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INDEPENDENT AUDITORS® REPORT

Waikiki Business Improvement District Association:

We have audited the accompanying statement of financial position of the Waikiki Business
Improvement District Association (a nonprofit Hawaii corporation) as of June 30, 2006, and the
related statements of activitics, functional expenses, and cash flows for the year then ended. These
financial statements are the responsibility of the Association’s management. Our responsibility is to
express an opinion on these financial statements based on our audit. The prior year summarized
comparative information has been derived from the Association's 2005 financial statements that were
audited by other auditors, and their report dated August 5, 2005 expressed an unqualified opinion on
those statements.

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

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Waikiki Business Improvement District Association as of June 30, 2006, and

the changes in its net assets and its cash flows for the year then ended are in conformity with
accounting principles generally accepted in the United States of America.
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September 8, 2006

700 Bishop Streer, Suite 10 | Honoluly, Hawaii 96813-4124 | Telephone (308) 5210002 | Facsimile (BOH) 599.8719



WAIKIKI
BUSINESS IMPROVEMENT DISTRICT
ASSOCIATION

STATEMENT OF FINANCIAL POSITION

As of June 30, 2006
(With Comparative Totals as of June 30, 2005)

2006 2005
ASSETS
CURRENT ASSETS
Cash (including interest-bearing accounts) $971,905 $761,777
Assessments receivable — net 12,727 1,480
Prepaid expenses 3,989 3.922
Total current assets 988.621 167,179
PROPERTY AND EQUIPMENT
Office furniture, fixtures, and equipment 29,081 24,412
Accumulated depreciation (21,084) (17.073)
Property and equipment — net 7.997 7,339
TOTAL ASSETS $996.618 $274.518
LIABILITIES AND NET ASSETS
CURRENT LIABILITIES
Accounts payable $120.633 $104.354
Total current liabilities 120,633 104,354
NET ASSETS
Unrestricted 875,985 670,164
Total net assets 875.985 670,164
TOTAL LIABILITIES AND NET ASSETS $996.618 $774518

See accompanying notes to financial statements.



WAIKIKI
BUSINESS IMPROVEMENT DISTRICT
ASSOCIATION

STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2006
(With Comparative Totals for the Year Ended June 30, 2005)

2006 2005

CHANGES IN UNRESTRICTED NET ASSETS
Revenue and support

Member assessments $1,675,015 $1,734,244

Publication rack maintenance 49,200 -

Interest income 14,954 7.360

Total revenue and support 1,739,169 1,741,604
Expenses

Program services 1,483,082 1,311,985

Management and general 50,266 04,071

Total expenses 1.533.348 1.406.056
INCREASE IN NET ASSETS 205,821 335,548
NET ASSETS - Beginning of year 670.164 334,616
NET ASSETS — End of year $__875.985 $_670.164

See accompanying notes to financial statements.
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WAIKIKI
BUSINESS IMPROVEMENT DISTRICT
ASSOCIATION
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2006

(With Comparative Totals for the Year Ended June 30, 2005)

CASH FLOWS FROM OPERATING ACTIVITIES
Increase in net assets
Adjustments to reconcile increase in net assets
to net cash provided by operating activities:
Depreciation
(Increase) decrease in:
Assessment receivable
Prepaid expenses
Increase (decrease) in:
Accounts payable
Other liabilities
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment

Net cash used by investing activities

NET INCREASE IN CASH

CASH - Beginning of year

CASH — End of year

See accompanying notes to financial statements.

2006 2005

$205,821 $335,548
4,011 4,270
(11,247) 7,547
(67) (345)
16,279 (22,685)

- (1.899)
214,797 322.436
(4,669) (3.616)
(4,669) (3.616)
210,128 318,820
161,777 442,957
$271.905 $761.777



WAIKIKI
BUSINESS IMPROVEMENT DISTRICT
ASSOCIATION

NOTES TO FINANCIAL STATEMENTS

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Activity

The Waikiki Business Improvement District Association is a nonprofit Hawaii corporation chartered
on September 13, 2000 to enhance the quality of life in Waikiki by providing businesses, visitors,
employees, and residents of Waikiki with a safe, clean, and enjoyable environment in which to live,
work, and play. The Association works in partnership with business and government to develop and
implement programs that will strengthen the physical and economic vitality of Waikiki in order to
help maintain its position as a world class resort destination. It is exempt from federal income taxes
under Section 501(c)(3) of the Internal Revenue Code and is not a private foundation. Accordingly,
qualifying contributions to the Association are tax deductible.

The Association was organized to carry out and execute the responsibilities and activities prescribed
in the Waikiki Business Improvement District Plan for the City and County of Honolulu Business
Improvement District No. One (Waikiki) dated June 20, 2000, to improve neighborhood conditions

- and the environment within the Waikiki Business Improvement District, and to supplement municipal
services within the District through such methods as information and safety officers, supplemental
landscaping and maintenance crews, and other services and improvements consistent with its
charitable purposes. The duration of the Association is perpetual, except that it shall be wound up
and dissolved in accordance with its articles of incorporation in the event that the Waikiki Business
Improvement District is terminated by the City Council of the City and County of Honolulu.

The Association implements and manages programs to meet its mission. The Streetscape
Maintenance program was launched in March 2001 to beautify and establish Waikiki as a cleaner and
more environmentally friendly place to be. The Security program was also launched in March 2001
to provide daily beach and sidewalk patrols within the district to deter criminal activity. The
Association also has a Public Improvements program to develop guidelines and an action program for
systematic, integrated and on-going district-wide improvements. This includes the development of
way-finding signage and maps to unify the destination area, enhance visitor mobility in and around
Waikiki, and increase awareness of area attractions, activities, and businesses.

The Waikiki Business Improvement District Association is related by certain common governing
body members to The Waikiki Improvement Association, a nonprofit Hawaii corporation, chartered
on November 16, 1967 for businesses and individuals to focus on physical improvements for Waikiki.
The Association and The Waikiki Improvement Association share certain office and administrative
costs, which were allocated 50% to the Association and 50% to The Waikiki Improvement
Association for the years ended June 30, 2006 and 2005 based on management’s estimate of their
relative usage. It is at least reasonably possible that management’s estimates may change within the
near-term.



The members of the Association are the assessed property owners and tenants of the Waikiki
Business Improvement District. The Association contracts with others for landscaping and security
services under agreements expiring June 30, 2007, and for streetscape maintenance under an
agreement expiring in June 30, 2008. Such contracts may be terminated by the Association for
nonperformance or upon written notice, as provided in the agreements.

Basis of Accounting

The Association reports information regarding its financial position and activities according to three
classes of net assets: unrestricted net assets, temporarily restricted net assets (none in 2006 and 2005),
and permanently restricted net assets (none in 2006 and 2005). Support is recorded when pledged as
unrestricted, temporarily restricted, or permanently restricted depending on any donor restrictions.

Member assessments are recognized ratably over the Association’s fiscal year and are derived from
real property assessment to all commercial, nonresidential properties in Waikiki. Rates vary
depending on location. Properties in the Kalakaua/Kuhio corridor pay the full rate and receive
primary services. Other areas receiving the indirect benefits of an improved neighborhood pay only a
portion of the full rate. Assessments are also subject to credits based on an appeal by the property
owner. Revenue from the maintenance of publication racks in Waikiki under an agreement with the
City and County of Honolulu is recognized when the related services are performed. Expenses are
allocated on a functional basis among various programs and support 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. Other expenses that are common to several functions are aflocated
by various bases. Expenses are recognized when the related liability is incurred.

Use of Estimates

The accompanying 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 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 Association to credit risk include cash and accounts
receivable. At June 30, 2006 and 2005, cash on deposit with financial institutions exceeded the
related federal deposit insurance by approximately $871,900 and $661,800, respectively.
Management periodically evaluates the relative credit standing of such institutions to be sure the cash
on deposits is adequately safeguarded. Accounts receivable, which have been adjusted for all known
doubtful accounts, are determined to be collectible or uncollectible based on an assessment by
management of the facts and circumstances related to the individual accounts.



Property and Equipment

Property and equipment consists of office furniture, fixtures, and equipment stated at cost or, if
contributed, at estimated fair market value at the date of contribution. Depreciation is provided using
the straight-line method over estimated useful lives of five years. Property and equipment and other
long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate
that the related carrying amounts may not be recoverable. Repairs and maintenance are expensed.
Expenditures for property and equipment in excess of $100 are capitalized.

NOTE B - LEASES

The Association leases office facilities and related amenities, together with The Waikiki Improvement
Association, under an operating lease expiring December 2010 that may be cancelled by either party
upon 30-days written notice. Lease rent expense allocated to the Association amounted to $14,323
for the years ended June 30, 2006 and 2005.

NOTE C - LINE-OF-CREDIT

The Association has a $375,000 working capital line-of-credit with Bank of Hawaii available until
August 2018. Advances on the line-of-credit bear interest at 1.5% above the Bank’s base rate and are
collateralized by substantially all of the Association’s assets. The Banks’ base rates were 8.25% and
6.25% at June 30, 2006 and 2005, respectively. There were no advances outstanding on the line-of-
credit at June 30, 2006 and 2005.

NOTE D - RETIREMENT PLAN

The Association sponsors a defined contribution, Simple-IRA salary reduction retirement plan,
covering substantially all of its employees to which it contributes 3% of each employee’s annual
salary, up to the maximum allowed under Internal Revenue Code Section 408(p). Retirement plan
expense allocated to the Association amounted to $3,507 and $3,405 for the years ended June 30,
2006 and 2005, respectively.

NOTE E - FINANCIAL STATEMENT PRESENTATION

The financial statements include certain prior year summarized comparative information in total but
not by net asset class. Such information does not include sufficient detail to constitute a presentation
in conformity with generally accepted accounting principles. Accordingly, such information should
be read in conjunction with the Association’s financial statements for the year ended June 30, 2005,
from which the summarized information was derived.

Certain amounts in the 2005 financial statements have been reclassified to conform to the 2006
presentation. The Association operates in Honolulu, Hawaii. National and international events can
have severe, adverse effects on economic conditions in Hawaii. The effects, if any, on the financial
statements of the Waikiki Business Improvement District Association from such changes in economic
conditions are not presently determinable.




