $1,639,625 

See independent auditor's report and accompanying notes to financial statements. 

3 



Th Isle Resource Coriseivaton and Development Council, Inc 

Statement of Activdes 

For the Year Ended Decerribel 31 2015 

Lemporanly 

REVENUE AND OTHER SUPPORT 

Grants 

Don at Ons 

Interest income 

Admirustiative fees 

Fundiasing income 

Other income 

Total revenues and other support 

Net assets released from restrictions 

EXPENSES AND LOSSES 

Program services 

Environmental and watershed protection restoration 

invasive species mitigation and remediation 

Native forests, ecosystem, and habitat protection restoration 

lndigenous species prutecton and restoration 

Socisi community and economic development 

Totai program senices 

Supporting services 
Management and general 
Fundraising 

Total supportrng services 

fatal expenses 

Loss on disposal of vehicles 

Total expenses and iosses 

CHANGE IN NET ASSETS 

NET ASSETS, beginning of the year 

NET ASSETS end of the year 

Unrestricted Restricted Total 

$ 	2,242,498 8 $ 2242,498 

281547 281,547 

2,134 - 2134 

247,704 247,704 

95,355 95,355 

87,269 - 87269 

2,674,960 281,547 2956,507 

439,453 (439,453) 

3,114,413 (157,906) 2,956,507 

579,351 679 351 

365,818 . 	 365818 

515476 - 	 516,476 

327,243 327,243 

1042,149 - 	 1,042,149 

2 931 037 2,931,037 

397.736 397,736 
28.790 28,790 

426,526 426,526 

3 357,563 3.357,563 

6,999 - 	 6,999 

3,364,562 - 	 3.364.562 

(250.149) (157.906) 	(408,055) 

957,838 418,156 	1,375,994 

$ 	707,689 S 	260.250 	$ 	967,939 

See independent auditor's report and accompanyrng notes to financia staten. cots 
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Iota! 

Program Management 

Services and General 	Fundraismng 

47,500 $ 	188.695 	9 

4,359 4.446 

5 196 16,744 

Iota' 

Support 

Servmces 	Total 

	

S 188.695 	S 236,195 

	

4.446 	 8,805 

	

115 744 	21 940 

Trrlsle Resource Conservation and Development Council, Inc 

Statement of Functional Expenses 

For the Year Ended December 31 2015 

Native 

Environmental invasive Forests. Indigenous SociaL 

and Speces Ecosystems Species Community 

Watershed Mitigation and Habitat Protection and 

Protection and Protection and Economic 

Restoration Remediation Restoration Restoration Development 

3 	- 5 	. S $ 	47,500$ 

4359 
- - 368 4828 

Payroll expenses 

Payroll fringe benefits 

Payroll taxes 

Total payroll and 

related expenses 

Project expenses 

Contractual services 

Fundraising  

Occupancy 

Travel 

Other expenses 

Supplies 

Equipment 

Insurance 

Depreciation 

Total 

568 	56 1587 	57,055 	209,885 	 - 	209,885 	266.940 

678 655 	365 818 	516 030 	326,875 	985.462 	2.872.840 	 3,152 	 - 	 3,152 	2.875,992 

	

132.980 	 . 	132,980 	132,980 

- 	 - 	 - 	 - 	 - 	 - 	 - 	 28.790 	28790 	28790 

- 	 - 	 - 	 - 	 . 	 24,328 	 - 	 24,328 	24.328 

	

2,856 	 2,856 	 2,856 

	

10,268 	 . 	 10.268 	10,268 

	

5 203 	 - 	 5.203 	 5.203 

- 	 - 	 . 	 5.142 	 -' 	 5,142 	 5.142 

	

3,818 	 3,818 	 3.818 

696 	 - 	 446 	 ' 	 - 	 1,142 	 104 	 - 	 104 	 1 246 

$ 	679,351 	$ 365,818 	$ 516,476 	S 327,243 	S 1.042,149 	$ 2,031 037 	S 397.736 	$ 28,790 	3 426,526 	S 3.357.563 

See indepondent auditor's report and accompanvtng notes to financial statement- 



'fridsle Resource Conservahon and Development Council Inic 

Statement of Cash Flows 

For the Year Ended December 31, 2015 

Cash flows from operating activities 
Cash received from grants S 3106188 

Cash received from donations 281.547 

Cash received from others 432462 

Cash paid to employees and vendors (4130.365) 

Net cash provided used in ocerating activities (310.168) 

Cash flows from investing actrvwes 

Purchase of certificate of deposit 

Net casir provided used in investing activwes 

Net decrease in cash for the year 	 (380.697) 

Cash  at beginning of year 

Cash at end of year 	 $ 992,420 

Reconctaton of decrease in net assets to net cash provded used m operating activities 

Decrease in net assets 	 5 (408 055 

Adjustments to reconcile decrease in net assets to net cash used in operating actvtes 

Depreciation and amortization 	 1,246 

Loss on dsposai of vehicles 	 6,999 

Change in accounts receivable 	 886 520 
Change in prepaid expenses 	 (7 639) 
Change in accounts payable 	 (766015) 
Change in accrued expenses 	 (394) 
Change in deferred revenue 	 l22 830) 

Net cash used in operating actvities 	 (310168) 

Supplemental Disclosure of Noncash investing and Financing Actvtes 

There were no noncash investing and financing activities in 2015 

See independent auditor's report and accompanying notes to financial statements 
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TRHSLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL INC 

Notes to Financial Statements 

December 31, 2015 

Organization 

Tr-isle Resource Conservation and Development Council (the Organization), a 501(0)(3) not-for-profit 
organization since 1994, helps the community identify problems and opportunities by compiling 
background information, planning for desired future conditions, securing funding, and implementing 
projects for the Resource Conservation and Development area. which includes the islands of Maui. 
Lana', Moloka'l, and Kaho'olawe (Maui County) The Organization's membership consists of twelve 
board members from varied professional and social backgrounds: one member from each of the five 
Soil and Water Conservation Districts (SWCD) within Maui County: two members, each one respectively 
representing the communities on the islands of Lanai and Moloka'i: and five community members from 
Maui 

The following are descriptions of the Organization's major programs, which are all performed in Mau 
County By request, some of the projects in these programs are delivered on other islands in the State 
of Hawaii 

Environment and Watershed Protection and Restoration 

Projects in this category are important to watersheds on each island in Maui County These watersheds, 
which are in the uplands, are important to the environmental health of the lands below them. it is crucial 
that these projects continue to protect all lands and ecosystems of our ahupua'a the traditional 
mountan-to-thesea land divisions on each island. All of Maui County's watersheds are recpients of 
these projects It is important to realize that these watershed projects, receive private and public funding 
support from Federal, State, and County governments 

Invasive Species Eradication, 	(gation_and RemediaLon 

Projects in this category become more important each year, as new invasive species on the islands of 
Maui County, and throughout Hawaii, are identified. These species not only upset the ecosystems and 
habitats of our native species, but also infringe on the quality of life of an increasingly urban population 
It is important that these projects continue as many of our native flora and fauna continue to be on 
endangered species lists These projects also need resources to continue to educate the general public 
about the importance of conservation, environmental protection, and natural resource development 

Native Forests. Ecpystems. and Habitat Protection and Restoration 

The indigenous ecosystems of the islands of Maui County continue to be compromised and are in 
demise, decreasing in size and less able to positively contribute to the environments and climates so 
important to island life These projects need to continue as our native flora and fauna contribute to how 
our environments and ecosystems are major contributors to the nurturing of our climate and weather. 
These projects also need resources to continue to educate the general public about the importance of 
conservation, environmental protection, and natural resource development 
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IRLISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC 

Notes to Financial Statements. Continued 

Ind_iqe_n0_Us__Species_ Protection and Restoration 

As a critical number of our native flora and fauna are on endangered species lists, projects in this 
category help keep these species as viable components within our environments and ecosystems. It is 
important to understand that we have already lost marry of our indigenous species and that we must 
protect, replenish and repopulate the remaining species on all the island of Maui County These projects 
also need resources to continue to educate the general public about the importance of conservation, 
environmental protection, and natural resource development 

Social.  

Maui County is a culturally and ethnically diverse jurisdiction Our missions was expanded, through a 
strategic planning process in 2012, to include projects that build nurture and improve quality of life for 
the people living in our communities These projects contribute to social, cultural, environmental, health, 
and political factors important to civic and community life on all the islands in Maui County 

2)Srmrnapof Significant Accounting Policies 

a 	Basis of Accountmq 

The accompanying financial statements have been prepared on the accrual basis of accounting 
in accordance with accounting principles generally accepted in the United States of America. 
Under this method of accounting revenue is recognized when earned rather than when 
received and expenses are recognized when incurred rather than when paid. Donations are 
recognized as unrestricted when the stipulatiors of  the donations have been met. 

b 	Use of Estimates 

Management uses estimates and assumptions in preparing these financial statements in 
accordance with accounting principles generally accepted in the United States of America 
Those estimates and assumptions affect the reported amounts of assets and labilities, 
disclosure of contingent assets and liabilities, and the reported amounts of revenue and 
expenses during the reporting period Actual results could differ from those estimates 

c 	Net Assets 

The Organization is required to report information regarding its financial position and activities 
according to three classes of net assets unrestricted net assets, temporarily restricted net 
assets. and permanently restricted net assets 

Unrestricted - Net assets which are free from donor-imposed 'all revenues, expenses, and 
gains and losses that are not changes in temporarily or permanently restricted net assets 

Temporarily Restricted -- Net assets whose use by the Organization is limited by donor-imposed 
stipulations that either expire by passage of time or that can be fulfilled by actions of the 
Organization pursuant to those stipulations 
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TRHSLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL. INC 

Notes to Financial Statements, Continued 

Permanently Restricted 	Net assets whose use by the Organization is limited by donor- 
imposed stipulations 

As of December 31. 2015. the Organization had unrestricted and temporarily restricted net 
assets 

d 	Accounts Receivable 

Accounts receivable consists of pending reimbursements from federal, state, county, and 
foundation grants for expenses incurred and billed under the grant award Accounts receivable 
also consists of periodic billings as specified under the federal, state, county, and foundation 
grant awards No allowance for doubtful accounts was necessary as of December 31, 2015, as 
management expects to collect all balances. 

e 	Ploy and Eguipment 

Property and equipment are stated at cost, or if contributed, at its fair market value at the date 
of the donation If donors stipulate how long the assets must be used, the contributions are 
recorded as restricted support In absence of such stipulations, contributions of fixed assets are 
recorded as unrestricted support 

Depreciation is determined using the straightiine method over the estimated useful l;fe of the 
asset over a period of ten years 

Expenditures for maintenance repairs and minor replacements are charged to operations as 
incurred and expenditures for major replacements and betterments with a useful life in excess 
of one year are capitalized Property retired or otherwise disposed of is removed from the 
appropriate asset and related accumulated deoreciation accounts Gains and losses on sales of 
assets are reflected in current operations 

Depreciation expense was $1246 the year ended December 31, 2015 

rrtrKi ifinnQ 

Contributions received are recorded as unrestricted, temporarily restricted, or permanently 
restricted net assets depending on the existence or nature of any donor restrictions. All 
contributions are considered to be available for unrestricted use unless specifically restricted by 
the donor. Amounts received that are designated for future periods or restricted by the donor for 
specific purposes are reported as temporarily restriction expires, either by a time or purpose 
restriction imposed by the donor, temporarily restricted net assets are reclassified to 
unrestricted net assets and reported in the statement of activities as net assets released from 
restrictions 
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TRLISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC 

Notes to Financial Statements, Continued 

The contribution of professional services are recognized if the services (1) create or enhance 
non-financial assets and (2) require specialized skills that are performed by people with those 
skills, and would otherwise be purchased by the Organization These contributions would be 
reflected in the statement of activities and functional expenses at their fair value at the date of 
the donation The services of individuals who volunteered their time and performed a variety of 
tasks that benefited the Organization were not recognized as contributions in the financial 
statements, since the recognition criteria have not been met 

g 	Revenue Recognition 

Government Grants 

Government grants are received from government agencies Revenues on cost reimbursement 
contracts are recognized when allowable and reimbursable expenses are incurred, and upon 
meeting the legal and contractual requirements of the funding source These revenues are 
generally considered exchange transactions and are recorded as revenues of the unrestricted 
net asset class Funding received in advance of applicable revenue recognition criteria is 
recorded as deferred revenue in the statement of financial position 

Administrative Fee 

The Organization applies an anlmtntstraftve fee to the projects that the Organization administers 

Other Income 

Revenue from other sources is recorded as the services are performed by the Organization 

h 	Deferred Revenue 

Deferred revenue represents funds received from government and foundation grants where 
were not yet earned Total deferred revenues amounted to $417566 at December 31, 2015 

Functional ExiDenses 

The costs for providing program services have been summarized on a functional basis in the 
statement of activities and detailed in the Statement of Functional Expenses Accordingly, 
certain costs have been allocated among program services and supporting activities benefited 

Sales Tax 

Sales tax (Hawaii general excise tax) is imposed on fundraising income at four percent, which 
amounted to approximately $3200 for the year ended December 31, 2015. Sales tax was 
reported as part of program expenses in the accompanying Statement of Functional Expense 
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TRHSLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC 

Notes to Financial Statements, Continued 

k 	Income Tax 

The Organization is recognized by the Internal Revenue Service as an exempt organization 
under Section 501(c)(3) of the Internal Revenue Code The Organization adopted the provisions 
of FASB ASC 740, the Organization Income Taxes As required by the uncertain tax position 
guidance in FASB ASC 740, the Organization recognizes the financial statement benefit of a tax 
position only after determining that the relevant tax authority would more likely than not sustain 
the position after,  an audit For tax positions meeting the rnoreIikeIy-thannot thresnold, the 
amount recognized in the financial statements is the largest benefit that has a greater than fifty 
percent likelihood of being realized upon ultimate settlement with the relevant tax authority. The 
Organization applied the uncertain tax position guidance in FASB ASC 740 to all tax positions 
for which the statute of limitations had remained open and has not recognized any additional 
liability 

Tax regulations within each jurisdiction are subject to interpretation of the related tax laws and 
regulations and require significant judgment to apply With few exceptions. the Organizations 
Form 990, Return of Organization Exempt from Income Tax is no longer subject to U.S Federal 
and State examinations by tax authority for the fiscal years ended December 31. 2012 and prior 

Concentration of Credit Risk 

The Organization had approximately $803,000 in cash in excess of the Federal Deposit insurance 
Corporation in-lit as of December 31 2015 At December 31, 2015. the Organization had account 
balances at a credit union that was insured by the National Credit union Insurance Snare Fund up to 
$250000 There were no amounts exceeding this IMitat December 31, 2015 

(4FundmgConcentration 

The Organization receives a substantiai amount of its support from Federal, State, and County 
government agencies and foundations Significant reductions, if any in the level of this support may 
have an adverse effect on the Organization's programs and activities. 

The Organization leases office space under a noncancellable operating lease through April 30, 2019 
The Organization is responsible for common are maintenance, general excise tax. and other fees 
related to the property 	The Organization also leases a copy machine under a non-cancellable 
operating lease through December 31, 2016. 



TROISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL INC 

Notes to Financial Statements, Continued 

As of December 31, 2015, the future minimum rental payments required under the above operating 
lease commitment are as follows. 

Year ending December 31 
2016 $ 15,100 
2017 12,800 
2018 13,200 
2019 4,500 

$ 45600 

Premise rent expense amounted to approximately $14900 and equipment rent expense amounted to 
approximately $3,000 for the year ended December 31, 2015 was reported as part of occupancy and 

equipment expense ;n the Statement of Functional Expenses respectvefy 

______TemooFarjlv Restricted Net Assets 

The Organizanon s temporarily restricted net assets consist of amounts that are available to the 
Organization but have a time or purpose restriction imposed by the donor During the year, project funds 

are received and spent pursuant to specific requirements for each project 

The temporarily restricted net assets of the Organizaton as of December 31, 2015 are as follows' 

East Maui Watershed S 43,899 
Hoaloha Ama. 44,007 
KOOK 	Ka Ohana 0 Kahkmnui 22,500 
Plant A Wish Maui 16 107 
Maui School Garden 11,873 
Makawao History Museum 10,870 
HI Environ Education 10,065 
HIHWNMS 9,871 
Maui Forest B 8 717 
Malama Hana 8,418 
MFBRP 8,278 
Teens on Cat 8,173 
Lanai Performance Academy 6,808 
HLmi Malama 0 Waikapu 6,162 
Others 44.502 

Total  

The temporarily restricted assets utilized during the year ended December 31. 2015 were funded by 

contributions received during the year ended December 31, 2015 and from the temporarily restricted net 

assets reported as of the end of the prior year This resulted in a net reduction in the temporarily 

restricted net assets for the year ended December 31, 2015 of $150,906 	The reduction in the 
temporarily restricted net assets for the year ended December 31, 2015 was largely due to the reduction 

in the amount of temporarily restricted contributions received during the year, as compared to the prior 
year 

12 



TRHSLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL INC 

Notes to Financial Statements, Continued 

(7) 	Administrative Fees 

The Organizations management and general expenses, as repoded in the statement of functional 
expense was primarily funded by the administrative fees charged to the programs 
During the year ended, December 31, 2015, the Organization incurred management and general 
expenses of $397,736 and recorded administrative fees of $247704 This contributed to the reduction 
in unrestricted net assets for the year ended December 31  2015 

ueEt Events 

Management has evaluated subsequent events through August 9, 2016, the date the financial 
statements were available to be issued. There were no subsequent events that required adustrnent of 
or disclosure in the financial statements 
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REPORTING AND ON COMPLIANCE AND OTHER MATTERS 
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Independent Auditors' Report on Internal Control Over Financial Reporting and on 
Compliance and Other Matters Based on an Audit of Financial Statements 

Performed in Accordance with Government Auditing Standards 

To the Board of Directors of 
Ti-Isle Resource Conservation 
and Development Council, Inc 
Kahului, Hawaii 

We have audited, in accordance with the auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards 
issued by the Comptroller General of the United States, the financial statements of Tr-Isle Resource 
Conservation and Development Council, Inc (TIRCD), which comprise the statement of financial 
position as of December 31, 2015, and the related statements of activities, functional expenses and 
cash flows for the year then ended, and the related notes to the financial statements, and have issued 
our report thereon dated August 9. 2016 

Internal Control Over Financial Reporting 

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

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control such that there is a reasonable possibility that a material 
misstatement of TIRCD's financial statements will not be prevented, or detected and corrected on a 
timely basis. A significant deficiency is a deficiency, or combination of deficiencies, in internal control 
that is less severe than a material weakness, yet important enough to merit attention by those charged 
with governance. 

Our consideration of the internal control was for the limited purpose described in the first paragraph of 
this section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies 
may exist that were not identified. Given these limitations, during our audit we did not identify any 
deficiencies in internal control that we consider to be material weaknesses. 
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Compliance and Other Matters 

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

Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and 
compliance and the results of that testing, and not to provide an opinion on the effectiveness of the 
organization 5 internal control or on compliance Ths report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the organizations internal control and 
compliance Accordinaly, this communication is not sutahie for any other purpose 

7it 1J k 	 4si c && L L 

August9 2. 0116 
Hilo, Ha,waii  
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INDEPENDENT AUDITOR'S REPORT 

To the Board of Directors 
Tr-Isle Resource Conservation 
and Development Council, Inc. 

Kahului, Hawaii 

Report on the Financial Statements 

We have audited the accompanying financial statements of Tr-Isle Resource Conservation and Development 
Council, Inc. (a not-for-profit corporation), which comprise the statements of financial position as of December 
31, 2014 and 2013, and the related statements of activities and changes in net assets, functional expenses, and 
cash flows for the years then ended, and the related notes to the financial statements. 

Management's Responsibility for the Financial Statements 

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

Auditor's Responsibility 

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

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

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



Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the Tr-Isle Resource Conservation and Development Council, Inc. as of December 31, 2014 and 2013, 
and the changes in its net assets and its cash flows for the years then ended in conformity with accounting 
principles generally accepted in the United States of America. 

Other Matters 

Other Information 

Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a whole. The 
accompanying schedule of expenditures of federal awards is presented for the purposes of additional analysis as 
required by United States Office of Management and Budget (OMB) Circular A-l33, Audits of States, Local 
Governments, and Non-Profit Organizations is presented for purposes of additional analysis and is not a required 
part of the financial statements. Such information is the responsibility of management and was derived from and 
relates directly to the underlying accounting and other records used to prepare the financial statements. The 
information has been subjected to auditing procedures applied in the audit of the financial statements and certain 
additional procedures, including comparing and reconciling such information directly to the underlying 
accounting and other records used to prepare the financial statements or to the financial statements themselves, 
and other additional procedures in accordance with auditing standards generally accepted in the United States of 
America. In our opinion, the information is fairly stated, in all material respects, in relation to the financial 
statements taken as a whole. 

Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated June 4, 2015, on our 
consideration of the Tr-Isle Resource Conservation and Development Council, Inc.'s internal control over 
financial reporting and on our tests of its compliance with certain provisions of laws, regulations, contracts, and 
grant agreements and other matters. The purpose of that report is to describe the scope of our testing of internal 
control over financial reporting and compliance and the results of that testing, and not to provide an opinion on 
the internal control over financial reporting or on compliance. These reports are an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the Organization's internal control 
over financial reporting and compliance. 

lei( 
Honolulu, 1 'awaii 
June 4, 2015 
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TRI.-ISLE RESOURCE CONSERVATION 

AND DEVELOPMENT COUNCIL, INC. 

STATEMENTS OF FINANCIAL POSITION 

DECEMBER 31, 2014 AND 2013 

2014 2013 

ASSETS 

$ 	1,373,117 $ 	1,455.702 

1,452,716 2,778.292 

76! - 

2,826,594 4.233,994 

19,000 19.000 

1,040 - 

20,040 19,000 

(10.963) (8,144) 

9,077 10.856 

1.248 1,248 

$ 2,836,919 	$ 4,246.098 

CURRENT ASSETS: 

Cash 

Accounts receivable 

Prepaid expenses 

Total current assets 

PROPERTY AND EQUIPMENT, at cost: 

Vehicles  

Office equipment 

Total property and equipment 

Less accumulated depreciation 

Net property and equipment 

DEPOSIT 

Total assets 

LIABILITIES AND NET ASSETS 

CURRENT LIABILITIES: 

Accounts payable 

Accrued vacation 

Deferred revenue 

Funds held for other 

Total current liabilities 

NET ASSETS: 

Unrestricted net assets 

iemporarilv restricted net assets 

Total net assets 

Total liabilities and net assets 

	

$ 1,010,286 	$ 1,938,844 

	

10,243 	 12.171 

	

440,396 	 676,558 

- 	 25.132 

	

1,460.925 	2,652,705 

957,838 

418,156 

1.087.144 

506,249 

1,375.994 1,593.393 

$ 2,836,919 	$ 4,246.098 

See independent auditor's report and accompanying notes to financial statements. 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

STATEMENT OF ACTIVITIES AND CHANGES IN NET ASSETS 
FOR THE YEAR ENDED DECEMBER 31,201 

REVENUES AND OTHER SUPPORT: 

Grants 

Donations 

Interest income 

Administrative fee 

Other income 

Total revenues and other support 

Net assets released from restrictions 

EXPENSES AND LOSSES: 

Program services: 
Environmental and watershed protection restoration 

Invasive species mitigation and remediation 

Native forests, ecosystem, 

and habitat protection restoration 

Indigenous species protection and restoration 

Social, community, and economic development 

Total program services 

Supporting services: 
Management and general 

Total supporting services 

Total expenses 

CHANGE IN NET ASSETS 

NET ASSETS, beginning of the year 

NET ASSETS, end of the year 

Temporarily 

	

Unrestricted 	Restricted 	Total 

	

$ 3,857,751 	$ 	- 	$ 3,857,751 

- 	611.091 	611.091 

	

1,466 	 - 	 1,466 

	

287,370 	 - 	287,370 

	

L4,jj'!L I) 	 01 ,U'i I 

	

699.184 	(699,184) 

	

5.038.459 	(88.093) 	4,950.366 

	

1.620.650 	 - 	1,620,650 

	

948,072 	 - 	948,072 

	

596.715 	 - 	596,715 

	

176,540 	 176,540 

	

1,380,837 	 - 	1,380,837 

	

4.722,814 	 - 	4,722.814 

444.951 - 	444,951 

444.951 - 	444.951 

5,167.765 - 	5,167.765 

(129.306) (88.093) 	(217.399) 

$ 957,838 	$ 418,156 	$ 1,375,994 

See independent auditors report and accompanying notes to financial statements. 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

STATEMENT OF ACTIVITIES AND CHANCES IN NET ASSETS 
FOR THE YEAR ENDED DECEMBER 31, 2013 

REVENUES AND OTHER SUPPORT: 
Grants 
Donations 
Interest income 
Administrative fee 
Other income 

Total revenues and other support 

Net assets released from restrictions 

EXPENSES AND LOSSES: 
Program services: 

Environmental and watershed protection restoration 
Invasive species mitigation and remediation 
Native forests, ecosystem. 

and habitat protection restoration 
Indigenous species protection and restoration 
Social, community, and economic development 

Total program services 

Supporting services: 
Management and general 
Fundraising 

Total supporting services 

Total expenses 

Loss on disposal of equipment 

Total expenses and losses 

CHANGE IN NET ASSETS 

NET ASSETS, beginning of the year 

NET ASSETS, end of the year 

Temporarily 
Unrestricted Restricted Total 

$ 	4,962,009 $ 	- $ 	4,962,009 
- 527,697 527,697 

1.335 - 1,335 

321,203 - 321,203 
123,070 - 123,070 

5.407,617 527,697 5,935,314 

563.510 (563,510) - 

5,971,127 (35,813) 5,935,314 

	

1,894,470 	 - 	1.894,470 

	

1,662,278 	 - 	1,662.278 

	

628,547 	 - 	628.547 

	

231,368 	 231,368 

	

1.022,891 	 - 	1.022.891 

	

5.439.554 	5,439,554 

428.912 - 	 428,912 
17.096 - 	 17,096 

446,008 - 	 446,008 

5.885.562 - 	 5.885.562 

2,923 - 	 2,923 

5.888,485 - 	 5,888,485 

82,642 (35,813) 	46,829 

1,004,502 542,062 	1,546,564 

$ 	1,087,144 $ 	506,249 	$ 	1,593,393 

See independent auditor's report and accompany ing notes to Financial statements. 



Environmental 

and Watershed 

Protection 

Restoration 

Invasive 

Species 

Mitigation and 

Remediation 

Native Forests. 

Ecosystem. 

and Habitat 

Protection 

Restoration 

$ 	53,637 	$ 	- 	5 	37,539 	$ 

	

8,961 	 - 	 2,356 

	

4.752 	 - 	 3,326 

aenses 
	

67,350 
	

43,221 

	

1,553.300 
	

946,718 
	

551,832  

	

1,354 
	

627 

1,035 

Indigenous Social, 

Species Community, 

Protection and and Economic Total Program Management 

Restoration Development Services and General 	Fundraising 

- $ 	55,750 $ 	146.926 	$ 188.714 	S 	- 

- 7,022 18.339 22,426 	 - 

- 4.939 13.017 16,418 	 - 

- 67.711 178,282 227.558 	 - 

176.540 1.295,259 4,523,649 15,380 	 - 
- - - 118352 	 - 
- - - 28,456 	 - 

- 8,024 10.005 29,672 	 - 
- - 1,035 11.257 	 - 
- - - 5,200 	 - 

- 5,275 5,275 4.771 	 - 

- 2.715 2,715 104 	 - 

- 1.853 1,853 - 	 - 
- - - 4.201 	 - 

$ 	1,620,650 	$ 	948,072 	$ 	596.715 	$ 	176.540 	$ 	1,380,837 	$ 	4,722,814 	$ 	444,951 	$ 	- 



Environmental 

and Watershed 

Protection 

Restoration 

Invasive 

Species 

Mitigation and 

Rernediation 

Native Forests, 

Ecosystem, 

and Habitat 

Protection 

Restoration 

Indigenous Social, 

Species Community. 

Protection and and Economic 	Total Program 	Management 

Restoration Development 	Services 	and General 	Fundraising 

66.916 	$ 

10,937 

6.859 

5 	36.357 	5 - 	5 	20,000 S 	123.273 $ 	236,407 	5 	- 
9.074 - 	 5,512 25.523 29,426 	 - 

3.130 - 	 2,012 12.001 22361 	 - 

penses 84.712 - 	 48,561 	 - 	 27.524 160.797 288.194 	 - 

1,808,998 1.662.278 	 579.986 	 230,301 	 955,880 5,237.443 30.213 	 - 
- - 	 - 	 - 	 - - 26.814 	 - 
- - 	 - 	 - 	 - - 26.717 	 - 
760 - 	 - 	 1,067 	 38,375 40,202 14,393 	 - 
- - 	 - 	 - 	 1.092 1,092 4.802 	 - 
- - 	 - 	 - 	 - - 7.848 	 - 
- - 	 - 	 - 	 20 20 9.279 	 - 
- - 	 - 	 - 	 - - 2,714 	 - 
- - 	 - 	 - 	 - - - 	 17,096 
- - 	 - 	 - 	 - - 3.438 	 - 
- - 	 - 	 - 	 - - 14.500 	 - 

$ 	1.894,470 5 	1,662,278 	$ 	628.547 	$ 	231,368 	5 	1,022,891 5 	5.439,554 $ 	428,912 	$ 	17.096 



TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

STATEMENTS OF CASH FLOWS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

2014 	 2013 

CASH FLOWS FROM CONTINUING OPERATING ACTIVITIES: 

Change in unrestricted and temporarily restricted net assets 

Adjustments to reconcile change in net assets to net 

cash used in operating activities: 

Depreciation 

Loss on disposal of equipment 

Decrease (increase) in operating assets: 
Accounts receivable 

Prepaid expenses 

Deposit 

Increase (decrease) in operating liabilities: 

Accounts payable and accrued liabilities 

Vacation accrual 

Deferred revenue 

Funds held for other 

Net cash used in operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES: 

Purchases of property and equipment 

NET DECREASE IN CASH 

CASH, beginning of the year 

CASE-I, end of the year 

$ 	(217.399) 	$ 	46.829 

	

2.819 	 2.714 

- 	 2.923 

	

1.325,576 	(1,326,511) 

	

(761) 	 4.918 

- 	 (1,248) 

	

(928.558) 	764,43! 

	

(1,928) 	(5.538) 

	

(236i62) 	16,666 

	

(25,132) 	 25,132 

	

(81.545) 	(469.684) 

	

(1,040) 	 - 

	

(82,585) 	(469.684) 

	

1,455,702 	1,925,386 

$ 1,373,117 $ 1,455,702 

See independent auditors report and accompanying notes to financial statements. 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

I 	Organization 

'Fri-Isle Resource Conservation and Development Council (the Organization), a 501 (c)(3)) not-for-profit 
organization since 1994. helps the community identify problems and opportunities by compiling background 
information, planning for desired future conditions, securing funding. and implementing projects for the 
Resource Conservation and Development area. which includes the islands of Lanai, Maui, and Molokai (Maui 
County). The Organization's membership consists oitelve hoard members from varied professional and 
social backgrounds; one member from each of the five Soil and Water Conservation Districts (SWCD) within 
Maui County: two members, each one respectively representing the communities on the islands of Lana'i and 
Moloka'i; and five community members from Maui. 

The follo ing are descriptions of the Organization's major programs, which are all performed in Maui 
County. By request. some of the projects in these programs are delivered on other islands in the State of 
FIaaii: 

Environment and Watershed Protection and Restoration 

Projects in this category are important to vvatersheds on each island in Maui County. These watersheds, 
hich are in the uplands, are important to the environmental health of the lands below them. It is crucial that 

these projects continue to protect all lands and ecosystems of our ahupua'a, the traditional mountain-to-the-
sea land divisions on each island. All of Maui County's watersheds are recipients of these projects. It is 
important to realize that these watershed projects, receive public funding support from Federal, State. and 
County governments. 

Invasive Species Eradication, Mitication and Remediation 

Projects in this categorN become more important each year, as new invasive species on the islands of Maui 
County. and throughout I-Iawai'i. are identified. These species not only upset the ecosystems and habitats of 
our native species. but also infringe on the quality of life of an increasingly urban population. It is important 
that these projects continue as many of our native flora and fauna continue to he on endangered species lists. 
These projects also need resources to continue to educate the general public about the importance of 
conservation, environmental protection, and natural resource development. 

Native Forests, Ecosstems, and Habitat Protection and Restoration 

The indigenous ecosystems of the islands of Maui County continue to be compromised and are in demise, 
decreasing in size and less able to positively contribute to the environments and climates so important to 
island life. These projects need to continue as our native flora and fauna contribute to how our environments 
and ecosystems are major contributors to the nurturing of our climate and weather. These projects also need 
resources to continue to educate the general public about the importance of conservation, environmental 
protection, and natural resource development. 

Inditenous Species Protection and Restoration 

As a critical number of our native flora and fauna are on endangered species lists, projects in this category 
help keep these species as viable components within our environments and ecosystems. It is important to 
understand that we have already lost many of our indigenous species and that we must protect, replenish and 
repopulate the remaining species on all the island of Maui County. These projects also need resources to 
continue to educate the general public about the importance of conservation, environmental protection, and 
natural resource development. 

9 



TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

1. Organization (continued) 

Social. Community, and Economic Development 

Maui County is a culturally and ethnically diverse jurisdiction. Our missions was expanded, through a 
strategic planning process in 2012, to include projects that build, nurture and improve quality of life for the 
people living in our communities. These projects contribute to social, cultural, environmental, health, and 
political factors important to civic and community life on all the islands in Maui County. 

2. Summary of Significant Accounting Policies 

a. Basis of Accounting 

The accompanying financial statements have been prepared on the accrual basis of accounting in 
accordance with accounting principles generally accepted in the United States of America. Under this 
method of accounting, revenue is recognized hen earned rather than when received and expenses are 
recognized when incurred rather than when paid. Donation are recognized as unrestricted when the 

stipulations of the donations have been met. 

b. Use of Estimates 

Management uses estimates and assumptions in preparing these financial statements in accordance with 
accounting principles generally accepted in the United States of America. Those estimates and 
assumptions affect the reported amounts of assets and liabilities, disclosure of contingent assets and 
liabilities, and the reported amounts of revenues and expenses during the reporting period. Actual results 

could differ from those estimates. 

c. Net Assets 

The Organization is required to report information regarding its financial position and activities according 
to three classes of net assets: unrestricted net assets, temporarily restricted net assets, and permanently 

restricted net assets. 

Unrestricted Net assets which are free from donor-imposed restrictions: all revenues, expenses, and 
gains and losses that are not changes in temporarily or permanently restricted net assets. 

leinporarilv Restricted— Net assets whose use by the Organization is limited by donor-imposed 
Stipulations that either expire by passage of time or that can he fulfilled by actions of the Organization 
pursuant to those stipulations. 

Permanent/v Restricted Net assets whose use by the Organization is limited by donor-imposed 

Stipulations. 

As of December 31, 2014 and 2013, the Organization had unrestricted and temporarily restricted net 

assets. 
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TRI-ISLE RESOURCE CONSERVATION 

AND DEVELOPMENT COUNCIL, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

2. Summary of Significant Accounting Policies (continued) 

Concentration of Credit Risk 

The Organization had approximately $ 1.359.000 and $1,277,000 in cash in excess of the Federal Deposit 
Insurance Corporation limit as of December 31. 2014 and 2013. respectively. 

e. Property and Equipment 

Property and equipment are stated at cost, or if contributed, at its fair market value at the date of the 

donation. If donors stipulate how long the assets must be used, the contributions are recorded as 

restricted support. In absence of such stipulations, contributions of fixed assets are recorded as 
unrestricted support. 

Depreciation is determined using the straight-line method over the estimated useful lives of the assets 
over a period of 3 to 5 years. 

Expenditures for maintenance, repairs, and minor replacements are charged to operations as incurred and 
expenditures for major replacements and betterments v itli a useful life in excess of one year are 

capitalized. Property retired or otherwise disposed of is removed from the appropriate asset and related 

accumulated depreciation accounts. Gains and losses on sales of assets are reflected in current operations. 

Depreciation expense was approximately $2.00 and $2.700 for the years ended December 31, 2014 and 
201 3. respectively. 

I Contributions 

Contributions received are recorded as unrestricted, temporarily restricted, or permanently restricted net 

assets depending on the existence or nature of any donor restrictions. All contributions are considered to 
be available for unrestricted use unless specifically restricted by the donor. Amounts received that are 
designated for future periods or restricted by the donor for specific purposes are reported as temporarily 
restricted or permanently restricted support that increase those net asset classes. When a temporarily 
restriction expires, either by a time or purpose restriction imposed by the donor, temporarily restricted net 
assets are reclassified to unrestricted net assets and reported in the statement of activities as net assets 
released from restrictions. 

The contribution of professional services are recognized if the services (1) create or enhance non-financial 

assets and (2) require specialized skills that are performed by people with those skills, and would 

otherwise be purchased by the Organization. These contributions would be reflected in the statement of 

activities and functional expenses at their fair value at the date of the donation. The services of 

individuals who volunteered their time and performed a variety of tasks that benefited the Organization 

were not recognized as contributions in the financial statements, since the recognition criteria have not 
been met. 



TRJ-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

2. Summary of Significant Accounting Policies (continued) 

g. Revenue Recognition 

Government Grants 

Government grants are received from government agencies. Revenues on cost reimbursement contracts 
are recognized when allowable and reimbursable expenses are incurred, and upon meeting the legal and 
contractual requirements of the funding source. These revenues are generally considered exchange 
transactions, and are recorded as revenues of the unrestricted net asset class. Funding received in advance 
of applicable revenue recognition criteria is recorded as deferred revenue in the statement of financial 
position. 

Administrative Fee 

The Organization applies an administrative fee to the projects that the Organization administers. 

Other Income 

Revenue from other sources is recorded as the services are performed by the Organization. 

It. Functional Expenses 

The costs for providing program services have been summarized on a functional basis in the statement of 
activities and detailed in the statement of functional expenses. Accordingly, certain costs have been 
allocated among program services and supporting activities benefited. 

i. Income Tax 

The Organization is recognized by the Internal Revenue Service as an exempt organization under Section 
501(c)(3) of the Internal Revenue Code. The Organization adopted the provisions of FASB ASC 740, 

Jfl()flw Taxes. As required by the uncertain tax position guidance in FASB ASC 740. the Organization 
recognizes the financial statement benefit of  tax position only after determining that the relevant tax 
authority would more likely than not sustain the position after an audit. For tax positions meeting the 
more-likely-than-not threshold, the amount recognized in the financial statements is the largest benefit 
that has a greater than fifty percent likelihood of being realized upon ultimate settlement with the relevant 
tax authority. The Organization applied the uncertain tax position guidance in FASB ASC 740 to all tax 
positions for which the statute of limitations had remained open and has not recognized any additional 

liability. 

Tax regulations within each jurisdiction are subject to interpretation of the related tax laws and 
regulations and require significant judgment to apply. With few exceptions. the Organization's Form 990. 

Return o/ Organization Exempt from Income Tax is no longer subject to U.S. Federal and State 

examinations by tax authority for the fiscal years ended December 31, 2011 and prior. 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

2. Sumniarv of Significant Accounting Policies (continued) 

j. Evaluation of Subsequent Events 

Management has revieed all events that have occurred from January 1, 2015 through the issue date of 
this financial report. There were no subsequent events that required adjustment of or disclosure in the 
financial statements. 

3. Funds Held for Other 

Funds held for other are comprised of funds the Organization received as an agent. The Organization is 
responsible fbr receiving and depositing funds, as ell as writing checks on behalf of another party. Fund 
transactions are not included in the statements of activities and the balance of the funds is classified as a 
liability. The funds are not available for general corporate purposes and are required to be kept in a separate 
bank account. There were no funds held on behalf of another as of December 31, 2014, The amount held on 
behalf of other amounted to $25.132 as of December 31, 2013. 

4. Leases 

The Organization leases office space under a noncancellable operating lease through April 30, 2019. The 
Organization is responsible for common area maintenance, general excise tax, and other fees related to the 
property. 

As of December 31. 2014, the future minimum rental payments required under the above operating lease 
commitment are as follows: 

Year ending December 3 1, 

2015 S 	11,609 

2016 11,958 
2017 12.317 

2018 12,686 

2019 4,270 

$ 	52,840 

Rent expense, which includes premise rent and other charges amounted to approximately $18,600 and 
$18,200 during the year ended December 31. 2014 and 2013, respectively, included as part of occupancy 
expense reported on the statement of functional expenses. 



TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

5. Temporarily Restricted Net Assets 

The Organization's temporarily restricted net assets consist of amounts that are available to the Organization 
but have a time or purpose restriction imposed by the donor. During the year, project funds are received and 
Spent pursuant to specific requirements for each project. 

The temporarily restricted net assets of the Organization as of December 31. 2014 are as follows: 

Maui Nui Marine Resources Council 78,547 

Kealia Pond 36,200 

Hoaloha Ama 34.115 

East Maui Watershed Partnership 33.068 

Maui Forest Bird Recovery Project 31,406 

KOOK - Ka Ohana 0 Kahikinui 25,000 

Maui School Garden 15,675 

Bicycle Map 15.172 

Hawaii Green Growth Initiative 12,551 

Hawaii Environmental Education Association 11.103 

Others 125.319 

$ 	418,156 

The temporarily restricted net assets of the Organization as of December 31. 2013 are as follows: 

Hoaloha Ama 

Leeward Haleakala Watershed Restoration Pro  ect Management 

East Maui Watershed Partnership 

Maui Forest Bird Recovery Project 

Maui Nui Marine Resources Council 

Lanai Community Golf Tournament 

Maui Forest Bird Recovery Project - Motyka 

Maui Farmers Union United 

Hawaii Environmental Education Association 

Ama Ola Farm / Pono Gron 

Makawao Merchants Association 

Hawaii' Green Growth Initiative 

Hawaii Green Growth Initiative Measures 

Others 

S 	16.260 

11.298 

36,553 

30.698 

52.701 

30,543 

19,778 

13.671 

20.096 

50,042 

25,000 

32,750  

15,000 

151,859 

$ 	506,249 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

6. Fund imz Concentration 

The Organization receives a substantial amount of its support from Federal, State, and County government 

agencies and foundations. Significant reductions, if any, in the level of this support may have an adverse 
effect on the Organization's programs and activities. 
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TRI-ISLE RESOURCE CONSERVATION AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FORTH E YEAR ENDED DECEMBER 31, 2014 

Federal 

CF DA 

Federal Grant / Pass-through Grantor / Program Title 	 Number - 

DEPAR1MENT OF COMMERCE 

Habitat Conservation 	 I I .463 

Pass-through from Conservation International Foundation 

Conservation International Congressionally Identified Awards 

and Programs 	 I I .469 

Pass-through from Hawaii Community Foundation 

Coral Reef Habitat and Estuary Protection 	 11 .46' 

Ilabitat Conservation 	 11.463 

Pass-through from State of Hawaii D1.NR 

Coral Reef Conservation Program 
	

11.482 

DEPARTMENT OF THE INTERIOR 

Coastal Program 
	

15.630 

Conservation Grants Private Stewardship for Imperiled Species 
	

15.632 

Conservation Grants Private Stewardship for Imperiled Species 
	

15.632 

Federal 

Grant Number 	Expenditures 

0301.14.046190 	S 	10.626 

1000092 
	

9.79! 

I 3HCF-62995 
	

23,398 

121ICF-5907 I 
	

11,019 

34,417 

C50142 
	

10.000 

F I 3AC00487 
	

9,086 

F07A P00002 
	

20.988 

FO7AP000 I 
	

3.172 

24,160 

Economic. Social, and Political Development of the Territories 

Partners for Fish and Wildlife * 

Partners for Fish and Wildlife * 

Partners for Fish and Wildlife * 

Partners for Fish and Wildlife * 

15.875 

15.631 

15.631 

15.631 

15.631 

D 14AP00059 

FA09AC00003 

I 22005G009 

FO8AC00006 

F09A C00008 

31,412 

9,096 

50.505 

201.168 

U.S. Geological Survey Research and Data Collection 
	

15.808 	GI2AC0441 

* Major Program 

See accompanying notes to the schedule of federal awards. 
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TRI-ISLE RESOURCE CONSERVATION AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 

FOR THE YEAR ENDED DECEMBER 31, 2014 (CONTINUED) 

Federal 

CFDA 

Federal Grant / Pass-through Grantor / Program Title 	Number 	Grant Number 

UNITED STATES ENVIRONMENTAL PROTECTION AGENCY 

Pass-through from State of Hawaii, Department of Health and 

Maui County, Department of Water Supply 

Drinking Water State Revolving Fund Clusters * 	 66.468 	WC0750 

Drinking Water State Revolving Fund Clusters * 	 66.468 	WC0749 

UNITED STATES DEPARTMENT OF AGRICULTURE 

Forest Health Protection 
	

10.680 	10-DG-1 1052021-232 

Total Federal Expenditures 

* Major Program 

Federal 

Expenditures 

119,405 

89.236 

208.641 

32.330 

S 	625,991 

See accompanying notes to the schedule of federal awards. 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013 

Basis of Presentation 

The accompanying Schedule of Expenditures of Federal Aards (SEFA) includes the Federal grant activity of 
Tr-Isle Resource Conservation and Development Council, Inc. (Organization), a not-for-profit organization. 
The information in this SE FA is presented in accordance with the requirements of the United States Office of 
Management and Budget (OMB) Circular A- 133, Audit of States, Local Government, and i'Von-Pro/it 
Organizations. Because the SEFA presents only selected operations of the Organization, it is not intended to. 

and does not, present the financial position, changes in net position, or cash f1os of the Organization. 

2. Summary of Significant Accounting Policies 

Expenditures reported oil the SE FA are reported on the accrual basis of accounting. 

3. Amounts Awarded to Sub-Recipients 

The Organization passed through to sub-recipients that administered their ov ii projects, the amount of Federal 
expenditures reported in the SEFA for the year ended December 3 I. 2014. 
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SINGLE AUDIT REPORTS 



SINGLE AUDIT REPORTS 

PART I 

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 
IN ACCORDANCE WITH GO VERNMENT A tIDITING STANDARDS 



GILFORD SATO & ASSOCIATES, CPAS, INC. 
PACIFIC PARA PLAZA 

ill KAPIOLANI BOULEVARD SUITE 1000 

HONOLULU. HAWAII 00013 

PHONE (608) 942-8868 FAX (808) 947-3620 

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED 
IN ACCORDANCE WITH GOVERNMENTAUDITJNG STANDARDS 

To the Board of Directors 
Tr-Isle Resource Conservation 

and Development Council, Inc. 
Kahului, Hawaii 

We have audited, in accordance with the standards generally accepted in the United States of America and the 
standards applicable to financial audits contained in the Government Auditing Standards used by the Comptroller 
General of the United States of America, the financial statements of Tr-Isle Resource Conservation and 
Development Council, Inc. (Organization), which comprise the statement of financial position as of December 31, 
2014, and the statement of activities, cash flow, and the related notes to the financial statements and have issued 
our report thereon dated June 4, 2015. 

Internal Control over Financial Reporting 

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

Our consideration of internal control was for the limited purpose described in the preceding paragraph and was 
not designed to identify all deficiencies in internal control that might be material weaknesses, or significant 
deficiencies and therefore, material weakness or significant deficiencies may exist that were not identified. 
However, as described in the accompanying schedule of findings and questioned costs, we identified certain 
deficiencies in internal control that we consider to be material weaknesses. 

A deficiency in internal control exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent, or detect and correct 
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in internal 
control, such that there is a reasonable possibility that a material misstatement of the entity's financial statements 
will not be prevented, or detected and corrected on a timely basis. We consider the deficiencies described in the 
schedule of findings and questioned costs as items 2014-001 and 2014-002 to be material weaknesses. 



Compliance and Other Matters 

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

The Oranization's Responses to Findings 

The Organization's responses to the findings identified in our audit are described in the accompanying schedule 
of findings and questioned costs. The Organization's responses were not subject to the auditing procedures 
applied in the audit of the financial statements and, accordingly, we express no opinion on it. 

Purpose of this Report 

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

This report is intended solely for the information and use of the Organization's Board of Directors, others within 
the Organization, and the grantor or pass-through entities, and is not intended to be, and should not be used by 
anyone other than these specified parties. 

Honolu u, Hawaii 
June 4, 2015 
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SINGLE AUDIT REPORTS 

PART II 

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR 
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE 

REQUIRED BY OMB CIRCULAR A-133 



GILFORD SATO & ASSOCIATES, CFAS, INC. 
PACIFIC PARK PLAZA 

711 KAPIOLANI BOULEVARD SUITE 1000 

HONOLULU. HAWAII 96813 

PHONE (808) 942-8868 FAX (808) 947-3528 

INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR 
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER 

COMPLIANCE REQUIRED BY OMB CIRCULAR A-133 

To the Board of Directors 
Tr-Isle Resource Conservation 
and Development Council, Inc. 

Kahului, Hawaii 

Report on Compliance for Each Major Program 

We have audited Tr-isle Resource Conservation and Development Council, Inc. (Organization) compliance with 
the types of compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular 
A- i 33, Compliance Supplement that could have a direct and material effect on each of the Organization's major 
federal programs for the year ended December 31, 2014. The Organization's major federal program is identified 
in the summary of auditor's results section of the accompanying schedule of findings and questioned costs. 

Management's Responsibility 

Management is responsible for compliance with the requirement of laws, regulations, contracts, and grant 
applicable to its major federal program. 

Auditor's Responsibility 

Our responsibility is to express an opinion on compliance for each of the Organization's major programs based on 
our audit of the types of compliance requirements referred to above. We conducted our audit of compliance in 
accordance with auditing standards generally accepted in the United States of America; the standards applicable 
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United 
States; and the OMB Circular A- 133, Audits of States, Local Governments, and Non-Profit Organizations. Those 
standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable assurance 
about whether noncompliance with the types of compliance requirements referred to above that could have a 
direct and material effect on a major federal program occurred. An audit includes examining, on a test basis, 
evidence about the Organization's compliance with those requirements and performing such other procedures as 
we considered necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion on compliance for each major federal 
program. However, our audit does not provide a legal determination of Organization's compliance. 

Basis for Qualified Opinion on Major Programs 

As described in the accompanying schedule of findings and questioned costs, Organization did not comply with 
requirements regarding CFDA 66.468 - Capitalization Grants for Drinking Water State Revolving Funds and 
CDFA 15.631 - Partners for Fish and Wildlife, as described in finding numbers 2014-003 regarding the sub-
recipient monitoring requirement. Compliance with such requirements is necessary, in our opinion, for the 
Organization to comply with the requirements applicable to those programs. 

21 



Qualified Opinion on Major Pro2rams 

In our opinion, the Organization, except for the noncompliance described in the Basis of Qualified Opinion on 
Major Programs paragraph, the Organization complied, in all material aspects, with the requirements referred to 
above that could have a direct and material effect on CFDA 66.468 - Capitalization Grants for Drinking Water 
State Revolving Funds and CDFA 15.631 - Partners for Fish and Wildlife for the year ended December 31, 2014. 

Reporting on Internal Control Over Compliance 

Management of the Organization is responsible for establishing and maintaining effective internal control over 
compliance with the types of compliance requirements referred to above. In planning and performing our audit, 
we considered the Organization's internal control over compliance with the types of requirements that could have 
a direct and material effect on each major federal program to determine the auditing procedures that are 
appropriate in the circumstances for the purpose of expressing an opinion on compliance on compliance for each 
major federal program and to test and report on internal control over compliance in accordance with OMB 
Circular A- 133, but not for the purpose of expressing an opinion on the effectiveness of internal control over 
compliance. Accordingly, we do not express an opinion on the effectiveness of the Organization's internal 
control over compliance. 

Our consideration of internal control over compliance was for the limited purpose described in the preceding 
paragraph and was not designed to identify all deficiencies in internal control over compliance that might be 
material weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may 
exist that were not identified. However, as discussed below, we identified certain deficiencies in internal control 
over compliance that we consider to be a material weakness. 

A deficiency in internal control over compliance exists when the design or operation of a control over compliance 
does not allow management or employees, in the normal course of performing their assigned functions, to prevent, 
or detect and correct, noncompliance with a type of compliance requirement of a federal program on a timely 
basis. A material weakness in internal control over compliance is a deficiency, or combination of deficiencies, in 
internal control over compliance, such that there is a reasonable possibility that material noncompliance with a 
type of compliance requirement of a federal program will not be prevented, or detected and corrected on a timely 
basis. We consider the deficiency in internal control over compliance described in the accompanying schedule of 
findings and questioned costs as item 2014-003 to be a material weakness. 

The Organization's response to the internal control over compliance findings identified in our audit is described in 
the accompanying schedule of findings and questioned costs. The Organization's responses were not subject to 
auditing procedures applied in the audit of compliance and, accordingly, we expressed no opinion on the 
responses. 

The purpose of this report on internal control over compliance is solely to describe the scope of our testing of 
internal control over compliance and the results of that testing based on the requirements of OMB Circular A-133. 
Accordingly, this report is not suitable for any other purpose. 

This report is intended solely for the information and use of the Organization's Board of Directors, others within 
the Organization, and the grantor or pass-through entities and it not intended to be, and should not be used by 
anyone other than these specified parties. 

OCEZU4J/ 	$4 e 

Honolulu, Hawaii 
June 4, 2015 
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SINGLE AUDIT REPORTS 

PART HI 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 



TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION 1- SUMMARY OF AUDITOR'S RESULTS 

Fin aticial Statements 

Type of auditor's report issued: 	 Unqualified 

Internal control over financial reporting: 

• Material weakness(es) identified? 	 X 	yes ________ no 

• Significant deficiencies identified that are 
not considered to he material weaknesses?  

Noncompliance material to financial statements 
noted?  

yes 	X 	none reported 

yes X no 

Federal A wards 

Internal control over major reporting: 

• Material weakness(es) identified? 

• Significant deficiencies identified that are 
not considered to be material weakness? 

Type of auditor's report issued on compliance for 
major programs: 

Any audit findings disclosed that are required 
to be reported in accordance with Section 

.510(a) of OMB Circular A-133? 

Identification of major program: 

CFDA Number 

66.468 

15.631 

Dollar threshold used to distinguish 
between Type A and Type B programs? 

Auditee qualified as low-risk auditee? 

X 	yes ______ no 

yes X 	none reported 

Qualified 

X yes  no 

Name of Federal Program 

Capitalization Grants for Drinking Water State 
Revolving Funds 

Partners for Fish and Wildlife 

$300,000 

yes X no 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION II - FINANCIAL STATEMENT FINDINGS 

Suinman of Financial Statement Findings 

Finding 
Number 	Finding 

2014-001 	Lack of Current and Complete Grants Management Policies and Procedures 

2014-002 	Inadequate Monitoring of Internal Controls Over the Grants Management Area 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

Finding Number: 	2014-001 
Area: 	 Lack of Current and Complete Grants Management Policies and Procedures 

Criteria: 

The Organization's control activities over grants management is a key component of internal control. Current 
written policies and procedures and adherence to those policies and procedures are required to ensure that grants 
are properly managed and are in compliance with the agreement and applicable regulations, and to provide a basis 
to properly evaluate the effectiveness of internal controls in this area. 

F nncl it innS 

During our examination, we noted that the Organization did not have formalized grants management policies and 
procedures. 

Cause: 

There appears to be weak internal controls over the grants management process. The Organization does not have 
a formally documented grants management process, which in turn impacts its ability to efficiently manage and 
monitor processes. 

Effect: 

The effect of the above condition is a weak component of internal controls, regarding the Organization's control 
activities. Weak internal controls over the grants management area may results in noncompliance with laws, 
regulations, grant agreements, and other contractual arrangements. 

Recommendation: 

We recommend that the Organization formalize it grants management policies and procedures, to particularly 
address the United States Office of Management and Budget (OMB) Circular A-I 33. ('amp/lame Supplement 

Part 3 ('amp/lance Requirements related to sub-recipient monitoring. We also recommend that the Organization 
continue to review, revise, and monitor its grants management policies and procedures to reflect changes in its 
operational processes and changes in regulations that govern Federal, State, and County governmental grant 
awards. The Organization must also consistently adhere to its policies and procedures in this area to ensure 
compliance with regulations and grant agreements. 

Auditee Resoonse and Corrective Action Plan: 

The Executive Director will work with the Project Coordinator to formalize its grants management process to 
include policies and procedures to address how grants are managed and maintained, report tracking, and 
compliance with OMB Circular A- I 33, ('amp/lance Supplement Part 3 ('amp/lance Requirements related to 

sub-recipient monitoring. The documented grants management process should be presented to the Board 
Executive Committee (BEC) for approval and subsequent discussion with the Board of Directors. The 
Organization will conduct training with the personnel involved in the management and accounting of Federal and 
non-federal grants. This corrective action plan will be completed by September 30, 2015. 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

Finding Number: 	2014-001 
Area: 	 Lack of Current and Complete Grants Management Policies and Procedures 

(continued) 

Auditee Contact Person: 

John A.H. Tomoso, Executive Director 

Finding Number: 	2014-002 
Area: 	 Inadequate Monitoring of Internal Controls Over the Grants Management Area 

Criteria: 

The Organization's monitoring efforts is a key component of internal controls. Proper monitoring of internal 
controls over grants management w ill evaluate whether controls established are operating as designed and 
implemented. identify internal control deficiencies, and correct the deficiencies on a timely basis. 

Condition: 

During our examination, we noted that the Organization did not have specific and formalized grants management 
policies and procedures. Refer to comment 2014-001. The Organization also lacked a process to appropriately 
monitor internal controls over the grants management area. 

Cause: 

There appears to be weak internal controls over the monitoring of internal controls over the grants management 
area. 

Effect: 

The effect of the above condition is a weak component of internal controls. Weak internal controls over the 
grants management area may result in noncompliance with laws, regulations, grant agreements, and other 
contractual arrangements. 

Recommendation: 

We recommend that the Organization establish a process to evaluate the design and implementation of the 
Organization's internal controls over the grants management area to ensure that internal controls over this area are 
operating properly and if deficiencies exist, they are identified and corrected on a timely basis. The process 
should include staff management, and BEC. In turn, the BEC and management should keep the Board of 
Directors informed of an changes in policies and procedures in this area. Lastly. if deficiencies in internal 
control exist, the E3EC and management should notify the Board of Directors of the situation and the corrective 
action to he taken. 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

Finding Number: 	2014-002 
Area: 	 Inadequate Monitoring of internal Controls Over the Grants Management Area 

(continued) 

Auditee Response and Corrective Action Plan: 

The first step to resolve this issue is to complete the development of a documented grants management process. 
As described in finding 2014-001, the Executive Director will work with the Project Coordinator to develop a 
documented grants management process that include the operational processes, reporting processes, and processes 

to ensure compliance with OMB Circular A-I 33, Compliance Supplement - Pciri 3 Compliance Requirements 

related to sub-recipient monitoring. The documented grants management process will be presented to the BEC 
for approval and subsequent discussion with the Board of Directors. The Organization will conduct training with 
the personnel involved in the management and accounting of Federal and non-federal grants. This corrective 
action plan for finding 2014-001 will be completed by September 30, 2015. 

Once the documented grants management process is implemented beginning October 1. 2015, the Organization 
will conduct monitoring to ensure that the new process was design and implementation appropriately. In the 
event the Organization identifies an area that requires improvement, the Organization will review and revise its 
documented grants management process accordingly. This corrective action plan will be completed by December 

31, 2015. 

Auditee Contact Person: 

John A.H. Tomoso, Executive Director 
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TR1-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION III - FEDERAL AWARD FINDINGS AND OUESTIONED COST 

Summary of Federal Award Findiiis and Questioned Cost 

Finding 	 Questioned 
Number 	Finding 	 Cost 

2014-003 	Improve Sub-Recipient Monitoring Process 	 None 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

Finding Number: 	 2014-003 
Federal Agency: 	 Environmental Protection Agency and Department of the Interior 
CFDA Program Numbers: 	66.468 and 15.631 
Program Names: 	 Capitalization Grants for Drinking Water and Partners for Fish and 

Wildlife 
Area: 	 Improve Sub-Recipient Monitoring Process 
Questioned Cost: 	 None 

Criteria: 

The Organization's sub-recipient monitoring process is a key component of internal controls in the grants 
management area. Sub-recipient monitoring is a critical process to ensure that the Organization is in compliance 
with regulations such as United States OMB Circular A-I 33, Compliance Supplement Part 3 Compliance 

Requirements and OMB Circular A- 122 Cost Principles for Non-Profit Organizations, and in compliance with the 
respective grant agreements. 

Condition* 

During our examination, we noted that the Organization did not formally document its sub-recipient monitoring 
process to address the sub-recipient monitoring requirements stated in OMB Circular A-133. Compliance 

Supplement Part 3 Compliance Requirements and in the respective grant agreements. 

During our testing of major program expenditures, we did not note any instances of unallowable costs being 
reported by the Organization. Therefore, there will be no question costs related to the major programs. However. 
the Organization must address the issue of proper sub-recipient monitoring to ensure compliance with OMB 
Circular A- 133, Compliance Supplement - Part 3 Compliance Requirements and 0MB Circular A- 122 Cost 

Principles/or Non-Profit Organizations, and in compliance with the respective grant agreements. 

Cause: 

There appears to he weak internal controls in the grants management process related to the Organization's sub-
recipient monitoring process for those receiving Federal funds from the Organization. In addition, the 
Organization does not have a formalized documented sub-recipient monitoring process. 
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TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

Finding Number: 	 2014-003 
Federal Agency: 	 Environmental Protection Agency and Department of the Interior 
CFDA Program Numbers: 	66.468 and 15.631 
Program Names: 	 Capitalization Grants for Drinking Water and Partners for Fish and 

Wildlife 
Area: 	 Improve Sub-Recipient Monitoring Process (Continued) 
Questioned Cost: 	 None 

F ftect: 

The effect of the above condition is a weak component of internal controls in the grants management area, 
regarding whether the sub-recipients that received Federal funds from the Organization were properly monitored 
prior to awarding the Federal funds, during the award period, at the end of the award period. Weak internal 
controls in this area may result in non-compliance with OMB Circular A-1 3) 1, Compliance Supplement Part 3 
Compliance Requirements and OMB Circular A-122 Cost Principles toe Non-Profit Organizations. and in 
compliance with the respective grant agreements. Non-compliance with these guidelines illay also result in 
unallowable costs being incurred, which may lead to questioned costs, return of funds by the Organization, and 
possible loss of funding in the future. 

Recomniendatioil: 

We recommend that the Organization review its grants management process to establish and formally document a 
process to ensure that sub-recipients who receive Federal funds are properly monitored prior to awarding the 
Federal funds, during the award period, and at the end of the award period. 

The process should include a risk assessment of the sub-recipient. The risk assessment should be based on a 
review of the grant agreement with the grantor or pass-through agency, review of OMB Circular A-] 33, 
Compliance Supplemeni Part 3 ( 'oinpliance Requirements and OMB Circular A-122 ('ox! Principles toe Aon-
ProfIt Organizations, an understanding of the background of the sub-recipient that will receive Federal funds 
from the Organization, a review of similar projects performed by the sub-recipient. and other checks by the 
Organization as deemed required, such as suspension and debarment. This assessment will determine the 
approach and extent of the monitoring the Organization will take regarding a particular sub-recipient. 

Based on the approach and extent of monitoring oldie sub-recipient. the Organization can determine the level of 
documentation required. Documentation should include checklists. certifications, sub-recipient agreements, 
understanding of the sub-recipient's histo!) and qualifications, results of desk audits or site visits, correspondence 
with the sub-recipients. timelines of submission of progress and final reports, analysis of the amount of Federal 
funds received by the sub-recipient from all sources, standards for submitting cost for reimbursements, and review 
of progress and final reports. 



TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

Finding Number: 	 2014-003 
Federal Agency: 	 Environmental Protection Agency and Department of the Interior 

CFDA Program Numbers: 	66.468 and 15.631 
Program Names: 	 Capitalization Grants for Drinking Water and Partners for Fish and 

Wildlife 
Area: 	 Improve Sub-Recipient Monitoring Process (Continued) 

Questioned Cost: 	 None 

Recommendation (continued): 

Training should be provided to management and staff involved with Federal grants and to the sub-recipients 

regarding OMB Circular A-i 33, Compliance Supplement Part 3 Compliance Requirements and OMB Circular 

A-] 22 Cost Principles /r Non-Profit OrganiaIions, as they both directly affect the costs incurred by the sub-

recipients of the Organization's Federal funds and the related Federal expenditures reported by the Organization. 

Auditee Response and Corrective Action Plan: 

As described in finding 2014-001, the Executive Director will work with the Project Coordinator to develop a 
documented grants management process that include the operational processes, reporting processes, and processes 

to ensure compliance with OMB Circular A-i 33. Compliance Supplement - Part 3 Compliance Requirements 
related to sub-recipient monitoring. The documented grants management process will be presented to the BEE' 
for approval and subsequent discussion with the Board of Directors. The Organization will conduct training with 
the personnel involved in the management and accounting of Federal and non-federal grants. This corrective 

action plan will be completed by September 30, 2015. 

Auditee Contact Person: 

John A.H. Tomoso, Executive Director 



TRI-ISLE RESOURCE CONSERVATION 
AND DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 

Financial Statement Findings for the Years Ended December 31, 2013 

Finding 
Number 	Finding 

2013-001 	improve Oversight of the Accounting. Grants Management, and Financial Reporting Functions 

[)uriiig our examination, we noted there was a change of the Executive Director in the middle of 
20 13. The former Executive Director was the key person that directed the accounting, grants 
management. and financial reporting work for the Organization. However, the policies and 
procedures related to these areas were not properlv established and documented. The new 
Executive Director acknowledged there will be issues particularly in these areas and mentioned 
that the 2013 audit will be a critical starting point for the Organization to address them. 

Recommendation: 

We recommend that the BEC, along with the new Executive Director, serve as its governing body 
over the Organization's accounting, grants management, and financial reporting areas. This will 
provide proper oversight to ensure that the Organization's policies and procedures are properly 
established, documented, reviewed on a periodic basis, and updated as required. 

The BEC will also provide oversight to ensure that the strategic directions set by the Board of 
Directors are being met and that the Organization is operating and complying with the applicable 
laws, regulations, grant agreements. and other contractual arrangements related to these areas. 

Status: 

The BEC provides oersight of the Organization's direction, strategic planning. fiscal, operational, 
internal control, and grant management areas and processes. The BEC meets with the Executive 
Director and Fiscal Consultant on a monthly basis to discuss key matters that affect the 
Organization and to discuss fiscal matters, such as discussion of the monthly financial statements, 
review corporate credit card statements, and other fiscal, operational, internal control, and grant 
management matters. This process was formalized in 2014. 
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TRI-ISLE RESOURCE CONSERVATION & 
DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COST 
FOR THE YEAR ENDED DECEMBER 31,_2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Financial Statement Findings for the Year Ended December 31, 2013 (continued) 

Finding 
Number 	Finding 

2013-001 	Improve Oversight of the Accounting, Grants Management, and Financial Reporting Functions 
(Continued 

Status: 

In addition, the Organization implemented a conflict of interest policy and disclosure process in 
2015. The Organization is also orking to implement a code of conduct policy in 2015. The 
Organization evaluated and revised the organizational structure and appropriate roles and 
responsibilities in accordance with the Organization's objectives established by management and 
overseen by the Board of Directors. 

Completed: This finding is no longer applicable. 

2013 -002 	Evaluation of the Accounting. Grants Management, and Financial Reporting Organizational 
Structure 

During our examination, we noted that the Organization's personnel structure in the accounting. 
grants management, and financial reporting areas were not sufficient to properly handle the 
functions in these areas. There was a lack of sufficient staff time allotted to each function, which 
gave rise to the financial statements and compliance findings. 

Recommendation: 

We recommend that the Organization review its organizational structure and determine the 
positions that are required to properly manage its business. The Organization should also 
determine work that needs to be performed, as well as the skill sets of the personnel required to 
perform the work. 

Status: 

The Organization evaluated and revised the organizational structure to ensure proper segregation 
of duties with respect to the internal control policies and procedures developed for the key 
accounting and grant management areas in 2014. The new structure facilitates its efforts to 
address the various issues noted in the financial and single audit performed for the year ended 
December 31. 2013. 

Completed: This finding is no longer applicable. 



TRI-ISLE RESOURCE CONSERVATION & 
DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COST 
FOR THE YEAR ENDED DECEMBER 31. 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Financial Statement Findings for the Year Ended December 31, 2013 (continued) 

Finding 
Number 	Finding 

20134003 	Proper Risk Assessment 

During our examination, we noted that management did not complete an assessment of its 
accounting, grants management, and financial reporting areas in terms of the related risks 
associated itli each area. 

Proper identification of these objectives and related risks \N ill provide management ith critical 
information that can he used to design the appropriate policies and procedures related to these 
areas. When designing internal control, management should consider here material 
misstatements could occur in the financial statements and identify areas where non-compliance 
may occur, and design appropriate policies and procedures to prevent or detect these errors on a 
timely basis. 

Recommendation: 

We recommend that the Organization establish a process to identify and document its objectives 
for the accounting, grants management, and financial reporting areas and the related risks 
associated with achieving those objectives. so  that the Organization can generate accurate and 
reliable financial information and compl with la 5. regulations, grant agreements, and other 
contractual arrangements. 

S ti t ii S 

The Organization conducted a risk assessment on the various issues identified as part of the 
financial statements and single audit conducted for the year ended December '11,  2013. The 
Organization ill also conduct and document its risk assessment each time a significant issue or 
event occurs. The risk assessment ill take into consideration the implications of the significant 
issue or event on accounting of transactions, internal controls, grant management, financial 
reporting, and compliance with las, regulations. grant agreements, and other contractual 
agreements. 

Completed: This finding is no longer applicable. 



TRI-ISLE RESOURCE CONSERVATION & 
DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COST 
FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Financial Statement Findings for the Year Ended December 31, 2013 (continued) 

Finding 
Number 	Finding 

2013-004 	Lack of Current and Complete Accounting, Grants Management, and Financial Reporting 
Policies and Procedures 

During our examination, we noted that the Organization's accounting, grants management, and 
financial reporting policies and procedures were not specific or undocumented related to these 
areas. Some of the decisions on how to handle accounting and grants management issues were 
made without consideration of internal control to prevent or detect material misstatements to the 
financial statements on a timely basis and to ensure compliance with Federal regulations and 
grant agreements. 

Recommendation: 

We recommend the Organization review and update its policies and procedures over the 
accounting, grants management, and financial reporting areas on a timely basis. The 
Organization should also review and determine areas where policies and procedures are missing 
and develop the appropriate policies and procedures as required. The Organization must also 
consistently adhere to its policies and procedures in these areas to prevent or detect material 
misstatements to the financial statements on a timely basis, to issue accurate financial statements 
on a timely basis, and to ensure compliance ith Federal regulations and grant agreements. 

Status: 

Accounting and Reporting 

The Organization developed accounting and reporting policies and procedures (referred to as the 
Fiscal Policies and Procedures Document) in 2014. Management also understands that the 
document must be reviewed and updated on a periodic basis, especially when changes in policies 
and procedures take place. 

Completed: The accounting and financial reporting policies and procedures finding is no longer 
applicable. 



TRI-ISLE RESOURCE CONSERVATION & 

DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COST 

FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Financial Statement Findings for the Year Ended December 31, 2013 (continued) 

Finding 

Number 	Finding 

2013-004 	Lack of Current and Complete Accounting, Grants Management, and Financial Reporting 

Policies and Procedures (continued) 

Status (continued: 

Grants Management 

As described in the current year finding number 2014-001. the Organization is still working to 

evaluate and document its grants nianagement policies and procedures. The Executive Director 
ill work NN ith the Project Coordinator to develop a documented grants management process that 

include the operational processes, reporting processes, and processes to ensure compliance with 
0MB Circular A- 133, C'oInpIiwILe S'upplenienl -- Part 3 ('amp/lance Requirements related to sub-
recipient monitoring. The documented grants management process ill be presented to the BEC 

for approval. The Organization v ill conduct training with the personnel involved in the 

management and accounting of Federal and non-federal grants. 

In-Progress: This corrective action plan will be completed b September 30, 2015. Refer to 
current year finding number 2014-001 

2013-005 	Timely Issuance of Complete and Accurate Financial Statements 

[)uring our examination, we noted that the Organization could not generate complete and accurate 

financial statements on a turiek basis. This was largely due the accounting staffs inability to 
record inoices to accounts payable on a timely basis, delays in vendors and sub-recipients 

submitting invoices for payment, delays in billing accounts receivable, which are on a 

reimbursement basis: delays in reconciling accounts, the inability to analyze the deferred revenue 

account and temporarily restricted donation account: the release of the temporarily restricted 
donations to the unrestricted fund, and the processing of appropriate adjustments as required. 

Recommendation: 

We recommend the Organization re ie and develop new policies and procedures over the 

accounting. grants management, and financial reporting areas to facilitate the timely preparation 

of complete and accurate financial statements. The Organization should review all of the 

comments presented in this report and re-evaluate the entire accounting, grants management. and 

financial reporting functions of the Organization in order to develop a more efficient and effective 

system to generate financial statements on a timely basis. 

The Organization must also consistently adhere to its policies and procedures in these areas to 

prevent or detect material misstatements in the financial statements on a timely basis, to issue 

accurate financial statements on a timely basis, and to ensure compliance with Federal regulations 
and grant agreenlents. 
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TRI-ISLE RESOURCE CONSERVATION & 
DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COST 
FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Financial Statement Findins for the Year Ended December 31, 2013 (continued) 

Finding 
Number 	Finding 

2013-005 	Timely Issuance of Complete and Accurate Financial Statements (continued) 

Status: 

Accounting closes the books of account on a monthly basis in 2014. The financial statements arc 
presented to the Board Executive Committee on a monthly basis. 

Completed: This finding is no longer applicable. 

2013-006 	Inadequate Monitoring of Internal Control over the Accounting, Grants Management, and 
Financial Reporting Areas 

During our examination, we noted that the Organizations policies and procedures for the 
accounting, grants management, and financial reporting were not formally established or 
reviewed and updated on a periodic basis for changes in the respective area's processes and 

procedures. 

Recommendation: 

We recommend that the Organization establish a process to evaluate the design and 
implementation of the Organization's internal control over the accounting, grants management, 
and financial reporting areas, so that deficiencies in the current or new processes can he identified 
and corrected on a timely basis. The process should include the staff, management, and the 
Executive Committee. In turn, the BEC and management should keep the Board of Directors 
informed of the changes in policies and procedures in these areas. Lastly, if deficiencies in 
internal control exist, the BEC and management should notify the Board of Directors of the 
situation and the corrective action that will be taken to address the situation noted. 

Status: 

Accounting and Reporting 

The Organization developed accounting and reporting policies and procedures (referred to as the 
Fiscal Policies and Procedures Document) in 2014. Management xN ill monitor the accounting and 

reporting policies and procedures on an ongoing basis to ensure that internal controls were 

properly designed and implemented. 

Completed: The accounting and financial reporting policies and procedures finding is no longer 

applicable. 
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TRI-ISLE RESOURCE CONSERVATION & 
DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COST 
FOR THE YEAR ENDED DECEMBER 31. 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Financial Statement Findings for the Year Ended December 31, 2013 (continued) 

Finding 
Number 	Finding 

2013-006 	Inadequate Monitoring of Internal Control over the Accounting, Grants Management, and 
Financial Reporting Areas (continued) 

Status (continued) 

Grants Management 

As described in the current year finding number 2014-001, the first step to resolve this issue is to 
complete the development of a documented grants management process. The Executive Director 
will work with the Project Coordinator to develop a documented grants management process that 
include the operational processes, reporting processes, and processes to ensure compliance with 
OMB Circular A-i 33. Compliance Supplement Part 3 ('oinpliance Requfrements related to sub-
recipient monitoring. The documented grants management process will he presented to the BEC 
for approval and subsequent discussion with the Board of Directors. The Organization will 
conduct training with the personnel involved in the management and accounting of Federal and 
non-federal grants. The resolution of current year finding number 2014-001 ' ill be completed by 
September 30, 2015. 

As described in the current year finding number 2014-002. the Organization will conduct 
monitoring to ensure that  e ew process was design and implementation appropriately 
beginning October 1. 2015. In the event the Organization identifies an area that requires 
improvement. the Organization will review and revise its documented grants management process 
accordingly. 

In-Progress: This corrective action plan will be completed by December 31. 2015. Refer to 
current year finding number 2014-002. 



TRI-ISLE RESOURCE CONSERVATION & 
DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COST 
FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Financial Statement Findings for the Year Ended December 31, 2013 (continued) 

Finding 
Number 	Finding 

2013-007 	Improve Monitoring of Key Financial Reporting 

During our examination, we noted that the Organization did not periodically review key financial 
reports that affect the financial performance of the Organization. The key financial reports that 
should be monitored on a periodic basis are the 1) accounts receivable aging schedule. 2) 

accounts payable aging schedule. 3) Federal grants schedule, and 4) bank reconciliations prepared 
by Accounting. These reports should be reviewed in conjunction with the balance sheet and 
statement of activities for the applicable period as well. The Organization also lacked a process 
to appropriately monitor the internal control over these areas. 

During our testing, vx noted instances of delays in recording invoices to accounts payable and the 
timing of the preparation of billings that are on a reimbursement basis. Further delays were noted 
in submission of the billings to the grantor or pass-through agency as a result of missing 
performance reports due from the sub-recipients. These delays are impacting the timing of when 
remittances are received from the grantor or pass-through agencies. 

We also noted a significant amount of accounts receivable and accounts payable outstanding for 
more than 90 days as of December 3 I, 2013. Accounts receivable outstanding greater than 90 
days at the end of the reporting period is an indication of potential collectahility and cash flow 
issues. However. since a large portion of the accounts receivable were from governmental 
entities (i.e. Federal, State and County), the risk of these receivables being uncollectable is 
minimal. However, there is a major impact on the Organizations cash 

In addition, the Organization is behind in making remittances on some obligations. This is 
indicated by the amount of accounts payable outstanding greater than 90 days. In one case, the 
Organization's vendor was not paid, largely due to the delay in receiving funds from the grantor 
or pass-through agency. 

Recommendation: 

We recommend that the BEC and management monitor these key financial reports on a periodic 
basis. In addition to monitoring these reports. the BEC and management should also document 
their review as indication that the monitor process took place. 
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TRI-ISLE RESOURCE CONSERVATION & 

DEVELOPMENT COUNCIL, INC. 
SCHEDULE OF FINDINGS AND QUESTIONED COST 

FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED 

Financial Statement Findings for the Year Ended December 31, 2013 (continued) 

Finding 

Number 	Finding 

2013-007 	Improve Monitoring of Key Financial Reporting (continued) 

Recommendation (continued): 

The Executive Committee and management should also work closely with the staff members that 

handle the processing of invoices and the processing of accounts receivable to ensure that the 

invoices and billings are handled oil a timely basis. The BEC and management should review the 

hank reconciliations that are prepared by Accounting on a monthly basis. The bank reconciliation 

is a key internal control process that should be reviewed by the appropriate level of management 

or BEC. The monthly preparation of the schedule of Federal grants will ensure that all Federal 

grants from grantor agencies or pass-through agencies are identified and accounted for by the 

Organization. This schedule can he used as the basis to discuss and monitor the other grants 

management aspects, particular with respect to the monitoring of organizations that receive 
Federal funds from the Organization. 

Status: 

Accounting closes the books of account on a monthly basis in 2014. The financial statements are 
presented to the REC on a monthly basis. 

Completed: This finding is no longer applicable. 
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TRI-ISLE RESOURCE CONSERVATION & 
DEVELOPMENT COUNCIL, INC. 

SCHEDULE OF FINDINGS AND QUESTIONED COST 
FOR THE YEAR ENDED DECEMBER 31, 2014 

SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Federal Award Findings and Questioned Cost 
Prior Audit Findings for the Year Ended December 31, 2013 

Finding 	 Questioned 

Number 	Finding 	 Cost 

2013-008 	Improve Sub-Recipient Monitoring Process 	 None 

During our examination, ve noted that the Organization did not have a formalized documented 
sub-recipient monitoring process to address the sub-recipient monitoring requirements stated in 
OMB A- I 33, Compliance Supplement -- Part 3 Compliance Requirements and in the respective 
grant agreements. It should be noted that the Organization conducted some monitoring, but 
improvements should be made in their sub-recipient monitoring process with respect to OMB A-

133. Compliance Supplement -- Part 3 Compliance Requirements and the respective grant 

agreements. 

During our testing of major program expenditures, we did not note any instances of Unallowable 
costs being reported by the Organization. Therefore, there will be no questioned costs related to 
the major programs. However. the Organization must address the issue of proper sub-recipient 
monitoring to ensure compliance with the OMB A- i 33, Compliance Supplement -- Part 3 

('ompliance Requirements and with the respective grant agreements. 

Recommendation: 

We recommend that the Organization review its grants management process and formally 
document a process to ensure that sub-recipients who receive Federal funds from the 
Organization are properly monitored prior to aarding the Federal funds. during the award period. 

and at the end of the grant period. 

The process should include a risk assessment of each sub-recipient. The risk assessment should 
be based on a review of the grant agreement with the grantor or pass-through agency, review of 
OMB A- 133. Compliance Supplement Part 3 Compliance Requirements, OMB Circular A- 122, 

Cost Principles for Non-Profit Organi:ations, an understanding of the background of the sub-
recipient that will receive Federal funds from the Organization, a review of similar projects 
performed by the sub-recipient. and other checks by the Organization as deemed required. such as 
suspension or debarment. This assessment will determine the approach and extent of the 
monitoring the Organization will take regarding a particular sub-recipient. 
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SCHEDULE OF FINDINGS AND QUESTIONED COST 
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SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Federal Award Findings and Questioned Cost 
Prior Audit Findin2s for the Year Ended December 31, 2013 

Finding 	 Questioned 
Number 	Findint 	 Cost 

2013-008 	Improve Sub-Recipient Monitoring Process (continued) 	 None 

commendation (continued): 

Based on the approach and extent of the monitoring of the sub-recipient, the Organization can 
determine the level of documentation required. Documentation should include checklists. 
certifications, sub-recipient agreements, understanding of the sub-recipient's history and 
qualifications, results of desk audits or site visits, correspondence with the sub-recipients, 
timelines of submission of progress and final reports, analysis of the amount of Federal funds 
received b the sub-recipient from all sources, standards for submitting costs for reimbursements, 
and review of progress and final project reports. Training should also be provided to the sub-
recipients regarding the OMB A- 133. Compliance SleppIL'1nenI - Part 3 ('ompIiancc 
RequircnlL'nts, OMB Circular A- I 22. Cost Principles for Non-Profit Organizations, as they both 
directly affects the costs incurred h\ the sub-recipients of the Organization's Federal funds and 
the related Federal costs reported by the Organization. 

Status: 

As described in the current year finding number 2014-0031, The Executive Director will work 
with the Project Coordinator to develop a documented grants management process that include 
the operational processes. reporting processes, and processes to ensure compliance ith OMB 
Circular A- 133, ( ompliance Supplement Part 3 Compliance Requirements related to sub-
recipient monitoring. The documented grants management process will be presented to the BEC 
for approval and subsequent discussion with the Board of Directors. The Organization will 
conduct training ith the personnel involved in the management and accounting of Federal and 
non-federal grants. 

In-Progress: This corrective action plan will be completed by September 30, 2015. Refer to 
current year finding number 2014-003. 
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SECTION IV - SUMMARY SCHEDULE OF PRIOR AUDIT FINDING (CONTINUED) 

Federal Award Findings and Questioned Cost 
Prior Audit Findings for the Year Ended December 31, 2013 (continued) 

Finding 	 Questioned 

Number 	Finding 	 Cost 

2013-009 	Lack of Suspension and Debarment Process 	 None 

During our examination, we noted that the Organization did not conduct a review to determine 
whether sub-recipients of the Organization's Federal funds were suspended or debarred prior to 
receiving Federal funds, during the award period, and at the end of the grant. 

Recommendation: 

We recommend that the Organization review its grants management process to establish and 
formally document a process to check sub-recipients prior to and during the award period to 
determine whether or not the sub-recipient is suspended or debarred from receiving Federal funds. 
The process should include obtaining a certification from the sub-recipient that they are not 
suspended or debarred, and perform an independent check utilizing the Federal government's 
website on a periodic basis, prior to releasing Federal funds, during the award period, and at the 
completion of the grant. 

Status: 

The Organization implemented a suspension and debarment process and procedures for all 
Federal grant sub-recipients in 2014. 

Completed: This finding is no longer applicable. 
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The Nature Conservancy 
Consolidated Financial Statements 
For the year ended June 30, 2016 
And report thereon 



Report of Independent Auditors 

To the Board of Directors of 
The Nature Conservancy 

We have audited the accompanying consolidated financial statements of The Nature Conservancy and its 
chapters and affiliates (the "Conservancy"), which comprise the consolidated Statement of Financial 
Position as of June 30, 2016, and the related consolidated Statements of Activities and Cash Flows for the 
year then ended. 

Management's Responsibility for the Consolidated Financial Statements 

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

Auditors' Responsibility 

Our responsibility is to express an opinion on the consolidated financial statements based on our audit. 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the consolidated financial statements are free from material misstatement. 

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

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of The Nature Conservancy and its chapters and affiliates as of June 30, 
2016, and the changes in its net assets and its cash flows for the year then ended in accordance with 
accounting principles generally accepted in the United States of America. 

PricewaterhouseCoopers LLP, i800 TiJSOTIS Boulevard, McLean, VA 22102-4261 
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Other Matter 

Our audit was conducted for the purpose of forming an opinion on the consolidated financial statements 
taken as a whole. The accompanying summarized consolidated statements of financial position as of June 
30, 2016 and 2015, the summarized consolidated statements of activities for the year ended June 30, 2016 

and 2015, and the schedule of functional expenses for the year ended June 30, 2016, with summarized 
totals for the year ended June 30, 2015 are presented for purposes of additional analysis and are not a 
required part of the consolidated financial statements. The information is the responsibility of 
management and was derived from and relates directly to the underlying accounting and other records 
used to prepare the consolidated financial statements. The information has been subjected to the auditing 
procedures applied in the audit of the consolidated financial statements and certain additional procedures, 
including comparing and reconciling such information directly to the underlying accounting and other 
records used to prepare the consolidated financial statements or to the consolidated financial statements 
themselves and other additional procedures, in accordance with auditing standards generally accepted in 
the United States of America. In our opinion, the information is fairly stated, in all material respects, in 
relation to the consolidated financial statements taken as a whole. 

We previously audited the consolidated statement of financial position as of June 30, 2015, and the related 
consolidated statements of activities and changes in net assets and of cash flows for the year then ended 
(not presented herein), and in our report dated October 9, 2015, we expressed an unmodified opinion on 
those consolidated financial statements. In our opinion, the information set forth in the accompanying 
summarized financial information as of June 30, 2015 and for the year then ended is consistent, in all 
material respects, with the audited consolidated financial statements from which it has been derived. 

December 12, 2016 



The Nature Conservancy 
Consolidated Statement of Financial Position 
As of June 30, 2016 

(A 1110/Ill/S in llioiisuiids') 

Assets 
Cash and cash equivalents 
Restricted cash and cash equivalents 
Restricted short-tern] investments 
Government grants and contracts receivable 
Pledges receivable, net 
Securities pledged under securities lending agreement 
Other assets 
Property and equipment. net  of accumulated depreciation 

and amortization 
Investments 

Investments - Capital fund 
Investments - Split interest arrangements 
Investments - Endowment fund 

Total investments 
Conservation lands 
Conservation easements 

Total assets 

Liabilities 
Accounts payable and accrued liabilities 
Payable under securities lending agreement 
Deferred revenue and refundable advances 
Bonds and notes payable 
Split interest arrangements payable 

Total liabilities 

Net assets 
Unrestricted 

U ndes ignated 
Land, easements, and capital funds 
Board-designated quasi endowment and similar funds 

Total unrestricted 
Temporarily restricted 
Permanently restricted 

Total net assets 
Total liabilities and net assets 

$ 
	

67,342 

14,257 

25,000 

33,264 

231,868 

24,479 

55.288 

129,166 

794.938 

284,344 
I 11SNX 

2.194,680 

1,832.270 
2,089,865 

$ 6,697,479 

$ 	129,769 
24.479 

91,899 

361,219 

174,871 
7R') 77 

559.363 
3,440,943 

R I A 1 1)71  

4.816,429 

736,344 
K) 4fQ 

j,'! I ,Z/-L 

$ 6.697,479 

The ucconlpans'ing holes are tin integral purl of these cOflSOlidatell/ìhlanciul slatetnents. 
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The Nature Conservancy 
Consolidated Statement of Activities 
For the year ended June 30, 2016 

(Amounts in thousands) 

Support and revenues 
Dues and contributions 
Contributed goods and services 
Land and easements contributed for conservation 
Government grants and contracts 
Investment loss 
Other income 

Total support and revenues before sales 
of conservation land and easements and 
net assets released from restrictions 

Sales of conservation land and easements to 
governments and others 

Net assets released from restrictions 
Total support and revenues 

Expenses 
Program expenses 

Conservation activities and actions 
Book value of conservation land and easements 

sold or donated to governments and others 
Total program expenses 

Support services expenses 
General and administration 
Fund-raising 

General fundraising 
Membership development 

Total support services expenses 
Total expenses 

Increase/(decrease) in net assets 
Reclassification of net assets 
Total increase/(decrease) in net assets 

Net assets at beginning of year 
Net assets at end of year 

Temporarily Permanently 
Unrestricted restricted restricted Total 

5 	261,715 $ 	304,069 $ 	12.489 $ 	578.273 
19.571 5.010 - 24,581 

33,406 - - 33,406 

109.744 - - 109,744 

(28.250) (31,095) - (59,345) 

45,601 - - 45,601 

441,787 277,984 12,489 731260 

71,690 - 71,690 

272,502 (272,502) - - 
785,979 5.482 12,489 803,950 

449.722 - - 449,722 

102,909 - - 102,909 

552,63  I - - 552,63 1 

146,862 - - 146.862 

77,214 - - 77,214 

35,969 - - 35,969 

260,045 - - 260,045 

812,676 - - 812,676 

(26.697) 5,482 12,489 (8.726) 

(3,516) (III) 3,627 - 

(30.213) 5,371 16,116 (8,726) 

4,846.642 730.973 346,353 5,923,968 

$ 	4,816,429 	$ 736,344 	$ 362,469 $ 	5,915,242 

The accompanying notes are an integral part ( 'these consolidated financial sta/enments. 
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The Nature Conservancy 
Consolidated Statement of Cash Flows 
For the year ended June 30, 2016 

(41iie iiiits ill tile iisaiid) 

Reconciliation of change in net assets to 

cash used in operating activities: 
Change in net assets $ (8,726) 
Non-cash adjustments: 

Contributed land and easements $ 	(36,257) 
Losses on disposition of land, easements, and property 34,792 
Realized/U nrealized investment losses 44,945 
Change in value of split interest investments 1.259 

Change in value of interest rate swaps 13,165 
Depreciation and amortization 14,426 72.330 

Changes in assets and liabilities: 

Increase in receivables (23,837) 
Decrease in restricted cash 563 
Increase in other assets (1.762) 
Decrease in split interests arrangements payable (108) 
Increase in other liabilities 5,273 (19.871) 

Cash provided by (used in) land activities: 

Proceeds from sales of land and easements 78,884 
Purchases of land and easements (155,555) (76.671) 

Contributions for long-term purposes (12,506) 
Net cash used in operating activities $ 	(45,444) 

Investing activities: 

Proceeds from sale of capital and endowment investments 	 1,353,497 
Purchases of capital and endowment investments 	 (1,327,053) 
Purchases of property and equipment, net 	 (14,833) 
Proceeds from notes receivable 	 (16.840) 
Net cash used in investing activities 	 (5,229) 

Financing activities: 

Proceeds from securities lending program 9.103 
Repayments of sec unties lending program (9.103) 
Purchases of split interest investments (15,168) 
Proceeds from split interest arrangements 31,009 
Principal payments on debt (32,242) 
Proceeds from issuance of debt 16,820 
Proceeds from restricted contributions 12,506 
Net cash provided by financing activities 12.925 

Net change in cash and cash equivalents (37.748) 
Cash and cash equivalents, beginning of year 105,090 
Cash and cash equivalents, end of year $ 67.342 

Supplemental data 

Interest paid $ 16.262 

The acc'eFllpan v/Fig iietes (iF'e an integral part of these consolidated financial statements. 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

ACCOUNTING POLICY FOOTNOTES 

The following notes present disclosures of the significant accounting policies and related 
information relating to balances and amounts contained in the consolidated statements of 
financial position and activities. These notes are an integral part of the consolidated financial 
statements. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

I. ORGANIZATION 

The Nature Conservancy ("The Conservancy") is a global conservation organization. The mission of 
The Conservancy is to conserve the lands and xNaters on which all life depends. The Conservancy 
conducts its activities throughout the United States, Canada, Latin America, the Caribbean, Europe, 
Africa, Asia, and the Pacific. 

The Conservancy's primary sources of revenue are contributions from the public (including gifts of 
land), investment income, government grants, and sales of conservation interests to government 
agencies or other Conservation buyers. These resources are used to help solve critical challenges by 
significantly improving the health of globally important natural systems that enhance the lives of 
people around the orld. Working with partners - including indigenous communities. governments, 
and businesses - The Conservancy pursues solutions that protect and restore natural systems, use 
nature sustainably, and broaden support for conservation. 

CONSOLIDATED FINANCIAL STATEMENTS 

The consolidated financial statements are presented on the accrual basis of accounting and include 
the accounts of all The Conservancy's chapters and affiliates, both domestic and international, 
including those which are separately incorporated, receive gifts, and perform conservation activities 
in the name of The Conservancy. All significant intercompany transactions have been eliminated. 

The preparation of financial statements in conformity with accounting principles generally accepted 
in the United States requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the 
financial statements and the reported amounts of revenues and expenses during the reporting period. 
Actual results could differ from the estimated amounts. 

3. CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

Cash and Cash Equivalents, Restricted Cash, and Restricted Short-term Investments 
Cash represents operating cash held in hank accounts in high quality financial institutions in the 
United States and 35 other countries. The cash in non-U.S. accounts is uninsured, but is limited per 
country to amounts that, in the opinion of management, are not material to the financial statements. 
Cash equivalents represents short-term, highly liquid investments with maturities of three months or 
less when purchased. Restricted cash represents monies held in trust related to requirements of 
specific conservation project agreements.  Restricted short-term investments represent certificates of 
deposit held in trust related to requirements of specific conservation project agreements. 

Government Grants and Contracts Receivable/Deferred Revenue and Refundable Advances 
The Conservancy receives grants and contracts from federal, state, and local agencies to be used for 
specific programs or land purchases. The excess of reimbursable expenditures over cash receipts is 
included in government grants receivable, and any excess of cash receipts over reimbursable 
expenditures is included in deferred revenue and refundable advances. 

Pledges Receivable 
Pledges receivable represent unconditional promises to give and are reported at fair value by 
discounting the expected future pledge payments at the prime interest rate at the balance sheet date, 
and accordingly are categorized as Level 3 assets. The primary unobservable input used in the fair 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

value measurement of The Conservancy's pledges receivable is the discount rate. Significant 
fluctuations in the discount rate could result in a material change. The discount rate used in the present 
value technique to determine fair value of pledges receivable is revised at each measurement date to 
reflect current market conditions and the creditworthiness of donors. In addition, management 
evaluates payment history and market conditions to estimate allowances for doubtful pledges. 
Changes in the fair value of pledges receivable are reported in the consolidated statement of activities 
as contribution revenue except for changes in the allowance which are reported as program expenses 
at each subsequent reporting date. Pledges receivable past due by 90 days are, in the opinion of 
management, not material to the financial statements. 

Not recorded as pledges receivable are $94,954,000, that are conditioned upon The Conservancy 
raising matching gifts or acquiring certain conservation lands. Conditional promises to give are 
recognized as contributions when the donor-imposed conditions are substantially met. 

Securities Lending Agreement 
The Conservancy lends certain securities in its investment portfolio to qualified borrowers on a short-
term, fully collateralized basis in exchange for interest to help offset custodial fees. Collateral in the 
form of cash in US dollars, securities issued or guaranteed by the US government, or irrevocable 
letters of credit issued by banks independent of the borrowers is marked-to-market on a daily basis, 
and the borrower is required to deliver the difference between the daily market value of the collateral 
and 102% of the loaned securities' original fair market value if denominated in US dollars or 105% 
if denominated in foreign currency. The lending agent, in its agreement with The Conservancy, 
guarantees the repayment of the loan in the event the borrower defaults. The Conservancy retains all 
the benefits of ownership including rights to dividends, interest, and other cash distributions 
pertaining to the loaned securities. The Conservancy also retains the right to redeem the loaned 
securities prior to the stipulated redemption date. 

At June 30, 2016, The Conservancy recorded $24,479,000 in securities pledged as collateral under its 
securities lending program and an equal amount payable to the borrowers under the agreement. These 
amounts are reflected in assets and liabilities in the consolidated statement of financial position. 

Property and Equipment 
Property and equipment are carried at cost. Depreciation and amortization is provided using the 
straight-line method for all depreciable assets over their estimated future lives as follows: 

Building and improvements 	 5 30 years 
Computer equipment and software 	 3 - 5 years 
Furniture, fixtures, and other 	 4 - 25 years 

Concentration of Credit Risk 
The Conservancys excess cash is invested with high quality institutions, the largest concentrations 
of which are invested in U.S. Agencies (66.0%), certificates of deposit (22.7%), and Repurchase 
Agreements (10.7%). 100% of the repurchase agreements are backed by U.S. Treasuries and U.S. 
Agencies. 

Pursuant to its investment policy, The Conservancy's investments cannot have more than 10% of their 
assets at market value in securities of any one issuer, be they short-term or long-term, other than the 
U.S. Government and its Agencies. At June 30, 2016, the single largest non-U.S. Government issuer 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

exposure was 5.56% of the Capital and Endowment Fund long term investments. This issue is in the 
form of a global commingled equity fund. 

Investments 
Investments are carried at estimated fair market value and reported in three distinct categories: 

(api/alfwul - excess orking capital and funds held primarily for the future acquisition of 
conservation land, easements, and for funding other conservation projects. 

Splil inlc'r€'sI arrangenIe/iIs - donations that are held in trust by The Conservancy or third party 
trustees, representing beneficial interests in trusts. 

Lndou'iiienlju,zd - funds held as long-term capital to generate income for The Conservancy's 
operations. 

Endowment 111 VL'SIfliCllt cmnd Spending P01/C ic's 
The Conservancy's Endowment (Endowment") includes both donor-restricted endowment funds and 
funds allocated to quasi endoments, which by Board policy function as endowments. The amount 
of Endowment income provided each year for operations is established by the Finance Committee of 
the Board, through its adoption of an annual endowment spending rate and spending rate base. The 
spending rate for the year ended June 30, 2016 as 5.0% of the average fair market value of the 60 
months of calendar years 20 10 through 2014. 

The Conservancy recognizes that risk must be assunied to achieve its stated long-term investment 
objectives. Therefore, asset allocations and ranges are necessarily diverse, and consider liquidity 
needs. The Conservancy has considered its ability to withstand short and intermediate term variability 
and concluded that the portfolio can tolerate some interim fluctuations in market values and rates of 
return in order to achieve its objectives. However. The Conservancy realizes that market performance 
varies and that the portfolio's investment objectives may not be achievable during short-term periods. 

The Conservancy has chosen not to manage its underlying assets directly, hut to utilize independent 
investment managers. To maintain prudent diversification and to manage risk. The Conservancy's 
portfolio is divided among 50 to 60 separate managers. 

Conservation Lands and Easements 
The Conservancy records land and land interests at cost if purchased or at fair value at the date of 
acquisition, if all or part of the land was received as a donation. Fair value is generally determined 
by appraisal at the time of acquisition and is not subsequently adjusted. Upon sale or gift, the book 
value of the land or land interest is reported as a program expense and the related proceeds, if any, 
are reported as revenue in the consolidated statement of activities. 

Conservation land is real property with significant ecological value. These properties are either 
managed in an effort to protect the natural biological diversity of the property, or transferred to other 
organizations xAho ill manage the lands in a similar fashion. 

Conservation easements are comprised of listed rights and/or restrictions over the owned property 
that are conveyed by a property owner to The Conservancy, almost always in perpetuity, in order to 
protect the owned property as a significant natural area, as defined in federal tax regulations. These 
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Notes to Consolidated Financial Statements 
June 30, 2016 

intangible assets may be sold or transferred to others so long as the assignee agrees to carry out, in 
perpetuity, the conservation purposes intended by the original grantor. Conservation easements, by 
their very nature, do not generate material amounts of cash inflow annually. 

Bonds and Notes Payable 
The Conservancy uses debt, both fixed and variable, primarily to finance the acquisition of 
conservation lands and easements. Debt is reported at carrying value. At June 30, 2016, The 
Conservancy is in compliance with all debt covenants. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding debt. 
The Conservancy has three interest rate swap agreements. The Conservancy pays a fixed rate of 
4.373% on $95,375,000 in return for receipt of variable rate interest in the amount of 3- month LIBOR 
and pays a fixed rate of 2.962% on $190,000,000 in return for receipt of variable rate interest in the 
amount of 67% of 3-month LIBOR. The Conservancy pays a fixed rate of 3.56% on $25,053,000 in 
return for receipt of variable rate interest in the amount of 67% of I -month LIBOR. Maturities of the 
swap agreements range from 2027 to 2033 and the counterparty to these swaps has the option to 
terminate at their discretion. The fair value of these interest rate swap agreements are reflected in the 
accompanying consolidated statement of financial position as accounts payable and accrued 
liabilities. 

Due to the nature of certain variable rate bond agreements. The Conservancy may receive notice of 
an optional tender on its variable-rate bonds, in which case The Conservancy would have an obligation 
to purchase the bonds tendered if unable to secure a different source of financing at that time. At June 
30, 2016. The Conservancy had a standby liquidity support agreement with a financial institution to 
support the original principal amount of $50.000.000 of the variable rate demand obligations. Under 
this agreement, the financial institution agreed to supply additional liquidity to The Conservancy tip 
to that amount, with which The Conservancy could purchase the bonds if The Conservancy could not 
remarket the bonds. In the event of a draw on the $50,000,000 liquidity support line, the due date 
would be September 14, 2018. 

Interest expense incurred on total notes payable for 2016 was $18,054,000. 

Split Interest Arrangements 
The Conservancy enters into split interest arrangements whereby donations are held in trust by The 
Conservancy or third party trustees and invested. Agreed-upon amounts of the invested funds are 
payable to the donor or the donor's designee for a specified period of time or until the donor's death. 
after which time The Conservancy may use the investments for operations or a restricted use specified 
by the donor. The donated trust asset investments are recorded at fair value based on the latest 
available information. 

The Conservancy utilizes the 2012 Individual Annuity Reserving table to actuarially calculate the 
liability associated with the estimated donor payments tinder these arrangements. The Conservancy 
determines the discount rate to be used in the month the split interest arrangements are entered into 
with the donor and these rates have ranged from 1% to 9%. The present value of the actuarially 
determined liability resulting from these gifts is recorded at the date of gift and adjusted annually 
thereafter to reflect fair value. 

Net Assets 
The Conservancy's net assets are reported in the following three classes: 
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Unrestricted net assets - Revenues derived from dues, unrestricted contributions. government 
grants and contracts, investment income (other than the temporarily restricted portion of true 
endowment investment income), and other inflows of assets whose use by The Conservancy is 
not limited by donor-imposed restrictions. Certain unrestricted net assets have been designated 
by the Board of Directors to be maintained as quasi endowment funds. 

Teniporarilv restricted nd assets - Contributions and other inflows of assets whose use by The 
Conservancy is limited b) donor-imposed stipulations that either expire by passage of time or 
can be fulfilled and removed by actions of The Conservancy, such as usage for specific 
programs, including certain overhead and indirect costs, or for spending from true endowment 
investment income. 

When a donor restriction expires. that is, when a stipulated time restriction ends or purpose 
restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net 
assets and are reported on the consolidated statements of activities as net assets released from 
restrictions. 

Permanent/i' restricted net assets Contributions and other inflows of assets whose use by The 
Conservancy is limited by donor-imposed stipulations that the principal must be maintained 
permanently by The Conservancy. The total amount of permanently restricted net assets on the 
consolidated statements of financial position includes the donor-restricted endowment funds as 
well as amounts contributed to create a permanent capital fund. This revolving fund is used to 
finance capital projects and donations to this fund are to be maintained in perpetuity for only 
this purpose. 

('lass'ificaiion of endmt',nent net assets 
The Board of Directors of The Conservanc ('Board") has approved management's interpretation of 
the Uniform Prudent Management of Institutional Funds Act (UPMIFA) as enacted by the Council of 
the District of Columbia. UPMIFA requires the preservation of the fair value of the original gifts as 
of the gift date of the donor-restricted endownient funds absent explicit donor stipulations to the 
contrary. 

The Endowment includes both donor-restricted endowment funds and funds designated by the Board 
to function as endowments. The Consenancy classifies as permanently restricted net assets (a) the 
original value of gifts donated to the permanent endowment, and (b) accumulations to the permanent 
endow ment made in accordance with the direction of the applicable donor gift instrument at the time 
the accumulation is added to the fund. The remaining portion of the donor-restricted endowment fund 
that is not classified in permanently restricted net assets is classified as temporarily restricted net 
assets until those amounts are appropriated for expenditure by The Conservancy. 

The Conservancy considers the following factors in making a determination to appropriate or 
accumulate donor-restricted endowment funds: 

• The duration and preservation of the endowment fund 
• The purposes of the institution and the endowment fund: 
• General economic conditions 
• The possible effect of inflation or deflation 
• The expected total return from income and appreciation of investments 
• Other resources of the institution and 
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The investment policy of the institution. 

Endowments with Eroded Corpus 
From time to time, the fair value of assets associated with individual donor-restricted endowment 
funds may fall below the level that the donor or The Conservancy requires to be retained as principal 
in perpetuity. Deficiencies of this nature that are netted in unrestricted net assets were $3,034,000 as 
of June 30, 2016. These deficits resulted from unfavorable market fluctuations that occurred shortly 
after the investment of newly established endowments and authorized appropriation that was deemed 
prudent. 

4. CONSOLIDATED STATEMENT OF ACTIVITIES 

Contributions 
Unconditional donor promises to give cash and other assets are reported at fair value at the date that 
there is sufficient verifiable evidence documenting that a promise was made by the donor and received 
by The Conservancy. The promises are reported as either temporarily or permanently restricted 
support if received with donor stipulations that sufficiently limit the use of the donated assets. 

The Conservancy recognizes contributed professional services from third parties and contributed 
goods and trade lands as revenue and as expense or assets, at the fair value of those services or goods 
when received. Trade lands are real property with minimal ecological value. These properties are 
sold to provide funds for The Conservancy to carry out its conservation work. During the fiscal year 
ended June 30. 2016 contributed goods and services totaled $24.58 1,000 and contributed trade lands 
that is reflected as Dues and contributions in the accompanying consolidated statement of activities 
totaled $4,382,000. 

Government Grants and Contracts 
Government grants and contracts are considered to be exchange transactions, the majority of which 
are cost-reimbursable grants. Revenue, including approved indirect cost recovery, is recognized when 
allowable costs have been incurred. The Conservancy's costs incurred under its government grants 
and contracts are subject to audit by government agencies. Management believes that disallowance 
of costs, if any, would not be material to the consolidated financial position or consolidated changes 
in net assets of The Conservancy. 

Program expense allocation 
Operating expenses are allocated to program and support categories based on separate cost center 
types as defined below. Conservation land and easements that are acquired by The Conservancy, but 
not sold or donated, are reflected as an increase in conservation land and easements on the 
consolidated statements of financial position and are excluded from the program expense categories 
on the consolidated statements of activities. 

The Conservancy accounts for its program expenditures in the following categories: 

Conservation Activities and Ac/ions - Expenditures related to the broad spectrum of activities 
and actions critical to advancing The Conservancy's mission. Expenditures related to 
understanding, monitoring, maintaining. restoring, and managing natural areas owned by The 
Conservancy and others are included, as well as expenditures for developing and enhancing The 
Conservancy's ability to gather and share ecological information and to assess and evaluate 
threats to natural systems. In addition, this area includes expenditures to mitigate, prevent, or 
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Slow the effects of these threats, including investments in the institutional development of 
domestic and international conservation organizations. Expenditures related to improving 
public land management and supporting the development of sound global policies, including 
participating in conferences and events that help establish a common vision for conservation 
worldwide are included, as well as expenditures associated with community outreach and 
education of key stakeholders and land users in areas where Conservancy conservation 
programs reside. 

General ana' Athniiiis'tralion 	Expenditures related to building and maintaining an efficient 
business infrastructure, including those related to corporate governance, to support and advance 
the programmatic conservation objectives of The Conservancy. 

Genera/Fund-Raising — Expenditures related to fund-raising strategies that provide the revenue 
stream for both operations and capital needs to further the accomplishment of The 
Conservancy's mission and objectives. 

!tlenihershi'p Developiiienl - Expenditures related to the acquisition and retention of The 
Conservancy's members primarily through the use of a direct-mail program. 

5. COMMITMENTS AND CONTINGENCIES 

Litigation 
The Conservancy is a party to various litigation arising out of the normal conduct of its operations. In 
the opinion of The Conservancy's management, the ultimate resolution of these matters will not 
materially affect the financial position, changes in net assets, or cash flows of The Conservancy. 

Leases 
The Conservancy has entered into non-cancelable operating leases for office space, which expire at 
various dates through 2027. Certain of these leases contain rent escalation clauses, usually based on 
the consumer price index. 

Land acquisitions and other con/Il/if Inents 
The Conservancy has entered into contracts for the purchase of land and other purchase commitments 
that have not closed as of June 30, 2016, in the amount of $20,969,000. 

The Conservancy has remaining funding commitments to private equity, real estate, and hedge fund 
investment managers of$179,435,000 at June 30, 2016. 

6. RETIREMENT PLANS 

The Conservancy's employees are eligible after one month of service to participate in The Nature 
Conservancy Savings and Retirement Plan (the 'Plan"), in which employees can make voluntary, tax-
deferred contributions within specified limits. The Plan was established under the provisions of 
Internal Revenue Code Section 40 1(k) and has received a favorable determination as to its tax status 
from the Internal Revenue Service. Certain employees are also eligible to participate in a non-
qualified deferred compensation plan created pursuant to Internal Revenue Code Section 457(b). The 
Conservancy's contributions to the plans were $16,375,000 for the year ended June 30, 2016. 
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7. INCOME TAXES 

The Conservancy has been granted an exemption from Federal income taxes under Section 501 (c)(3) 

of the Internal Revenue Code. The Internal Revenue Service has classified The Conservancy as other 
than a private foundation. The Conservancy pays a nominal amount of tax relating to several 
unrelated business income activities, primarily rental income from debt-financed property. The 
Conservancy takes no tax positions that it considers to be uncertain. 

8. SUBSEQUENT EVENTS 

All subsequent events were evaluated through December 12, 2016, which is the date the financial 
statements were issued. 

9. RELATED PARTY TRANSACTIONS 

The Conservancy recorded $10,172,000 in contribution revenue from current and former Board 
members during fiscal year ended June 30, 2016. Of this amount, $600,000 is reflected as pledges 
receivable in the accompanying consolidated statement of financial position. 
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FOOTNOTE SCHEDULES 

The following schedules represent required disclosures of more detailed information regarding 
certain balances and amounts contained in the consolidated statements of financial position 
and activities. These are an integral part of the footnotes to the consolidated financial 
statements. 
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10. Pledges receivable 

As of June 30. 2016 unconditional promises to give were as follows: 

(In iho usan(ls) 

Amounts due in 
Less than one year 
One to five years 
More than five years 

Subtotal 
Less fair value adjustments: 

Discount of 3.5% 
Allowance for doubtful accounts 

Total 

11. Other assets 

Other assets consisted of the following at June 30, 2016: 

(In 1110 usands) 

Deposits on land 
Trade lands 
Other receivables 
Prepaid expenses 
Notes receivable 
Other assets 

Total 

$ 	141,973 
101,947 

664 
244.584 

5.966 
6.750 

$ 231,868 

$ 	1.232 
9,013 
3,328 
7.958 

27.311 
6,446 

$ 	55.288 

12. Property and equipment 

Property and equipment consisted of the following at June 30, 2016: 

(in i/U) usands) 

Land for operations $ 	7.210 
Buildings and improvements 146.133 
Construction in progress 11,640 
Computer equipment and software 37,627 
Furniture, fixtures, and other 22.22' 

Accumulated depreciation and amortization (95,667) 
Total $ 	129,166 

Depreciation and amortization expense was $14,426,000 during the year ended June 30. 2016. Of 
the total assets listed above, $28,495,000 was fully depreciated at June 30, 2016. 
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13. Bonds and notes payable 

(In Ihou.sun(s) 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue Bonds, 

Tax Exempt, Series 2002A issued in the original principal amount of $25,053,000, 

variable interest rate pursuant to rate swap. 0.46% as of June 30. 2016. due July 

2024. 	 $ 11.213 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue 

Refunding Bonds, Tax Exempt. Series 2012 issued in the original principal amount 

of $144,435,000, \ith a variable interest rate reset weekly. 0.43% as of June 30, 

2016, due July 2033. 	 126,331 

Unsecured Taxable Revenue Bonds Series 2009 in the aggregate principal amount 

of $100,000,000 issued July 1. 2009, fixed rate of 6.30% due July 2019. 	 100.000 

Ne\\ York  State Environmental Facilities Corporation private bonds issued in the 

aggregate amount of $50,000,000 ith a fixed interest rate of 3.90%. due June 

2024. 	 35,044 

Loans and mortgages, some of which are collateralized by the land and other 

assets, and payable in monthly or annaul installments, including interest ranging 

from 0% to 6.0%: final payments are due at various dates through 2033. 	 68.899 

Conservation Notes, unsecured notes payable in various amounts with interest 

ranging from 0.00% to 2.0%, due at various dates through 2021. 	 13,404 

Other notes payable without interest due on demand 	 6,328 

Total 	 $ 361,219 

The following schedule of amounts due is based on the maturity dates per the debt agreements: 

(In 1/ia usands) 

2017 

2018 

2019 

2020 

2021 

Thereafter 

Total 

$ 	122,680 

17,635 

63.206 

125,052 

6,288 

26.358 

$ 	361.219 

17 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

14. Net  assets 

Temporarily restricted net assets are available for the following purposes: 

(In the uscmncLs) 

Land acquisition and other conservation projects 	 $ 	320.670 

Time restricted for periods after June 30 	 140.372 

Time and purpose restricted for periods after June 30 	 172.770 

True endowment gains subject to future Board of 

Directors' appropriation 	 102.532 
Total 	 $ 	736.344 

Permanently restricted net assets are restricted in perpetuity they include donor-restricted 
endowments and donor-restricted permanent capital funds. The total amount of permanently 
restricted net assets in the consolidated statement of financial position includes donor-restricted 
endowment funds of $196,036,000 displayed in the table below, as well as other amounts such as 
those contributed to create a permanent capital fund. Permanently restricted net assets in the land 
preservation fund were $ 166.433.000 as of June 30, 2016. 

Endownientfimnds are categorized in the Jo/lowing net asset classes as of June 30, 2016: 

(In thousands) 	 Temporarily Permanently 

Unrestricted 	Restricted 	Restricted 	Total 

Donor-restricted endowment funds 	$ 	(3,034) $ 	102,532 	$ 	196,036 	$ 	295,534 

Board-designated endowment funds 	819,157 	 - 	 - 	819,157 

Total endowment funds 	$ 	816,123 	$ 	102,532 	$ 	196,036 	$ 1,114,691 

Changes in endowment funds by net asset classification for the year ended June 30. 2016 are 

summarized as follows: 

(In thousands) Temporarily Permanently 

Unrestricted Restricted Restricted Total 

Endowment net assets, beginning of year $ 	863.415 $ 	117,534 $ 	177,203 $1,158,152 

Investment returns (14,507) (4,909) - (19,416) 

Contributions and other revenue - - 12,192 12,192 

Interfund transfers 9,062 2.936 3.105 15,103 

Appropriation of assets for expenditure (54.701) - - (54,701) 

Net assets released from restrictions 13,029 (13,029) - - 
Subtotal endowment funds 816,298 102.532 192.500 1.11 1,330 

Reclassification of net assets (175) - 3,536 3,361 

Total endowment funds $ 	816,123 $ 	102.532 $ 	196,036 $1,114,691 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

15. Assets and liabilities carried at fair value 

A,se1s amIliabililies carried at fair value are classified in the fair value hierarchy based on the lowest 
level of input that is significant to the valuation. 

Fair value for Level I is based upon quoted prices in active markets for identical assets and liabilities. 
Market price data is generally obtained from exchange or dealer markets. 

Fair value for Level 2 is based on quoted prices for similar instruments in active markets, quoted 
prices for identical or similar instruments in markets that are not active, and on model-based valuation 
techniques, for which all significant assuniptions are observable in the market or can be corroborated 
by observable market data for substantially the full terni of the assets. Inputs are obtained from 
various sources including market participants, dealers, and brokers. 

Fair value for Level 3 is based on valuation techniques that use significant inputs that are unobservable 
as they trade infrequently or not at all. 

The Conservancy uses the practical expedient to determine the fair value for some of its investments, 
which permits the use of Net Asset Value (NAV) without adjustment under certain circumstances. 

The Conservancy's investment policy allows for the use of derivatives by investment managers and 
at the portfolio-level to assist in managing asset allocation and exposures. These derivative exposures 
are exchange-traded and are reported in the fair value of tile overall portfolio within Level 1. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding debt. 
The Conservancy has three interest rate swap agreements that fix the rates 011 several variable rate 
bonds. The Conservancy's interest rate sap arrangements have inputs which can generally be 
corroborated by observable market data and are therefore classified within Level 2. Such inputs 
include market prices for reference securities, yield curves, credit curves, measures of volatility, 
prepayment rates, assumptions for nonperformance risk, and correlations of such inputs. The 
valuation methods described above may produce fair value calculations that may,  not be indicative of 
net realized value or reflective of future fair values. The Conservancy believes the use of different 
methodologies or assumptions to determine the fair value of certain financial instruments could result 
in a different estimate of fair value at the reporting date. 

]'Ile use of derivative instruments involves the risk of imperfect correlation in movement in the price 
of the instruments, interest rates, and the underlying hedged assets. As a results, The Conservancy 
niaN not achieve the anticipated benefits of hedging strategies. The Consei'vacy's derivatives contracts 
held at June 30, 2016 are not accounted as hedging instruments tinder CAAP. 

I he follo ing table lists fair value and relevant notional information of derivatives by contract type, 
as included in the consolidated statement of financial position and statement of activities. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

Sununarv qtc/e,ii'cttive invest,ne,its at June 30, 2016: 

/n fl/I/nA) 

Fairs aloe as ofJune 30. 2016 Changes in lair \alues As ofiune 30, 2016 
Location in 	 mount location in 	 mount (o Hate .al 	Notional Number of 

Consolidated Statement Cons olidated .'.mount 	Value Contracts 

of Financial Position Statement of Actisities 

Futures 	Lquitv 	Fnvetjiieuts 	 S 	iSo) I/S estinent loss 	 S 	356) S 	5656 	5((1 39 1! 6) 33l 

Interest rate swaps 	Accounts payable and 

accrued liabilities 	 56657 Other il/cnn/c 	 i I II 65 - 	31 ff475 3 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

Assets and habit/lies categorized hi' in/ml.- 

(hi thousands) 

Level Level  Level  Total 
Investments: 

Short-term investments 5 2,238 $ 69,300 S 	 - 5 	71,538 

Repurchase agreements - 11,905 - 11.905 

Fixed income: 

U.S. treasuries 48.762 - - 48,762 

Asset-hacked securities - 48,029 - 48,029 

Municipals - 3.701 - 3,701 
Corporate debt - 184,186  - 184,186  

Mortgage-backed securities - 14,638 - 14,638 

U.S. agency bonds - 104.559 - 104.559 

Preferred securities 840 - - 840 

Public equity: 

Consumer discretionary 50,510 - - 50.510 

Consumer staples 11.032 - - 11,032 

Energy 9.090 - - 9.090 

Financial services 23.778 - - 23.778 

health care 13.085 - - 13,085 

Industrials 22.310 - - 22,310 

Information technology 25.019 - - 25,019 

Materials 13.241 - - 13,241 

Telecom services 3.719 - - 3.719 

Utilities 1.205 - - 1,205 

Other industries 2.144 - - 2.144 

Commingled equity funds - - 457,455 457.455 

Exchange traded funds 8,526 - - 8.526 

Closed end mutual funds 69.788 - - 69,788 

Derivatives (337) .. - (337) 

hedge funds - - 433352 433,352 

Private equity - - 218.097 218,097 

Private real estate - - 59,454 59.454 

Split interests, trusteed 150.155 92.196 11.283 253.634 

Split interests, non-trusteed - - 31.1 420 3 1,420 

Total investments at fair value 455.105 52 8,5 14 I_2 ] 1,061 2,194.680 

Securities pledged under 

securities lending agreement $ 24.479 $ - $ 	 - $ 	24,479 

Pledges receivable - - 231,868 231,868 

Total assets measured at fair value $ 479,584 $ 528,514 $ 	1.442,929 S 	2,451,027 

Interest rate swaps liability $ - $ 50,657 $ 	 - $ 	50,657 

Payable under securities 

lending agreement 24.479 - - 24,479 

Total liabilities measured at fair value $ 24.479 $ 50,657 $ 	 - $ 	75,136 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2016 

Investments included in Level 3 primarily consist of The Conservancy's ownership in alternative 
investments (principally commingled equity, limited partnership interests in hedge and private equity 
funds) as well as investments held within private arrangements. The value of certain alternative 
investments represents the ownership interest in the NAV of the respective partnership. 
Approximately 77.6% of Level 3 investments held by the partnerships consist of marketable securities 
and 22.4% are securities that do not have readily determinable fair values. The lair values of the 
securities held by limited partnerships that do not have readily determinable fair values are determined 
by the general partner and are based on appraisals, or other estimates that require varying degrees of 
judgment. If no public market exists for the investment securities, the fair value is determined by the 
general partner taking into consideration, among other things, the cost of the securities, prices of 
recent significant placements of securities of the same issuer. and subsequent developments 
concerning the companies to which the securities relate. The Conservancy has performed significant 
due diligence around these investments to ensure NAV is an appropriate measure of fair value. 

Investments valued using NA V as of June 30. 2016: 

(In the zis(inds) 
	

Unfunded 	Redemption 
	

Redemption 
Fair Value Commitments 	Frequency 

	
Notice Period 

Global equity funds 

International equity funds 

Domestic equity funds 

Fledge funds 

Private equity funds 
Real estate funds 

Total 

	

$ 225,966 $ 	- 

	

200,045 	 - 

	

31.446 	 - 

	

433,352 	6,583  

191,050 140.907 

59,454 31.945 
5 1,141313 5 	179,435 

Daily, weekly. 
monthly, quarterly 

Daily, monthly, 
quarterly 

Monthly 

Monthly, quarterly 
semi-annually, 
annually, 
biennially, rolling 
2, 3 & 4 years 
NA 
N/A 

2 days. 7 days. 
10 business days. 
30 days 
6 business days. 
14 days. 60 
calendar days. 90 
days 

60 days 

30 - 90 days 

N/A 
NA 

The Conservancy uses a standard charitable gift calculation model and a discount rate that is 
commensurate with fair value to determine the present value of split interest agreements where The 
Conservancy serves as trustee. For split interest agreements where The Conservancy is not the trustee, 
valuations are based on the values reported by third-party trustees, while noting that the valuation 
techniques for future distributions expected to be received over the term of the agreement and 
unobservable inputs - such as discount rates, life expectancies, and trust payouts - may vary widely 
among trustees. There is no market for these agreements, and they are therefore classified within 

Level 3. 
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Notes to Consolidated Financial Statements 
June 30, 2016 

Ru//f onturd ot  Level 3 tInunciul ins/runieiils: 

(In (11011 vafrn/s) 
Fair value 	Realized 	tJnre alized 	Purchases 	Sales 	Fair value 

as of 	gains (losses) gains (losses) 	 as of 
June 30, 2015 	 .June 30, 2016 

Commingled equit\ funds 	5 517.235 5  
I ledge lands 460.292 
PrI\ ate equit\ 211.920 
Real estate 51507 
Split interest arrangements 46.570 - 

Iota! 1.289.524 
Pkdges reeeivahle 219.519 	_ 

I otal ins estnients and pledges $ 1.509.043 

	

42.910 	S 	(56.078) 	S 38.000 	5 	(84.612) 5 	457.455 

	

7.947 	(37.782) 	56.751 	(53.856) 	433352 

	

25.928 	(10.277) 	41.566 	(51.040) 	218.097 

	

3303 	4.752 	14.205 	(16.313) 	59.454 

	

216 	(869) 	2.693 	(5.907) 	42.703 

	

80.304 	(100.254) 	153215 	(211.728) 	1.211.061 

	

- 	12.349 	 - 	 - 	231.868 

	

80.304 	5 	(87.905) 	5 153.215 	5 (211.728) 5 1.442.929 

Of the net realized and unrealized losses of $7,601,000 in the (able above. $19,950,000 are reflected 
in the accompanying statement of activities as investment losses. The remaining amounts include a 
$12,349,000 increase in pledges. ofhich a net $12,599,000 increase is reflected in the accompanying 
statement of financial position and statement of activities as the result of pledge payments and pledge 
contributions. The remaining $250,000 decrease is reflected as conservation activities and actions 
program expense. 

Changes in unrealized gains/losses related to Level 3 investments held at June 30. 2016 were 
$(27,195,000). 

Investment losses consisted of the following for the year ended June 30. 2016: 

(In thu u.s'un(Is) 

Dividends and interest income 	 $ 	21086 
Realized and unrealized losses 	 (44.945) 
Change in value of split interest arrangements 	 (26.186) 
Management expenses 	 (10,300) 

Total investment losses 	 $ 	(59345) 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 

June 30, 2016 

16. Leases 

The following is a schedule of future minimum lease payments for all operating leases as of June 30, 
2016: 

(In the itsunds) 

2017 $ 	6.050 

2018 5.401 

2019 3.907 

2020 3.578 

2021 2.809 

Thereafter 5.519 

Total minimum lease payments $ 	27.264 

Rent expense was $12,740,000 for the year ended June 30, 2016. 
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The Nature Conservancy 
Supplemental Schedules 
For the years ended June 30, 2016 and 2015 

SUPPLEMENTAL SCHEDULES 

Following are supplemental schedules: 

Consolidated statements of financial position as of June 30, 2016 (with comparative totals as of 
June 30, 2015) 

Summarized consolidated statements of activities for the year ended June 30, 2016 (with 
comparative totals for the year ended June 30, 2015) 

Schedule of functional expenses as reported in the consolidated statement of activities for the 
year ended June 30, 2016 by natural account classification (with comparative totals for the 
year ended June 30, 2015). 

While these schedules are not required under Generally Accepted Accounting Principles, they 
provide useful additional detail to help the user of these financial statements understand how 
funds are spent, as well as providing prior year comparisons. 
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The Nature Conservancy 
Supplemental Schedule - Consolidated Statements of Financial Position 
As of June 30, 2016 and 2015  

(Amounts in thousan(ls) 	 2016 	2015 

Assets 
Cash and cash equivalents $ 	67,342 $ 	105,090 
Restricted cash 14.257 14,820 
Restricted short-term investments 25.000 25,000 
Government grants and contracts receivable 33,264 21,776 
Pledges receivable, net 231,868 219.519 
Collateral received tinder securities lending agreement 24,479 33,582 
Deposits on land and other assets 55,288 36,546 

Property and equipment, net of accumulated depreciation 
and amortization 129,166 132.261 

Investments - Capital fund 794.938 820,909 
Investments - Split interest arrangements 284,344 301,444 
Investments - Endowment fund 1,1 15,398 1,160,816 
Conservation lands 1,832,270 1.809,805 
Conservation easements 2,089.865 2,030.932 

Total assets $ 	6,697,479 $ 	6,712,500 

Liabilities 

Accounts payable and accrued liabilities 	 $ 	129.769 	$ 	103,482 

Payable under securities lending agreement 	 24.479 	33,582 

Deferred revenue and refundable advances 	 91,899 	99,748 

Bonds and notes payable 	 361,219 	376,741 

Split interest arrangements payable 	 174,871 	174,979 

Total liabilities 	 782,237 	788,532 

Net assets 

Unrestricted 

Undesignated 	 559,363 	&875 

Land, easements, and capital funds 	 3,440,943 	3,969,854 

Board-designated quasi endowment and similar funds 	 816,123 	867.913 

Total unrestricted 	 4,816.429 	4,846.642 

Temporarily restricted 	 736.344 	730,973 

Permanently restricted 	 362.469 	346,353 

Total net assets 	 5,915.242 	5,923.968 

Total liabilities and net assets 	 $ 6.697.479 	$ 6,712,500 
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The Nature Conservancy 
Supplemental Schedule - Summarized Consolidated Statements of Activities 

For the years ended June 30, 2016 and 2015 

(TifliG iinIs hi I/ia usaiuls) 	 2016 	 2015 

Support and revenues 

Dues and contributions 

[arid and easements contributed for conservation 

Government grants and contracts  
Investment income 

Sales of conservation land and easements to 

governments and others 

Other 

Iota I support and re ye nue s 

Expenses 

Program expenses 

General and administration 

Fund-raising 

General fund-raising 

Membership development 

Total expenses 

Increase in net assets 

Net assets at beginning of year 

Net assets at end of year 

$ 	602,854 	$ 545.069 

33,406 99,544 

109.744 99,209 

(59,345) 44,199 

71,690 101,238 

45,601 58.296 

803.950 947.555 

552.631 573,205 

146,862 136,586 

77,214 64.793 

(8.726) 	146.509 



The Nature Conservancy 
Supplemental Schedule - Schedules of Functional Expenses 
For the year ended June 30, 2016 with summarized totals for the year ended June 30, 2015 

(Amounts in thousands) Program expenses Support services expenses 
Conservation Fund-raising Total Support Totals 
activities and General and General Membership services 2016 Total 2015 Total 

actions administration fund-raising development expenses expenses expenses 

Personnel S 	206,724 5 	82,262 5 	57.203 S 	3.782 $ 143,247 S 349,971 5 328.647 

Contract, professional fees 75,916 10.817 4.340 13,528 28,685 104.601 95,004 

Grants and allocations 60,300 42 27 - 69 60.369 63,986 

Supplies 8.647 4.182 666 1,076 5.924 14.571 14,339 

Telecommunications 1.502 1,341 208 22 1,571 3.073 3,391 

Postage and mailing service 1.504 252 342 10.149 10.743 12.247 10,703 

Occupancy 2.383 10,106 248 3 10.357 12,740 12,032 

Equipment rental and maintenance 3,881 1,485 186 - 1.671 5.552 5,950 

Printing and publication 4.641 143 949 6,616 7.708 12,349 10,075 

Travel 16,003 4,091 3.085 81 7,257 23,260 22.621 

Conferences and meetings 8,869 1.918 2.000 33 3.951 12,820 10,857 

Interest 18,096 I - - 1 18.097 17,919 

Depreciation and amortisation 7,276 7.149 I - 7,150 14,426 8,894 

Equipment 2,981 142 2 - 144 3,125 3.763 

Taxes and licenses 1.202 1.403 104 28 1,535 2.737 2,504 

I Jtilitics. repairs, maintenance, and construction 6,130 2,047 134 - 2,181 9,311 8,651 

Insurance 2.932 2,209 41 - 2.250 5,182 4,506 

Real estate taxes 4.730 1.018 10 - 1.028 5.758 5,649 

Closing costs 954 585 - - 585 1,539 2,777 

Contributed goods and services non-cash expense 5.987 9.225 6,892 633 16.750 22,737 24,787 

All other 9,064 6,444 776 18 7,238 16,302 6,797 

Subtotal 449,722 146.862 77.214 35.969 260,045 709.767 663,852 

Hook value of conservation land and easements sold 
or donated to government and others 102,909 - - - 102.909 137,194 

Total $ 	552,631 $ 	146,862 5 	77.214 $ 	35.969 $ 260,045 $ 812,676 $ 801.046 
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And report thereon 



Independent Auditor's Report 

To the Board of Directors of 
The Nature Conservancy: 

We have audited the accompanying consolidated financial statements of The Nature Conservancy ("the 
Conservancy") and its chapters and affiliates, which comprise the Consolidated Statement of Financial 
Position as of June 30, 2015, and the related Consolidated Statements of Activities and of Cash Flows 
for the year then ended. 

Management's Responsibility for the Consolidated Financial Statements 

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

Auditor's Responsibility 

Our responsibility is to express an opinion on the consolidated financial statements based on our audit. 
We conducted our audit in accordance with auditing standards generally accepted in the United States 
of America. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the consolidated financial statements are free from material misstatement. 

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

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of The Nature Conservancy and its chapters and affiliates as of June 30, 
2015, and the changes in their net assets and their cash flows for the year then ended in accordance 
with accounting principles generally accepted in the United States of America. 

I'ricCLLc1tcrholl.se( 'oopcl.s Li.!', i800 fljsons BOUICL'ard. McLean, VA 221024261 
'F: (70:3) 918 3000,  I: (703) 918 3100, 1Lwu'.puc.co1n/us 



Other Matter 

Our audit was conducted for the purpose of forming an opinion on the 2015 consolidated financial 
statements taken as a whole. The accompanying summarized Consolidated Statements of Financial 
Position as of June 30, 2015 and 2014, the summarized Consolidated Statements of Activities for the 
years ended June 30, 2015 and 2014, and the Schedule of Functional Expenses for the year ended ,June 
30, 2015, with summarized totals for the year ended ,June 30, 2014 are presented for purposes of 
additional analysis and are not a required part of the consolidated financial statements. The 
information is the responsibility of management and was derived from and related directly to the 
underlying accounting and other records used to prepare the consolidated financial statements. The 
information has been subjected to the auditing procedures applied in the audit of the consolidated 
financial statements and certain additional procedures, including comparing and reconciling such 
information directly to the underlying accounting and other records used to prepare the consolidated 
financial statements or to the consolidated financial statements themselves and other additional 
procedures, in accordance with auditing standards generally accepted in the United States of America. 
In our opinion, the 2015 information is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. The 2014 prior year summarized comparative 
information has been derived from the Conservancy's 2014 consolidated financial statements, and in 
our reported dated October 10, 2014, we expressed an unqualified opinion on those consolidated 
financial statements. 

'L/cd{cw ly 
October 9, 2015 



The Nature Conservancy 
Consolidated Statement of Financial Position 
As of June 30, 2015 

0/770 11171.1; in thu tesanis) 

Assets 

Cash and cash equivalents 

Restricted cash and cash equivalents 

Restricted short-term investments 

Government grants and contracts receivable 

Pledges receivable, net 

Securities pledged under securities lending agreement 

Other assets 

Property and equipment, net of ac c umulated depreciation 

and amortization 

Investments 

Investments - Capital fund 

Investments - Split interest arrangements 

Investments - Endo me nt fund 

Total investments 

Conservation lands 

Conservation easements 

Total assets 

Liabilities 

Accounts payable and accrued liabilities 

Payable under securities lending agreement 

Deferred revenue and refundable advances 

Bonds and notes payable 

Split interest arrangements payable 

Total liabilities 

Net assets 

Unrestricted 

Undesignated 

Land, easements, and project funds 

Board-designated quasi endo ment and similar funds 

Total unrestricted 

Temporarily restricted 

Permanently restricted 

Total net assets 

Total liabilities and net assets 

	

S 
	

105.090 

14.820 

25.000 

21,776 

219.519 

33,582 

36.546 

132,261 

820,909 

301,444 

1.160.816 

2,283,169 

1,809,805 

2,030,932 

$ 6,712,500 

	

$ 	103,482 

33,582 

99,748 

376.741 

174,979 
'700 C 

8.875 

3.969,854 
Ot fli 

4,846.642 

730,973 
YII 

J, 7,_),7UO 

The accompanying notes LlI'L'  an integral pull ()tthL?Se  consolidated lint inc iul s/u/cia ents. 



The Nature Conservancy 
Consolidated Statement of Activities 
For the year ended June 30, 2015 

(Amounts UI thousands) 

Support and revenues 
Dues and contributions 

Contributed goods and services 
Land and easements contributed for conservation 

Government grants and contracts 

Investment income/(loss) 

Other income 
Total support and revenues before sales 

of conservation land and easements and 

net assets released from restrictions 

Sales of conservation land and easements to 

governments and others 

Net assets released from restrictions 

Total support and revenues 

Expenses 
Program expenses 

Conservation activities and actions 

Book value of conservation land and easements 
sold or donated to governments and others 

Total program expenses 

Support services expenses 
General and administration 

Fund-raising 
General fund-raising 

Membership development 
Total support services expenses 

Total expenses 

Increase/(decrease) in net assets 

Reclassification of net assets 

Total increase in net assets 

Net assets at beginning of year 
Net assets at end of year 

Temporarily Permanently 

Unrestricted  restricted restricted 	Total 

241,857 $ 	261.787 	$ 15.216 	$ 	518,860 

26,209 - - 	26,209 

99.544 - - 	99,544 

99,209 - - 	99.209 

68.318 (24,119) - 	44.199 

58.296 - - 	58,296 

593.433 237,668 15,216 	846.317 

101.238 - - 	101.238 

262.748 (262,748) - 	 - 
957,419 (25,080) 15,216 	947,555 

436,011 - - 	436,011 

	

137.194 	 - 	 - 	137,194 

	

573.205 	 - 	 - 	720S 

	

136.586 	 - 	 - 	136,586 

64,793 - - 64,793 

26,462 - - 26,462 

227.841 - - 227,841 

801.046 - - 801,046 

156,373 (25.080) 15216 146,509 

2.197 (224) (1,973) - 
158,570 (25,304) 13,243 146,509 

4,688,072 756,277 333,110 5,777,459 

S 	4,846,642 	$ 730,973 	$ 346,353 	$ 5,923,968 

The accompanying notes are an integral part of these consolidated financial statements. 
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The Nature Conservancy 
Consolidated Statement of Cash Flows 
For the year ended June 30, 2015 

(.linouiils in tIiol(s'U/(ls) 

Reconciliation of increase in net assets to 

cash provided by operating activities: 

Increase in net assets $ 	146,509 

Non-cash adjustments: 

Contributed land and easements S 	(102,386) 

Losses on disposition of land, easements, and property 38,439 

Realizedijnrea lized investment gains (60,000) 

Change in value of split interest investments (6.030) 

Change in value of interest rate swaps (515) 
Depreciation and amortization 8.894 (12 1.598) 

Changes in assets and liabilities: 

Decrease in receivables 3.297 

Decrease in restricted cash 14.484 

Increase in restricted short-term investments (25,000) 
Increase in other assets (2,000) 

Increase in split interests arrangements payable 28.447 

Increase in other liabilities 14,526 33,754 
Cash provided by (used in) land activities: 

Proceeds from sales of land and easements 103,896 

Purchases of land and easements (127.428) (23.532) 
Contributions for long-term purposes (15,215) 
Net cash provided by operating activities 19,918 

Investing activities: 

Proceeds from sale of capital and endoment investments 	 3.067.924 

Purchases of capital and endowment investments 	 (3,177,107) 
Purchases of property and equipment 	 (20,981) 
Other - net 	 (5,970) 
Net cash used in investing activities 	 (136,134) 

Financing activities 

Proceeds from securities lending program 8.558 
Repayments of securities lending program (8,558) 
Purchases of split interest investments (19,518) 
Proceeds from split interest arrangements 32.067 
Principal payments on debt (23,696) 
Proceeds from issuance of debt 37.975 
Proceeds froni restricted contributions 15.216 
Net cash provided by financing activities 42.044 

Net change in cash and cash equivalents 	 (74,172) 

Cash and cash equivalents, beginning of year 	 179,262 

Cash and cash equivalents, end of year 	 $ 	105,090 

Supplemental data 

Interest paid 	 $ 	16.851 

The UcLum/iUIiliflg no/es are an integral part of these consolidated financial statements. 
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ACCOUNTING POLICY FOOTNOTES 

The following notes present disclosures of the significant accounting policies and related 
information relating to balances and amounts contained in the consolidated statements of 
financial position and activities. These notes are an integral part of the consolidated financial 
statements. 
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1. ORGANIZATION 

The Nature Conservancy (The Conservancy) is a global conservation organization. The mission of 

The Conservancy is to conserve the lands and waters on which all life depends. The Conservancy 

conducts its activities throughout the United States, Canada, Latin America, the Caribbean. Europe, 

Africa, Asia. and the Pacific. 

The Conservancy's primary sources of revenue are contributions from the public (including gifts of 

land), investment income, government grants, and sales of conservation interests to government 

agencies or other conservation buyers. These resources are used to help solve critical challenges by 

significantly improving the health of globally important natural systems that enhance the lives of 

people around the world. Working with partners - including indigenous communities, governments, 

and businesses - The Conservancy pursues solutions that protect and restore natural systenis, use 

nature sustainahly, and broaden support for conservation. 

2. CONSOLIDATED FINANCIAL STATEMENTS 

The consolidated financial statements are presented on the accrual basis of accounting and include 

the accounts of all The Conservancy's chapters and affiliates, both domestic and international, 

including those which are separately incorporated, receive gifts, and perform conservation activities 

in the name of The Conservancy. All significant intercompany transactions have been eliminated. 

The preparation of financial statements in conformity with accounting principles generally accepted 

in the United States requires management to make estimates and assumptions that affect the 

reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the 

date of the financial statements and the reported amounts of revenues and expenses during the 

reporting period. Actual results could differ from the estimated amounts. 

3. CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

Cash and Cash Equivalents, Restricted Cash, and Restricted Short-term Investments 
Cash represents operating cash held in hank accounts in high quality financial institutions in the 
United States and 35 other countries. The cash in non-U.S. accounts is uninsured, but is limited per 
country to amounts that, in the opinion of management, are not material to the financial statements. 

Cash equivalents represents short-term, highly liquid investments with maturities of three months or 

less hen purchased. Restricted cash represents monies held in trust related to requirements of 

specific conservation project agreements. Restricted short-term investments represent certificates of 
deposit held in trust related to requirements of specific conservation project agreements. 

Government Grants and Contracts Receivable/Deferred Revenue and Refundable Advances 

The Conservancy receives grants and contracts from federal, state, and local agencies to be used for 

specific programs or land purchases. The excess of reimbursable expenditures over cash receipts is 

included in government grants receivable, and any excess of cash receipts over reimbursable 
expenditures is included in deferred revenue and refundable advances. 

Pledges Receivable 

Pledges receivable represent unconditional promises to give and are reported at fair value by 

discounting the expected future pledge payments at the prime interest rate at the balance sheet date, 
and accordingly are categorized as Level 3 assets. The primary unobservable input used in the fair 
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value measurement of the Conservancy's pledges receivable is the discount rate. Significant 
fluctuations in the discount rate could result in a material change. The discount rate used in the 
present value technique to determine lair value of pledges receivable is revised at each measurement 
date to reflect current market conditions and the creditworthiness of donors. 	In addition, 

management evaluates payment history and market conditions to estimate allowances for doubtful 
pledges. Changes in the lair value of pledges receivable are reported in the consolidated statement 
of activities as contribution revenue except for changes in the allowance which are reported as 
program expenses at each subsequent reporting date. Pledges receivable past due by 90 days are, in 
the opinion of management, not material to the financial statements. 

Not recorded as pledges receivable are $48,228,000. that are conditioned upon The Conservancy 
raising matching gifts or acquiring certain conservation lands. Conditional promises to give are 
recognized as contributions when the donor- imposed conditions are substantially met. 

Securities Lending Agreement 
The Conservancy lends certain securities in its investment portfolio to qualified borrowers on a 
short-term, fully collateralized basis in exchange for interest to help offset custodial lees. Collateral 
in the form of cash in US dollars, securities issued or guaranteed by the US government, or 
irrevocable letters of credit issued by banks independent of the borrowers is marked-to-market on a 
daily basis, and the borrower is required to deliver the difference between the daily market value of 
the collateral and 102% of the loaned securities' original fair market value if denominated in US 
dollars or 105% if denominated in foreign currency. The lending agent, in its agreement with The 
Conservaiicy, guarantees the repayment of the loan in the event the borrower defaults. The 
Conservancy retains all the benefits of ownership including rights to dividends, interest, and other 
cash distributions pertaining to the loaned securities. The Conservancy also retains the right to 

redeem the loaned securities prior to the stipulated redemption date. 

At June 30, 2015, The Conservancy recorded $33,582,000 in securities pledged as collateral under 
its securities lending program and an equal amount payable to the borrowers tinder the agreement. 
These amounts are reflected in assets and liabilities in the consolidated statement of financial 

position. 

Property and Equipment 
Property and equipment are carried at cost. Depreciation and amortization is provided using the 
straight-line method for all depreciable assets over their estimated future lives as follows: 

Building and improvements 	 5 - 30 years 

Computer equipment and software 	 3 - 5 years 

Furniture. fixtures, and other 	 4 - 25 years 

Concentration of Credit Risk 
The Conservancy's excess cash is invested with high quality institutions, the largest concentrations 
of which are invested in U.S. Agencies (69.4%). certificates of deposit (26.4%), and Repurchase 
Agreements (4.2%). 100% of the repurchase agreements are backed by U.S. Treasuries and U.S. 

A gene ies. 

Pursuant to its investment policy, The Conservancy's investments cannot have more than 10% of 
their assets at market value in securities of any one issuer, be they short-term or long-term, other 
than the U.S. Government and its Agencies. At June 30. 2015, the single largest non-U.S. 
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Government issuer exposure was 7.01% of the Capital and Endowment Fund investments. This 
issue is in the form of a global commingled equity fund. 

Investments 
Investments are carried at estimated fair market value and reported in three distinct categories: 

• Capital fund - excess working capital and funds held primarily for the future acquisition of 
conservation land, easements, and for funding other conservation projects. 

• Split inicrest arran,'L'ments - donations that are held in trust by The Conservancy or third 
party trustees, representing beneficial interests in trusts. 

• Endoumeni fund— funds held as long-term capital to generate income for The Conservancy's 
operations. 

Endoit,nent Invc's/inent and Spending Policic's 
The Conservancy's Endowment (Endowment) includes both donor-restricted endowment funds and 
funds allocated to quasi endowments, which by Board policy function as endowments. The amount 
of Endowment income provided each year for operations is established by the Finance Committee 
of the Board, through its adoption of an annual endowment spending rate and spending rate base. 
The spending rate for the year ended June 30. 2015 was 5.0% of the average fair market value of the 
60 months of calendar years 2009 through 2013. 

The Conservancy recognizes that risk must be assumed to achieve its stated long-term investment 
objectives. Therefore, asset allocations and ranges are necessarily diverse, and consider liquidity 
needs. The ConservancN has considered its ability to withstand short and intermediate term 
variability and concluded that the portfolio can tolerate some interim fluctuations in market values 
and rates of return in order to achieve its objectives. However. The Conservancy realizes that 
market performance varies and that the portfolio's investment objectives may not be achievable 
during short-term periods. 

The Conservancy has chosen not to manage its underlying assets directly, but to utilize independent 
investment managers. To maintain prudent diversification and to manage risk, The Conservancy's 
portfolio is divided among 50 to 60 separate managers. 

Conservation Lands and Easements 
The Conservancy records land and land interests at cost if purchased or at fair value at the date of 
acquisition, if all or part of the land was received as a donation. Fair value is generally determined 
by appraisal at the time of acquisition and is not subsequently adjusted. Upon sale or gift, the book 
value of the land or land interest is reported as a prograni expense and the related proceeds, if any, 
are reported as revenue in the consolidated statement of activities. 

Conservation land is real property with significant ecological value. These properties are either 
managed in an effort to protect the natural biological diversity of the property, or transferred to 
other organizations who will manage the lands in a similar fashion. 

Conservation easeuients are comprised of listed rights and/or restrictions over the owned property 
that are conveyed by a property owner to The Conservancy, almost always in perpetuity, in order to 
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protect the owned property as a significant natural area, as defined in federal tax regulations. These 
intangible assets may be sold or transferred to others so long as the assignee agrees to carry out, in 
perpetuity, the conservation purposes intended by the original grantor. Conservation easements. by 
their very nature, do not generate material amounts of cash inflow annually. 

Bonds and Notes Payable 
The Conservancy uses debt, both fixed and variable, primarily to finance the acquisition of 
conservation lands and easements. Debt is reported at carrying value. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding 
debt. The Conservancy has three interest rate swap agreements. The Conservancy pays a fixed rate 
of 4.3 73% on $95,375,000 in return for receipt of variable rate interest in the amount of 3- month 
LIBOR and pays a fixed rate of 2.962% on $190,000,000 in return for receipt of variable rate 
interest in the amount of 67% of 3-month LIBOR. The Conservancy pays a fixed rate of 3.56% on 
$25,053,000 in return for receipt of variable rate interest in the amount of 67% of I-month LIBOR. 
Maturities of the swap agreements range from 2027 to 2033 and the counterparty to these swaps has 
the option to terminate at their discretion. The fair value of these interest rate swap agreements are 
reflected in the accompanying consolidated statement of position as accounts payable and accrued 
liabilities. 

Due to the nature of certain variable rate bond agreements. The Conservancy may receive notice of 
an optional tender on its variable-rate bonds. in which case The Conservancy would have an 
obligation to purchase the bonds tendered if unable to secure a different source of financing at that 
time. At June 30, 2015, The Conservancy had a standby liquidity support agreement with a 
financial institution to support the original principal amount of $100,000,000 of the variable rate 
demand obligations. Under this agreement, the financial institution agreed to supply additional 
liquidity to The Conservancy up to that amount, with which The Conservancy could purchase the 
bonds if The Conservancy could not remarket the bonds. In the event of a draw on the 
$100,000,000 liquidity support line, the due date would be three years from the earlier of the date of 
the draw or September 13, 2015. 

On September 14, 2015, The Conservancy replaced the aforementioned agreement with a standby 
liquidity support agreement with a financial institution to support the original principal amount of 
$50.000,000 of the variable rate demand obligations. Under this agreement, the financial institution 
agreed to supply additional liquidity to The Conservancy up to that amount, with which The 
Conservancy can purchase the bonds if The Conservancy cannot rernarket the bonds. In the event 
of a draw on the $50,000,000 liquidity support line, the due date would be September 14, 2018. 

Interest expense incurred on total notes payable for 2015 was $17,888,000. 

Split Interest Arrangements 
The Conservancy enters into split interest arrangements whereby donations are held in trust by The 
Conservancy or third party trustees and invested. Agreed-upon amounts of the invested funds are 
payable to the donor or the donor's designee for a specified period of time or until the donor's 
death, after which time The Conservancy may use the investments for operations or a restricted use 
specified by the donor. The donated trust asset investments are recorded at fair value based on the 

latest available information. 

l0 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

The Conservancy utilizes an IRS-approved annuity table to actuarially calculate the liability 
associated with the estimated donor payments tinder these arrangements. The Conservancy 
determines the discount rate to be used in the month the split interest arrangements are entered into 
with the donor and these rates have ranged from 1% to 9%. The present value of the actuarially 
determined liability resulting from these gifts is recorded at the date of gift and adjusted annually 
thereafter to reflect fair value. 

Net Assets 
The Conservancy's net assets are reported in the following three classes: 

Unrestricted net assets - Revenues derived from dues, unrestricted contributions, government 
grants and contracts. investment income (other than the temporarily restricted portion of true 
endoment investment income), and other inflows of assets whose use by The Conservancy is 
not limited by donor-imposed restrictions. Certain unrestricted net assets have been designated 
by the Board of Directors to be maintained as quasi endowment funds. 

Temporarily restricted net assets - Contributions and other inflows of assets whose use by 
The Conservanc is limited by donor-imposed stipulations that either expire by passage of 
time or can be fulfilled and removed by actions of The Conservancy, such as usage for 
specific programs, including certain overhead and indirect costs, or for spending from true 
endowment investment income. 

When a donor restriction expires. that is, when a stipulated time restriction ends or purpose 
restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net 
assets and are reported on the consolidated statements of activities as net assets released from 
restrictions. 

• Permanent/v restricted net assets Contributions and other inflows of assets whose use by 
The Conservancy is limited by donor-imposed stipulations that the principal must be 
maintained permanently by The Conservancy. The total amount of permanently restricted net 
assets on the consolidated statements of financial position includes the donor-restricted 
endowment funds as well as amounts contributed to create a permanent capital fund. This 
revolving fund is used to finance capital projects and donations to this fund are to be 
maintained in perpetuity for only this purpose. 

Classification of endowment net assets 
The Board of Directors of The Conservancy (Board) has approved management's interpretation of 
the Uniform Prudent Management of Institutional Funds Act (UPMIFA) as enacted by the Council 
of the District of Columbia. UPMIFA requires the preservation of the fair value of the original gifts 
as of the gill date of the donor-restricted endowment funds absent explicit donor Stipulations to the 
contrary. 

The Endowment includes both donor-restricted endowment funds and funds designated by the 
Board to function as endowments. The Conservancy classifies as permanently restricted net assets 
(a) the original value of gifts donated to the permanent endowment, and (b) accumulations to the 
permanent endowment made in accordance with the direction of the applicable donor gift 
instrument at the time the accumulation is added to the fund. The remaining portion of the donor-
restricted endowment fund that is not classified in permanently restricted net assets is classified as 

11 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

temporarily restricted net assets until those amounts are appropriated for expenditure by The 
Conservancy. 

The Conservancy considers the following factors in making a determination to appropriate or 
accumulate donor-restricted endowment funds: 

• The duration and preservation of the endowment fund: 
• The purposes of the institution and the endowment fund: 
• General economic conditions: 
• The possible effect of inflation or deflation: 
• The expected total return from income and appreciation of investments: 
• Other resources of the institution: and 
• The investment policy of the institution. 

Endowments with Eroded Corpus 
From time to time, the fair value of assets associated with individual donor-restricted endowment 
funds may fall below the level that the donor or The Conservancy requires to be retained as 
principal in perpetuity. Deficiencies of this nature that are netted in unrestricted net assets were 
$1,450.000 as of June 30, 2015. These deficits resulted from unfavorable market fluctuations that 
occurred shortly after the investment of newly established endowments and authorized 
appropriation that was deemed prudent. 

4. CONSOLIDATED STATEMENT OF ACTIVITIES 

Contributions 
Unconditional donor promises to give cash and other assets are reported at fair value at the date that 
there is sufficient verifiable evidence documenting that a promise was made by the donor and 
received by The Conservancy. The promises are reported as either temporarily or permanently 
restricted support if received with donor stipulations that sufficiently limit the use of the donated 
assets. 

The Conservancy recognizes contributed professional services from third parties and contributed 
goods and trade lands as revenue and as expense or assets, at the fair value of those services or 
goods when received. Trade lands are real property with minimal ecological value. These 
properties are sold to provide funds for The Conservancy to carry out its conservation work. During 
2015 contributed goods and services totaled $26,209,000 and contributed trade lands totaled 
$2,842,000. 

Government Grants and Contracts 
Government grants and contracts are considered to be exchange transactions, the majority of which 
are cost-reimbursable grants. Revenue, including approved indirect cost recovery, is recognized 
when allowable costs have been incurred. The Conservancy's costs incurred under its government 
grants and contracts are subject to audit by government agencies. Management believes that 
disallowance of costs, if any, would not be material to the consolidated financial position or 
consolidated changes in net assets of The Conservancy. 

Program expense allocation 
Operating expenses are allocated to program and support categories based on separate cost center 
types as defined below. Conservation land and easements that are acquired by The Conservancy. but 
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not sold or donated, are reflected as an increase in conservation land and easements on the 

consolidated statements of financial position and are excluded from the program expense categories 

on the consolidated statements of activities. 

The Conservancy accounts for its program expenditures in the following categories: 

• Conservation Aclivilie.', and Actions - Expenditures related to the broad spectrum of activities 

and actions critical to advancing The Conservancy's mission. Expenditures related to 

understanding, monitoring, maintaining, restoring, and managing natural areas owned by The 

Conservancy and others are included, as well as expenditures for developing and enhancing 

The Conservancy's ability to gather and share ecological information and to assess and 

evaluate threats to natural systems. In addition, this area includes expenditures to mitigate, 
prevent, or slo 	the effects of these threats, including investments in the institutional 

development of domestic and international conservation organizations. Expenditures related to 

improving public land management and supporting the development of sound global policies, 

including participating in conferences and events that help establish a common vision for 

conservation worldwide are included, as well as expenditures associated with community 

outreach and education of key stakeholders and land users in areas where Conservancy 

conservation programs reside. 

• General and Administration - Expenditures related to building and maintaining an efficient 

business infrastructure, including those related to corporate governance, to support and 

advance the programmatic conservation objectives of The Conservancy. 

General Fund-Raising - Expenditures related to fund-raising strategies that provide the 

revenue stream for both operations and capital needs to further the accomplishment of The 
Conservancy's mission and objectives. 

i%Iemhership Development - Expenditures related to the acquisition and retention of The 

Conservancy 's members primarily through the use of  direct-mail program. 

5. COMMITMENTS AND CONTINGENCIES 

Litigation 

The Conservancy is a party to various litigations arising out of the normal conduct of its operations. 

In the opinion of The Conservancy's management. the ultimate resolution of these matters will not 
materially affect the financial position, changes in net assets, or cash flows of The Conservancy. 

Leases 

The Conservancy has entered into non-cancelable operating leases for office space, which expire at 

various dates through 2027. Certain of these leases contain rent escalation clauses, usually based on 
the consumer price index. 

Land acquisitions and other commitments 

The Conservancy has entered into contracts for the purchase of land and other purchase 
commitments that have not closed as of June 30, 2015, in the amount of $65,425,000. 

The Conservancy has remaining funding commitments to private equity. real estate, and hedge fund 
investment managers of $77,206,000 at June 30, 2015. 
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6. RETIREMENT PLANS 

The Conservancy's employees are eligible after one month of service to participate in The Nature 
Conservancy Savings and Retirement Plan (the Plan), in which employees can make voluntary, tax-
deferred contributions within specified limits. The Plan was established under the provisions of 
Internal Revenue Code Section 401(k) and has received a favorable determination as to its tax status 
from the Internal Revenue Service. Certain employees are also eligible to participate in a non-
qualified deferred compensation plan created pursuant to Internal Revenue Code Section 457(b). 
The Conservancy's contributions to the plans were $15,113,000 for the year ended June 30, 2015. 

7. INCOME TAXES 

The Conservancy has been granted an exemption from Federal income taxes under Section 
501(c)(3) of the Internal Revenue Code. The Internal Revenue Service has classified The 
Conservancy as other than a private foundation. The Conservancy pays a nominal amount of tax 
relating to several unrelated business income activities, primarily rental income from debt-financed 
property. The Conservancy takes no tax positions that it considers to be uncertain. 

8. SUBSEQUENT EVENTS 

All subsequent events were evaluated through October 9, 2015, which is the date the financial 
statements were issued. 
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FOOTNOTE SCHEDULES 

The following schedules represent required disclosures of more detailed information 
regarding certain balances and amounts contained in the consolidated statements of financial 
position and activities. These are an integral part of the footnotes to the consolidated 
financial statements. 
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9. Pledges receivable 

As of June 30. 2015 unconditional promises to give were as follows: 

(In thousands) 

Amounts due in 

Less than one year S 	129.002 

One to five years 101,335 
More than five years 1.418 

Subtotal 231,755 
Less fair value adjustments: 

Discount of 3.25% 5,736 
Allowance for doubtful accounts 6.500 

Total $ 	219,519 

10. Deposits on land and other assets 

Deposits on land and other assets consisted of the following at June 30, 2015: 

(In thousands) 

Deposits on land $ 	986 

Trade lands 8.368 

Other receivables 1,471 

Prepaid expenses 9,328 

Notes receivable 10.740 

Other assets 5,653 
Total $ 	36.546 

11. Property and equipment 

Property and equipment consisted of the following at June 30, 2015: 

(In thousands) 

Land for operations 	 5 	7,210 

Buildings and improvements 	 139.190 

Construction in progress 	 29.884 

Computer equipment and software 	 12,141 

Furniture, fixtures. and other 	 2 1.148 

209.573 

Accumulated depreciation and amortization 	 (77.312) 

Total 	 $ 132,261 

Depreciation and amortization expense was $8,894,000 during the year ended June 30, 2015. Of the 

total assets listed above, $21,481,000 was fully depreciated at June 30, 2015. 
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12. Bonds and notes payable 

(In ihousancis) 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue Bonds, 

Tax Exempt, Series 2002A issued in the original principal amount of 525.053.000. 

variable interest rate pursuant to rate swap, 0.08% as of June 30. 2015. due July. 

2024. 	 $ 12,262 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue 

Refunding Bonds, Tax Exempt, Series 2012 issued in the original principal amount 

of $144,435,000. with a variable interest rate reset weekly, 0.07% as of June 30. 

2015. due .July. 2033. 	 133,270 

Unsecured Taxable Revenue Bonds Series 2009 in the aggregate principal amount 

of $100,000,000 issued July I. 2009, fixed rate of 6.30% due July. 2019. 	 100,000 

Ness York State Environmental Facilities Corporation private bonds issued in the 

aggregate amount of $50,000,000 with a fixed interest rate of 3.90%. due June, 

2024. 	 40,338 

Loans and mortgages, some of hich are collateralized by the land and other 

assets, and payable in monthly installments, including interest ranging from 0% to 

6.0%: final payments are dLle at various dates through 2033. 	 63. 144 

Conservation Notes, unsecured notes payable in various amounts with interest 

ranging from 0.40°/s to 2.09,('). due at various dates through 2020. 	 21.399 

Other notes payable without interest due on demand 	 6.328 

Total 	 $ 376,741 

The lair value of long-term debt, including current maturities, is estimated based on current market 

rates offered to or by The Conservancy for similar instruments. The fair value of the Unsecured 

Taxable Revenue Bonds Series 2009 is $118,835,000 based on market observable inputs at June 30. 

2015 and ould be characterized within Level 2 if carried at fair value. The fair value of the NY 

State Environmental Facilities Corporation bonds is $42,483,000 based on the income approach 

method at June 30. 2015 and would he characterized within Level 2 if carried at fair value. Based on 

a blended borroing rate of 4.25% as of June 30. 2015, the fair value of the remaining long-term 

debt is approximately $233,437,000 and ould be characterized within Level 2 if carried at fair 

value. 
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The following schedule of amounts due is based on the maturity dates per the debt agreements: 

(In thousands) 

2016 

2017 

2018 

2019 

2020 

Thereafter 

Total 

$ 	96,825 

67,829 

47,049 

10,248 

122.551 

32.239 

$ 	376.741 

13. Net  assets 

Tenlpol,Urillv restricted net assets are available for the following purposes: 

(In iho iisand) 

Land acquisition and other conservation projects 	 $ 	270.091 

Time restricted for periods after June 30 	 172,619 

Time and purpose restricted for periods after June 30 	 170.729 

True endowment gains subject to future Board of 

Directors' appropriation 	 117,534 

Total 	 $ 	730.973 

Permanently restricted net assets are restricted in perpetuity, the income derived from these 
investments is expendable to support the operations of The Conservancy. The total amount of 

permanently restricted net assets on the consolidated statement of financial position includes the 

donor-restricted endowment funds of $177,203,000 displayed in the tables below, as well as other 

amounts such as those contributed to create a permanent capital fund. This fund, the land 

preservation fund, is used to finance capital projects and is to be maintained in perpetuity for only 

this purpose. Permanently restricted net assets in the land preservation fund were $ 166.136.000 as 

Of June 30, 2015, and the remaining balance of permanently restricted net assets in the land fund 

as $3,014,000 as of June 30, 2015. 

Endowment turn/s are categorized in the following net asset classes as of June 30. 2015: 

(in thousands) Temporarily Permanently 
Unrestricted Restricted Restricted Total 

Donor-restricted endowment funds $ 	(1,450) $ 	117.534 $ 	177,203 	$ 293,287 

Board-designated endowment funds 864.865 - - 864,865 

Total endowment funds $ 	863.415 $ 	117,534 $ 	177,203 	$ 1,158,152 
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Changes in encloumeni funds hi net asset classification for the year ended June 30, 201 5 are 
summarized as follos: 

(Iii t/10115(lIudS) Temporarily Permanently 

Unrestricted Restricted Restricted Total 

Endowment net assets, beginning of year $ 	845.265 S 	113.843 S 	165,838 $1.124,946 
Investment returns 44.043 14.931 - 58,974 
Contributions and other revenue 239 107 12.044 12.390 
Interfund transfers 11.925 1.660 476 14,061 
Appropriation of assets for expenditure (52.293) - - (52.293) 
Net assets released from restrictions 13.980 (12.907) (1,073) - 

Subtotal endowment funds 863,159 117,634 177,285 1,158,078 
Reclassification of net assets 256 (100) (82) 74 

Total endowment funds $ 	863,415 $ 	117.534 5 	177,203 $ 1,158,152 

14. Assets and liabilities carried at fair value 

Assets and liahiliiies carried at tale value are classified in the fair value hierarchy based on the 
lowest level of input that is significant to the valuation. 

Fair value for Level I is based upon quoted prices in active markets for identical assets and 
liabilities. Market price data is generally obtained from exchange or dealer markets. 

Fair value for Level 2 is based on quoted prices for similar instruments in active markets, quoted 
prices for identical or similar instruments in markets that are not active, and on model-based 
valuation techniques, for vdilch all significant assumptions are observable in the market or can he 
corroborated bN observable market data for substantially the lull term of the assets. Inputs are 
obtained from various sources including market participants, dealers, and brokers. 

Fair value for Level 3 is based on valuation techniques that use significant inputs that are 
unobservable as they trade infrequently or not at all. 

The Conservancy uses the practical expedient to determine the fair value for some of its 
investments, which permits the use of Net Asset Value (NAV) v itliout adjustment under certain 
circumstances. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding 
debt, The Conservancy has three interest rate sap agreements that fix the rates on several variable 
rate bonds. Interest rate swaps are valued using both observable and unobservable inputs, such as 
quotations received from the counterparty, dealers or brokers, whenever available and considered 
reliable. In instances where models are used, the value of the interest rate swap depends upon the 
contractual terms of, and specific risks inherent in, the instrument as well as the availability and 
reliability of observable inputs. Such inputs include market prices for reference securities, yield 
curves, credit curves, measures of volatility, prepayment rates, assumptions for nonperformance 
risk, and correlations of such inputs. The Conservancy's interest rate swap arrangements have inputs 
which can generally be corroborated by market data and are therefore classified within Level 2. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

Fair value of interest rate sltaps at June 30, 2015: 

(In thousands) 

Interest rate contracts 
Consolidated Statement of Financial Position location: 
Accounts payable and accrued liabilities 	 $ 	37.492 

Change in fair value in Consolidated Statement of Activities 
Other income 	 $ 	515 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

Assets an(I liabilities eaiegoi'ized hi' inpul level: 

(In IJU)//sUndIS) 

Level 1 Level 2 Level 3 Total 

Investments: 
Short-term investments $ 1.644 $ 78,062 $ 	- $ 	79,706 

Repurchase agreements - 4,061 - 4,061 

Fixed income: 
U.S. treasuries 43.521 - - 43.521 

Asset-backed securities - 44,185 - 44.185 

Taxable Municipals - 693 - 693 

Corporate debt - 199.736 - 199,736 

Mortgage-backed securities - 16.094 - 16,094 

U.S. agency bonds - 114.184 - 114,184 

PLiblic equity: 
Consumer discretionary 43.059 - - 43,059 

Cons Lirner staples 8.852 - - 8,852 

Energy 8,435 - - 8.435 

Financial services 19.910 - - 19,910 

Health care 9,345 - - 9.345 

Industrials 27,672 - - 27.672 

Information technology 19,40' - - 19,403 

Materials 13.427 - - 13.427 

Utilities 1.685 - - 1,685 

Other industries 614 - - 614 

Commingled equity funds - - 517,235 517,235 

Exchange traded funds 11568 - - 12,568 

Closed end mutual funds 70.910 - - 70,910 

hedge funds - - 460.292 460,292 

Private equity - - 211,920 211,920 

Private real estate - - 53.507 53.507 

Split interests, trusteed 152.627 102,958 13.727 269.312 

Split interests, non-trusteed - - 32,843 32,843 

Total investments at fair value 433.672 559,973 1.289,524 2,283.169 

Sec Lirities pledged under 

securities lending agreement $ 33.582 $ - $ 	- $ 	33,582 

Pledges receivable - - 219.519 219,519 

Total assets measured at fair value $ 467.254 $ 559,973 $ 	1,509,043 $ 	2,536,270 

Interest rate swaps liability $ - $ 37,492 $ 	- $ 	37,492 

Payable under secLirities 

lending agreement 33.582 - - 33,582 

Total liabilities measured at fair value $ 33,582 $ 37.492 $ 	- $ 	71,074 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

Investments included in Level 3 primarily consist of The Conservancy's ownership in alternative 
investments (principally limited partnership interests in hedge and private equity funds) as well as 
investments held within private arrangements. The value of certain alternative investments 
represents the ownership interest in the NAV of the respective partnership. Approximately 77.6% 
of Level 3 investments held by the partnerships consist of marketable securities and 22.4% are 
securities that do not have readily determinable fair values. The fair values of the securities held 
by limited partnerships that do not have readily determinable fair values are determined by the 
general partner and are based on appraisals, or other estimates that require varying degrees of 

judgment. If 110 public market exists for the investment securities, the fair value is determined by 
the general partner taking into consideration, among other things, the cost of the securities, prices 
of recent significant placements of securities of the same issuer, and subsequent developments 
concerning the companies to which the securities relate. The Conservancy has performed 
significant due diligence around these investments to ensure NAV is an appropriate measure of fair 

value. 

Invesinwnis vu/teed using NA V as ot June 30. 2015: 

(In thous(Inds) 
	

Unfunded 	Redemption 
	

Redemption 

Fair Value Commitments 	Frequency 
	

Notice Period 

Global equity funds 

International equity funds 

Domestic equity funds 

Hedge funds 

Private equity funds 

Real estate funds 
Total 

	

$ 265.560 	$ 	- 	Daily. weekly. 	2 days. 7 days. 

monthly. quarterly 	10 business days. 

30 days 

	

219,570 	 - 	Daily. monthly, 	6 business days. 

quarterly 	 14 days. 60 

calendar days. 90 

days 

	

32,105 	 - 	Monthly 	 60 days 

	

460.292 	13,333 	Monthly, quarterly. 30 - 90 days 

scm i-annually. 

annually, 

biennially, rolling 
2, 3 & 4 years 

	

195,879 	35,630 NA 	 N/A 

	

53.507 	28,243 N/A 	 N/A 

	

$ 1.226,913 	$ 	77,206 

The Conservancy uses a standard charitable gift calculation model and the IRS discount rate to 
determine the present value of split interest agreements where The Conservancy serves as trustee. 
For split interest agreements where The Conservancy is not the trustee, valuations are based on the 
values reported by third-party trustees, while noting that the valuation techniques for future 
distributions expected to be received over the term of the agreement and unobservable inputs - such 
as discount rates, life expectancies, and trust payouts may vary widely among trustees. There is no 
market for these agreements, and they are therefore classified within Level 3. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

Ro//!ortt 'cud (?t Level 3 tIuwicial ins tiwnenis: 

(In thousands) 
Fair N alue 	Realized 	tnrealized 	Purchases 	Sales 	Fair %alue 

as of 	gains (losses) gains (losses) 	 as of 

June 30, 2014 	 June 30, 2015 

Commingled equit funds 	$ 111.973 $ 
I Ic due funds 244.839 
P ri ate equity 202.281 
Real estate 44.547 
Split interest arrangements 48.855 - 

foial 952,495 
P ledges reeds able 222.770 

Total insestments and pledges $ 1.175265 	$ 

4.779 	5 9.753 	5 159.557 	$ (68.827) 	5 517.235 
32.162 9.159 297.392 (123.260) 460292 
28.024 (523) 29.977 (47.839) 211.920 
1261 3.039 19.199 (15.539) 53.507 

- 60 2.920 (5.265) 46.570 
67226 21,488 509.045 (260.730) 1.289.524 

- (3.251) - - 219.519 

67.226 	5 18.237 	$ 509.045 	5 (260.730) 	$ 1.509.043 

Of the net realized and unrealized gains of $85,463,000 in the table above. $88,714,000 are 

reflected in the accoinpan lug statement of activities as investment gains. The remaining amounts 

include a $3.251,000 decrease in pledges, of which a net $2,751,000 decrease is reflected in the 

accompanying statement of financial position and statement of activities as the result of pledge 

payments and pledge contributions. The remaining $500000 decrease is reflected as conservation 
activities and actions program expense. 

Int'c'stlnL'nt gains consisted of the following for the year ended June 30, 20! 5: 

(in ihOiI.S'U/UIs) 

Dividends and interest income 	 $ 	23.249 

Realized and unrealized gains (net of expenses of $12,656) 	60.000 

Change in value of split interest arrangements 	 (39.050) 
Total investment income 	 $ 	44,199 

15. Leases 

The following is a schedule of future minimum lease payments for all operating leases as of 
June 30. 2015: 

(in tIioiisaiul.s') 

2016 $ 	6,297 
2017 4.985 
2018 4.426 
2019 3.084 
2020 2,795 
Thereafter $ 	6,258 

Total minimum lease payments $ 	27.845 

Rent expense was $12,03 2,000  for the year ended June 30, 2015. 
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The Nature Conservancy 
Supplemental Schedules 
For the years ended June 30, 2015 and 2014 

SUPPLEMENTAL SCHEDULES 

Following are supplemental schedules: 

Consolidated statements of financial position as of June 30, 2015 (with comparative totals as 
of June 30, 2014) 

Summarized consolidated statements of activities for the year ended June 30, 2015 (with 
comparative totals for the year ended June 30, 2014) 

Schedule of functional expenses as reported in the consolidated statement of activities for the 
year ended June 30, 2015 by natural account classification (with comparative totals for the 
year ended June 30, 2014). 

While these schedules are not required under Generally Accepted Accounting Principles, 
they provide useful additional detail to help the user of these financial statements understand 
how funds are spent, as well as providing prior year comparisons. 
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The Nature Conservancy 
Supplemental Schedule - Consolidated Statements of Financial Position 
As of June 30, 2015 and 2014 

(A,,ioi,nis in thous(Inds) 	 2015 	2014 

Assets 
Cash and cash equivalents $ 	105.090 $ 	179,262 

Restricted cash 14,820 29,304 

Restricted short-term investments 25,000 - 
Government grants and contracts receivable 21.776 21.822 

Pledges receivable, net 219.519 222.770 

Collateral received under securities lending agreement 33,582 42,140 

Deposits on land and other assets 36.546 27,493 
Property and equipment, net of accumulated depreciation 

and amortization 132.261 123.269 
Investments - Capital fund 820,909 684.932 
Investments - Split interest arrangements 301.444 307,963 
Investments - Endo\ment fund 1,160,816 1.127,610 
Conservation lands 1,809.805 1.815,004 

Conservation easements 2,030,932 1,937,343 
Total assets $ 	6,712.500 $ 	6.5 18,912 

Liabilities 

Accounts payable and accrued liabilities 	 $ 	103,482 	$ 	100.161 

Payable under securities lending agreement 	 33,582 	42,140 

Deterred revenue and refundable advances 	 99,748 	89,058 

Bonds and notes payable 	 376,741 	363.562 

Split interest arrangements payable 	 174.979 	146.532 

Total liabilities 	 788.532 	741.453 

Net assets 

Unrestricted 

Undesignated 	 8.875 	17.952 

Land, easements, and project funds 	 3,969,854 	3.820.356 

Board-designated quasi endowment and similar funds 	 867,913 	849.764 

Total unrestricted 	 4.846,642 	4,688.072 

Temporarily restricted 	 730,973 	756.277 

Permanently restricted 	 346,353 	333.110 

Total net assets 	 5.923,968 	5,777.459 

Total liabilities and net assets 	 $ 6.712.500 	$ 6.518.912 
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The Nature Conservancy 
Supplemental Schedule - Summarized Consolidated Statements of Activities 

For the years ended June 30, 2015 and 2014 

(Amounts in thu us ands) 	 2015 	2014 

Support and revenues 

Dues and contributions 	 $ 	545,069 	$ 	560,417 

Land and easements contributed for conservation 	 99,544 	57,614 

Government grants and contracts 	 99.209 	120,687 

Investment income 	 44.199 	235,213 

Sales of conservation land and easements to 

governments and others 	 101,238 	80,915 

Other 	 58,296 	59,433 

Total support and revenues 	 947.555 	1,114,279 

Expenses 

Program expenses 573,205 541,179 

General and administration 136,586 121,776 

Fund-raising 

General fund-raising 64.793 67.099 

Membership development 26,462 27,817 

Total expenses 801,046 757,871 

Increase in net assets 146,509 356.408 

Net assets at beginning of year 5,777,459 5,421.051 

Net assets at end of year $ 	5,923,968 $ 	5.777.459 
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Program expenses 

Conservation 

activities and 

actions 

S 
	

194.826 

72.136 

63.877 

8.774 

1.603 

1.718 

2.141 

4.512 

3.801 

16.390 

7.675 

17.919 

7.082 

3.472 

1.148 

6,209 

2.767 

4.704 

2.197 

11.413 

1,647 

436.01! 

Support services expenses 

Fund-raising Total Support Totals 

General and General Membership services 2015 Total 2014 Total 

administration fund-raising development expenses expenses expenses 

5 	77.743 S 	52.695 5 	3.383 $ 	133.821 5 328.647 S 309.859 

10.650 4,428 7.790 22. 868 95,004 87,783 

89 20 - 109 63.986 19,425 

3.667 615 1.283 5.565 14.339 14.733 

1,511 242 35 1.788 3.391 3.51! 

305 391 8.286 8.985 10.703 10,749 

9.669 219 3 9,891 12.032 11.646 

1.270 168 - 1,438 5,950 5,886 

217 967 5.090 6,274 10.075 11.163 

3.579 2,565 87 6.231 22.621 22.120 

1.885 1.276 21 3.182 10.857 11.483 
- - - - 17.919 18.618 

1.507 305 - 1.812 8.894 9.468 

253 38 - 291 3,763 3.060 

1.268 80 8 1.356 2.501 1065 

2.281 161 - 2,442 8.651 9.261 

1.702 37 - 1.739 4.506 4.141 

937 8 - 945 5,649 6.501 

580 - - 580 2.777 1.565 

12.485 419 470 13.374 24,787 20.494 

4.988 156 6 5.150 6.797 4.590 

136.586 64.793 26.462 227.81! 663.852 618.121 

	

137.194 	 - 	 - 	 - 	 - 	137.194 	139.750 

S 
	

573.205 	$ 	136.586 	5 	64.793 	$ 	26.462 	S 227.841 	$ 801.046 	$ 757.87! 

The Nature Conservancy 
Supplemental Schedule - Schedules of Functional Expenses 
For the year ended June 30, 2015 with summarized totals for the year ended June 30, 2014 

(1 mounts ill t/mO1LSQFu(IS) 

Personnel 

Contract. professional fees 

Grants and allocations 

Supplies 

lelecomm unic ations 

Postage and mailing service 

Occupane 

Equipment rental and maintenance 

Printing and publication 

F ravel 

Conferences and meetings 

Interest 

Depreciation and amortization 

Equipment 

1 axes and licenses 

tftilities. repairs. maintenance, and construction 

Insurance 

Real estate taxes 

Closing costs 

Contributed goods and ser ices non-cash expense 

All other 

Subtotal 

Fkok value of conser ation land and easements sold 

or donated to go\ eminent and others 

Total 
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The Nature Conservancy 
Consolidated Financial Statements 
For the year ended June 30, 2014 
And report thereon 



independent Auditor's Report 

To the Board of Directors of 
The Nature Conservancy 

We have audited the accompanying consolidated financial statements of The Nature Conservancy and its 
chapters and affiliates ('The Conservancy"), which comprise the consolidated statement of financial 
position as of June 30, 2014, and the related consolidated statements of activities and of cash flows for the 
veal' then ended. 

Management's Responsibility for the Consolidated Financial Statements 

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

Auditor's Responsibility 

Our responsibility is to express an opinion on the consolidated financial statements based on our audit. 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the consolidated financial statements are free from material misstatement. 

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

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of The Nature Conservancy and its chapters and affiliates at June 30, 2014, 
and the changes in their net assets and their cash flows for the year then ended in accordance with 
accounting principles generally accepted in the United States of America. 

PriceituterhouseCoopers 1,111, 1800 'l'IJSOU.S !k)tIiCr'ard, McLean, VA 22102-4261 
7': (70:) 918 3000, F: (703) 918 3100. www.iwc.coiii/tis 



PWC 

Other Matter 

Our audit was conducted for the purpose of forming an opinion on the 2014 consolidated financial 
statements taken as a whole. The accompanying summarized consolidated statements of financial 

position as of June 30, 2014 and 2013, the summarized consolidated statements of activities for the years 
ended June 30, 2014 and 2013, and the schedule of functional CXCflSS for the year ended June 30, 2014, 

with summarized totals for the year ended June 30, 2013 are presented for purposes of additional analysis 
and are not a required part of the consolidated financial statements. The information is the responsibility 
of management and was derived from and relates directly to the underlying accounting and other records 
used to prepare the consolidated financial statements. The information has been subjected to the auditing 
procedures applied in the audit of the consolidated financial statements and certain additional procedures, 
including comparing and reconciling such information directly to the underlying accounting and other 
records used to prepare the consolidated financial statements or to the consolidated financial statements 
themselves and other additional procedures, in accordance with auditing standards generally accepted in 
the United States of America. In our opinion, the 2014 information is fairly stated in all material respects 
in relation to the consolidated financial statements taken as a whole. The 2013 prior year summarized 
comparative information has been derived from the Conservancy's 2013 consolidated financial statements, 
and in our report dated October 17, 2013, we expressed an unqualified opinion on those consolidated 
financial statements. 

0,0 ~W~W 	lly 

October 10, 2014 



The Nature Conservancy 
Consolidated Statement of Financial Position 
As of June 30, 2014 

(A mo on is in iIio i/san(ls) 

Assets 

Cash and cash equivalents 

Restricted cash 

Government grants and contracts receivable 
Pledges receivable, net 

Collateral received tinder securities lending agreement 

Deposits on land and other assets 

Property and equipment, net of accumulated depreciation 
and amortization 

Investments 

Investments - Capital fund 

Investments - Split interest arrangements 

Investments - Endowment fund 
Total investments 

Conservation lands 

Conservation easements 

Total assets 

Liabilities 

Accounts payable and accrued liabilities 

Payable tinder securities lending agreement 

Deferred revenue and refundable advances 

Bonds and notes payable 

Split interest arrangements 

Total liabilities 

Net assets 

Unrestricted 
Undesignated 

Land, easements, and project funds 

Board-designated quasi endowment and similar  funds 
Total unrestricted 

Temporarily restricted 

Permanently restricted 

Total net assets 
Total liabilities and net assets 

179,262 

29,304 

21,822 

222,770 

42,140 

27.493 

123,269 

684,932 

307,963 
1,127.6 10 

2,120,505 

1,815,004 

1,937,343 

$ 6,518,912 

$ 	100.161 

42,140 

89,058 

363.562 
lLt1 S2 

141 ,4i 

17,952 
3.820,356 

849,764 

4.688,072 

756,277 
333,110 
777 4q 

a 

The UL'LOfllJ)Uflviflg ooles U1'c an integral flail of these consolidated financial statements. 
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The Nature Conservancy 
Consolidated Statement of Activities 
For the year ended June 30, 2014 

IA me unts in thousands) 
	

Temporarily Permanently 

Unrestricted restricted restricted 	Total 

Support and revenues 

Dues and contributions 	 $ 248,721 $ 	271.976 	S 

Contributed goods and services 22.905 - 
Land and easements contributed for conservation 57,614 - 
Government grants and contracts 120,687 - 
Investment income 185,593 49.620 

Other income 59,433 - 	- 
Total support and revenues before sales 

of conservation land and easements and 

net assets released from restrictions 694.953 321.596 

Sales of conservation land and easements to 

governments and others 80.915 - 

Net assets released from restrictions 200.235 (200,235) - 
Total support and revenues 976.103 121,361 	- 

16,815 $ 537,512 

	

- 	22,905 

	

- 	57,614 

	

- 	120,687 

	

- 	235.213 

	

- 	59.433 

	

16.815 	1,033,364 

	

- 	80,915 

	

16,815 	1,114.279 

Expenses 

Program expenses 

Conservation activities and actions 
Book value of conservation land and easements 

sold or donated to governments and others 

Total program expenses 

Support services expenses 
General and administration 

Fund-raising 

General fund-raising 

Membership development 

Total support services expenses 

Total expenses 

Increase in net assets 

Reclassification of net assets 

Total increase in net assets 

Net assets at beginning of year 
Net assets at end of year 

401,429 	 - - 401,429 

139.750 	 - - 139,750 

541.179 	 - - 541.179 

121,776 	 - - 121.776 

67.099 	 - - 67,099 

27.817 	 - - 27,817 

216.692 	 - - 216,692 

757.871 	 - - 757,871 

218,232 	121,361 16,815 356.408 

(162) 	 - 162 - 
218,070 	121.361 16.977 356.408 

4.470,002 	634,916 316.133 5,421,051 
$ 4.688,072 $ 756,277 $ 333,110 $ 5.777.459 

The ac'cen7punving notes are an integral part of these consolidated financial statements. 
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The Nature Conservancy 
Consolidated Statement of Cash Flows 
For the year ended June 30, 2014 

(4,noiinis in thousan(ts) 

Reconciliation of increase in net assets to 
cash provided by operating activities: 

Increase in net assets $ 	356,408 
Non-cash adjustments: 

Contributed land and easements $ 	(60214) 
Losses on sales of land, easements, and property 61,155 
Realized/Unrealized investment gains (198,392) 
Change in value of split interest agreements (10,499) 
Change in value of interest rate saps (3.5 13) 
Depreciation and amortization 9,468 (201,995) 

Changes in assets and liabilities: 
Increase in receivables (41,968) 
Decrease in restricted cash 316 
Decrease in other assets 2.518 
Increase in split interests 2.658 
Decrease in other liabilities (145) (36.621) 

Cash provided by (used in) land activities: 
Proceeds from sales of land and easements 87.497 
Purchases of land and easements (101646) (16,149) 

Contributions for long-term purposes (16,816) 

Net cash provided by operating activities $ 	84.827 

Investing activities 

Proceeds from sale of investments 	 1,581,602 

Purchases of investments 	 (1,557,652) 

Purchases of property and equipment 	 (30.576) 

Other - net 	 (10,789) 
Net cash used in investing activities 	 (17,415) 

Financing activities: 

Proceeds from securities lending program 7,029 
Repayments of securities lending program (7,029) 
Principal payments on debt (21.449) 
Proceeds from issuance of debt 8,765 

Proceeds from restricted contributions 16,816 

Net cash provided by financing activities 4,132 

Net change in cash and cash equivalents 71,544 
Cash and cash equivalents, beginning of year 107,718 

Cash and cash equivalents, end of year $ 179.262 

Supplemental data 

Interest paid 	 $ 	17,325 

The acLoinpanving notes are an integral pail of these consolidated financial statements. 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

ACCOUNTING POLICY FOOTNOTES 

The following notes present disclosures of the significant accounting policies and related 
information relating to balances and amounts contained in the consolidated statements of 
financial position and activities. These notes are an integral part of the consolidated financial 
statements. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

I. ORGANIZATION 

The Nature Conservancy (The Conservancy) is a global conservation organization. The mission of 
The Conservancy is to conserve the lands and waters on which all life depends. The Conservancy 
conducts its activities throughout the United States, Canada, Latin America. the Caribbean, Africa. 
Asia, and the Pacific. 

The Conservancy's primary sources of revenue are contributions from the public (including gifts of 
land), investment income, government grants. and sales of conservation interests to government 
agencies or other conservation buyers. These resources are used to help solve critical challenges by 
significantly improving the health of globally important natural systems that enhance the lives of 
people around the world. Under its conservation framework, The Conservancy concentrates on four 
global challenges: conserving critical lands, restoring oceans, securing fresh water, and reducing 
the impact of climate change. Working with partners - includiiig indigenous communities, 
governments, and businesses The Conservancy pursues solutions that protect and restore natural 
systems. use nature sustainably. and broaden support for conservation. 

2. CONSOLIDATED FINANCIAL STATEMENTS 

'Tile consolidated financial statements are presented on the accrual basis of accounting and include 
the accounts of all The Conservancy's chapters and affiliates, both domestic and international, 
including those which are separately incorporated, receive gifts. and perform conservation activities 
in the name of The Conservancy. All significant intercompany transactions have been eliminated. 

The preparation of financial statements in conformity with accounting principles generally accepted 
in the United States requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from the estimated amounts. 

3. CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

Cash, Cash Equivalents, and Restricted Cash 
Cash represents operating cash held in bank accounts in high quality financial institutions in the 
United States and 34 other countries. The cash in non-U.S. accounts is uninsured, but is limited per 
country to amounts that, in the opinion of management, are not material to the financial statements. 
Cash equivalents represents short-term, highly liquid investments with maturities of three months or 
less VNIlen purchased. Restricted cash represents monies held in trust related to requirements of 
specific conservation project agreements. 

Government Grants and Contracts Receivable/Deferred Revenue and Refundable Advances 
The Conservancy receives grants and contracts from federal, state, and local agencies to be used for 
specific programs or land purchases. The excess of reimbursable expenditures over cash receipts is 
included in government grants receivable, and any,  excess of cash receipts over reimbursable 
expenditures is included in deferred revenue and refundable advances. 

Pledges Receivable 
Pledges receivable represent unconditional promises to give and are reported at fair value by 
discounting the expected future pledge payments at the prime interest rate at the balance sheet date, 



The Nature Conservancy 
Notes to Consolidated Financial Statements 

June 30, 2014 

and accordingly are categorized as Level 3 assets. The primary unobservable input used in the fair 
value measurement of the Conservancy's pledges receivable is the discount rate. Significant 
fluctuations in the discount rate could result in a material change. The discount rate used in the 
present value technique to determine fair value of pledges receivable is revised at each measurement 
date to reflect current market conditions and the creditworthiness of donors. 	In addition, 
management evaluates payment history and market conditions to estimate allowances for doubtful 
pledges. Changes in the fair value of pledges receivable are reported in the statement of activities as 
contribution revenue except for changes in the allowance which are reported as program expenses at 
each subsequent reporting date. Pledges receivable past due by 90 days are, in the opinion of 
management, 1101 material to the financial statements. 

Not recorded as pledges receivable are $54,946,000, that are conditioned upon The Conservancy 
raising matching gifts or acquiring certain conservation lands. Conditional promises to give are 
recognized as contributions when the donor-imposed conditions are substantially met. 

Securities Lending Agreement 
The Conservancy lends certain securities in its investment portfolio to qualified borrowers on a 
short-term, fully collateralized basis in exchange for interest to help offset custodial fees. Collateral 
in the form of cash in US dollars, securities issued or guaranteed by the US government, or 
irrevocable letters of credit issued by banks independent of the borrowers is marked-to-market on a 
daily basis, and the borrower is required to deliver the difference between the daily market value of 
the collateral and 102% of the loaned securities' original fair market value if denominated in US 
dollars or 105% if denominated in foreign currency. The lending agent, in its agreement with The 
Conservancy, guarantees the repayment of the loan in the event the borrower defaults. The 
Conservancy retains all the benefits of ownership including rights to dividends, interest, and other 
cash distributions pertaining to the loaned securities. The Conservancy also retains the right to 
redeem the loaned securities prior to the stipulated redemption date. 

At June 30, 2014, The Conservancy recorded $42.140.000 in collateral received under its securities 
lending program and an equal amount payable to the borrowers tinder the agreement. These 
amounts are reflected in assets and liabilities in the consolidated statement of financial position. 

Properly and Equipment 
Property and equipment are carried at cost. Depreciation and amortization is provided using the 
straight-line method for all depreciable assets over their estimated future lives as follows: 

Building and improvements 	 5 - 30 years 
Computer equipment and software 	 3 - 5 years 
Furniture, fixtures, and other 	 4 25 years 

Concentration of Credit Risk 
The Conservancy's excess cash is invested with high quality institutions, the largest concentrations 
of which are invested in U.S. Agencies (70.5%) and Repurchase Agreements (29.4%): 82.4% of the 
repurchase agreements are backed by U.S. Treasuries and U.S. Agencies. 

Pursuant to its investment policy. The Conservancy's investments cannot have more than 10% of 
their assets at market value in securities of any one issuer, be they short-term or long-term, other 
than the U.S. Government and its Agencies. At June 30. 2014, the single largest non-U.S. 
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Government issuer exposure was 7.55%  of the Capital and Endowment Fund investments. This 
issue is in the form of a global commingled equity fund. 

Investments 
Investments are carried at estimated fair market value and reported in three distinct categories: 

• Capital/and - funds held primarily for the future acquisition of conservation laud. easements, 
and for funding other conservation projects. 

• Split inlerL's arrangements - donations that are held in trust by The Conservancy or third 
party trustees, representing beneficial interests in trusts. 

• Endoiimeni fund -  funds held as long-term capital to generate income for The Conservancy's 
operations. 

Endou',nent investment and Spending Policies 
The Conservancy's Endowment (Endowment) includes both donor-restricted endowment funds and 
funds designated by the Board of Directors (Board) to function as endowments. The amount of 
Endowment income provided each year for operations is established by the Finance Committee of 
the Board, through its adoption of an annual endowment spending rate and spending rate base. The 
spending rate for the year ended June 30, 2014 was 5.0% of the average fair market value of the 60 
months of calendar years 2008 through 201 2. 

The Conservancy recognizes that risk must be assumed to achieve its stated long-term investment 
objectives. Therefore, asset allocations and ranges are necessarily diverse, and consider liquidity 
needs. The Conservancy has considered its ability to withstand short and intermediate term 
variability and concluded that the portfolio can tolerate some interim fluctuations in market values 
and rates of return in order to achieve its objectives. However, The Conservancy realizes that 
market performance varies and that the portfolio's investment objectives may not be achievable 
during short-term periods. 

The Conservancy has chosen not to manage its underlying assets directly. but to utilize independent 
investment managers. To maintain prudent diversification and to manage risk, The Conservancy's 
portfolio is divided among roughly 50 separate managers. 

Conservation Lands and Easements 
The Conservancy records land and land interests at cost if purchased or at fair value at the date of 
acquisition, if all or part of the land was received as a donation. Fair value is generally determined 
by appraisal at the time of acquisition and is not subsequently adjusted. Upon sale or gift, the book 
value of the land or land interest is reported as a program expense and the related proceeds, if any, 
are reported as revenue in the consolidated statement of activities. 

Conservation land is real property with significant ecological value. These properties are either 
managed in an effort to protect the natural biological diversity of the property, or transferred to 
other organizations who will manage the lands in a similar fashion. 

Conservation easements are comprised of listed rights and/or restrictions over the owned property 
that are conveyed by a property owner to The Conservancy, almost always in perpetuity, in order to 
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protect the owned property as a significant natural area, as defined in federal tax regulations. These 
intangible assets may be sold or transferred to others so long as the assignee agrees to carry out, in 
perpetuity, the conservation purposes intended by the original grantor. Conservation easements, by 
their very nature, do not generate material amounts of cash inflow annually. 

Bonds and Notes Payable 
The Conservancy uses debt, both fixed and variable, primarily to finance the acquisition of 
conservation lands and easements. Debt is reported at carrying value. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding 
debt, The Conservancy has three interest rate swap agreements. The Conservancy pays a fixed rate 
of 4373% on $95,375,000 in return for receipt of variable rate interest in the amount of 3- month 
LIBOR and pays a fixed rate of 2.962% on $190,000,000 in return for receipt of variable rate 
interest in the amount of 67% of 3-month LIBOR. The Conservancy pays a fixed rate of 3.56% on 
$25,053,000 in return for receipt of variable rate interest in the amount of 67% of 1-month LIBOR. 
Maturities of the swap agreements range from 2027 to 2033 and the counterparty to these saps has 
the option to terminate at their discretion. The fair value of these interest rate swap agreements are 
reflected in the accompanying consolidated statement of position as accounts payable and accrued 
liabilities. 

Due to the nature of certain variable-rate bond agreements. The Conservancy may receive notice of 
an optional tender on its variable-rate bonds, in which case The Conservancy would have an 
obligation to purchase the bonds tendered if unable to secure alternate financing at that time. The 
Conservancy entered into a standby liquidity support agreement with a financial institution to 
support $100,000,000 of the original principal amount of the variable rate demand obligations. 
Under this agreement, the financial institution agreed to supply additional liquidity to The 
Conservancy up to that amount, with which The Conservancy can purchase the bonds if The 
Conservancy cannot remarket the bonds. In the event of a draw on the $100,000.000 liquidity 
support line, the due date would be three years from the earlier of the date of the draw or September 
13, 2015. 

Interest expense incurred on total notes payable for 2014 was $18,601,000. 

Split Interest Arrangements 
The Conservancy enters into split interest arrangements vvilereby donations are held in trust by The 
Conservancy or third party trustees and invested. Agreed-upon amounts of the invested funds are 
payable to the donor or the donor's designee for a specified period of time or until the donor's 
death, after which time The Conservancy may use the investments for operations or a restricted use 
specified by the donor. The donated trust asset investments are recorded at fair value based on the 
latest available information. 

The Conservancy utilizes an IRS-approved annuity table to actuarially calculate the liability 
associated with the estimated donor payments under these arrangements. The Conservancy 
determines the discount rate to be used in the month the split interest arrangements are entered into 
with the donor and these rates have ranged from 1% to 9%. The present value of the actuarially 
determined liability resulting from these gifts is recorded at the date of gift and adjusted annually 
thereafter to reflect fair value. 
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Net Assets 
The Conservancy's net assets are reported in the following three classes: 

• Unrestricted net assets - Revenues derived from dues, unrestricted contributions, government 
grants and contracts, investment income (other than the temporarily restricted portion of true 
endowment investment income), and other inflows of assets whose use by The Conservancy is 
not limited by donor-imposed restrictions. Certain unrestricted net assets have been designated 
by the Board of Directors to be maintained as quasi endowment funds. 

• Temporarily restricted net assets - Contributions and other inflows of' assets whose use by 
The Conservancy is limited by donor-imposed stipulations that either expire by passage of 
time or can be fulfilled and removed by actions of The Conservancy, such as usage for 
specific programs, including certain overhead and indirect costs. or for spending from true 
endowment investment income. 

When a donor restriction expires, that is, when a stipulated time restriction ends or purpose 
restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net 
assets and are reported on the consolidated statement of activities as net assets released from 
restrictions. 

• Permanent/v restricted net assets - Contributions and other inflows of assets whose use by 
The Conservancy is limited by donor-imposed stipulations that the principal must be 
maintained permanently by The Conservancy. The total amount of permanently restricted net 
assets on the consolidated statement of financial position includes the donor-restricted 
endowment funds as well as amounts contributed to create a permanent capital fund. This 
revolving fund is used to finance capital projects and donations to this fund are to be 
maintained in perpetuity for only this purpose. 

Classification of endowment net assets 
The Board of Directors of The Conservancy (Board) has approved management's interpretation of 
the Uniform Prudent Management of Institutional Funds Act (tJPMIFA) as enacted by the Council 
of the District of Columbia. UPMIFA requires the preservation of the fair value of the original gifts 
as of the gift date of the donor-restricted endowment funds absent explicit donor stipulations to the 
contrary. 

The Endowment includes both donor-restricted endowment funds and funds designated by the 
Board to function as endowments. The Conservancy classifies as permanently restricted net assets 
(a) the original value of gifts donated to the permanent endowment, and (b) accumulations to the 
permanent endowment made in accordance with the direction of the applicable donor gift 
instrument at the time the accumulation is added to the fund. The remaining portion of the donor-
restricted endowment fund that is not classified in permanently restricted net assets is classified as 
temporarily restricted net assets until those amounts are appropriated for expenditure by The 
Conservancy. The Conservancy considers the following factors in making a determination to 
appropriate or accumulate donor-restricted endowment funds: 

• The duration and preservation of the endowment fund: 
• The purposes of the institution and the endowment fund; 
• General economic conditions: 
• The possible effect of inflation or deflation: 
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• The expected total return from income and appreciation of investments 
• Other resources of the institution and 
• The investment policy of the institution. 

Endoii',nents lrith Eroded Corpus 
From time to time, the fair value of assets associated with individual donor-restricted endowment 
funds may fall below the level that the donor or The Conservancy requires to be retained as 
principal in perpetuity. Deficiencies of this nature that are netted in unrestricted net assets were 
$1.613.000 as of June 30, 2014. These deficits resulted from unfavorable market fluctuations that 
occurred shortly after the investment of newly established endowments and authorized 
appropriation that was deemed prudent. 

4. CONSOLIDATED STATEMENT OF ACTIVITIES 

Contributions 
Unconditional donor promises to give cash and other assets are reported at fair value at the date that 
there is sufficient verifiable evidence documenting that a promise was made by the donor and 
received by The Conservancy. The promises are reported as either temporarily or permanently 
restricted support if received with donor stipulations that sufficiently limit the use of the donated 
assets. 

The Conservancy recognizes contributed professional services from third parties and contributed 
goods and trade lands as revenue and as expense or assets, at the fair value of those services or 
goods when received. Trade lands are real property with minimal ecological value. These 
properties are sold to provide funds for The Conservancy to carry out its conservation work. During 
2014 contributed goods and services totaled $22,905,000 and contributed trade lands totaled 

$2,600.000. 

Government Grants and Contracts 
Government grants and contracts are considered to be exchange transactions, the majority of which 
are cost-reimbursable grants. Revenue, including approved indirect cost recovery, is recognized 
when allowable costs have been incurred. The Conservancy's costs incurred under its goernment 
grants and contracts are subject to audit by government agencies. Management believes that 
disallowance of costs, if any, would not be material to the consolidated financial position or 
consolidated changes in net assets of The Conservancy. 

Program expense allocation 
Operating expenses are allocated to program and support categories based on separate cost center 
types as defined below. Conservation land and easements that are acquired by The Conservancy, but 
not sold or donated, are reflected as an increase in conservation land and easements on the 
consolidated statement of financial position and are excluded from the program expense categories 
on the consolidated statement of activities. 

The Conservancy accounts for its program expenditures in the following categories: 

• Conservation Activities and Actions - Expenditures related to the broad spectrum of activities 

and actions critical to advancing The Conservancy's mission. Expenditures related to 
understanding, monitoring, maintaining, restoring, and managing natural areas owned by The 
Conservancy and others are included, as well as expenditures for developing and enhancing 
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The Conservancy's ability to gather and share ecological information and to assess and 
evaluate threats to natural systems. in addition, this area includes expenditures to mitigate, 
prevent, or slow the effects of these threats, including investments in the institutional 
development of domestic and international conservation organizations. Expenditures related to 
improving public land management and supporting the development of sound global policies, 
including participating in conferences and events that help establish a common vision for 
conservation worldwide are included, as well as expenditures associated with community 
outreach and education of key stakeholders and land users in areas where Conservancy 
conservation programs reside. 

• General and Administration - Expenditures related to building and maintaining an efficient 
business infrastructure, including those related to corporate governance, to support and 
advance the programmatic conservation objectives of The Conservancy. 

• General Fund-Raising - Expenditures related to fund-raising strategies that provide the 
revenue stream for both operations and capital needs to further the accomplishment of The 
Conservancy's mission and objectives. 

• Membership Development - Expenditures related to the acquisition and retention of The 
Conservancy's members primarily through the use of a direct-mail program. 

5. COMMITMENTS AND CONTINGENCIES 

Litigation 
The Conservancy is a party to various litigations arising out of the normal conduct of its operations. 
In the opinion of The Conservancy's management, the ultimate resolution of these matters will not 
materially affect the financial position, changes in net assets, or cash flows of The Conservancy. 

L e ise.s' 
The Conservancy has entered into non-cancelable operating leases for office space, which expire at 
various dates through 2025. Certain of these leases contain rent escalation clauses, usually based on 
the consumer price index. 

Land acquisitions and other commitments 
The Conservancy has entered into contracts for the purchase of land and other purchase 
commitments that have not closed as of June 30, 2014, in the amount of $39,184,000. 

The Conservancy has remaining funding commitments to private equity, real estate, and hedge fund 
investment managers of $84,049,000 at June 30, 2014. 

6. RETIREMENT PLANS 

The Conservancy's employees are eligible after one month of service to participate in The Nature 
Conservancy Savings and Retirement Plan (the Plan), in which employees can make voluntary, tax-
deferred contributions within specified limits. The Plan was established under the provisions of 
Internal Revenue Code Section 401(k) and has received a favorable determination as to its tax status 
From the Internal Revenue Service. Certain employees are also eligible to participate in a non-
qualified deferred compensation plan created pursuant to Internal Revenue Code Section 457(b). 
The Conservancy's contributions to the plans were $13,877,000 for the year ended June 30, 2014. 
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7. INCOME TAXES 

The Conservancy has been granted an exemption from Federal income taxes under Section 
501(c)(3) of the Internal Revenue Code. The Internal Revenue Service has classified The 
Conservancy as other than a private foundation. The Conservancy pays a nominal amount of tax 
relating to several unrelated business inconie activities, primarily rental income from debt-financed 
property. The Conservancy takes no tax positions that it considers to be uncertain. 

8. SUBSEQUENT EVENTS 

All subsequent events were evaluated through October 10. 2014, which is the date the financial 
statements were issued. 
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FOOTNOTE SCHEDULES 

The following schedules represent required disclosures of more detailed information 
regarding certain balances and amounts contained in the consolidated statements of financial 
position and activities. These are an integral part of the footnotes to the consolidated 
financial statements. 
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9. Pledges receivable 

As of June 30, 2014 unconditional promises to give were as follows: 

(In iho usands) 

Amounts due in 
Less than one year $ 	137.316 
One to five years 93.535 
More than five years 3,457 

Subtotal 234.308 
Less fair value adjustments: 

Discount of 3.25% 5.538 
Allowance for doubtful accounts 6.000 

Total $ 	222.770 

10. Deposits on land and other assets 

Deposits on land and other assets consisted of the follo%\ing at June 30. 2014: 

(In thousands) 

Deposits on land $ 	1.018 
Trade lands 7.043 
Other receivables 2.162 
Prepaid expenses 9,515 
Notes receivable 4,968 
Other assets 2.787 

Total $ 	27,493 

11. Property and equipment 

Property and equipment consisted of the following at June 30. 2014: 

(In thousand) 

Land for operations 	 $ 	7,260 
Buildings and improvements 	 135.807 
Construction in progress 	 20,455 
Computer equipment and software 	 11,804 
Furniture, fixtures, and other 	 17,754 

193,080 
Accumulated depreciation and amortization 	 (69.811) 

Total 	 $ 123,269 

Depreciation and amortization expense was $9,468,000 during the year ended June 30, 2014. Of the 
total assets listed above. $11,791,000 was fully depreciated at June 30, 2014. 
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12. Bonds and notes payable 

(In I ho / isandc) 

lJnscc ured Colorado Educational and Cultural Facilities Authority Revenue Bonds, 

Tax Exempt, Series 2002A issued in the original principal amount of $25,053,000 

to refund the Industrial Development Authority of Arlington County (IDA) Tax 

Exempt Revenue Bonds Series 1997A and portions of the IDA Revenue Bonds 

Taxable Series 1997B: variable interest rate pursuant to rate swap, 0.08% as of 

June 30. 2014. due July, 2024, 	 $ 13,277 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue 

Refunding Bonds, Tax Exempt. Series 2012 issued in the original principal amount 

of $ 144,435.000. xN ith a variable interest rate reset weekly, 0.08% as of June 30, 

2014, due July. 2033. 	 136.965 

Unsecured Taxable Revenue Bonds Series 2009 in the aggregate principal amount 

Of $100,000,000 issued July 1, 2009 to refund the Extendible Floating Rate Notes, 

Taxable Revenue Bonds Series EXL5 on October 5. 2009: fixed rate of 6.30% due 

July, 2019. 	 100,000 

New York State Environmental Facilities Corporation private bonds issued in the 

aggregate amount of $50.000.000 with a fixed interest rate of 3.90%, due June. 

2024. 	 45.353 

Loans and mortgages, some of which are collateralized by the land, and payable in 

monthly installments, including interest ranging from 0% to 6.0%: final payments 

are due at various dates through 2033. 	 36,582 

Conservation Notes, unsecured notes payable in various amounts with interest 

ranging from 0.75% to 2.0%.  due at various dates through 2019. 	 24,999 

Other notes payable without interest due on demand 	 6,386 
Total 	 S 363,562 

The fair value of long-term debt, including current maturities, is estimated based on current market 

rates offered to or by The Conservancy for similar instruments. The fair value of the Unsecured 
Taxable Revenue Bonds Series 2009 is $122,199,000 based on market observable inputs at June 30. 

2014 and would he characterized within Level 2 if carried at fair value. The fair value of the NY 
State Environmental Facilities Corporation bonds is $47,676,000 based on the income approach 
method at June 30, 2014 and would be characterized within Level 2 if carried at fair value. Based on 
a blended borrowing rate of 4.24% as of June 30. 2014, the fair value of the remaining long-term 

debt is approximately $216,081,000 and would be characterized within Level 2 if carried at fair 
value. 
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The following schedule of amounts due is based on the maturity dates per the debt agreements: 

(In (ho lisa iids) 

2015 $ 	98.858 

2016 52.529 

2017 65.643 

2018 13.100 

2019 7.383 

Thereafter 126,049 
Total $ 	363,562 

13. Net  assets 

Temporarily restricted net assets are available for the following purposes: 

(In thousands) 

Land acquisition and other conservation projects 

Time restricted for periods after June 30 

Time and purpose restricted for periods after June 30 

True endowment gains subject to future Board of 

Directors' appropriation 

Total  

$ 	262,231 

217.319 

162.884 

113,843 

$ 	756.277 

Permanently restricted net assets are restricted in perpetuity: the income derived from these 

investments is expendable to support the operations of The Conservancy. The total amount of 

permanently restricted net assets on the consolidated statement of financial position includes the 

donor-restricted endowment funds of $ 165,838.000 displayed in the tables below, as well as other 

amounts such as those contributed to create a permanent capital fund. This fund, the land 

preservation fund, is used to finance capital projects and is to he maintained in perpetuity, for only 

this purpose. Permanently restricted net assets in the land preservation fund were $1 63,536.000 as 

of June 30, 2014. and the remaining of balance of permanently restricted net assets in the land fund 

was $3,736,000 as of June 30, 2014. 

Endowmnenifends are categoried in the to/lowing net asset classes as of June 30. 2014: 

(Ii thousands) 

Donor-restricted endowment funds 

Board-designated endowment funds 

Total endowment funds 

Temporarily Permanently 

Unrestricted Restricted Restricted Total 

$ (1,613) $ 113,843 $ 165,838 $ 278,068 

	

846,878 	 - 	 - 	846,878 

	

$ 845,265 	$ 113,843 	$ 165.838 	$ 1.124.946 
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Changes in endowment funds ht' net asset classification for the year ended June 30. 2014 are 

summarized as follows: 

(In thousands) Temporarily Permanently 

Unrestricted Restricted Restricted Total 

Endowment net assets, beginning of year $ 	749.672 $ 	87,961 $ 	155,549 $ 	993.182 

Investment returns 121,984 39.120 - 161,104 

Contributions and other revenue 155 442 10.127 10,724 

Interfund transfers 8,582 2.409 - 10,991 

Appropriation of assets for expenditure (51,201) - - (51,201) 

Net assets released from restrictions 16,089 (16,089) - - 

Subtotal endowment funds 845,281 113,843 165,676 1.124,800 

Reclassification of net assets (16) - 162 146 

Total endowment funds $ 	845,265 $ 	113.843 $ 	165,838 $1,124,946 

14. Assets and liabilities carried at fair value 

Assets cinci liabilities carried tit fair value are classified in the fair value hierarchy based on the 
lowest level of input that is significant to the valuation. 

Fair value for Level 1 is based upon quoted prices in active markets for identical assets and 
liabilities. Market price data is generally obtained from exchange or dealer markets. 

Fair value for Level 2 is based on quoted prices for similar instruments in active markets, quoted 
prices for identical or similar instruments in markets that are not active, and on model-based 
valuation techniques, for which all significant assumptions are observable in the market or can be 
corroborated by observable market data for substantially the full term of the assets. Inputs are 
obtained from various sources including market participants, dealers, and brokers. 

Fair value for Level 3 is based on valuation techniques that use significant inputs that are 
unobservable as they trade infrequently or not at all. 

The Conservancy uses the practical expedient to determine the fair value for some of its 
investments, which permits the use of Net Asset Value (NAV) without adjustment under certain 
circumstances. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding 
debt, The Conservancy has three interest rate swap agreements that fix the rates on several variable 
rate bonds. Interest rate swaps are valued using both observable and unobservable inputs, such as 
quotations received from the counterparty, dealers or brokers, whenever available and considered 
reliable. In instances where models are used, the value of the interest rate swap depends upon the 
contractual terms of, and specific risks inherent in, the instrument as well as the availability and 
reliability,  of observable inputs. Such inputs include market prices for reference securities, yield 
curves, credit curves, measures of volatility, prepayment rates, assumptions for nonperformance 
risk, and correlations of such inputs. The Conservancy's interest rate swap arrangements have inputs 
which can generally he corroborated by market data and are therefore classified within Level 2. 
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Fair value of interest rate swaps at June 30. 2014: 

(In thousan(A) 

Interest rate contracts 
Consolidated Statement of Financial Position location: 
Accounts payable and accrued liabilities 	 $ 	38,008 

Change in fair value in Consolidated Statement of Activities 

Other income 	 $ 	3,513 
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AccIs anti liahilitii's taic'goricd by input level: 

(In thu i/san(y) 
Level 1 Level 2 Level 3 Total 

Investments:  
Short-term investments $ 513 $ 20,586 $ 	- 5 21,099 
Repurchase agreements - 8.965 - 8,965 
Fixed income: 

U.S. treasuries 42,872 - - 42.872 
Asset-backed securities - 4,281 - 4,281 
Corporate debt - 294.806 - 294.806 
Mortgage-hacked securities - 14.007 - 14.007 
U.S. agency bonds - 132,390 - 132.390 

Public equity: 
Consumer discretionary 34,088 - - 34,088 
Consumer staples 10,557 - - 10.557 
Energy 8,289 - - 8.289 

Financial services 22,223 - - 22,223 

Health care 15.318 - - 15,318 

Industrials 47.761 - - 47,761 

Information technology 12.607 - - 12.607 

Materials 11539 - - 13,539 

Utilities 1.333 - - 1,333 

Other industries 269 - - 269 

Commingled equity funds - - 411.973 411,973 

Mutual funds 148.275 - - 148.275 

Closed end mutual funds 75,513 - - 75,513 

Hedge funds - - 244,839 244,839 

Private equity - - 202.281 202,281 

Private real estate - - 44.547 44,547 
Split interests. trusteed 143.704 116.114 15,586 275,404 

Split interests, non-trusteed - - 33.269 33.269 

Total investments at fair value 576,861 591,149 952,495 1120.505 

Collateral received under 
securities lending agreement $ 42.140 S - $ 	- $ 42,140 

Pledges receivable - - 222,770 222,770 

Total assets measured at fair value $ 619,001 $ 591,149 $ 	1,175.265 $ 2,385,415 

Interest rate saps liability $ - $ 38.008 $ 	- $ 38,008 

Payable under securities 

lending agreement 42.140 - - 42,140 

Total liabilities measured at fair value $ 42,140 $ 38,008 $ 	- $ 80,148 

Investments included in Level 3 primarily consist of The Conservancy's ownership in alternative 
investments (principally limited partnership interests in hedge and private equity funds) as well as 
public equity investments held within private arrangements. The value of certain alternative 
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investments represents the ownership interest in the NAV of the respective partnership. 
Approximately 72.44% of Level 3 investments held by the partnerships consist of marketable 
securities and 27.56% are securities that do not have readily determinable fair values. The fair 
values of the securities held by limited partnerships that do not have readily determinable fair values 
are determined by the general partner and are based on appraisals, or other estimates that require 
varying degrees ofjudgment. If no public market exists for the investment securities, the fair value 
is determined by the general partner taking into consideration, among other things, the cost of the 
securities, prices of recent significant placements of securities of the same issuer, and subsequent 
developments concerning the companies to which the securities relate. The Conservancy has 
performed significant due diligence around these investments to ensure NAV is an appropriate 
measure of fair value. 

Investments valued using NA V as of ,June 30. 2014: 

(In thousands) 	 Unfunded 	Redemption 	Redemption 
Fair Value Commitments 	Frequency 	Notice Period 

Global equity funds 	S 193,651 	$ 	- 	Monthly. quarterly 	10 business days. 30 
days 

International equity funds 	218,322 	 - 	Monthly 	 6 business days. on 
I 5th of prior month. 
60 calendar days. 90 
days 

Bond funds 	 50.632 	 - 	Daily 	 Daily 

Hedge funds 244.839 18.605 Monthly. quarterly, 	45 - 90 days 
scm i-annually. 
rolling 2, 3 & 4 
years 

Private equity funds 201,075 36.061 N/A 	 N/A 

Real estate funds 44,547 29,383 N/A 	 N/A 

Total $ 	953.066 $ 	84,049 

The Conservancy uses a standard charitable gift calculation model and the IRS discount rate to 
determine the present value of split interest agreements where The Conservancy serves as trustee. 
For split interest agreements where The Conservancy is not the trustee, valuations are based on the 
values reported by third-party trustees, while noting that the valuation techniques for future 
distributions expected to be received over the term of the agreement and unobservable inputs - such 
as discount rates, life expectancies, and trust payouts - may vary widely among trustees. There is no 
market for these agreements, and they are therefore classified within Level 3. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

Rollfoi'ii'arcl of Level 31inunciLl! instru,ne,its: 

(f/i thuiisaiuls) 

Fair value 	Reali,.ctl 	Unrealized 	Purchases 	Sales 	Fair value 
as of 	gains (losses) gains (losses) 	 as of 

June 30, 2013 	 .June 30, 2014 

Commingled equit\ funds S 	290.852 	5 364 	$ 62.076 	S 60.000 	5 (1.319) 	5 411.973 
ledge funds 180.090 2382 35.014 57.905 (30.552) 244.839 

Priate equit\ 191.310 15.774 24.075 16.352 (45.230) 202.281 
Real estate 30536 1232 4.686 14.775 (6.682) 44547 
Split interest arrangements 55.034 II (4.674) 1.449 (2.965) 48.855 

Total 747,822 19.763 121.177 150.481 (86.748) 952.495 
Pledges receiahlc 178.082 - 44.688 - - 222.770 

I olal imestments and pledges 5 	925.904 	5 19.763 	$ 165.865 	S 150.481 	5 (86.748) 	S 1.175.265 

Of the net realized and unrealized gains of $185,628,000 in the table above, $140,940,000 are 
reflected in the accompanying consolidated statement of activities as investment gains. The 
remaining amounts include a net $44.688.000 increase in pledges, of which a $45,188,000 increase 
is reflected in the accompanying consolidated statement of activities as dues and contributions and a 
$500,000 decrease is reflected as conservation activities and actions program expense. 

Investment gains consisted of the follo ing for the year ended June 30. 2014: 

(In IIloiIS(ifl(Is) 

Dividends and interest income 	 $ 	26.322 
Realized and unrealized gains (net of- expenses of $12,379) 	198,392 
Change in value of split interest arrangements 	 10.499 

Total investment gains 	 $ 	235,213 

15. Leases 

The following is a schedule of future minimum lease payments for all operating leases as of 
June 30. 2014: 

(In thousands) 

2015 
2016 
2017 
2018 
2019 
Thereafter 

Total iii in im um lease payments 

$ 	7.091 
4,870 
3,459 
2.808 
1,894 

$ 	4,902 
$ 	25.024 

Rent expense vas $11,646,000 for the year ended June 30, 2014. 
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The Nature Conservancy 
Supplemental Schedules 
For the years ended June 30, 2014 and 2013 

SUPPLEMENTAL SCHEDULES 

Following are supplemental schedules: 

Consolidated statements of financial position as of June 30, 2014 (with comparative totals as 
of June 30, 2013). 

Summarized consolidated statements of activities for the year ended June 30, 2014 (with 
comparative totals for the year ended June 30, 2013). 

Schedule of functional expenses as reported in the consolidated statement of activities for the 
year ended June 30, 2014 by natural account classification (with comparative totals for the 
year ended June 30, 2013). 

While these schedules are not required under Generally Accepted Accounting Principles, 
they provide useful additional detail to help the user of these financial statements understand 
how funds are spent, as well as providing prior year comparisons. 
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The Nature Conservancy 
Supplemental Schedule - Consolidated Statements of Financial Position 
As of June 30, 2014 and 2013 

(Aniounts in tliouswids) 	 2014 	 2013 

Assets 

Cash and cash equivalents 179.262 $ 	107,718 

Restricted cash 29,304 29,620 

Government grants and contracts receivable 21.822 24.542 

Pledges receivable, net 222.770 178.082 

Collateral received under securities lending agreement 42,140 49,169 

Deposits on land and other assets 27.493 31.275 

Property and equipment, net of accumulated depreciation 

and amortization 123.269 105.3 17 

Investments - Capital fund 684,932 644.254 

Investments - Split interest arrangements 307,963 286,263 

Investments - Endowment hind 1.127.610 995.846 

Conservation lands 1.81 5.004 1,865,034 

Conservation easements 1.937.343 1,866,197 

Total assets $ 	6.518.912 $ 	6,183,317 

Liabilities 

Accounts payable and accrued liabilities 	 $ 	100,161 	$ 	100,801 

Payable under securities lending agreement 	 42,140 	49,169 

Deferred revenue and refundable advances 	 89,058 	92.076 

Bonds and notes payable 	 363.562 	376,346 

Split interest arrangements 	 146.532 	143.874 

Total liabilities 	 741,453 	762.266 

Net assets 

Unrestricted 

Undesigriated I 7.952 (48.284) 

Land, easements, and project funds 3.820,356 3,764,115 

Board-designated quasi endowment and similar funds 849.764 754,171 

Total unrestricted 4,688.072 4,470,002 

Temporarily restricted 756.277 634.916 

Permanently restricted 333. 110 3 16, 133 

Total net assets 5,777,459 5,421,051 

Total liabilities and net assets $ 	6.518.912 $ 	6.183,317 
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The Nature Conservancy 
Supplemental Schedule - Summarized Consolidated Statements of Activities 
For the years ended June 30, 2014 and 2013 

(A mo on Is' in thousan(A) 
	

2014 	 2013 

Support and revenues 

Dues and contributions 

Land and easements contributed for conservation 

Government grants and contracts 

Investment income 

Sales of conservation land and easements to 

governments and others 

Other 

Total support and revenues 

Expenses 

Program expenses 

General and administration 

Fund-raising 

General fund-raising 

Membership development 

Total expenses 

Increase in net assets 

Net assets at beginning of year 

Net assets at end of year 

$ 	560,417 	$ 439,052 

57,614 73,386 

120,687 120.717 

235,213 116,725 

80,915 108,628 

59.433 90,663 

1,114,279 949,171 

	

541,179 	560,201 

	

121,776 	115,448 

	

67,099 	66,910 

	

27,817 	22,101 

	

757,871 	764.660 

	

356,408 	184,511 

	

5,421,051 	5,236.540 

$ 5,777,459 $ 5,421,051 

26 



The Nature Conservancy 
Supplemental Schedule - Schedules of Functional Expenses 
For the year ended June 30, 2014 with summarized totals for the year ended June 30, 2013 

(4 0/01/fl! S Ill f/iou (1//dc) 

Personnel 
Contract. professional Ices 
Grants and allocations 
Supplies 
Ic Icc om m Un ic at ions 
Postage and mailing service 
Occupancy 
Equipment rental and maintenance 
Printing and publication 
Travel 
Conferences and meetings 
Interest 
Depreciation and amortization 
Equipment 
Faxes and licenses 
tilities, repairs, maintenance, and construction 

Insurance 
Real estate taxes 
Closing costs 
Contributed goods and services non-cash expense 
All other 
Subtotal 
Fkok value of conservation land and casements sold 
or donated to government and others 

Total 

Program expenses Support services expenses 
Conservation Fund-raising Total Support Totals 
activities and General and General Membership services 2014 Total 2013 Total 

actions administration fund-raising development expenses expenses expenses 

$ 	182.150 S 	71.353 S 	52.115 5 	4,241 5 127,709 5 309,859 5 298.381 
65.972 12.331 3.034 6.446 21.811 87,783 79,333 
49.287 III 27 - 138 49.425 44.873 

8.150 4.026 594 1,963 6,583 14,733 13.279 
1.761 1.506 227 17 1,750 3,511 4.305 
1.579 281 395 8.494 9.170 10.749 8.996 
1,966 9.438 242 - 9.680 11.646 12.139 
4,300 1.390 195 1 1,586 5.886 5.966 
4,034 264 956 5.909 7.129 11.163 9,196 

15,642 3.390 2,960 128 6.478 22.120 20.847 
7.277 2.087 2.096 23 4.206 11.483 10,277 

18.612 6 - - 6 18.618 19,004 
7.121 1.858 489 - 2.347 9.468 8.170 
2.911 125 24 - 149 3.060 2,649 

983 981 81 20 1.082 2,065 1.884 
7.110 1.986 165 - 2.151 9.261 6,900 
2,535 1.556 49 1 1.606 4.141 3,964 
5,578 914 9 - 923 6,501 5.429 
1,026 539 - - 539 1,565 3.128 

10.005 6.572 3.347 570 10,489 20,494 28.244 
3.430 1.062 94 4 1.160 4,590 16.385 

401.429 121.776 67.099 27,817 216.692 618.121 603349 

139.750 - - - - 139.750 161.311 
5 	541.179 5 	121,776 5 	67,099 5 	27.817 5 216,692 $ 757,871 5 764,660 

77 



8/28/2015 
	

CERTIFICATE OF VENDOR COMPLIANCE 

STATE OF HAWAII 
STATE PROCUREMENT OFFICE 

CERTIFICATE OF VENDOR COMPLIANCE 

This document presents the compliance status of the vendor identified below on the issue date with respect to certificates 
required from the Hawaii Department of Taxation (DOTAX), the Internal Revenue Service, the Hawaii Department of Labor 
and Industrial Relations (DLIR), and the Hawaii Department of Commerce and Consumer Affairs (DCCA). 

Vendor Name: THE NATURE CONSERVANCY 

DBA/Trade 	THE NATURE CONSERVANCY Name: 

Issue Date: 	08/28/2015 

Status: 	 Compliant 

Hawaii Tax#: 

FEIN/SSN#: 	XXXXX2652 

U 	 XXXXXX1123 

DCCA FILE#: 	2202 

Status of Compliance for this Vendor on issue date: 

Form 	Department(s) 	 Status 

A-6 	 Hawaii Department of Taxation 	 Compliant 

Internal Revenue Service 	 Compliant 

COGS 	Hawaii Department of Commerce & Consumer Affairs 	 Exempt 

L1R27 	Hawaii Department of Labor & Industrial Relations 	 Compliant 

Status Legend: 

Status Description 
Exempt The entity is exempt from this requirement 

Compliant p 
The entity is compliant with this requirement or the entity is in agreement with agency and actively working towards 
compliance 

Pending The entity is compliant with DLIR requirement 

Submitted The entity has applied for the certificate but it is awaiting approval 

Not 
Compliant The entity is not in compliance with the requirement and should contact the issuing agency for more information 

https//vendorsehawai I gov/hce/app/view-certificate html 	 1/2 
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United States Department of the Interior 
INTERIOR BUSINESS CENTER 

Indirect Cost Services 
2180 Harvard Street, Suite 430 

Sacramento, CA 95815 

July 27, 2015 

Ms. Laura Travis. Director, Grants Services Network 
The Nature Conservancy 
4245 N. Fairfax [)rive, Suite 100 
Arlington, VA 22203-1606 

Dear Ms. Travis: 

Enclosed is the signed original Negotiated Indirect Cost Rate Agreement that was processed by our office. 
If you have any questions concerning this agreement, please refer to the signature page for the name and 
contact number of the negotiator. 

As a recipient of federal funds, the regulations require you to maintain a current indirect cost rate 
agreement. For provisional/final indirect cost rates, Indirect Cost Proposals should he submitted on an 
annual basis, and they are due within six (6) months after the close of your fiscal year. For predetermined 
rates and approved rate extensions, proposals are due in our office six (6) months prior to the expiration 
of your current rate agreement. Please note that proposals are processed on a first-in, first-out basis. 

Common fiscal year end dates and proposal due dates are listed below: 

Fiscal Year End Date [ Proposal Due Date 
September 3 1 

March 31 
December 3 1 June 30' 

June 30th December 3 1 

Please visit our Web site at http://www.doLgov'Ihe/services/Indirect Cost Services for guidance and 
updates on submitting future indirect cost proposals. The website includes helpful tools such as a 
completeness checklist, indirect cost and lobbying certificates, sample proposals. Excel worksheet 
templates, and links to other Web sites. 

Sincerely, 

i 
Deborah A. Moberly ' 
Office Chief 

Enclosure 

Reir J40ther Non-Profit. (ivain.Vi.Puerto Rico/Nonprofit\Nature Conservancy (Nacoh6296FY 14F I 6P\Naco-Issuel tr, 14! 161' doex 

Phone: (916) 566-7111 	 Email: lCS4/ibc.doi.gov  
Fax: (916)566-7110 	 Internet: hltp:/'www.doi.gov/ibc/services/Indirect - Cost services 



Nonprofit Organization 
Indirect Cost Negotiation Agreement 

PEP: 	53-0242652 

Organization: 

IDe Nat 1150 Conse rvanciy 

4245 N. Fairfax Drive, Suite 100 

!\rrnqtori, VA 22203-1606 

Date: July 27, 21115 

Report No(s).:15-A-0929 14F 

15-A-0930 161' 

Filing Ref.: 

tast Negot tall on Agree-non' 

uated June 20, 2074 

Tee md reel cost rates, consaised herein are for use on grants, contracts, 

and other ao;reenenLs with the Feuera I GovernmenL to whi oh 2 CFI% Part 200 
apply tar I: i seal years beqmnnrng on or alter December 26, 2014 subject to the 

limitations contained in Section ii .A. of this agreement. 	Applicable Cliii 

Circulars and the requ Jut tons a 2 ("FR 230 will continue to apply to teder a 

fends awarded prior to December 26, 2014. 	The rates were negot 1 ated by the 

Depa romerit of the mt en or, int€mr± or Business Cens er, and the sub i  oct 
orgarii suLlen in accordance with tee authority contancd in anpl icabie 
regal at-  tons. 

Section I: Rates 	 Pace 1 of 2 

P tIed. lee Period 	 Appi icable 
type 	 From 	 To 	Rate 	Locations 	 To 

ttxed Darryferward 	07/01/I 11- 	06/30/16 	21.607 1/ All 	 Al I Programs 

Frirge Benefm I Rates 

Final 07/01/13 36/30/1 4 42. 32% 2/ Al 1 PeTs I a 	Salar leo 
Sinai 07/01/13 06/30/14 12.647 3/ All -  Short -Term Salaries 
Final 07/07/13 06/30/14 11.1 .32% 4/ All Forelon 	Salaries 

Poovi slona 1 07/01/15 06/30/76 40 . 00% 2/ Al 1 Regular 	SaLaries 
Provisional 07/01./1S 06/30/16 1 2.007 3/ All Short-Term Sal ar rca 
Provisional 07/0 1/15 06/30/16 ii . 007 4/ All Foreign Salaries 

1/Base: 	brat direct coors, 	less external 	traristers and the va uo of 	land sold or 
donated 	to government .agenol es ard 	doer 	conservation organ zam.ions . 	Pguiprment 
costs 	valued between $3, 000 	and $50, 000 	are included in 	the ha so 	1. list ted 	to 	toe 
first 	year of 	capitalization. All subawards, 	regardless of dollar amounts, 	are 
included in the base. 

2/Base: totaL 	salar lea and wages for 	regular employees. 

3/Base: Total 	salaries and waves for 	shim rl.-Lerm employees. 

4/Base: Total 	sal an. es and wages for 	fore I go eniployeas 

Note: 	the- foreign 	sararies 	fringe 	benefit 	rates 	reterto 	benefirs 	that 	are 	paid 
reotraliy by 	TNC' a 	heaoquarrers . Addrtlonal 	benefits 	are 	pa Id 	Locally 	by 	TNC' a 

forem go lees Irons which a- re charged directly so goveromens: awards. 



Section I: Rates (c rat ireno) 	 Ege 	I 

Treatment of fringe benefits: Fringo beroefi:s ppl.icbe to dIoc:L saioo;es 

ffii wgn s a--,,,  t,reated as ioc 	costs; f r r;e tentit 	pb[- I-o loll reo 

I - i 	an 	waqeE a r 	i oat d ac 	n-I i r oct costs.  

Treatment of Paid Absences: 	(a) F 	erie Fr yecs paid )ri TN°' s U. S. 1, 

the r'o't 	t voat Inn, hodiiay an 	si 'P Lenve pay one 	no] d- 	in 

	

oh iii I z,-, 	0' 0 I r n je 	eOn- 	rale ar.,cl a ie not 	no Lu mi in t ho di no 	c; St S 

c 	s. Hr 	s ml wages. 	'1 sins tor direct ,'dIo 	nj arid wi es oust ox il ,oe 

FL am c 	UI 	r or p i° I or accrued 	eriiploye,as for periods when they are r n 

vaati n, 	1llai or oh ak leave. 	Ot,her paid obserccma acm bi'ied dio&ctly. 

(O For' rmpl roe,' paid on I oi payrolls -iii 	h;r cmunrry Diagrams, poid 

or b i 1 H d Ci imc1  ly. 

Section II: General 	 Page 1 or S 

T 	Limitations: ho; 	of 	tie 	rote 'o, 	=Lt-airied 	ii. 	t hIll roomcnt is subject 	t,cl 
any 	4apl 	camle olaF ut 01 y 	I FrI 	at F uris. 	Acceptance 	or he r H e Is agree-,J 

CCF 	Ic 	pre- mica up 	it 	these 	'cridiLi 	rn: 	1) 	rio a other th;i 	thcm 

if -'ur rod 	by 	LhO out '-oct 	rq0r 	at a on 	were 	'U 	LI ie I 	i o it I nIl on H cost 	rate 
propoc-; a 1 , 	(]:) 	al 	sash 	Costs 	ore 	the 	eg a I 	oF _ignl iC 00 	1 	on 

.amni 1 or 	ypo.' 	(-,)St -o havo b so a leUO(Ie;J 	'0015 01 

	

red tmcm t , and (4) the saran cos! S 	P L hove h 	ri t 	-I m; in lirE) c t co's t S 

h ave riot neon to I a ire I as I reot costs (for example, suno F ins can he char,,jed 
ii ro or y to a 	req ran; or a 0  F vi y 	s I n 	us I heoe cost 	race t,, c(- port of t h 
supply too F s irs I ide I 	n the odd L oF CO S'- moon I for coo t no F aclirr,] r; i at r o t 1 

H. Audit: 	Al 1 	cost S 	(a; rOCI 	dir1 	I Id,  i  icc', 	to aro ii 	it, I 	n ,:r-rcsi rod 	sr 

mar c c t t 	aud jt 	Al 'o' t or. enl 5 t 	mo cmnt S 10-501 t 1110 from and i t 	I I - t 	co5 
at e ot I alt p air 	r 	oaF on t coal io 0 	fl 	cal open sod H the n eq i lacier  01 

his ac4r'unbenL was b0oel v,ri L be compenor ed for in a sobqiaenr neget j at- ien. 

C. Changes: The r a Li  s 	conta it 	ri t hi s a green or 	are hosed 	n t he 

orga r (oat 	m; a 	s1 no '1 nc al the a 'c;ounHng system or 	O P 	at 	Fe H i' 	no 
'acm 	000 501011 od. 	Chorqes i'i rrrqarracot;onal cmru mnr_,  cm sIo:IA-s it 

the met ml H a 'count Fog tin ccmts wh ch affect the orientaL of romp-  aoerr r 
o coal t in 	I nero use e 	cie, r0t (s) 	I ri th-is 	a 400en'en1  , 	re'iai r° the prior 
ap fleVO ; 	o 	tim' a - c op,,3 s  PIe ring' a I Lox 	ago-: H. 	La; I urn t a obt amri oo 
m Uprorm I may r 	ml' 	i r 1 oub,'c-  aucmrt ealot 	o. s -a  ]] WcmaCL 

iJ Rate Type: 
1.1°F xci Car n 	ri ord bit e: 	ThL 	fixed corryf onward rate 	is loose I or. ar,  

c-si Irate of 	F; 	0cm' 1 thod will be inurr0d during the period tor whi 'Ii the  

node HP au-a'. 	shea t '10 act cal e ot 0 inn moo 	F c-rind ho'!-' 1) e en di eon Ii IV a, 0:1 

mI);rs rio-nt 	will 	or 	'no in In t 	r rl' r 	i Is .rc men; 4, 	it a -'E'.iaay, 	to 

Cc (trOt riO at e I 	Fir' 	a - 	a i- ti or' me cme. -0 	I1e Coa t a lased t o c,s ob 1 1 	the I ] x° 4 

O 0 1 c a 2d I Ii 	a 	t cm 	s H 

2. 	v a si 	ama I / P in-i Rat e : 	do t h in c 	( R) 	or cot ho al,  I el, ye 3r- 	oral, 	a 	f 	r"')  
F rid irr 	'1 	C-),! 	cm; e pr m 	sa1 	trust be 	oat :;.itt oI boo I 	oo 	a, 	; 

F] IHirgs 	aral 	charq' t-(-) 	'ntra 	;Is aril 	Iran'  a' 	must be 	a a j model 	It 	the 	firma' 

rood- 	carIes 	to on 	Phi- pr V Hoao rare .11 	the 	flood roo 	cm 	jocod or 	lfleO 	115 
provisic)iial 	rote 	mOO there 	are 	OrG furodo 	oval 	thin to 	"c-v°" 	he 	oldI 	oraa] 

in 	r e 	C, r 	scm, 	rho aria 	oat. i 	o o oy 	nod 	re C C,  ocr 'a] I 	i;rOrFi 0' 	nm 5. 

liria I 	rate 	cm' Hrivrrsrly, 	if 

	

'-Ile ess 	OflalO 	Ho pro' isionol 	rH e, 	tFm 
o rqan]'otmn 	will 	o nega 	rd paw 	back 	tot, 	jiltoreri c,e 	to 	the 	t'oradirig 

a Hfl' H 



Section II: General (con intueri) 	 Fqc 2 of 2 

. PredeterrnF flea Rate: 	A prernern5inea rt 	is 	rr F 11 d i r eat 	root 	i0t. 

app 1 1 cai 	P 	t 0 	0 	s pe c 1 e J 	aij r rca n 	o r 	f at a rre r ad, 	ii a i F y 	t he 
organ}/)tier'. 	ira] yntar. 	71)e rate. is based on ari eatinatti: ra tfe -o to 
Fe in:uxrcd dot iiq the porica. 	A 	edet'mln0ct raLc is ro' 	oa€Cl 	to 
ociustrr 5ra . 	(hr 	°ase c F i cqrit L'o 	reirA a, 	tradcrrmiri oF rot en 6 re riot 

tteJ 	o 	L A r1 	:ar:ric a; they °°F 	A D we v ot, be Ott for gLItits or 
COot oit ' 	iqc 10 rLa 

4. Fa 	Ixertsi oil : 	Only final 	rid fre 	crnifl F not r,  s noy hr 	OL1O bie icr 
cons LAnrir ion o f rt0 cxi cnn ens. 	R e nueni a for r A 	xers i is at a cnrynt 
lat, 1. w 11 Fe at a 	w A or 	i.e-f yc ' 	b 	a. 	If in ext erci on 	i 	grant ad, 
t 	nor-FcrF°r of c,  ii Sty roy ta F repuan 	d rote rvics ant i 	re ax errion 
friia ciii. 	In the 	 a Y at e 	 taunt, tt 	1oFoderi 

ant ity 	riot 	s"11-:1 	no 	ai 	troorl 	;o 	fr 	raxt 	fi' 	frod. 

Ii. Agency Notification: 	Co fis Ur thia clocunor u:iv L e, Ec rot lid 	ttini 

feAt a if 01 f 's 	a 	no-i: a 	I nat fy ad tAil a 	I Itcagroern -r 	coat annnd 
hr-ac in. 

F. Record Keeping: 	Organ / a cats 	ira st 	rit a i rrt ai 	cc-ount in 	N 	 IF A 

o- 

 

Tsrt - t-t a-in- h cyo-   - 	± 	s 	too be on trootri corlsirtenl ly citbor 	a 
Jr --t coo 	or -  in 	-idirec 	c N. 	Ar cocoa perJ1nirrg 	th 	a cf pi iiran 
dial rimt At -fl 	at as a-il ar_ 	, trvo I, and rI  4  rol Nato, aLiai I A 

(111 a 	dfitU - P I  1/1; 

C. Reimbursement Ceilings: A rt a- / r°  a 	or 	r mar 	gra 01. rP 	 ill ii 

far 	F a 	n Iridi i e -I 	p- an n it a ' j rein F urrrnnf 	an our a ara 	of 	a tao 
on F ] i a to 	t F 	it A of :11 	F 	I 	r i 	F- 1 01 Nit 	icre°r 0.1 	. 	I F t fr 	F 1 i a 	rate  
- 	high 	ir 	he Ill tl r  e 	in jo -Sian J 	f 	Fia 	rc-Tan 1 , 	- 1 

egot i IN /0 t a aj I 	Ac 	a F 	ri C-  rhine I F° 	anan tnt 	ocar . 	..r 1  

Ii. Use of Other Rates: 	15 	a 1,7 	or 1 proara -t 	or 	oInnr.in •t 	tUrn 

coon: 	 ht a rirdilt e/crnr rhuO 	F 	no 	rc ofi n U a ire opor 	. 	a 

i. n, 	hi a 	o in ant U , 	tn-g NIL e 	at r,-,  A o a a non i 	d - 1 	i 	' 	a. I 	- F a 

of F a I e ci t 	ran , 	r 	I h 	n r 	ci r a 	a 	oh c I A F 	 a 	i t r t I I 	r fie 

r-L0xrrIurr. an -iN-of1 a riii r 	-- 	ill 	- ohi - tc the -  - 	1011 ON 

I. Other: 
1. 	TAn 	irç --- 	I an in-hr ecf 	 nt0 	Us I 	tic 1:te 	r[ic 	ii 	TI 

ci I linq 	It in 	at 	Ar 	, 	I t- hir air 0 	aS 1a 	 a Un 
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The Nature Conservancy 
Consolidated Financial Statements 
For the year ended June 30, 2015 
And report thereon 



Independent Auditor's Report 

To the Board of Directors of 
The Nature Conservancy: 

We have audited the accompanying consolidated financial statements of The Nature Conservancy ("the 
Conservancy") and its chapters and affiliates, which comprise the Consolidated Statement of Financial 
Position as of June 30, 2015, and the related Consolidated Statements of Activities and of Cash Flows 
for the year then ended. 

Management's Responsibility for the Consolidated Financial Statements 

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

Auditor's Responsibility 

Our responsibility is to express an opinion on the consolidated financial statements based on our audit. 
We conducted our audit in accordance with auditing standards generally accepted in the United States 
of America. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the consolidated financial statements are free from material misstatement. 

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

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of The Nature Conservancy and its chapters and affiliates as of June 30, 
2015, and the changes in their net assets and their cash flows for the year then ended in accordance 
with accounting principles generally accepted in the United States of America. 

!'ricE'u'aIerhouse( 'oupers LIT, 180() iLjSO11S BotIl('L'Qrd, M(LL'Q!l, VA 22102-4261 

'I': (703) 918-3000, F: (703) qi8 3100, www.ptic.coin/us 



Other Matter 

Our audit was conducted for the purpose of forming an opinion on the 2015 consolidated financial 
statements taken as a whole. The accompanying summarized Consolidated Statements of Financial 
Position as of June 30. 2015 and 2014, the summarized Consolidated Statements of Activities for the 
years ended June 30, 2015 and 2014, and the Schedule of Functional Expenses for the year ended June 
30, 2015, with summarized totals for the year ended .June 30, 2014 are presented for purposes of 
additional analysis and are not a required part of the consolidated financial statements. The 
information is the responsibility of management and was derived from and related directly to the 
underlying accounting and other records used to prepare the consolidated financial statements. The 
information has been subjected to the auditing procedures applied in the audit of the consolidated 
financial statements and certain additional procedures, including comparing and reconciling such 
information directly to the underlying accounting and other records used to prepare the consolidated 
financial statements or to the consolidated financial statements themselves and other additional 
procedures, in accordance with auditing standards generally accepted in the United States of America. 
In our opinion, the 2015 information is fairly stated in all material respects in relation to the 
consolidated financial statements taken as a whole. The 2014 prior year summarized comparative 
information has been derived from the Conservancy's 2014 consolidated financial statements, and in 
our reported dated October 10, 2014, we expressed an unqualified opinion on those consolidated 
financial statements. 

---~ a* Ap6v~~W lly 
October 9, 2015 



The Nature Conservancy 
Consolidated Statement of Financial Position 
As of June 30, 2015 

(rI /110 1/fl is in tlio lisa/I LIS) 

Assets 
Cash and cash equivalents 
Restricted cash and cash equivalents 
Restricted short-term investments 
Government grants and contracts receivable 
Pledges receivable, net 
Securities pledged under securities lending agreement 
Other assets 
Property and equipment. net  of accumulated depreciation 

and amortization 
Investments 

Investments - Capital fund 
Investments - Split interest arrangements 
Investments - Endowment fund 

Total investments 
Conservation lands 
Conservation easements 

total assets 

Liabilities 
Accounts payable and accrued liabilities 
Payable under Securities lending agreement 
Deferred revenue and refundable advances 
Bonds and notes payable 
Split interest arrangements payable 

Total liabilities 

Net assets 
Unrestricted 

tJndesignated 
Land, easements, and project funds 
Board-designated quasi endo me nt and similar funds 

Total unrestricted 
Temporarily restricted 
Permanently restricted 

Total net assets 
Total liabilities and net assets 

	

$ 
	

105,090 
14.820 
25,000 
21,776 

219.519 
33.582 
36,546 

132,261 

820,909 
301.444 

1,160,816 
2,283,169 
1,809,805 
2,030.932 

$ 6,712,500 

	

$ 	103.482 
33,582 
99.748 

376.741 
174,979 
7Q2 cfl 

8.875 
3.969.854 

867,91  3 
4,846,642 

730,973 
2 

The aecompan ring notes are an integral part of these consolidaletltinancial statements. 
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The Nature Conservancy 
Consolidated Statement of Activities 
For the year ended June 30, 2015 

(Amounts in thousands) 
	

Temporarily Permanently 

Unrestricted restricted restricted 	Total 

Support and revenues 

Dues and contributions 

Contributed goods and services 

Land and easements contributed for conservation 

Government grants and contracts 

Investment income/(loss) 

Other income 

Total support and revenues before sales 

of conservation land and easements and 

net assets released from restrictions 

Sales of conservation land and easements to 
governments and others 

Net assets released from restrictions 
Total support and revenues 

Expenses 

Program expenses 
Conservation activities and actions 

Book value of conservation land and easements 

sold or donated to governments and others 

Total program expenses 

Support services expenses 
General and administration 

Fund-raising 

General fund-raising 

Membership development 

Total support services expenses 

Total expenses 

Increase/(decrease) in net assets 

Reclassification of net assets 

Total increase in net assets 

Net assets at beginning of year 
Net assets at end of year 

$ 241,857 5 261.787 $ 15.216 5 518,860 

	

26.209 	 - 	 - 	26,209 

	

99.544 	 - 	 - 	99,544 

	

99,209 	 - 	 - 	99,209 

	

68,318 	(24,119) 	 - 	44,199 

	

58,296 	 - 	 - 	58,296 

593,433 	237,668 15,216 	846,317 

101,238 	 - - 	101,238 

262,748 	(262,748) - 	 - 
957.419 	(25,080) 15,216 	947.555 

436.011 	 - - 	436,011 

137,194 	 - - 	137,194 

573.205 	 - - 	573.205 

136.586 	 - - 	136,586 

64,793 - - 64,793 

26,462 - - 26,462 

227,841 - - 227,841 

801,046 - - 801.046 

156,373 (25.080) 15.216 146,509 

2,197 (224) (1.973) - 
158,570 (25,304) 13,243 146,509 

4,688,072 756,277 333.110 5,777,459 
$ 	4.846,642 	$ 730,973 	$ 346.353 $ 	5,923,968 

The accompanying notes are an integral part of these consolidated financial statements. 
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The Nature Conservancy 
Consolidated Statement of Cash Flows 
For the year ended June 30, 2015 

(Aniounis ill tIloilSa/IcIs) 

Reconciliation of increase in net assets to 
cash provided by operating activities: 

Increase in net assets S 	146.509 
Non-cash adjustments: 

Contributed land and easements 5 	(102386) 
Losses on disposition of land. easements, and property 38.439 
Realized/Unrealized investment gains (60,000) 
Change in value of split interest investments (6,030) 
Change in value of interest rate swaps (515) 
Depreciation and amortization 8.894 (121.598) 

Changes in assets and liabilities: 
Decrease in receivables 3.297 
Decrease in restricted cash 14,484 
Increase in restricted short-term investments (25.000) 
Increase in other assets (2,000) 
Increase in split interests arrangements payable 28.447 
Increase in other liabilities 14,526 33,754 

Cash provided by (used in) land activities: 
Proceeds from sales of land and easements 103,896 
Purchases of land and easements (127.428) (23.532) 

Contributions for long-term purposes (15.215) 
Net cash provided by operating activities 19,918 

Investing activities: 
Proceeds from sale of capital and endowment investments 	 3,067,924 
Purchases of capital and endowment investments 	 (3.177,107) 
Purchases of property and equipment 	 (20,981) 
Other - net 	 (5,970) 
Net cash used in investing activities 	 (136.134) 

Financing activities 
Proceeds from securities lending program 8,558 
Repa) nients of securities lending program (8.558) 
Purchases of split interest investments (19.5 18) 
Proceeds from split interest arrangements 32,067 
Principal payments on debt (23.696) 
Proceeds from issuance of debt 37,975 
Proceeds from restricted contributions 15,216 
Net cash provided by financing activities 42,044 

Net change in cash and cash equivalents 	 (74.172) 
Cash and cash equivalents, beginning of year 	 179.262 
Cash and cash equivalents, end of- year 	 5 	105,090 

Supplemental data 

Interest paid 	 S 	16.851 

The tic cOlflpclfli'iflg nolec are an integral part of these eonsoliclatedtInancial  statements. 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

ACCOUNTING POLICY FOOTNOTES 

The following notes present disclosures of the significant accounting policies and related 
information relating to balances and amounts contained in the consolidated statements of 
financial position and activities. These notes are an integral part of the consolidated financial 
statements. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

1. ORGANIZATION 

The Nature Conservancy (The Conservancy) is a global conservation organization. The mission of 
The Conservancy is to conserve the lands and waters oil which all life depends. The Conservancy 
conducts its activities throughout the United States, Canada. Latin America. the Caribbean. Europe. 
Africa. Asia. and the Pacific. 

The Conservancy's primar sources of revenue are contributions from the public (including gifts of 
land), investment income, government grants, and sales of conservation interests to government 
agencies or other conservation buyers. These resources are used to help solve critical challenges by 
significantly improving the health of globally important natural systems that enhance the lives of 
people around the world. Working with partners including indigenous communities, governments, 
and businesses The Conservancy pursues solutions that protect and restore natural systems, use 
nature sustainably. and broaden support for conservation. 

2. CONSOLIDATED FINANCIAL STATEMENTS 

The consolidated financial statements are presented on the accrual basis of accounting and include 
the accounts of all The Conservancy's chapters and affiliates, both domestic and international, 
including those which are separately incorporated, receive gifts, and perform conservation activities 
in the name of The Conservancy. All significant intercompany transactions have been eliminated. 

The preparation of financial statements in conformity with accounting principles generally accepted 
in the United States requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from the estimated amounts. 

3. CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

Cash and Cash Equivalents, Restricted Cash, and Restricted Short-term Investments 
Cash represents operating cash held in hank accounts in high quality financial institutions in the 
United States and 35 other countries. The cash in non-U.S. accounts is uninsured, but is limited per 
country to amounts that, in the opinion of management, are not material to the financial statements. 
Cash equivalents represents short-term, highly liquid investments with maturities of three months or 
less when purchased. Restricted cash represents monies held in trust related to requirements of 
specific conservation project agreements. Restricted short-terni investments represent certificates of 
deposit held in trust related to requirements of specific conservation project agreements. 

Government Grants and Contracts Receivable/Deferred Revenue and Refundable Advances 
The Conservancy receives grants and contracts from federal, state, and local agencies to be used for 
specific programs or land purchases. The excess of reimbursable expenditures over cash receipts is 
included in government grants receivable, and any excess of cash receipts over reimbursable 
expenditures is included in deferred revenue and refundable advances. 

Pledges Receivable 
Pledges receivable represent unconditional promises to give and are reported at fair value by 
discounting the expected future pledge payments at the prime interest rate at the balance sheet date, 
and accordingly are categorized as Level 3 assets. The primary unobservable input used in the fair 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

value measurement of the Conservancy's pledges receivable is the discount rate. Significant 
fluctuations in the discount rate could result in a material change. The discount rate used in the 
present value technique to determine fair value of pledges receivable is revised at each measurement 
date to reflect current market conditions and the creditworthiness of donors. 	In addition, 
management evaluates payment history and market conditions to estimate allowances for doubtful 
pledges. Changes in the fair value of pledges receivable are reported in the consolidated statement 
of activities as contribution revenue except for changes in the allowance which are reported as 
program expenses at each subsequent reporting date. Pledges receivable past due by 90 days are, in 
the opinion of management, not material to the financial statements. 

Not recorded as pledges receivable are $48,228,000, that are conditioned upon The Conservancy 
raising matching gifts or acquiring certain conservation lands. Conditional promises to give are 
recognized as contributions when the donor-imposed conditions are substantially met. 

Securities Lending Agreement 
The Conservancy lends certain securities in its investment portfolio to qualified borrowers on a 
short-term, fully collateralized basis in exchange for interest to help offset custodial fees. Collateral 
in the form of cash in US dollars, securities issued or guaranteed by the US government, or 
irrevocable letters of credit issued by banks independent of the borrowers is marked-to-market on a 
daily basis, and the borrower is required to deliver the difference between the daily market value of 
the collateral and 102% of the loaned securities' original fair market value if denominated in US 
dollars or 105% if denominated in foreign currency. The lending agent, in its agreement with The 
Conservancy, guarantees the repayment of the loan in the event the borrower defaults. The 
Conservancy retains all the benefits of ownership including rights to dividends, interest, and other 
cash distributions pertaining to the loaned securities. The Conservancy also retains the right to 
redeem the loaned securities prior to the stipulated redemption date. 

At June 30, 2015, The Conservancy recorded $33,582,000 in securities pledged as collateral under 
its securities lending program and an equal amount payable to the borrowers under the agreement. 
These amounts are reflected in assets and liabilities in the consolidated statement of financial 
position. 

Property and Equipment 
Property and equipment are carried at cost. Depreciation and amortization is provided using the 
straight-line method for all depreciable assets over their estimated future lives as follows: 

Building and improvements 	 5 - 30 years 
Computer equipment and software 	 3 - 5 years 
Furniture, fixtures, and other 	 4 25 years 

Concentration of Credit Risk 
The Conservancy's excess cash is invested ith high quality institutions, the largest concentrations 
of which are invested in U.S. Agencies (69.4%), certificates of deposit (26.4%). and Repurchase 
Agreements (4.2%). 100% of the repurchase agreements are backed by U.S. Treasuries and U.S. 
Agencies. 

Pursuant to its investment policy, The Conservancy's investments cannot have more than 10% of 
their assets at market value in securities of any one issuer, be they short-term or long-term, other 
than the U.S. Government and its Agencies. At June 30, 2015, the single largest non-U.S. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

Government issuer exposure was 7.01% of the Capital and Endowment Fund investments. This 
issue is in the form of a global commingled equity fund. 

Investments 
Investments are carried at estimated fair market value and reported in three distinct categories: 

Capital fimcl - excess xkorking capital and funds held primarily for the future acquisition of 
conservation land, easements, and for funding other conservation projects. 

Split in1rest w7angine'nts - donations that are held in trust by The Conservancy or third 
party trustees, representing beneficial interests in trusts. 

Endou'mL'nI fund— funds held as long-term capital to generate income for The Conservancy's 
operations. 

Lnclou'nient Investment and Spendin,L Polici's 
The Conservancy's Endow ment (Endowment) Includes both donor-restricted endowment funds and 
funds allocated to quasi endowments, which by Board policy function as endowments. The amount 
of Endowment income provided each year for operations is established by the Finance Committee 
of the Board, through its adoption of an annual endowment spending rate and spending rate base. 
The spending rate for the year ended June 30. 2015 was 5.0% of the average fair market value of the 
60 months of calendar years 2009 through 2013. 

The Conservancy recognizes that risk must be assumed to achieve its stated long-term investment 
objectives. Therefore, asset allocations and ranges are necessarily diverse, and consider liquidity 
needs. The Conservancy has considered its ability to withstand short and intermediate term 
variability and concluded that the portfolio can tolerate some interim fluctuations in market values 
and rates of return in order to achieve its objectives. however, The Conservancy realizes that 
market performance varies and that the portfolio's investment objectives may not be achievable 
during short-term periods. 

The Conservancy has chosen not to manage its underlying assets directly, but to utilize independent 
investment managers. To maintain prudent diversification and to manage risk. The Conservancy's 
portfolio is divided among 50 to 60 separate managers. 

Conservation Lands and Easements 
The Conservancy records land and land interests at cost if purchased or at fair value at the date of 
acquisition, if all or part of the land was received as a donation. Fair value is generally determined 
by appraisal at the time of acquisition and is not subsequently adjusted. Upon sale or gift, the book 
value of the land or land interest is reported as a program expense and the related proceeds, if any, 
are reported as revenue in the consolidated statement of activities. 

Conservation land is real property with significant ecological value. These properties are either 
managed in an effort to protect the natural biological diversity of the property, or transferred to 
other organizations who will manage the lands in a similar fashion. 

Conservation easements are comprised of listed rights and/or restrictions over the owned property 
that are conveyed by a property owner to The Conservancy, almost always in perpetuity, in order to 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

protect the owned property as a significant natural area, as defined in federal tax regulations. These 
intangible assets may be sold or transferred to others so long as the assignee agrees to carry out, in 
perpetuity, the conservation purposes intended by the original grantor. Conservation easements, by 
their very nature, do not generate material amounts of cash inflow annually. 

Bonds and Notes Payable 
The Conservancy uses debt, both fixed and variable, primarily to finance the acquisition of 
conservation lands and easements. Debt is reported at carrying value. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding 
debt. The Conservancy has three interest rate swap agreements. The Conservancy pays a fixed rate 
of 4.373% on $95,375,000 in return for receipt of variable rate interest in the amount of 3- month 
LIBOR and pays a fixed rate of 2.962% On $190,000,000 in return for receipt of variable rate 
interest in the amount of 67% of 3-month LIBOR. The Conservancy pays a fixed rate of 3.56% on 
$25.053.000 in return for receipt of variable rate interest in the amount of 67% of i-month LIBOR. 
Maturities of the swap agreements range from 2027 to 2033 and the counterparty to these swaps has 
the option to terminate at their discretion. The fair value of these interest rate swap agreements are 
reflected in the accompanying consolidated statement of position as accounts payable and accrued 
liabilities. 

Due to the nature of certain variable rate bond agreements. The Conservancy may receive notice of 
an optional tender on its variable-rate bonds, in which case The Conservancy would have an 
obligation to purchase the bonds tendered if unable to secure a different source of financing at that 
time. At June 30, 2015, The Conservancy had a standby liquidity support agreement with a 
financial institution to support the original principal amount of $ 100.000,000 of the variable rate 
demand obligations. Under this agreement, the financial institution agreed to supply additional 
liquidity to The Conservancy up to that amount, with which The Conservancy could purchase the 
bonds if The Conservancy could not remarket the bonds. In the event of a draw on the 
$100,000,000 liquidity support line, the due date would be three years from the earlier of the date of 
the draw or September 13, 2015. 

On September 14, 2015, The Conservancy replaced the aforementioned agreement with a standby 
liquidity support agreement with a financial institution to support the original principal amount of 
$50,000,000 of the variable rate demand obligations. Under this agreement, the financial institution 
agreed to supply additional liquidity to The Conservancy up to that amount, with which The 
Conservancy can purchase the bonds if The Conservancy cannot remarket the bonds. In the event 
of a draw on the $50,000,000 liquidity support line, the due date would be September 14, 2018. 

Interest expense incurred on total notes payable for 2015 was $17,888,000. 

Split Interest Arrangements 
The Conservancy enters into split interest arrangements whereby donations are held in trust by The 
Conservancy or third party trustees and invested. Agreed-upon amounts of the invested funds are 
payable to the donor or the donor's designee for a specified period of time or until the donor's 
death, after which time The Conservancy may use the investments for operations or a restricted use 
specified by the donor. The donated trust asset investments are recorded at fair value based on the 

latest available information. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015  

The Conservancy utilizes an IRS-approved annuity table to actuarially calculate the liability 

associated 	ith the estimated donor payments under these arrangements. The Conservancy 

determines the discount rate to he used in the month the split interest arrangements are entered into 

with the donor and these rates have ranged from I% to 9%. The present value of the actuarially 

determined liability resulting from these gifts is recorded at the date of gift and adjusted annually 

thereafter to reflect fair value. 

Net Assets 
The Conservancy's net assets are reported in the follo ing three classes: 

W1 assets - Revenues derived from dues, unrestricted contributions, government 

grants and contracts, investment income (other than the temporarily restricted portion of true 

endowment investment income), and other inflos of assets whose use by The Conservancy is 

not limited by donor-imposed restrictions. Certain unrestricted net assets have been designated 

by the Board of Directors to be maintained as quasi endowment funds. 

• Temporarily resiricted 	et net assets - Contributions and other inflows of assets whose use b 

The Conservancy is limited by donor-imposed stipulations that either expire by passage of 

time or can he fulfilled and removed by actions of The Conservancy, such as usage for 

specific programs, including certain overhead and indirect costs, or for spending from true 

endowment investment income. 

When a donor restriction expires, that is, when a stipulated time restriction ends or purpose 

restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net 

assets and are reported on the consolidated statements of activities as net assets released from 

restrictions. 

Pernianeni/v restricted net assets '- Contributions and other inflows of assets whose use by 

The Conservancy is limited by donor-imposed stipulations that the principal must be 

maintained permanently b\ The Conservancy. The total amount of permanently restricted net 

assets on the consolidated statements of financial position includes the donor-restricted 
endowment funds as well as amounts contributed to create a permanent capital fund. This 
revolving fund is used to finance capital projects and donations to this fund are to be 
maintained in perpetuity for only this purpose. 

C las's'itìcaHon of endot'ment net assets' 

The Board of Directors of The Conservancy (Board) has approved management's interpretation of 
the Uniform Prudent Management of Institutional Funds Act (UPMIFA) as enacted by the Council 

of the District ofColumhia. UPMIFA requires the preservation of the fair value of the original gifts 
as of the gift (late of the donor-restricted endowment funds absent explicit donor stipulations to the 

contrary. 

The Endowment includes both donor-restricted endowment funds and funds designated by the 

Board to function as endowments. The Conservancy classifies as permanently restricted net assets 
(a) the original value of gifts donated to the permanent endowment. and (b) accumulations to the 

permanent endowment made in accordance with the direction of the applicable donor gift 

instrument at the time the accumulation is added to the fund. The remaining portion of the donor-
restricted endowment fund that is not classified in permanently restricted net assets is classified as 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

temporarily restricted net assets until those amounts are appropriated for expenditure by The 
Conservancy. 

The Conservancy considers the following factors in making a determination to appropriate or 
accumulate donor-restricted endowment funds: 

• The duration and preservation of the endowment fund: 
• The purposes of the institution and the endowment fund: 
• General economic conditions: 
• The possible effect of inflation or deflation: 
• The expected total return from income and appreciation of investments: 
• Other resources of the institution: and 
• The investment policy of the institution. 

Endowments with Eroded Corpus 
From time to time, the fair value of assets associated with individual donor-restricted endowment 
funds may fall below the level that the donor or The Conservancy requires to be retained as 
principal in perpetuity. Deficiencies of this nature that are netted in unrestricted net assets were 
$1,450,000 as of June 30, 2015. These deficits resulted from unfavorable market fluctuations that 
occurred shortly after the investment of newly established endowments and authorized 
appropriation that was deemed prudent. 

4. CONSOLIDATED STATEMENT OF ACTIVITIES 

Contributions 
Unconditional donor promises to give cash and other assets are reported at fair value at the date that 
there is sufficient verifiable evidence documenting that a promise was made by the donor and 
received by The Conservancy. The promises are reported as either temporarily or permanently 
restricted support if received with donor stipulations that sufficiently limit the use of the donated 
assets. 

The Conservancy recognizes contributed professional services from third parties and contributed 
goods and trade lands as revenue and as expense or assets, at the fair value of those services or 
goods when received. Trade lands are real property with minimal ecological value. These 
properties are sold to provide funds for The Conservancy to carry out its conservation work. During 
2015 contributed goods and services totaled $26,209,000 and contributed trade lands totaled 
$2,842,000. 

Government Grants and Contracts 
Government grants and contracts are considered to be exchange transactions, the majority of which 
are cost-reimbursable grants. Revenue, including approved indirect cost recovery, is recognized 
when allowable costs have been incurred. The Conservancy's costs incurred under its government 
grants and contracts are subject to audit by government agencies. Management believes that 
disallowance of costs, if any, would not be material to the consolidated financial position or 
consolidated changes in net assets of The Conservancy. 

Program expense allocation 
Operating expenses are allocated to program and support categories based on separate cost center 
types as defined below. Conservation land and easements that are acquired by The Conservancy. but 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

not sold or donated, are reflected as an increase in conservation land and easements on the 
consolidated statements of financial position and are excluded from the program expense categories 
on the consolidated statements of activities. 

The Conservancy accounts for its program expenditures in the following categories: 

• (onSL'rvalion 4c1ivitiL's and Actions - Expenditures related to the broad spectrum of activities 
and actions critical to advancing The Conservancy's mission. Expenditures related to 
understanding. monitoring, maintaining, restoring, and managing natural areas owned by The 
Conservancy and others are included, as well as expenditures for developing and enhancing 
The Conservancy's ability to gather and share ecological information and to assess and 
evaluate threats to natural systems. In addition, this area includes expenditures to mitigate, 
prevent, or slovN the effects of these threats, including investments in the institutional 
development of domestic and international conservation organizations. Expenditures related to 
improving public land management and supporting the development of sound global policies, 
including participating in conferences and events that help establish a common vision for 
conservation worldwide are included, as well as expenditures associated with community 
outreach and education of key stakeholders and land users in areas where Conservancy 
conservation programs reside. 

• General and Administration - Expenditures related to building and maintaining an efficient 
business infrastructure, including those related to corporate governance, to support and 
advance the programmatic conservation objectives of The Conservancy. 

• (,eni'ral Fund-Raising - Expenditures related to fund-raising strategies that provide the 
revenue stream for both operations and capital needs to further the accomplishment of The 
Conservancy's mission and objectives. 

• Membership Development - Expenditures related to the acquisition and retention of The 
Conservancy's members primarily through the use of a direct-mail program. 

5. COMMITMENTS AND CONTINGENCIES 

Litigation 
The Conservancy is a party to various litigations arising out of the normal conduct of its operations. 
In the opinion of The Conservancy's management, the ultimate resolution of these matters will not 
materially affect the financial position, changes in net assets, or cash flows of The Conservancy. 

Leases 
The Conservancy has entered into non-cancelable operating leases for office space, which expire at 
various dates through 2027. Certain of these leases contain rent escalation clauses. usLially based on 
the consumer price index. 

Land acquisitions Lund other commitments 
The Conservancy has entered into contracts for the purchase of land and other purchase 
commitments that have not closed as ofJune 30, 2015, in the amount of $65.425,000. 

The Conservancy has remaining funding commitments to private equity, real estate, and hedge fund 
investment managers of $77,206,000 at June 30, 2015. 
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6. RETIREMENT PLANS 

The Conservancy's employees are eligible after one month of service to participate in The Nature 
Conservancy Savings and Retirement Plan (the Plan), in hic1i employees can make voluntary, tax-
deferred contributions within specified limits. The Plan was established under the provisions of 
Internal Revenue Code Section 401 (k) and has received a favorable determination as to its tax status 
from the Internal Revenue Service. Certain employees are also eligible to participate in a non-
qualified deferred compensation plan created pursuant to Internal Revenue Code Section 457(b). 
The Conservancy's contributions to the plans were $15,113,000 for the year ended June 30, 2015. 

7. INCOME TAXES 

The Conservancy has been granted an exemption from Federal income taxes under Section 
501(c)(3) of the Internal Revenue Code. The Internal Revenue Service has classified The 
Conservancy as other than a private foundation. The Conservancy pays a nominal amount of lax 
relating to several unrelated business income activities, primarily rental income from debt-financed 
property. The Conservancy takes no tax positions that it considers to be uncertain. 

8. SUBSEQUENT EVENTS 

All subsequent events were evaluated through October 9. 2015, which is the date the financial 
statements were issued. 
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The Nature Conservancy 
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June 30, 2015 

FOOTNOTE SCHEDULES 

The following schedules represent required disclosures of more detailed information 
regarding certain balances and amounts contained in the consolidated statements of financial 
position and activities. These are an integral part of the footnotes to the consolidated 
financial statements. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

9. Pledges receivable 

As of June 30. 2015 unconditional promises to give were as follows: 

(In II1OZLSafldS) 

Amounts due in 
Less than one year $ 	129.002 

One to five years 101.335 

More than five years 1,418 

Subtotal 231,755 

Less fair value adjustments: 
Discount of 3.25% 5.736 

Allowance for doubtful accounts 6,500 

Total $ 	219,519 

10. Deposits on land and other assets 

Deposits on land and other assets consisted of the following at June 30, 2015: 

(in iho usands) 

Deposits on land $ 	986 

Trade lands 8.368 

Other receivables 1.471 

Prepaid expenses 9.328 

Notes receivable 10,740 

Other assets 5.653 

Total S 	36.546 

11. Property and equipment 

Properly and equipment consisted of the following at June 30. 2015: 

(In thousands) 

Land for operations 	 $ 	7,210 

Buildings and improvements 	 139.190 

Construction in progress 	 29.884 

Computer equipment and software 	 12.141 

Furniture, fixtures, and other 	 21,148 
209.573 

Accumulated depreciation and amortization 	 (77.312) 

Total 	 $ 132,261 

Depreciation and amortization expense was $8,894,000 during the year ended June 30, 2015. Of the 
total assets listed above, $2 1,48 1.000 was fully depreciated at June 30. 2015. 
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12. Bonds and notes payable 

(In thousands) 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue Bonds, 

Tax Exempt. Series 2002A issued in the original principal amount of $25,053.000, 

variable interest rate pursuant to rate swap. 0.08% as of June 30. 2015, due July. 

2024. 	 $ 12.262 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue 

Refunding Bonds, Tax Exempt, Series 2012 issued in the original principal amount 

of $144.435,000, with a variable interest rate reset weekly. 0.07% as of June 30. 

2015. due July. 2033. 	 133.270 

Unsecured Taxable Revenue Bonds Series 2009 in the aggregate principal amount 

Of $100,000.000 issued July I. 2009, fixed rate of 6.30% due July. 2019. 	 100,000 

New York State Environmental Facilities Corporation private bonds issued in the 

aggregate amount of $50,000,000 with a fixed interest rate of 3.90%. due June, 

2024. 	 40,338 

Loans and mortgages, some of which are collateralized by the land and other 

assets, and payable in monthly installments, including interest ranging from 0% to 

6.0%: final payments are due at various dates through 2033. 	 63.144 

Conservation Notes, unsecured notes payable in various amounts with interest 

ranging from 0.400/0' to 2.00,,0. due at various dates through 2020. 	 21.399 

Other notes payable without interest due on demand 	 6.328 
Total 	 $376,741 

The fair value of long-term debt, including current maturities, is estimated based on current market 

rates offered to or by The Conservancy for similar instruments. The fair value of the Unsecured 

Taxable Revenue Bonds Series 2009 is $118,835,000 based on market observable inputs at June 30, 

2015 and would be characterized within Level 2 if carried at fair value. The fair value of the NY 

State Environmental Facilities Corporation bonds is $42,483,000 based on the income approach 

method at June 30, 2015 and IAOUld he characterized within Level 2 if carried at fair value. Based on 

a blended borrowing rate of 4.25% as of June 30, 2015, the fair value of the remaining long-term 

debt is approximately $233,437,000 and would be characterized within Level 2 if carried at fair 
value. 
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The following schedule of amounts due is based on the maturity dates per the debt agreements: 

(In thu usanls) 

2016 $ 	96,825 
2017 67,829 
2018 47,049 
2019 10,248 
2020 122,551 
Thereafter 32.239 

Total $ 	376,741 

13. Net  assets 

Temporarily restricted net assets are available for the following purposes: 

(In thousands) 

Land acquisition and other conservation projects 
Time restricted for periods after June 30 
Time and purpose restricted for periods after June 30 
True endowment gains subject to future Board of 
Directors' appropriation 

Total 

$ 	270,091 
172,619 
170,729 

117,534 
$ 	730,973 

Permanently restricted net assets are restricted in perpetuity; the income derived from these 
investments is expendable to support the operations of The Conservancy. The total amount of 
permanently restricted net assets on the consolidated statement of financial position includes the 
donor-restricted endowment funds of $177,203,000 displayed in the tables below, as well as other 
amounts such as those contributed to create a permanent capital fund. This fund, the land 
preservation fund, is used to finance capital projects and is to be maintained in perpetuity for only 
this purpose. Permanently restricted net assets in the land preservation fund were $166,136,000 as 
Of June 30, 2015. and the remaining balance of permanently restricted net assets in the land fund 
was $3,014,000 as of June 30, 2015. 

Endoitmeniflinds are categorized in Ihe to/lowing net asset classes as of June 30, 201 5: 

(In thousands) Temporarily Permanently 

Unrestricted Restricted Restricted Total 

Donor-restricted endowment funds $ 	(1,450) $ 	117,534 $ 	177,203 	$ 293,287 

Board-designated endowment funds 864.865 - - 864.865 

Total endowment funds $ 	863,415 $ 	117.534 $ 	177,203 	$ 1,158,152 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2015 

( lianges in Lndolrnlent /iends h' net asset classitication for the year ended June 30, 2015 are 
summarized as follos: 

(In thousandv) Temporarily Permanently 
Unrestricted Restricted Restricted Total 

Endowment net assets, beginning of year $ 	845,265 S 	13,843 $ 	165,838 $1,124,946 

Investment returns 44,043 14,931 - 58.974 

Contributions and other revenue 239 107 12.044 12,390 

Interfund transfers 11,925 1,660 476 14,061 

Appropriation of assets for expenditure (52,293) - - (52.293) 
Net assets released from restrictions 13.980 (12,907) (1,073) - 

Subtotal endowment funds 863,159 117.634 177.285 1,158,078 

Reclassification of net assets 256 (100) (82) 74 
Total endowment funds $ 	863,415 $ 	117.534 5 	177.203 $ 1,158,152 

14. Assets and liabilities carried at fair value 

Assets and liabilities carried atfitir value are classified in the fair value hierarchy based on the 
lowest level of input that is significant to the valuation. 

Fair value for Level I is based upon quoted prices in active markets for identical assets and 
liabilities. Market price data is generally obtained from exchange or dealer markets, 

Fair value for Level 2 is based on quoted prices for similar instruments in active markets, quoted 
prices for identical or similar instruments in markets that are not active, and on model-based 
valuation techniques, for which all significant assumptions are observable in the market or can he 
corroborated by observable market data for substantially the full term of the assets. Inputs are 
obtained from various sources including market participants, dealers, and brokers. 

Fair value for Level 3 is based on valuation techniques that use significant inputs that are 
unobservable as they trade infrequently or not at all. 

The Conservancy uses the practical expedient to determine the fair value for some of its 
investments, which permits the use of Net Asset Value (NAy) without adjustment under certain 
circumstances. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding 
debt, The Conservancy has three interest rate swap agreements that fix the rates on several variable 
rate bonds. Interest rate saps are valued using both observable and unobservable inputs, such as 
quotations received from the counterparty, dealers or brokers, whenever available and considered 
reliable. In instances where models are used, the value of the interest rate swap depends upon the 
contractual terms of, and specific risks inherent in, the instrument as well as the availability and 
reliability of observable inputs. Such inputs include market prices for reference securities, yield 
curves, credit curves, measures of volatility, prepayment rates, assumptions for nonperformance 
risk, and correlations of such inputs. The Conservancy's interest rate swap arrangements have inputs 
which can generally be corroborated by market data and are therefore classified within Level 2. 
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Fair value a/interest rate swaps at June 30. 2015: 

(In thousands) 

Interest rate contracts 
Consolidated Statement of Financial Position location: 
Accounts payable and accrued liabilities 	 $ 	37.492 

Change in fair value in Consolidated Statement of Activities 
Other income 	 $ 	515 
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Assets un(l liahiliiIL's categoI1eJ hi' input level: 

(In thu u.saiid.",) 

Level I Level 2 Level 3 Total 

Investments: 
Short-term investments $ 1,644 $ 78.062 $ 	- $ 	79.706 

Repurchase agreements - 4,061 - 4.061 

Fixed income: 
U.S. treasuries 43.521 - - 43,521 
Asset-backed securities - 44,185 - 44,185 
Taxable Municipals - 693 - 693 

Corporate debt - 199,736 - 199,736 

Mortgage-hacked securities - 16,094 - 16,094 
U.S. agency bonds - 114,184 - 114,184 

Public eqLuty: 
Consumer discretionary 43,059 - - 43,059 
('onsurner staples 8.852 - - 8,852 
Energy 8,435 - - 8.435 

Financial services 19.910 - - 19,910 

Health care 9,345 - - 9,345 

Industrials 27.672 - - 27,672 

Information technolog\ 19,403 - - 19,403 

Materials 13.427 - - 13,427 

Utilities 1.685 - - 1,685 

Other industries 614 - - 614 

Commingled equity funds - - 517,235 517,235 

Exchange traded funds 12,568 - - 12,568 

Closed end mutual funds 70.910 - - 70,910 

Fledge funds - - 460.292 460,292 

Private equity - - 211.920 211.920 

Private real estate - - 53,507 53.507 

Split interests, trusteed 152,627 102,958 11727 269,312 

Split interests, non-trusteed - - 32,843 32.843 

Total investments at fair value 433,672 559,973 1,289,524 2,283,169 

Securities pledged under 

securities lending agreement $ 33,582 $ - $ 	- $ 	33,582 

Pledges receivable - - 219,519 219,519 

Total assets measured at fair value $ 467,254 $ 559,973 $ 	1.509,043 $ 	2,536,270 

Interest rate swaps liability $ - $ 37,492 $ 	- $ 	37,492 

Payable under securities 

lending agreement 33.582 - - 33,582 

Total liabilities measured at fair value $ 33.582 $ 37,492 $ 	- $ 	71,074 
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Investments included in Level 3 primarily consist of The Conservancy's ownership in alternative 
investments (principally limited partnership interests in hedge and private equity funds) as well as 
investments held within private arrangements. The value of certain alternative investments 
represents the ownership interest in the NAV of the respective partnership. Approximately 776% 
of Level 3 investments held by the partnerships consist of marketable securities and 22.4% are 
securities that do not have readily determinable fair values. The fair values of the securities held 
by limited partnerships that do not have readily determinable fair values are determined by the 
general partner and are based on appraisals, or other estimates that require varying degrees of 
judgment. If no public market exists for the investment securities, the fair value is determined by 
the general partner taking into consideration, among other things. the cost of the securities, prices 
of recent significant placements of securities of the same issuer, and subsequent developments 
concerning the companies to which the securities relate. The Conservancy has performed 
significant due diligence around these investments to ensure NAV is an appropriate measure of fair 
value. 

Investments valued using NA V as a/June 30, 2015: 

(In thousan(ts) Unfunded Redemption Redemption 
Fair Value Commitments Frequency Notice Period 

Global equity funds $ 	265.560 $ 	- Daily, weekly. 2 days. 7 days, 
monthly, quarterly 10 business days. 

30 days 

International equity funds 219,570 Daily. monthly. 6 business days. 
quarterly 14 days. 60 

calendar days. 90 
days 

Domestic equity funds 32.105 - Monthly 60 days 

Hedge funds 460,292 13,333 Monthly. quarterly. 30 - 90 days 
semi-annually, 
annually. 
biennially, rolling 
2. 3 & 4 years 

Private equity funds 195,879 35.630 N/A N/A 

Real estate funds 53,507 28,243 N/A N/A 

Total $ 1,226,913 $ 	77,206 

The Conservancy uses a standard charitable gift calculation model and the IRS discount rate to 
determine the present value of split interest agreements where The Conservancy serves as trustee. 
For split interest agreements where The Conservancy is not the trustee, valuations are based on the 
values reported by third-party trustees, while noting that the valuation techniques for future 
distributions expected to be received over the term of the agreement and unobservable inputs - such 
as discount rates, life expectancies, and trust payouts - may vary widely among trustees. There is no 
market for these agreements, and they are therefore classified s ithin Level 3. 
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Rol/foru'artl at Level 3 financial instruments: 

Iflhl,wu.wniii 

Fair '.alue 	Realized 	Inrealized 	Purchases 	Sales 	Fair value 
as of 	gains (losses) gains (losses) 	 as of 

June 30. 2014 	 June 30, 2015 

Commingled equit) funds S 	411.973 	S 4.779 	$ 9.753 	$ 159.557 5 	(68.827) 	$ 517.235 
hedge funds 244.839 31162 9.159 297.392 (123.260) 460.292 
Pri ate equit\ 201281 28.024 (523) 29.977 (47.839) 211.920 
Real estate 44.547 2.261 3.039 19.199 (15.539) 53.507 
Split interest arrangements 48.855 - 60 2.920 (5.265) 46.570 

Total 951495 67226 21,488 509.045 (260.730) 1,289.524 
Pledges receiahle 222.770 - (3,251) - - 219.519 

Iota] inestments and pledges 5 1.175.265 	5 67.226 	$ 18.237 	S 509,045 5 	(260.730) 	5 1.509.043 

Of the net realized and unrealized gains of $85,463,000 in the table above, $88,714.000 are 
reflected in the accompanying statement of' activities as investment gains. The remaining amounts 
include a $3,251,000 decrease in pledges, of which a net $2,751,000 decrease is reflected in the 
accompanying statement of financial position and statement of activities as the result of pledge 
payments and pledge contributions. The remaining $500,000 decrease is reflected as conservation 
activities and actions program expense. 

Ins'esimeni gains consisted of the following for the year ended June 30, 2015: 

(In tliou.s'anhl.s') 

Dividends and interest income 	 $ 	23.249 
Realized and unrealized gains (net ot'expenses of $12,656) 	60.000 
Change in value of split interest arrangements 	 (39.050) 

Total investment income 	 $ 	44.199 

15. Leases 

The following is a schedule of future minimum lease payments for all operating leases as of 
June 30. 2015: 

(In f/mo tisan(Is) 

2016 $ 	6.297 
2017 4.985 
2018 4.426 
2019 3.084 
2020 2.795 
Thereafter $ 	6.258 

Total minimum lease payments $ 	27.845 

Rent expense was $ 12,032.000 for the year ended June 30, 2015. 
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SUPPLEMENTAL SCHEDULES 

Following are supplemental schedules: 

Consolidated statements of financial position as of June 30, 2015 (with comparative totals as 
of June 30, 2014) 

Summarized consolidated statements of activities for the year ended June 30, 2015 (with 
comparative totals for the year ended June 30, 2014) 

Schedule of functional expenses as reported in the consolidated statement of activities for the 
year ended June 30, 2015 by natural account classification (with comparative totals for the 
year ended June 30, 2014). 

While these schedules are not required under Generally Accepted Accounting Principles, 
they provide useful additional detail to help the user of these financial statements understand 
how funds are spent, as well as providing prior year comparisons. 
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(-1i,ioiin/s in thousands) 	 2015 	2014 

Assets 
Cash and cash equivalents $ 	105.090 $ 	179.262 
Restricted cash 14.820 29,304 
Restricted short-term investments 25.000 - 
Government grants and contracts receivable 21,776 21,822 
Pledges receivable, net 219,519 222.770 
Collateral received under securities lending agreement 33.582 42,140 
Deposits on land and other assets 36.546 27.493 
Property and equipment, net of accumulated depreciation 

and amortization 132,261 123,269 
Investments - Capital fund 820.909 684.932 
Investments - Split interest arrangements 301.444 307,963 
Investments - Endowment fund 1,160.816 1.127,610 
Conservation lands 1.809,805 1.815,004 
Conservation easements 2,030.932 1.937,343 

Total assets $ 	6,712.500 $ 	6.518.912 

Liabilities 

Accounts payable and accrued liabilities $ 	103,482 $ 	100.161 

Payable under securities lending agreement 31582 42,140 

Deferred revenue and refundable advances 99.748 89.058 

Bonds and notes payable 376,741 363,562 

Split interest arrangements payable 174.979 146,532 

Total liabilities 788,532 741.453 

Net assets 

Unrestricted 

Undesignated 	 8.875 	17.952 
Land, easements, and project funds 	 3.969.854 	3.820,356 
Board-designated quasi endowment and similar hinds 	 867,913 	849.764 

Total unrestricted 	 4,846.642 	4.688,072 
Temporarily restricted 	 730.973 	756.277 

Peri-nancinK restricted 	 346,353 	333,110 

Total net assets 	 5,923,968 	5,777,459 

Total liabilities and net assets 	 $ 6,712,500 	$ 6,518,912 
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(Amounts in thousands) 	 2015 	2014 

Support and revenues 
Dues and contributions 	 $ 	545,069 	$ 	560,417 
Land and easements contributed for conservation 	 99,544 	57,614 

Government grants and contracts 	 99,209 	120,687 
Investment income 	 44.199 	235,213 
Sales of conservation land and easements to 

governments and others 	 101,238 	80,915 

Other 	 58,296 	59,433 

Total support and revenues 	 947,555 	1,1 14,279 

Expenses 

Program expenses 	 573,205 	541.179 

General and administration 	 136,586 	121,776 

Fund-raising 

General fund-raising 	 64,793 	67,099 

Membership development 	 26,462 	27,817 

Total expenses 	 801,046 	757,871 

Increase in net assets 	 146,509 	356,408 

Net assets at beginning of year 	 5,777,459 	5.421,051 

Net assets at end of year 	 $ 5.923.968 	$ 5,777,459 
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(.1 mounts in thousands) Program expenses Support services expenses 
Conservation Fund-raising Total Support Totals 
activities and General and General Membership services 2015 Total 2014 Total 

actions administration fund-raising development expenses expenses expenses 

Personnel S 	194.826 5 	77.743 5 	51695 5 	3.383 5 	133,821 S 328.647 S 309.859 

Contract. professional fees 72.136 10.650 4.428 7.790 22.868 95.004 87.783 
Grants and allocations 63.877 89 20 - 109 63.986 49.425 
Supplies 8.774 3.667 615 1.283 5.565 14.339 14.733 

[elecommunications 1,603 1.511 242 35 1.788 3.391 3.511 

Postage and mailing service 1.718 305 394 8.286 8.985 10.703 10.749 

()ccupanc\ 2.141 9.669 219 3 9.891 12.032 11.646 

Equipment rental and maintenance 4.512 1.270 168 - 1.438 5.950 5.886 
Printing and publication 3.801 217 967 5.090 6.274 10.075 11.163 
[ravel 16.390 3,579 1565 87 6.231 22.621 22.120 

Conferences and meetings 7.675 1.885 1.276 21 3.182 10.857 11.483 
Interest 17.919 - - - - 17.919 18.618 

Depreciation and amortization 7.082 1.507 305 - 1.812 8.894 9.468 
Equipment 3.472 253 38 - 291 3.763 3.060 

Taxes and licenses 1.148 1.268 80 8 1.356 2.504 2.065 

Utilities, repairs. maintenance, and construction 6.209 2.281 161 - 2.442 8.651 9.261 

Insurance 1767 1.702 37 - 1.739 4.506 4.141 

Real estate taxes 4.704 937 8 - 945 5.649 6.501 
('losing costs 2.197 580 - - 580 2.777 1.565 

Contributed goods and ser\ ices non-cash expense 11.413 12.485 419 470 13.374 24.787 20.494 

All other 1.647 4.988 156 6 5.150 6.797 4.590 

Subtotal 436.011 136.586 64.793 26.462 227.841 663.852 618.121 

Rook value of conservation land and easements sold 
or donated to go ernment and others 137.194 - - - - 137.194 139.750 

Total 5 	573.205 5 	136.586 5 	64.793 5 	26.462 5 227,841 5 801.046 5 757.871 
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Independent Auditor's Report 

To the Board of Directors of 
The Nature Conservancy 

We have audited the accompanying consolidated financial statements (The Nature Conservancy and its 
chapters and affiliates ('The Conservancy"), which comprise the consolidated statement of financial 
position as of June 30, 2014, and the related consolidated statements of activities and of cash flows for the 
year then ended. 

Management's Responsibility for the Consolidated Financial Statements 

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

Auditor's Responsibility 

Our responsibility is to CXF5S an opinion on the consolidated financial statements based on our audit. 
We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the consolidated financial statements are free from material misstatement. 

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

Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of The Nature Conservancy and its chapters and affiliates at June 30, 2014, 
and the changes in their net assets and their cash flows for the vear then ended in accordance with 
accounting principles generally accepted in the United States of America. 

Priceu'aterhouseCoopers LLP, Moo Tmjsons Boulevard, McLean, VA 22102-4261 
'1': (703) 918 3000, F: (70:3)  918 3100, www.pwc.com/us  



Other Matter 

Our audit was conducted for the purpose of forming an opinion on the 2014 consolidated financial 
statements taken as a whole. The accompanying summarized consolidated statements of financial 
position as of June 30, 2014  and 2013, the summarized consolidated statements of activities for the years 
ended June 30, 2014 and 2013, and the schedule of functional expenses for the year ended June 30, 2014, 

with summarized totals for the year ended ,June 30, 2013 are presented for purposes of additional analysis 
and are not a required part of the consolidated financial statements. The information is the responsibility 
of management and was derived from and relates directly to the underlying accounting and other records 
used to prepare the consolidated financial statements. The information has been subjected to the auditing 
procedures applied in the audit of the consolidated financial statements and certain additional l)I'0(e(lu11'€5, 
including comparing and reconciling such information directly to the underlying accounting and other 
records used to prepare the consolidated financial statements or to the consolidated financial statements 
themselves and other additional procedures, in accordance with auditing standards generally accepted in 
the United States of America. In our opinion, the 2014 information is fairly stated in all material respects 
in relation to the consolidated financial statements taken as a whole. The 2013 prior year summarized 
comparative information has been derived from the Conservancy's 2013 consolidated financial statements, 
and in our report dated October 17, 2013, we expressed an unqualified opinion on those consolidated 
financial statements. 

'çcw LI>" 

October 10, 2014 



The Nature Conservancy 
Consolidated Statement of Financial Position 
As of June 30, 2014 

(Anioiinis in thousands) 

Assets 
Cash and cash equivalents 
Restricted cash 
Government grants and contracts receivable 
Pledges receivable, net 
Collateral received under securities lending agreenlent 
Deposits on land and other assets 
Property and equipment, net of accumulated depreciation 

and amortization 
Investments 

Investments - Capital fund 
Investments - Split interest arrangements 
Investments - Endowment fund 

Total investments 
Conservation lands 
Conservation easements 

Total assets 

Liabilities 
Accounts payable and accrued liabilities 
Payable under securities lending agreement 
Deferred revenue and refundable advances 
Bonds and notes payable 
Split interest arrangements 

Total liabilities 

$ 	179.262 
29,304 
21,822 

222.770 
42.140 
27,493 

123,269 

684.932 
307,963 

L127610 

2.120.505 
1,8 15.004 
1,937.343 

$ 6,518,912 

$ 	100.161 
42,140 
89.058 

363,562 
146,532 
741,453 

Net assets 
Unrestricted 

tJndesignated 
Land, easements, and project funds 
Board-designated quasi endowment and similar funds 

Total unrestricted 
Temporarily restricted 
Permanently restricted 

Total net assets 
Total liabilities and net assets 

17.952 
3,820,356 

9,49764 

4,688,072 
756,277 

flI 10 
,, / /j,4') 

$ 6,518,912 

The ciccoflipan'ing notes are an integral part of these consoliclateclfinancial statements. 
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The Nature Conservancy 
Consolidated Statement of Activities 
For the year ended June 30, 2014 

(A inn unts in thousands) 

Support and revenues 

Dues and contributions 

Contributed goods and services 
Land and easements contributed for conservation 

Government grants and contracts 

Investment income 
Other income 

Total support and revenues before sales 

of conservation land and easements and 

net assets released from restrictions 

Sales of conservation land and easements to 

governments and others 

Net assets released from restrictions 
Total support and revenues 

Expenses 

Program expenses 
Conservation activities and actions 

Book value of conservation land and easements 

sold or donated to governments and others 

Total program expenses 

Support services expenses 
General and administration 

Fund-raising 
General fund-raising 

Membership development 

Total support services expenses 

Total expenses 

Increase in net assets 
Reclassification of net assets 

Total increase in net assets 

Net assets at beginning of year 
Net assets at end of year 

Temporarily Permanently 

	

Unrestricted restricted 	restricted 	Total 

$ 248.721 $ 271,976 $ 16.815 $ 537.512 

	

22,905 	 - 	 - 	22.905 

	

57,614 	 - 	 - 	57.614 

	

120.687 	 - 	 - 	120.687 

	

185.593 	49.620 	 - 	235.213 

	

59.433 	 - 	 - 	59.433 

694,953 	321,596 16,815 	1.033.364 

80.915 	 - - 	80,915 

200,235 	(200,235) - 	 - 

976.103 	121.361 16,815 	1.114.279 

401.429 	 - - 	401.429 

139,750 	 - - 	139.750 

541.179 	 - - 	541.179 

121.776 	 - 	 - 	121,776 

67,099 - - 67.099 

27.817 - - 27,817 

216,692 - - 216,692 

757,871 - - 757,871 

218,232 121.361 16,815 356.408 

(162) - 162 - 

218,070 121.361 16,977 356,408 

4,470.002 634,916 316,133 5.421,051 

$ 4.688,072 	$ 756.277 $ 	333.110 $ 5.777.459 

The accompanying notes are an integral part of these consolidated financial statements. 
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The Nature Conservancy 
Consolidated Statement of Cash Flows 
For the year ended June 30, 2014 

(A ma unix in i/ia usai(/v) 

Reconciliation of increase in net assets to 
cash provided by operating activities: 

Increase in net assets S 	356,408 
Non-cash adjustments: 

Contributed land and easements $ 	(60,214) 
Losses on sales of land, easements, and property 61.155 
RealizedlU nrea lized investment gains (198,392) 
Change in value of split interest agreements (10.499) 
Change in value of interest rate swaps (3,513) 
Depreciation and amortization 9,468 (201,995) 

Changes in assets and liabilities: 
Increase in receivables (41,968) 
Decrease in restricted cash 316 
Decrease in other assets 2,518 
Increase in split interests 2.658 
Decrease in other liabilities (145) (36.621) 

Cash provided by (used in) land activities: 
Proceeds from sales of land and easements 87,497 
Purchases of land and easements (103.646) (16.149) 

Contributions for long-term purposes (16,816) 

Net cash provided by operating activities 

Investing activities: 

Proceeds from sale of investments 	 1.581.602 

Purchases of investments 	 (1.557.652) 

Purchases of property and equipment 	 (30,576) 
Other - net 	 (10.789) 
Net cash used in investing activities 

Financing activities: 

Proceeds from securities lending program 	 7.029 
Repayments of securities lending program 	 (7.029) 
Principal payments on debt 	 (21,449) 
Proceeds from issuance of debt 	 8.765 
Proceeds from restricted contributions 	 16,816 
Net cash provided by financing activities 

Net change in cash and cash equivalents 

Cash and cash equivalents, beginning of year 

Cash and cash equivalents, end of year 

$ 	84,827 

(17,415) 

4 17 

71,544 

107,718 

$ 179.262 

Supplemental data 

Interest paid 	 $ 	17.325 

The UCLolnpam'ing !loic'x are an integral part at these consolidated financial statements. 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

ACCOUNTING POLICY FOOTNOTES 

The following notes present disclosures of the significant accounting policies and related 
information relating to balances and amounts contained in the consolidated statements of 
financial position and activities. These notes are an integral part of the consolidated financial 
statements. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

1. ORGANIZATION 

The Nature Conservanc\ (The Conservancy) is a global conservation organization. The mission of 
The Conservancy is to conserve the lands and kNaters on which all life depends. The Conservancy 
conducts its activities throughout the United States, Canada, Latin America, the Caribbean, Africa, 
Asia, and the Pacific. 

The Conservancy's primary sources of revenue are contributions from the public (including gifts of 
land), investment income, government grants, and sales of conservation interests to government 
agencies or other conservation buyers. These resources are used to help solve critical challenges by 
significantly improving the health of globally important natural systems that enhance the lives of 
people around the sorld. Under its conservation framework, The Conservancy concentrates on four 
global challenges: conserving critical lands, restoring oceans, securing fresh water, and reducing 
the impact of climate change. Working with partners 	including indigenous communities, 
governments, and businesses -- The Conservancy pursues solutions that protect and restore natural 
systems, use nature sustainably, and broaden support for conservation. 

2. CONSOLIDATED FINANCIAL STATEMENTS 

The consolidated financial statements are presented on the accrual basis of accounting and include 
the accounts of all The Conservancy's chapters and affiliates, both domestic and international, 
including those which are separately incorporated, receive gifts, and perform conservation activities 
in the name of The Conservancy. All significant intercompany transactions have been eliminated. 

The preparation of financial statements in conformity with accounting principles generally accepted 
in the United States requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amounts of revenues and expenses during the 
reporting period. Actual results could differ from the estimated amounts. 

3. CONSOLIDATED STATEMENT OF FINANCIAL POSITION 

Cash, Cash Equivalents, and Restricted Cash 
Cash represents operating cash held in batik accounts in high quality financial institutions in the 
United States and 34 other countries. The cash in non-U.S. accounts is uninsured, but is limited per 
country to amounts that. in the opinion of management, are not material to the financial statements. 
Cash equivalents represents short-term, highly liquid investments with maturities of three months or 
less when purchased. Restricted cash represents monies held in trust related to requirements of 
specific conservation project agreements. 

Government Grants and Contracts Receivable/Deferred Revenue and Refundable Advances 
The Conservancy receives grants and contracts from federal, state, and local agencies to be used for 
specific programs or land purchases. The excess of reimbursable expenditures over cash receipts is 
included in government grants receivable, and any excess of cash receipts over reimbursable 
expenditures is included in deferred revenue and refundable advances. 

Pledges Receivable 
Pledges receivable represent unconditional promises to give and are reported at fair value by 
discounting the expected future pledge payments at the prime interest rate at the balance sheet date, 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014  

and accordingly are categorized as Level 3 assets. The primary unobservable input used in the fair 
value measurement of the Conservancy's pledges receivable is the discount rate. Significant 
fluctuations in the discount rate could result in a material change. The discount rate used in the 
present value technique to determine fair value of pledges receivable is revised at each measurement 
date to reflect current market conditions and the creditworthiness of donors. 	In addition, 
management evaluates payment history and market conditions to estimate allowances for doubtful 
pledges. Changes in the fair value of pledges receivable are reported in the statement of activities as 
contribution revenue except for changes in the allowance which are reported as program expenses at 
each subsequent reporting date. Pledges receivable past due by 90 days are, in the opinion of 
management, not material to the financial statements. 

Not recorded as pledges receivable are $54,946,000, that are conditioned upon The Conservancy 
raising matching gifts or acquiring certain conservation lands. Conditional promises to give are 
recognized as contributions when the donor- imposed conditions are substantially met. 

Securities Lending Agreement 
The Conservancy lends certain securities in its investment portfolio to qualified borrowers on a 
short-term, fully collateralized basis in exchange for interest to help offset custodial fees. Collateral 
in the form of cash in US dollars, securities issued or guaranteed by the US government, or 
irrevocable letters of credit issued by banks independent of the borrowers is marked-to-market on a 
daily basis, and the borrower is required to deliver the difference between the daily market value of 
the collateral and 102% of the loaned securities' original fair market value if denominated in US 
dollars or 105% if denominated in foreign currency. The lending agent. in its agreement with The 
Conservancy, guarantees the repayment of the loan in the event the borrower defaults. The 
Conservancy retains all the benefits of ownership including rights to dividends, interest, and other 
cash distributions pertaining to the loaned securities. The Conservancy also retains the right to 
redeem the loaned securities prior to the stipulated redemption date. 

At June 30, 2014, The Conservancy recorded $42,140,000 in collateral received under its securities 
lending program and an equal amount payable to the borrowers under the agreement. These 
amounts are reflected in assets and liabilities in the consolidated statement of financial position. 

Property and Equipment 
Property and equipment are carried at cost. Depreciation and amortization is provided using the 
straight-line method for all depreciable assets over their estimated future lives as follows: 

Building and improvements 	 5 - 30 years 
Computer equipment and software 	 3 - 5 years 
Furniture, fixtures, and other 	 4 25 years 

Concentration of Credit Risk 
The Conservancy's excess cash is invested with high quality institutions, the largest concentrations 
of which are invested in U.S. Agencies (70.5%) and Repurchase Agreements (29.4%): 82.4% of the 
repurchase agreements are backed by U.S. Treasuries and U.S. Agencies. 

Pursuant to its investment policy, The Conservancy's investments cannot have more than 10% of 
their assets at market value in securities of any one issuer, be they short-term or long-term, other 
than the U.S. Government and its Agencies. At June 30, 2014. the single largest non-U.S. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

Government issuer exposure was 7.55% of the Capital and Endowment Fund investments. This 
issue is in the form of a global commingled equity fund. 

Investments 
Investments are carried at estimated fair market value and reported in three distinct categories: 

• Capita/fund - funds held primarily for the future acquisition of conservation land, easements, 
and for funding other conservation projects. 

Split intelesi a!rangL'/nenIs - donations that are held in trust by The Conservancy or third 
party trustees, representing beneficial interests in trusts. 

• EncIolt'mL'nIf/nd -. funds held as long-term capital to generate income for The Conservancy's 
operations. 

Encloit'ineni Investment a/Ic! Spending Policies 
The Conservancy's Endowment (Endowment) includes both donor-restricted endowment funds and 
funds designated by the Board of Directors (Board) to function as endowments. The amount of 
Endowment income provided each year for operations is established by the Finance Committee of 
the Board, through its adoption of an annual endowment spending rate and spending rate base. The 
spending rate for the year ended June 30. 2014 was 5.0% of the average fair market value of the 60 
months of calendar years 2008 through 2012. 

The Conservancy recognizes that risk must be assumed to achieve its stated long-term investment 
objectives. Therefore, asset allocations and ranges are necessarily diverse, and consider liquidity 
needs. The Conservancy has considered its ability to withstand short and intermediate term 
variability and concluded that the portfolio can tolerate some interim fluctuations in market values 
and rates of return in order to achieve its objectives. However. The Conservancy realizes that 
market performance varies and that the portfolio's investment objectives may not be achievable 
during short-term periods. 

The Conservancy has chosen not to manage its underlying assets directly, but to utilize independent 
investment managers. To maintain prudent diversification and to manage risk, The Conservancy's 
portfolio is divided among roughly 50 separate managers. 

Conservation Lands and Easements 
The Conservancy records land and land interests at cost if purchased or at lair value at the date of 
acquisition, if all or part of the land was received as a donation. Fair value is generally determined 
by appraisal at the time of acquisition and is not subsequently adjusted. Upon sale or gift, the book 
value of the land or land interest is reported as a program expense and the related proceeds, if any, 
are reported as revenue in the consolidated statement of activities. 

Conservation land is real property with significant ecological value. These properties are either 
managed in an effort to protect the natural biological diversity of the property, or transferred to 
other organizations who will manage the lands in a similar fashion. 

Conservation easements are comprised of listed rights and/or restrictions over the owned property 
that are conveyed by a property owner to The Conservancy, almost always in perpetuity, in order to 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014  

protect the owned property as a significant natural area. as defined in federal tax regulations. These 
intangible assets may be sold or transferred to others so long as the assignee agrees to carry out, in 

perpetuity, the conservation purposes intended by the original grantor. Conservation easements, by 
their very nature, do not generate material amounts of cash inflow annually. 

Bonds and Notes Payable 
The Conservancy uses debt. both fixed and variable, primarily to finance the acquisition of 
conservation lands and easements. Debt is reported at carrying value. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding 
debt. The Conservancy has three interest rate swap agreements. The Conservancy pays a fixed rate 

of 4.373% on $95,375,000 in return for receipt of variable rate interest in the amount of 3- month 

LIBOR and pays a fixed rate of 2.962% on $190,000,000 in return for receipt of variable rate 
interest in the amount of 67% of 3-month LIBOR. The Conservancy pays a fixed rate of 3.56% on 
$25,053,000 in return for receipt of variable rate interest in the amount of 67% of I -month LIBOR. 
Maturities of the swap agreements range from 2027 to 2033 and the counterparty to these saps has 
the option to terminate at their discretion. The fair value of these interest rate swap agreements are 
reflected in the accompanying consolidated statement of position as accounts payable and accrued 

liabilities. 

Due to the nature of certain variable-rate bond agreements, The Conservancy may receive notice of 
an optional tender on its variable-rate bonds, in which case The Conservancy would have an 
obligation to purchase the bonds tendered if unable to secure alternate financing at that time. The 
Conservancy entered into a standby liquidity support agreement with a financial institution to 
support $100,000,000 of the original principal amount of the variable rate demand obligations. 
Under this agreement, the financial institution agreed to supply additional liquidity to The 
Conservancy up to that amount, with which The Conservancy can purchase the bonds if The 
Conservancy cannot remarket the bonds. In the event of a draw on the $100,000,000 liquidity 
support line, the due date would be three years from the earlier of the date of the draw or September 

13, 2015. 

Interest expense incurred on total notes payable for 2014 was $18,601,000. 

Split Interest Arrangements 
The Conservancy enters into split interest arrangements whereby donations are held in trust by The 
Conservancy or third party trustees and invested. Agreed-upon amounts of the invested funds are 
payable to the donor or the donor's designee for a specified period of time or until the donor's 
death, after which time The Conservancy may use the investments for operations or a restricted use 
specified by the donor. The donated trust asset investments are recorded at fair value based on the 

latest available information. 

The Conservancy utilizes an IRS-approved annuity table to actuarially calculate the liability 
associated with the estimated donor payments under these arrangements. The Conservancy 
determines the discount rate to be used in the month the split interest arrangements are entered into 
with the donor and these rates have ranged from 1 % to 9%. The present value of the actuarially 
determined liability resulting from these gifts is recorded at the date of gift and adjusted annually 

thereafter to reflect fair value. 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

Net Assets 

The Conservancy's net assets are reported in the following three classes: 

• Unrestricted net assets - Revenues derived from dues, unrestricted contributions, government 

grants and contracts, investment income (other than the temporarily restricted portion of true 

endowment investment income), and other inflows of assets whose use by The Conservancy is 

not limited by donor-imposed restrictions. Certain unrestricted net assets have been designated 

by the Board of Directors to be maintained as quasi endowment funds. 

• Teniporarilv restricted net assets - Contributions and other inflows of assets whose use by 

The Conservancy is limited by donor-imposed stipulations that either expire by passage of 

time or can be fulfilled and removed by actions of The Conservancy, such as usage for 

specific programs, including certain overhead and indirect costs. or for spending from true 
endowment investment income. 

When a donor restriction expires, that is, when a stipulated time restriction ends or purpose 

restriction is accomplished, temporarily restricted net assets are reclassified to unrestricted net 

assets and are reported on the consolidated statement of activities as net assets released from 
restrictions. 

• Permanent/1,  restricted net assets - Contributions and other inflows of assets whose use by 
,Tile Conservancy is limited by donor-imposed stipulations that the principal must he 

maintained permanently by The Conservancy. The total amount of permanently restricted net 

assets on the consolidated statement of financial position includes the donor-restricted 

endowment funds as well as amounts contributed to create a permanent capital fund. This 

revolving fund is used to finance capital projects and donations to this fund are to be 
maintained in perpetuity for only this purpose. 

('lass'itIcation of endowment net assets 

The Board of Directors of The Conservancy (Board) has approved management's interpretation of 

the Uniform Prudent Management of Institutional Funds Act (UPMIFA) as enacted by the Council 
of the District of Columbia. UPMIFA requires the preservation of the fair value of the original gifts 
as of the gift date of the donor-restricted endowment funds absent explicit donor stipulations to the 
contrary. 

The Endowment includes both donor-restricted endowment funds and funds designated by the 

Board to function as endow nients, The Conservancy classifies as permanently restricted net assets 

(a) the original value of gifts donated to the permanent endowment, and (b) accumulations to the 

permanent endowment made in accordance with the direction of the applicable donor gift 

instrument at the time the accumulation is added to the fund. The remaining portion of the donor-

restricted endowment fund that is not classified in permanently restricted net assets is classified as 

temporarily restricted net assets until those amounts are appropriated for expenditure by The 

Conservancy. The Conservancy considers the following factors in making a determination to 
appropriate or accumulate donor-restricted endowment funds: 

• The duration and preservation of the endowment fund 
• The purposes of the institution and the endowment fund: 

• General economic conditions 

• The possible effect of inflation or deflation, 
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Notes to Consolidated Financial Statements 
June 30, 2014 

• The expected total return from income and appreciation of investments: 
• Other resources of the institution: and 
• The investment policy of the institution. 

Endowin c/its with Eroded Corpus 
From time to time, the fair value of assets associated with individual donor-restricted endowment 
funds may fall below the level that the donor or The Conservancy requires to be retained as 
principal in perpetuity. Deficiencies of this nature that are netted in unrestricted net assets were 
$ 1,613.000 as of June 30, 2014. These deficits resulted from unfavorable market fluctuations that 
occLlrred shortly after the investment of newly established endowments and authorized 
appropriation that was deemed prudent. 

4. CONSOLIDATED STATEMENT OF ACTIVITIES 

Contributions 
Unconditional donor promises to give cash and other assets are reported at fair value at the date that 
there is sufficient verifiable evidence documenting that a promise was made by the donor and 
received by The Conservancy. The promises are reported as either temporarily or permanently 
restricted support if received ith donor stipulations that sufficiently limit the use of the donated 
assets. 

The Conservancy recognizes contributed professional services from third parties and contributed 
goods and trade lands as revenue and as expense or assets. at the fair value of those services or 
goods when received. Trade lands are real property with minimal ecological value. These 
properties are sold to provide funds for The Conservancy to carry out its conservation work. During 
2014 contributed goods and services totaled $22,905,000 and contributed trade lands totaled 
$2.600.000. 

Government Grants and Contracts 
Government grants and contracts are considered to be exchange transactions, the majority of which 
are cost-reimbursable grants. Revenue, including approved indirect cost recovery, is recognized 
when allowable costs have been incurred. The Conservancy's costs incurred under its government 
grants and contracts are subject to audit by government agencies. Management believes that 
disallowance of costs, if any, would not be material to the consolidated financial position or 
consolidated changes in net assets of The Conservancy. 

Program expense allocation 
Operating expenses are allocated to program and support categories based on separate cost center 
types as defined below. Conservation land and easements that are acquired by The Conservancy, but 
not sold or donated, are reflected as an increase in conservation land and easements on the 
consolidated statement of financial position and are excluded from the program expense categories 
on the consolidated statement of activities. 

The Conservancy accounts for its program expenditures in the following categories: 

• Conservation Activities and Actions - Expenditures related to the broad spectrum of activities 
and actions critical to advancing The Conservancy's mission. Expenditures related to 
understanding, monitoring, maintaining, restoring, and managing natural areas owned by The 
Conservancy and others are included, as well as expenditures for developing and enhancing 
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The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

The Conservancy's ability to gather and share ecological information and to assess and 
evaluate threats to natural systems. In addition, this area includes expenditures to mitigate, 
prevent, or slov the effects of these threats, including investments in the institutional 
development of domestic and international conservation organizations. Expenditures related to 
in1provin public land management and supporting the development of sound global policies, 
including participating in conferences and events that help establish a common vision for 
conservation worldwide are included, as well as expenditures associated with community 
outreach and education of kev stakeholders and land users in areas where Conservancy 
conservation programs reside. 

• General and Adminiiraiion 	Expenditures related to building and maintaining an efficient 
business infrastructure, including those related to corporate governance, to support and 
advance the programmatic conservation objectives of The Conservancy. 

• General Fund-Raising - Expenditures related to fund-raising strategies that provide the 
revenue stream for both operations and capital needs to further the accomplishment of The 
Conservanc 's mission and objectives. 

• Itk'/nhL'rsllip Deic'lopmeiul - Expenditures related to the acquisition and retention of The 
Conservancy's members primarily through the use of a direct-mail program. 

5. COMMITMENTS AND CONTINGENCIES 

Li/gallon 
The Conservancy is a party to various litigations arising out of the normal conduct of its operations. 
In the opinion of The Conservancy's management, the ultimate resolution of these matters will not 
materially affect the financial position, changes in net assets, or cash flows of The Conservancy. 

Leases 

The Conservancv has entered into non-cancelable operating leases for office space. which expire at 
various dates through 2025. Certain of these leases contain rent escalation clauses, usuall\ based on 
the consumer price index. 

Land acquisitions and other comnhjtlnents 
The Conservanc\ has entered into contracts for the purchase of land and other purchase 
commitments that have not closed as of June 30, 2014, in the amount of $39,1 84,000. 

The Conservancy has remaining funding commitments to private equity, real estate, and hedge fund 
investment managers of $84,049,000 at June 30, 2014. 

6. RETIREMENT PLANS 

The Conservancy's employees are eligible after one month of service to participate in The Nature 
Conservancy Savings and Retirement Plan (the Plan), in which employees can make voluntary, tax-
deferred contributions within specified limits. The Plan was established under the provisions of 
Internal Revenue Code Section 401(k) and has received a favorable determination as to its tax status 
from the Internal Revenue Service. Certain employees are also eligible to participate in a non-
qualified deferred compensation plan created pursuant to Internal Revenue Code Section 457(h). 
The Conservancy's contributions to the plans were $13,877,000 for the year ended June 30, 2014. 
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Notes to Consolidated Financial Statements 
June 30, 2014 

7. INCOME TAXES 

The Conservancy has been granted an exemption from Federal income taxes under Section 
501(c)(3) of the Internal Revenue Code. The Internal Revenue Service has classified The 
Conservancy as other than a private foundation. The Conservancy pays a nominal amount of tax 
relating to several unrelated business income activities, primarily rental income from debt-financed 
property. The Conservancy takes no tax positions that it considers to be uncertain. 

8. SUBSEQUENT EVENTS 

All subsequent events were evaluated through October 10. 2014, which is the date the financial 
statements were issued. 
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Notes to Consolidated Financial Statements 
June 30, 2014 

FOOTNOTE SCHEDULES 

The following schedules represent required disclosures of more detailed information 
regarding certain balances and amounts contained in the consolidated statements of financial 
position and activities. These are an integral part of the footnotes to the consolidated 
financial statements. 
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9. Pledges receivable 

As of June 30. 2014 unconditional promises to give were as follows: 

(In thousands) 

Amounts due in 
Less than one year 	 $ 	137,316 

One to five years 	 93.535 
More than five years 	 3.457 

Subtotal 	 234,308 
Less fair value adjustments: 

Discount of 3.25% 	 5.538 
Allowance for doubtful accounts 	 6,000 

Total 	 $ 222,770 

10. Deposits on land and other assets 

Deposits on land and other assets consisted of the following at June 30, 2014: 

(In thousands) 

Deposits on land $ 	1,018 

Trade lands 7.043 

Other receivables 2,162 

Prepaid expenses 9,515 

Notes receivable 4,968 

Other assets 2,787 
Total $ 	27.493 

11. Property and equipment 

Prol)erl.v and equipment consisted of the following at June 30, 2014: 

(In thousands) 

Land for operations 	 $ 	7.260 

Buildings and improvements 	 135,807 

Construction in progress 	 20.455 
Computer equipment and software 	 11,804 

Furniture, fixtures, and other 	 17.754 
193,080 

Accumulated depreciation and amortization 	 (69,811) 
Total 	 $ 123,269 

Depreciation and amortization expense was $9,468,000 during the year ended June 30, 2014. Of the 
total assets listed above, $11,791,000 was fully depreciated at June 30. 2014. 
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12. Bonds and notes payable 

(In Ihousancfs) 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue Bonds, 
Fax Exempt. Series 2002A issued in the original principal amount of $25,053,000 
to refund the Industrial Development Authority of Arlington County (IDA) Tax 

Exempt Revenue Bonds Series 1997A and portions of the IDA Revenue Bonds 
Taxable Series 1997B: variable interest rate pursuant to rate swap. 0.08% as of 
June 30. 2014, due July. 2024. 	 $ 13,277 

Unsecured Colorado Educational and Cultural Facilities Authority Revenue 
Refunding Bonds, Tax Exempt, Series 2012 issued in the original principal amount 
of $144.435.000, with a variable interest rate reset weekly. 0.08% as of June 30. 
2014. due July, 2033. 	 136,965 

Unsecured Taxable Revenue Bonds Series 2009 in the aggregate principal amount 
of $100.000.000 issued July I, 2009 to refund the Extendible Floating Rate Notes, 

Taxable Revenue Bonds Series EXL5 on October 5. 2009: fixed rate of 6.30% due 
July, 2019. 	 100.000 

New York State Environmental Facilities Corporation private bonds issued in the 
aggregate amount of $50,000,000 with a fixed interest rate of 3.90%. due June. 
2024. 	 45,353 

Loans and mortgages. some of hich are collateralized by the land, and payable in 
monthly installments, including interest ranging froni 0% to 6.0%: final payments 
are due at various dates through 2033. 	 36.582 

Conservation Notes, unsecured notes payable in various amounts with interest 
ranging from 0.75% to 2.0%, due at various dates through 2019. 	 24,999 

Other notes payable without interest due on demand 	 6,386 
Total 	 $ 363.562 

The fair value of long-term debt, including current maturities, is estimated based on current market 
rates offered to or by The Conservancy for similar instruments. The fair value of the Unsecured 
Taxable Revenue Bonds Series 2009 is $122.199,000  based on market observable inputs at June 30, 
2014 and would be characterized within Level 2 if carried at fair value. The fair value of the NY 
State Environmental Facilities Corporation bonds is $47,676,000 based on the income approach 
method at June 30, 2014 and would he characterized within Level 2 if carried at fair value. Based on 
a blended borrowing rate of 4.24% as of June 30, 2014. the fair value of the remaining long-term 
debt is approximately $216,081,000 and would be characterized within Level 2 if carried at fair 
value. 
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The following schedule of amounts due is based on the maturity dates per the debt agreements: 

(In thousan(Is) 

2015 
2016 
2017 
2018 
2019 
Thereafter 

Total 

$ 	98,858 
52,529 
65,643 
13.100 
7,383 

126,049 
$ 	363,562 

13. Net  assets 

femporaui/v restricted net assets are available for the following purposes: 

(In i/ia zisand.$) 

Land acquisition and other conservation projects 	$ 	262.231 
Time restricted for periods after June 30 	 217.319 
Time and purpose restricted for periods after June 30 	 162.884 
True endowment gains subject to future Board of 
Directors' appropriation 	 113,843 

Total 	 $ 	756,277 

Permanently restricted net assets are restricted in perpetuity: the income derived from these 
investments is expendable to support the operations of The Conservancy. The total amount of 
permanently restricted net assets on the consolidated statement of financial position includes the 
donor-restricted endowment funds of $165,838,000 displayed in the tables below, as well as other 
amounts such as those contributed to create a permanent capital fund. This fund, the land 
preservation fund, is used to finance capital projects and is to be maintained in perpetuity for only 
this purpose. Permanently restricted net assets in the land preservation fund were $1633,536,000 as 
Of June 30. 2014. and the remaining of balance of permanently restricted net assets in the land fund 
was $3,736,000 as of June 30, 2014. 

Endo%t'mentfilnds are categoried in the following net asset classes as of June 30, 2014: 

(Iii thousands) 	 Temporarily Permanently 
Unrestricted 	Restricted 	Restricted 	Total 

Donor-restricted endo\ment funds 	$ 	(1,613) 	$ 	113.843 	S 	165.838 	$ 	278.068 
Board-designated endowment funds 	846,878 	 - 	 - 	846,878 

Total endowment funds 	$ 	845,265 	$ 	113.843 	$ 	165,838 	$ 1.124,946 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

Changes in endou',neni lands b' net asset classification for the year ended June 30, 2014 are 
summarized as follo s: 

Temporarily Permanently 
Unrestricted Restricted Restricted Total 

$ 	749,672 $ 	87,961 $ 	155,549 $ 	993,182 
121,984 39,120 - 161,104 

155 442 10.127 10.724 
8,582 2,409 - 10.991 

(51,201) - - (51,201) 
16,089 (16.089) - - 

845,281 113,843 165,676 1.124,800 
(16) - 162 146 

$ 	845.265 $ 	113,843 S 	165.838 $1,124,946 

(In Ihoiisaiids) 

Endowment net assets, beginning of year 
Investment returns 
Contributions and other revenue 
Interfund transfers 
Appropriation of assets for expenditure 
Net assets released from restrictions 

Subtotal endowment fLI nds 
Rec lass ific ation of net assets 

Total endowment funds 

14. Assets and liabilities carried at fair value 

Assets and liahili jes carried at tLnr value are classified in the fair value hierarchy based on the 
lowest level of input that is significant to the valuation. 

Fair value for Level I is based upon quoted prices in active markets for identical assets and 
liabilities. Market price data is generally obtained from exchange or dealer markets. 

Fair value for Level 2 is based on quoted prices for similar instruments in active markets, quoted 
prices for identical or similar instruments in markets that are not active, and on model-based 
valuation techniques, for which all significant assumptions are observable in the market or can be 
corroborated by observable market data for substantially the full term of the assets. Inputs are 
obtained from various sources including market participants, dealers, and brokers. 

Fair value for Level 3 is based on valuation techniques that use significant inputs that are 
unobservable as they trade infrequently or not at all. 

The Conservancy uses the practical expedient to determine the fair value for some of its 
investments, which permits the use of Net Asset Value (NAV) without adjustment under certain 
circumstances. 

In order to partially insulate itself from the variable nature of the interest rates on its outstanding 
debt, The Conservancy has three interest rate swap agreements that fix the rates on several variable 
rate bonds. Interest rate swaps are valued using both observable and unobservable inputs, such as 
quotations received from the counterparty, dealers or brokers, whenever available and considered 
reliable. In instances where models are used, the value of the interest rate swap depends upon the 
contractual terms of, and specific risks inherent in, the instrument as well as the availability and 
reliability of observable inputs. Such inputs include market prices for reference securities, yield 
curves, credit curves, measures of volatility, prepayment rates, assumptions for nonperformance 
risk, and correlations of such inputs. The Conservancy's interest rate swap arrangements have inputs 
which can generally be corroborated by market data and are therefore classified within Level 2. 
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Fair value of interest rate swaps at June 30, 2014: 

(In the l(sands) 

Interest rate contracts 
Consolidated Statement of Financial Position location: 
Accounts payable and accrued liabilities 	 $ 	38,008 

Change in fair value in Consolidated Statement of Activities 

Other income 	 $ 	3,513 

20 



The Nature Conservancy 
Notes to Consolidated Financial Statements 
June 30, 2014 

.4cVL'f,v and liabiliiie,c caiegoric'd b' /117)/il Iei'el: 

(In /110 usands) 
Level I Level 2 Level 3 Total 

Investments: 
Short-term investments 5 513 $ 20.586 $ 	- $ 21,099 
Repurchase agreements - 8,965 - 8.965 
Fixed income: 

U.S. treasuries 42,872 - - 42,872 
Asset-hacked securities - 4.281 - 4.28 
Corporate debt - 294.806 - 294,806 
Mortgage-backed securities - 14,007 - 14,007 
U.S. agency bonds - 132,390 - 132.390 

Public equity: 
Consumer discretionary 34,088 - - 34,088 
Consumer staples 10,557 - - 10,557 
Energy 8289 - - 8.289 

Financial services 22,223 - - 22,223 

Health care 15.318 - - 15,318 

Industrials 47,761 - - 47,761 

InFormation technology 12.607 - - 12,607 

Materials 13,539 - - 13,539 

Utilities 1,333 - - 1,333 

Other industries 269 - - 269 

Commingled equity Funds - - 411,973 411.973 

Mutual funds 148.275 - - 148,275 

Closed end mutual Funds 75.5 13 - - 75.513 

Fledge funds - - 244,839 244,839 

Private equity - - 202,281 202,281 

Private real estate - - 44,547 44,547 
Split interests, trusteed 143,704 116,114 15.586 275,404 
Split interests, non-trusteed - - 33.269 33.269 

Total investments at fair value 576.861 591,149 952.495 2,120,505 
Collateral received under 

securities lending agreement S 42.140 $ - $ 	- $ 42.140 

Pledges receivable - - 222,770 222,770 

Total assets measured at fair value $ 619.001 $ 591.149 $ 	1,175.265 $ 2,385.415 

Interest rate swaps liability $ - $ 38.008 $ 	- $ 38,008 
Payable under securities 

lending agreement 42,140 - - 42.140 
Total liabilities measured at fair value $ 42.140 $ 38,008 $ 	- S 80,148 

Investments included in Level 3 primarily consist of' The Conservancy's ownership in alternative 
investments (principally limited partnership interests in hedge and private equity funds) as well as 
public equity investments held within private arrangements. The value of certain alternative 
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investments represents the ownership interest in the NAV of the respective partnership. 
Approximately 72.44% of Level 3 investments held by the partnerships consist of marketable 
securities and 27.561/'o are securities that do not have readily determinable fair values. The fair 
values of the securities held by limited partnerships that do not have readily determinable fair values 
are determined by the general partner and are based on appraisals. or other estimates that require 
varying degrees of judgment. If no public market exists for the investment securities, the fair value 
is determined by the general partner taking into consideration, among other things, the cost of the 
securities, prices of recent significant placements of securities of the same issuer, and subsequent 
developments concerning the companies to which the securities relate. The Conservancy has 
performed significant due diligence around these investments to ensure NAV is an appropriate 
measure of fair value. 

Investments valued using NA V as ot June 30. 2014: 

(In thousands) 
	

Unfunded 	Redemption 
	

Redemption 
Fair Value Commitments 	Frequency 

	
Notice Period 

Global equity funds 

International equity fluids 

Bond funds 

Hedge funds 

Private equity funds 

Real estate funds 
Total 

S 	193,651 	S 	- 	Monthly. quarterly 	10 business days. 30 

days 

	

218,322 	 - 	Monthly 	 6 business days. on 
15th of prior month, 
60 calendar days. 90 
days 

	

50,632 	 - 	Daily 	 Daily 

	

244,839 	18.605 	Monthly, quarterly. 	45 - 90 days 

semi-annually, 
rolling 2, 3 & 4 
years 

	

201.075 	36.061 N;A 	 N/A 

	

44,547 	29,383 N/A 	 N/A 

5 953.066 $ 84,049 

The Conservancy uses a standard charitable gift calculation model and the IRS discount rate to 
determine the present value of split interest agreements where The Conservancy serves as trustee. 
For split interest agreements where The Conservancy is not the trustee, valuations are based on the 
values reported by third-party trustees, while noting that the valuation techniques for future 
distributions expected to be received over the term of the agreement and unobservable inputs - such 
as discount rates. life expectancies, and trust payouts may vary widely among trustees. There is no 
market for these agreements, and they are therefore classified within Level 3. 
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Rol//oi"a'a,'d at Levi'! 3 1 financial insiriulnenis: 

(In thousc,inlsi 
Fair value 	Realized 	Unrealized 	Purchases 	Sales 	Fair value 

as of 	gains (losses) gains (losses) 	 as of 
June 30, 2013 	 June 30, 2014 

Commingled equi1 	hinds 5 	290.852 	5 364 	5 62.076 	5 60.000 	5 (1.319) 	$ 411.973 
I ledge hinds 180.090 2.382 35.014 57.905 (30.552) 244.839 
Pri ate equit\ 1913 It) 15.774 24.075 16.352 (45,230) 202281 
Real estate 30.536 1.232 4.686 14.775 (6.682) 44.547 
Split interest arrangements 55,034 II (4.674) 1.449 (2.965) 48.855 

Total 747.822 19.763 121.177 150.481 (86.748) 952.495 
Pledges rceeiahle 178.082 - 44.688 - - 222.770 

1 otal in\eslments and pledges $ 	925.904 	5 19.763 	5 165.865 	5 150.481 	5 (86.748) 	5 1.175.265 

Of the net realized and unrealized gains of $185,628,000 in the table above, $140,940,000 are 

reflected in the accompanying consolidated statement of activities as investment gains. The 

remaining amounts include a net $44,688,000 increase in pledges, of which a $45,188,000 increase 

is reflected in the accompanying consolidated statement of activities as dues and contributions and a 

$500,000 decrease is reflected as conservation activities and actions program expense. 

Investment gains consisted of the follov, ing for the year ended June 30, 2014: 

(Jn thousands) 

Dividends and interest income 	 $ 	26.322 

Realized and unrealized gains (net of expenses of- $12,379) 	198.392 

Change in value of split interest arrangements 	 10.499 

Total investment gains 	 $ 	235.213 

15. Leases 

The follo ing is a schedule of' future minimum lease payments for all operating leases as of 
June30, 2014: 

(In the ilsandis) 

2015 

2016 

2017 

2018 

2019 

Thereafter 

Total minimum lease payments 

$ 	7.09! 

4,870 

3.459 

2,808 

1,894 

$ 	4.902 

$ 	25,024 

Rent expense was $1 1.646,000 for the year ended June 30, 2014. 
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SUPPLEMENTAL SCHEDULES 

Following are supplemental schedules: 

Consolidated statements of financial position as of June 30, 2014 (with comparative totals as 
of June 30, 2013). 

Summarized consolidated statements of activities for the year ended June 30, 2014 (with 
comparative totals for the year ended June 30, 2013). 

Schedule of functional expenses as reported in the consolidated statement of activities for the 
year ended June 30, 2014 by natural account classification (with comparative totals for the 
year ended June 30, 2013). 

While these schedules are not required under Generally Accepted Accounting Principles, 
they provide useful additional detail to help the user of these financial statements understand 
how funds are spent, as well as providing prior year comparisons. 
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(Amounts in thoiisan(L) 	 2014 	 2013 

Assets 

Cash and cash equivalents $ 	179,262 $ 	107.718 

Restricted cash 29,304 29.620 

Government grants and contracts receivable 21,822 24,542 

Pledges receivable, net 222,770 178,082 

Collateral received under securities lending acreement 42.140 49,169 

Deposits on land and other assets 27.493 3 1,275 

Property and equipment. net  of accumulated depreciation 

and amortization 123.269 105,317 

Investments 	Capital fund 684,932 644,254 

Investments - Split interest arrangements 307.963 286,263 

Investments - Endornent fund 1,127.610 995,846 

Conservation lands 1,815,004  1,865,034 

Conservation easements 1.937,343 1,866, 197 

Total assets $ 	6,518.912 $ 	6,183,317 

Liabilities 

Accounts payable and accrued liabilities $ 	100,161 $ 	100,801 

Payable under securities lending agreement 42,140 49,169 

Deferred revenue and refundable advances 89.058 92,076 

Bonds and notes payable 363,562 376.346 

Split interest arrangements 146,532 143.874 

Total liabilities 741,453 762,266 

Net assets 

Unrestricted 

Undesignated 17,952 (48.284) 

Land, easements, and project funds 3,820.356 3,764.115 

Board-designated quasi endowment and similar funds 849.764 754,171 

Total unrestricted 4,688,072 4.470,002 

Temporarily restricted 756,277 634.916 

Permanently restricted 333, 110 316,133 

Total net assets 5,777,459 5,421.051 

Total liabilities and net assets $ 	6.518,912 $ 	6.183,317 
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(Amounts in thousands) 	 2014 	2013 

Support and revenues 

Dues and contributions 

Land and easements contributed for conservation 

Government grants and contracts 

Investment income 

Sales of conservation land and easements to 

governments and others 

Other 

Total support and revenues 

Expenses 

Program expenses 

General and administration 

Fund-raising 

General fund-raising 

Membership development 

Total expenses 

Increase in net assets 

Net assets at beginning of year 

Net assets at end of year 

$ 	560,417 	$ 439,052 

57.614 73,386 

120,687 120,717 

235.213 116.725 

80,915 108,628 

59.433 90,663 

1.1 14,279 949,171 

541.179 560,201 

121,776 115,448 

67.099 66,910 

27,817 22,101 

757,871 764,660 

	

356,408 	184,511 

	

5,421,051 	5,236.540 

$ 5,777,459 $ 5,421,051 
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(Amounts in thousands) Program expenses Support services expenses 
Conservation Fund-raising Total Support Totals 
activities and General and General Membership services 2014 Total 2013 Total 

actions administration fund-raising development expenses expenses expenses 

Personnel .5 	182,150 $ 	71,353 5 	52,115 S 	4,241 5 127,709 S 309,859 S 298.381 
Contract, professional Fees 65.972 12,331 3,034 6.446 21,81! 87.783 79,333 
Grants and allocations 49.287 Ill 27 - 138 49,425 44.873 
Supplies 8.150 4,026 594 1,963 6,583 14.733 13,279 
telecommunications 1.761 1,506 227 17 1,750 3.511 4,305 
Postage and mailing service 1.579 281 395 8.494 9.170 10.749 8.996 
Occupancy 1.966 9.438 242 - 9.680 11.646 12.139 
Equipment rental and maintenance 4,300 1.390 195 1 1.586 5,886 5.966 
Printing and publication 4.034 264 956 5,909 7.129 11,163 9,196 
Travel 15,642 3,390 2,960 128 6.478 22,120 20.847 
Conlerences and meetings 7,277 2.087 2.096 23 4,206 11,483 10,277 
Interest 18,612 6 - - 6 18.618 19.004 
Depreciation and amortization 7.121 1,858 489 - 2,347 9,468 8.170 
Equipment 2.911 125 24 - 149 3,060 2.649 
Taxes and licenses 983 981 81 20 1.082 2,065 1.884 
Utilities, repairs. maintenance, and construction 7,110 1.986 165 - 2,151 9,261 6.900 
Insurance 2,535 1,556 49 1 1.606 4,141 3.964 
Real estate taxes 5,578 914 9 - 923 6,501 5.429 
Closing costs 1.026 539 - - 539 1.565 3.128 
Contributed goods and services non-cash expense 10,005 6.572 3,347 570 10,489 20.494 28.244 
All other 3,430 1,062 94 4 1,160 4,590 16.385 
Subtotal 401.429 12 1, 776 67,199 27,817 216.692 618,121 603,349 
Rok value of conservation land and easements sold 
or donated to government and others 139.750 - - - - 139,750 161.311 

Total $ 	541.179 5 	121,776 $ 	67,099 $ 	27.817 5 216,692 $ 757,871 $ 764,660 
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