








State of Hawaii
Department of Hawaiian Home Lands
Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Nonmajor Governmental Funds
Year Ended June 30, 2008 Supplemental Information

Department of

HawaIIan Home Native Hawaiian Total Other

Hawaiian Home Lands Revenue HawaIIan Home Reha~litation Protocol Temporary Construction Governmental
Loan Fund Bond Special Fund Trust Fund Funds Deposits Funds Funds

Revenues

Appropriations 2,875,000 $ 2,875,000

Interest from short-term investments 137,790 137,375 275,165

Other 269,473 269,473

Total revenues 137,790 406,848 2,875,000 3,419,638

Expenditures

Current

c.o Administration and support services 1,192,996 609 1,193,605
Q)

Land development 122,719 122,719

Land management 395,000 395,000

Total expenditures 1,192,996 609 122,719 395,000 1,711,324

Excess (deficiency) of revenues

over (under) expenditures 137,790 (786,148) (609) (122,719) 2,480,000 1,708,314

Other financing sources (uses)

Transfers in 262,918 2,500 265,418

Transfers out (2,141) (2,141)

Total other financing

262,918 359 263,277

Excess (deficiency) of revenues

and olherfinancJng sources over

(under) expenditures and other

financing uses 262,918 137,790 (786,148) (250) (122,719) 2,480,000 1,971,591

Fund balances at July 1, 2007 4,354,613 9,604,781 10,850 100 10,350,069 2,140 491,197 3,937,176 39,590,076

Fund balances al June 30, 2008 4,617,531 9,742,571 10,850,100 9,563,921 1,890 368,478 6,417,176 41,561,667



State of Hawaii
Department of Hawaiian Home Lands
Schedule of Expenditures of Federal Awards
Year Ended June 30, 2008

Federal Program or
Pass Through Entity

U.S. Department of Housing and Urban
Development

Native Hawaiian Housing Block Grant, Year 2
Native Hawaiian Housing Block Grant, Year 3
Native Hawaiian Housing Block Grant, Year 4
Native Hawaiian Housing Block Grant, Year 5

TOTAL FEDERAL EXPENDITURES

CFDA
Number

14.873
14.873
14.873
14.873

39

Identifying
Number

03NHGHlOO01
04NH4HIOO01
05NH4HlOO01
06HBGHIOOO1

Expenditures

$ 2,036,993
5,261,556
5,149,387

166,325

$ 12,614,261



State of Hawaii
Department of Hawaiian Home Lands
Notes to the Schedule of Expenditures of Federal Awards
June 30, 2008

1. Basis of Presentation

The accompanying schedule of expenditures of lederal awards includes the federal grant activity
of the Department and is presented on the cash basis of accounting. The information on this
schedule is presented in accordance with the requirements of OMB Circular A-133, Auditing of
States, Local Governments, and Non·Profit Organizations. Therefore, some amounts presented
in this schedule may differ from amounts presented in, or used in the preparation of, the basic
financial statements.

2. Loans Outstanding

The Department had the fOi/owing loan balances outstanding as of June 30, 2008. Loans made
during the year are included in the federal expenditures presented in the schedule.

Program Tille

U.S. Department of Housing and Urban
Development

Native Hawaiian Housing Block Grant

40

CFDA
Number

14.873

Amount
Outstanding

$ 3,610,864



State of Hawaii
Department of Hawaiian Home Lands
Notes to the Schedule of Expenditures of Federal Awards
June 30, 2008

3. Subreclplents

Of the federal expenditures presented in the schedule, the Department provided federal awards to
sUbrecipients as follows:

Program TitieiSubreclplent

U.S. Department of Housing and Urban Development
Native Hawaiian Housing Block Grant, Year 2

Consuelo Zobel Alger
Hawaii Island Community Development
Hawaiian Community Assets
Hawaiian Community Development
Menehune Development Corp.
Habitat for Humanity - Molokai

Native Hawaiian Housing Block Grant, Year 3
Consuelo Zobel Alger
Hawaiian Community Assets
Hawaiian Community Development
Habitat for Humanity - Honolulu
Kikiaola Construction Corporation
Nanakuli Housing Corporation
Hawaii Island Community Development

Native Hawaiian Housing Block Grant, Year 4
Council for Native Hawaiian Advancement
Habitat for Humanity - Maui
Habitat for Humanity - Molokai
Nanakuli Housing Corporation

Native Hawaiian Housing Block Grant, Year 5
Nanakuli Housing Corporation
Habitat for Humanity - Leeward

CFDANo.

14.873

14.873

14.873

14.873

Amount
Provided to

Subreclplents

$ 3,371
7,335

35,527
17,100
49,687

3,607

116,627

332
30,000
37,600
23,662

236,038
5,412

19,000

352,044

60,323
225,700

19,663
31,637

337,323

90,477
8,681

99,158

41

$ 905,152



PART II

Government Auditing Standards



A~uitYllP
CERTIFIED PUBLIC ACCOUNTANTS

Report of Independent Auditors 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

The Auditor and the Hawaiian Homes Commission
State of Hawaii

We have audited the financial statements of the governmental activities, each major fund. and the
aggregate remaining fund information of the State of Hawaii. Department of Hawaiian Home Lands (the
"Department") as of and for the year ended June 30. 2008. which collectively comprise the Department's
basic financial statements and have issued our report thereon dated June 10. 2009. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards. issued by the
Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit. we considered the Department's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions
on the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
Department's internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the Department's internai control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However. as discussed below.
we identified certain deficiencies in internal control over financial reporting that we consider to be
significant deficiencies.

A control deficiency 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
misstatements on a timely basis. A significant deficiency is a control deficiency. or combination of control
deficiencies, that adversely affects the Department's ability to initiate. authorize. record. process, or report
financial data reliably in accordance with generally accepted accounting principles such that there is more
than a remote likelihood that a misstatement of the Department's financial statements that is more than
inconsequential will not be prevented or detected by the Department's internal control. We consider the
deficiencies described in the accompanying schedule of findings and questioned costs as items 08·01.
08-02.08-03.07-01. and 07-02 to be significant deficiencies in internal control over financial reporting.
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A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the Department's internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described
in the first paragraph of this section and would not necessarily identify all deficiencies in the internal
control that might be significant deficiencies and, accordingly, would not necessarily disclose all
significant deficiencies that are also considered to be material weaknesses. However, of the significant
deficiencies described above, we consider item 08-01 to be a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department'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 with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
wtth those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards. However, we noted certain other matters
that we reported to the State Audttor and the Hawaiian Homes Commission in a separate letter dated
June 10, 2009.

The Department's responses to the findings identified in our audit are described in the Department's
Corrective Action Plan. We did not audit the Department's response and, accordingly, we express no
opinion on it.

This report is intended solely for the information and use of the State AUditor, the Hawaiian Homes
Commission, the Department's management, and federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specified parties.

Honolulu, Hawaii
June 10, 2009



A~uitYLLP
CERTIFIED PUBLIC ACCOUNTANTS

Report of Independent Auditors on Compliance with Requirements

Applicable to Each Major Program and on Internal Control Over

Compliance in Accordance with OMB Circular A-133

The Auditor and the Hawaiian Homes Commission
State of Hawaii

Compliance

We have audited the compliance of the State of Hawaii, Department of Hawaiian Home Lands (the
"Department") with the types of compliance requirements described in the U.S. Office of Management
and Budget ("OMS") Circular A-133 Compliance Supplement that are applicable to its major federal
program for the year ended June 30, 2008. The Department's major federal program is identified in
the summary of aud~or's resuUs section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts, and grants applicable to its major
federal program is the responsibility of the Department's management. Our responsibility is to express
an opinion on the Department's compliance based on our audit.

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 OMS Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those sfandards and OMS Circular A-133
require that we plan and perfonn 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 Department'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. Our audit does not provide a legal determination of the Department's compliance w~h those
requirements.

In our opinion, the Department complied, in all material respects, with the requirements referred to above
that are applicable to ~s major federal program for the year ended June 30, 2008. However, the resuUs
of our aUditing procedures disclosed instances of noncompliance with those requirements, which are
required to be reported in accordance with OMS Circular A-133 and which are described in the
accompanying schedule of findings and questioned costs as items 08-04, 08-05, and 07-03.

Internal Control Over Compliance

The management of the Department is responsible for establishing and maintaining effective internal
control over compliance w~h the requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and perfonning our audit, we considered the Department's internal control
over compliance with the requirements that could have a direct and material effect on a major federal
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program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, 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 Departmenfs internal
control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses as defined below. However, as discussed below, we
identified certain deficiencies in internal control over compliance that we consider to be significant
deficiencies.

A control deficiency in the Department's internal control over compliance 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 noncompliance with a type of compliance requirement of
a federal program on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the Department's ability to administer a federal program such
that there is more than a remote likelihood that noncompliance wilh a type of compliance requirement of
a federal program that is more than inconsequential will not be prevented or detected by the Department's
internal control. We consider the deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs as items 08-04 and 08-05 to be significant
deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that material noncompliance with a type of compliance requirement
of a federal program will not be prevented or detected by the Department's Intemal control. We do not
consider any of the deficiencies described in the accompanying schedule of findings and questioned
costs to be material weaknesses.

The Department's responses to the findings identified in our audit are described in the Department's
Corrective Action Plan. We did not audit the Department's responses and, accordingly, we express
no opinion on it.

This report is intended solely for the information and use of the State Auditor, the Hawaiian Homes
Commission, the Department's management, and federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specilied parties.

~p

Honolulu, Hawaii
June 10, 2009
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Schedule of Findings and Questioned Costs



State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Section 1- Summary of Auditor's Results

Financial Statements

Type of aud~or's report issued

Internal control over financial reporting

Material weaknesses identified?

Significant deficiencies identified that are not considered
to be material weaknesses?

Noncompliance material to financial statements noted?

Unqualified

~yes no

~yes __none reported

yes ~no

~yes no

__yes ~no

~ yes __none reported

Unqualified

Name of Federal Program or Cluster

Native Hawaiian Housing Block Grant14.873

Federal Awards

Internal control over major programs

Material weaknesses identified?

Significant deficiencies identified that are not considered
to be material weaknesses?

Type of auditor's report issued on compliance for major
programs

Any audit findings disclosed that are required to be reported
in accordance w~h section 510(a) of Circular A-133?

Identification of major programs

CFDA
Number

Dollar threshold used to distinguish between type A and
type B programs

Aud~ee qualified as low-risk aud~ee?

$378,428

__yes ~no
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Section II - Financial Statement Findings

Material Weakness

Queatloned
Cost

Finding No. 08-01: Restatement of Beginning Net Assets Due to Improper
Accounting of Construction Costs

$

Federal Agency:

CFDA Number and Tille:

Award Number and Award
Year:

Finding is not specijic to a Federal Agency

Finding is not specific to a Federal Agency

Not applicable

Condition
During our audit. we noted various construction costs related to inventory of homes for sale and
development incurred in prior years that were improperly classijied as capital assets. As of June 30,
2007, approximately $23 million of these construction costs were included in the construction in progress
balance, but related to inventory of homes which were constructed and sold during fiscal 2007.
Therefore, the capijal assets balance was overstated and home construction expenses were understated
in the department-wide financial statements as of June 30, 2007. Accordingiy, the Department restated
its opening net assets balance as of July 1, 2007 to correct this error.

Criteria
§_.31 0 of OMB Circular A-133 requires the auditee to prepare financial statements that reflect its
financial position, results of operations or changes in net assets and, where appropriate, cash flows
for the fiscal year audijed.

§_.320 requires the auditee to submit a reporting package that includes:

1. Financial statements and schedule of expenditures of federal awards.

2. Summary schedule of prior audit findings.

3. Audijor's report.

4. Corrective action plan.

Although audited financial statements were prepared and submitted as of and for the year ended
June 30, 2007, the financial statements submitted were misstated, and restated beginning balances
are reported In the financial statements as of and for the year ended June 30, 2008.

Effect
The Department restated its opening net assets balance as of July 1, 2007 to correct this error which
related to the improper accounting of construction costs.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

The following adjustment was made:

Net assets at July 1, 2007, as previously reported
Prior period adjustment

Net assets at July 1, 2007, as restated

$ 632,084,145
(23,290,141 )

$ 608,794,004

Cause
We noted that the Department tracks construction costs related to inventory of homes for sale
and development on the same spreadsheet that is used to track construction costs related to the
Departmenfs capital assets, increasing the likelihood of future misstatements,

Recommendation
We recommend that, and the Department has already restated the beginning balances in its
basic financial statements for the year ended June 30, 2008 to correct the error identified. We also
recommend that the Department track construction costs related to the inventory of homes for sale
and development separately from construction costs related to the Department's capital assets. The
fiscal management of the Department should provide greater oversight to ensure that the financial
statements are prepared and presented in accordance with generally accepted accounting principles.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Significant Deficiencies

Questioned
Cost

Finding No. 08-02: Untimely Reconciliation of Financial Reports
$

Federal Agency:

CFDA Number and Title:

Award Number and Award
Year:

Finding is not specific to a Federai Agency

Finding is not specific to a Federal Agency

Not applicable

Condition
During our audit, we noted that the Department did not reconcile its financial records to the underlying
source data in a timely manner. We noted that the Department's monthly reconciliations related to cash
and its expenditures took as long as six months to be prepared.

Criteria
The Department shouid reconcile its financial records to the underlying source data in a timely manner
to ensure its financial records are complete and accurate, and that all unreconciled differences are
investigated and resolved immediately. More importantly, since the Department is a direct recipient
of federal award monies, II is sUbject to provisions of OMB Circular A-133, which states that federal
financial reports should be reconciled to the underlying accounting records.

Effect
Failure to reconcile the financial records to the underlying source data in a timely manner could result
in a material misstatement of the Department's financial statements. Furthermore, failure to comply wllh
the provisions of OMB Circular A-133 could result In the loss or reduction of federal award monies.

Cause
Despite having policies in place that requires the preparation and review of all financial statement
reconciliations to the underlying source data on a monthly basis, we noted that the Department did
not comply with lis own internal policies consistently throughout the year.

Recommendation
We recommend that the Department comply with its internal policies and ensure that the monthly
reconciliation of the financial records to the underlying accounting records are prepared and reviewed
in a timely manner.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Questioned
Cost

Finding No. 08·03: Cash Held Outside of State Treasury Was Not Recorded
$

Federal Agency:

CFDA Number and Title:

Award Number and Award
Year:

Finding is not specific to a Federal Agency

Finding is not specific to a Federal Agency

Not applicable

Condition
During our audit, we noted that the Department's financial accounting records excluded a cash balance
that was held in an account with an external financial institution. As of June 30, 2008, the balance of the
account was approximately $11,000. Mhough this amount was not material to the Department's fiscal
2008 financiai statements, we noted that the opening balance of the account was approximately $1.5
million. Furthermore, we noted that the Department failed to record all cash outflows from this account,
which resulted in an understatement of the Department's expenditures. Proper audit adjustments were
recorded as of June 30, 2008 to reflect the cash balance and expenditures.

Criteria
All assets that are legally owned by the Department and all expenditures incurred during the year should
be reflected in the Department's financiai statements.

Effect
Failure to inciude all cash balances that are legally owned by the Department could result in a material
misstatement of the Department's financial statements.

Cause
We noted that the Department did not have a full understanding of the accounting implications associated
with the agreement it had with the financial institution. Due to this lack of understanding, the Department
assumed that the cash balance was not required to be included in the Department's financial statements.

Recommendation
We recommend that the Department attain a full understanding of the legal and accounting implications
associated with agreements it executes with outside entities. The Department should ensure it records
the proper cash and expenditures going forward.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Section 111- Federal Award Findings and Questioned Costs

Significant Deficiencies

Questioned
Cost

Finding No. 08-04: Noncompliance w~h Davis-Bacon Act Requirements
$

Federal Agency:

CFDA Number and Title:

u.s. Department of Housing and Urban
Development
14.873 - Native Hawaiian Housing Block Grant

Award Number and Award
Year:

03NHGHI0001
04NH4HI0001
05NH4Hl0001
06HBGHI0001
07HBGHI0001

7/1/2003 - 6/30/2004
7/112004 - 6/30/2005
7/112005 - 6/30/2006
7/112006 - 6/30/2007
7/112007 - 6/30/2008

Condition
During our audit, we noted that the Department failed to review the payroll reports of one of ~s

construction contractors to ver~y that all laborers and mechanics employed by the contractor were
paid wages not less than those established by the Department of Labor ("DOL"). We noted that this
construction contractor received more than $2,000 in funding from the Department's federal award
monies, thereby making ~ subject to the provisions of the Davis-Bacon Act.

Criteria
The Davis-Bacon Act requires that each contract over $2,000 to which the United States is a party for the
construction, alteration, or repair of public buildings or public works shall contain a clause setting forth the
minimum wages to be paid by various classes of laborers and mechanics employed under the contract.

Title 29, Section 5.5 of the Code of Federal Regulations ("CFR") also provides that '~he contractor
shall submit weekly for each week in which any contract work is perfonmed a copy of all payrolls to
the agency if the agency is a party to the contract."

Effect
The Department should review the contractors' weekiy payrolls to ensure that the contractor is paying its
laborers and mechanics wages not less than wages established by the DOL. Failure to review the weekly
payrolls of contractors that receive more than $2,000 in funding from federal award monies could result in
the Department's noncompliance with the Davis-Bacon Act.

Cause
The Department does not have formal policies or procedures to review the payrolls for contractors that
receive more than $2,000 in funding from federal award monies due to its ineffective monitoring over
federal compliance.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Recommendation
We recommend that the Department implement formal policies and procedures that require the
Department to review contractors' payrolls to ensure that all laborers and mechanics employed by
contractors that receive more than $2,000 in funding from federal awards are paid wages not iess
than those established by the DOL.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Questioned
Cost

Finding No. 0S-05: Violation of State Procurement Requirements
$

Federal Agency:

CFDA Number and Title:

U.S. Department of Housing and Urban
Development
14.873 - Native Hawaiian Housing Block Grant

Award Number and Award
Year:

03NHGHI0001
04NH4HI0001
05NH4HI0001
06HBGHI0001
07HBGH 10001

7/1/2003 - 6/30/2004
7/1/2004 - 6/30/2005
7/1/2005 - 6/30/2006
7/1/2006 - 6/30/2007
7/1/2007 - 6/30/2008

Condition
During our audit, we noted that the Department did not comply with Hawaii Revised Statutes ("HRS")
Section 103D-407(b), which is a violation of the Hawaii Public Procurement Code and the Code of
Federal Regulations ("CFR"). Specifically, we noted that a contract with a vendor that was hired for road
construction work did not communicate the requirements of HRS Section 103D-407(b) to the vendor, and
therefore, the minimum requirement of crushed glass aggregate was not utilized.

Criteria
In accordance with Title 24, Section 85.36 (a) of the CFR, "when procuring property and services under
a grant, a State will follow the same policies and procedures used for procurements from its non·Federal
funds. The State will ensure that every purchase order or other contract includes any clauses required by
Federal statutes and executive orders and their implementing regulations."

Accordingly, the Department is required to adhere to the requirements of HRS Chapter 103D in ensuring
that procurements comply with the Hawaii Public Procurement Code.

HRS Chapter 103D-407(b) provides the following:

"All highway and road construction and improvement projects funded by the State or a county or
roadways that are to be accepted by the State or a county as public roads shall utilize a minimum of
ten percent crushed glass aggregate as specified by the department of transportation in all base COurse
(treated or untreated) and sub'base when the glass is available to the quarry or contractor at a price no
greater than that of the equivalent aggregate."

Effect
Failure to comply with Chapter 103D, HRS, is a violation of both State law and federal compliance
requirements, and could result in the loss of federal award monies.

Cause
We noted that the Department's project managers, who are responsible for procuring goods and services,
were not aware of this requirement, and therefore, the vendor was not informed of this requirement.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Recommendation
We recommend that the Department familiarize its project managers with the various provisions of
Chapter 103D, HRS, prior to the awarding of contracts for goods and services.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Prior Year Findings and Questioned Costs
Year Ended June 30, 2008

Section IV - Status of Prior Year Findings and Questioned Costs

Finding No. 07·01: Policies and Procedures over Accounting for Capital Assets Should be
Implemented (Significant Deficiency)

Condition
The Department did not formalize any procedures regarding the reconciliation of the capital asset detail to
the report received from the Department of Accounting and General Services ("DAGS"). During the fiscal
2007 aUdrt, we noted the following issues related to the Department's capital assets account:

A reconciliation of the Department's capital asset detail to the DAGS report was not performed
by management;

An unreconciled difference of $1.4 million between the Department's capital asset detail to the
DAGS report, which management was unable to reconcile without our assistance;

Several infrastructure items which totaled $2.4 miilion that should have been recorded as of
June 3D, 2006, but were recorded in fiscal 2007;

An infrastructure item that was recorded twice, which resulted in a $150,000 overstatement of
the Department's capital asset detail.

We also noted that the Department's fiscal 2007 infrastructure rollforward schedule reflected
approximateiy $116 million of additions that were already recorded on the Department's June 30, 2006
financial statements. Since this amount appeared highly unusual, we examined the various assets and
noted they were previously recorded as infrastructure addrtions in previous years.

Criteria
A reconciliation of the capital asset detail to the report received from DAGS should be performed to
ensure that all capital assets are properly recorded and accounted for in the accounting records and
financial statements.

Effect
The Department's capital assets balance is the most significant account in the Department's financial
statements, and thus, a material misstatement of its capital assets balance could cause a material
misstatement of the Department's financial statement. Additionally, without a reconciliation of the capital
asset detail and the report received from DAGS, the Department would be unable to determine if there
are any unrecorded or misappropriated assets.

Cause
As the Department did not have formal written procedures to ensure the Department's capital asset detail
was reconciled to the DAGS report, this important procedure was not performed by the Department.

Status
Unresolved. During the current year aUdit, we noted that the Department reconciled its capital asset
detail to the report received from DAGS. However, the Department has not yet formalized written
procedures to ensure the capital asset detail is reconciled to the report received from DAGS. Also, refer
to the current year finding no. 08-01 related to the restatement of beginning net assets due to improper
accounting of construction costs.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Prior Year Findings and Questioned Costs
Year Ended June 30, 2008

Finding No. 07-02: Significant Audit Adjustments and Reclassifications (Significant Deficiency)

Condition
During our fiscal 2007 audit, we noted that the Department did not record any of the audit adjustments
that were proposed during the prior year audit, which resulted in these adjustments being re-proposed
during the fiscal 2007 audit. In addition, we proposed a total of 80 adjusting journal entries and 19
reclassification journal entries in fiscal 2007 to ensure the financial statements were fairty stated.

Criteria
The financial statements are the responsibility of the management of the Department. Thus, the
Department should take full responsibility of its financial statements by recording all auditor-proposed
adjusting journal entries and reclassification journal entries to ensure that its financial statements are
accurate and reliable and to avoid having prior year entries being re-proposed each year.

Effect
If the Department continues to rely on its external auditors to record all of its prior year audit adjustments,
the Department will not be capable of properly monitoring its financial posilion throughout the year.

Cause
The Department experienced significant turnover within its fiscal office during fiscal 2007, which
may have resulted in the Department's lack of qualified accounting personnel to properly record the
necessary journal entries to reflect accurate financial statements. In addition, the Department has
historically relied on its external audilors to track and accumulate certain adjusting journal entries.

Status
Unresolved. During the current year audit, we noted that the Department attempted to record all auditor­
proposed adjusting journal entries from the prior year. However, while there was a reduction in the
number of auditor-proposed adjusting journal entries in the current year, we noted that many journal
entries were recorded to the wrong accounts, which required additional auditor-proposed adjusting
or reclassification journal entries. The Department should continue to assess the qualifications of the
accounting personnel to perform these responsibilities.
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State of Hawaii
Department of Hawaiian Home Lands
Schedule of Prior Year Findings and Questioned Costs
Year Ended June 30, 2008

Finding No. 07-03: Insurance Coverage Requirement (Control Deficiency)

Condition
During our fiscal 2007 audit, we noted that four out of eight loans tested did not have any evidence that
the borrowers obtained adequate insurance coverage to cover the replacement cost of the housing units
that were either owned, operated, or assisted with more than $5,000 in federal funding.

Criteria
In accordance with §IOO6.330 of24 CFR Part 1006 and 1007 Housing Assistance tor Native Hawaiians:
Native Hawaiian Housing Block Grant Program and Loan Guarantees for Native Hawaiian Housing;
Interim Rule, as a condition to receiving Native Hawaiian Housing Block Grant ("NHHBG") funds, the
Department must:

Require adequate insurance coverage for housing units that are owned, operated or assisted with
more than $5,000 of NHHBG funds, including a loan of more than $5,000 that includes payback
provisions;

Ensure that insurance is purchased from an insurance provider or a plan of self-insurance in an
amount to cover replacement cost; and

Provide for or require insurance in adequate amounts to indemnify against loss from fire, weather,
and liability claims for all housing units owned, operated or assisted by the Department.

Effect
The lack of adequate insurance coverage by the borrowers will increase the Department's exposure to
credit risk for any replacement costs of the housing units.

Cause
We reviewed the Department's Policies and Procedures Manual and noted that there was no policy that
required the Department to obtain evidence that its borrowers maintain adequate insurance coverage
for housing units that are owned, operated or assisted with more than $5,000 in federal funding. Such
policies would have ensured that the loan officers complied with this requirement during the loan
origination process, which would have prevented loans from being approved until the proper
documentation was obtained and filed.

Status
Unresolved. During the current year audit, we reviewed the Department's Policies and Procedures
Manual noting the inclusion of a policy requiring loan officers to obtain evidence that the borrower
purchased an insurance policy sufficient to cover the replacement cost of the housing unit. However, we
also noted that for one out of eleven loans tested had no evidence that the borrower obtained adequate
insurance coverage sufficient to cover the replacement cost of the housing unit. Therefore, we
recommend that the Department ensure these policies are properly implemented.
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April 13, 2009

Ms. Cindy Yee
Accuity LLP
999 Bishop Street, Suite 1900
Honolulu, HI 96813

Dear Ms, Yee:

ltOBRRl'J.HALL
axECunVEASSISTANT

The Department of Hawaiian Home Lands' (DHHL) Financial
Audi t Report, conducted by Accui ty LLP, for the Fiscal Year
ending on June 30, 2008, lists five findings. Below is DHHL's
corrective action plan to address these findings.

~ Action Plan regarding Properly Accounting of Construction
Costs

During the financial audit, Accuity LLP noted various
construction costs related to inventory of homes for sale and
development incurred in prior years that were improperly
classified as capital assets. As a result, the construction in
progress balance was overstated as of June 30, 2007.

Corrective action has been taken by restating the beginning
balances of the financial statements for the year ended June 30,
2008. DHHL will keep separate schedules to monitor the
construction costs related to homes and the construction costs
related to capital assets. DHHL will also monitor the cost of
homes sold and the inventory of homes at the end of the fiscal
year.

~ Correction Actions taken regarding Untimely Reconciliation
of Financial Report

During fiscal year 2008 DHHL's Fiscal office physically
moved its operations twice. The office moves reduced DHHL's
ability to provide timely reconciliations. Since moving to
Kapolei, DHHL has kept current on its reconciliations and
monthly reconciliations for fiscal year ending June 30, 2008
were completed by September 2008.



:» Correction Actions taken regarding Cash Held OUtside of
State Treasury was not recorded

During the audit, Accuity LLP noted cash balances held in
Wells Fargo Bank as a result of Certificate of Participation
financing. DHHL consulted with its Bond Counsel and determined
that DHHL should record the cash balances and outflows on its
financial accounting records. In the future DHHL will ensure
properly recording of all funds outside the state treasury.
The necessary corrective action will be made in fiscal 2009.

:» Action Plan regarding Compliance with Davis Bacon Act
Requirements

In December 2008, DHHL made an action plan to comply with
the Davis-Bacon Act. "Labor Compliance Audit Procedures" were
set up. The audit procedures detail the daily and weekly tasks
necessary to ensure the compliance with the Davis-Bacon Act. A
detailed step by step audit program was also written. The
adhering to policies and procedures will aid DHHL to ensure
compliance with the Davis-Bacon Act requirements.

:» Action Plan regarding Compliance with HRS Section l03D­
407(b)

During the financial audit, Accuity LLP noted that DHHL did
not comply with Hawaii Revised Statutes Section 103D-407(b)
which requires state or a county utilizes a minimum of ten
percent crushed glass aggregate as specified by the department
of transportation in all base course and sub-base.

In response, DHHL sent its project managers to attend State
Procurement Office trainings. DHHL has included the requirement
in its bid documents for the East-West Road, and all future DHHL
bid documents for roadways to satisfy with HRS 103D-l07(b).

Furthermore, since DHHL heavily relies on its consultants
to incorporate changes in laws, rules, and standards into its
construction documents, DHHL proposes to take the following:

1. As the procurement process
should ensure that work
specifications comply with
regulations.

takes place, consultants
practices and material

existing laws, rules and

2. Encourage consultants to be members of any state or
national association or organization which keeps abreast
with new laws, rules and regulations.



~ Status of Prior Year Findings and Questioned Costs Status
regarding Policies and Procedures over Accounting for
Capital Assets

During fiscal year 2007 financial audit, Accuity LLP noted
that reconciliation between DHHL financial records and the
Department of Accounting and General Services (DAGS) report did
not occur. DHHL made an action plan to resolve the problem. By
December 2008, DHHL formalized written procedures to ensure the
capital assets are reconciled to the reports received from DAGS.
DHHL will continue to improve its accounting of capital assets
according to its fiscal year 2007 action plan.
The necessary corrective action will be made in fiscal 2009.

~ Status regarding Significant Audit Adjustments and
Reclassifications

During the fiscal 2007 audit, Accuity LLP noted that
did not record any prior year audit adjustments. An action
was made and DHHL implemented the plan that included
recordation of prior year and current year adjustments.
will continue to record significant audit adjustments
reclassifications on its accounting records.
The necessary corrective action will be made in fiscal 2009.

~ Status regarding :Insurance Coverage Requirement

DHHL
plan

the
DHHL

and

During the fiscal year 2007 audit, Accuity LLP noted that
four out of eight loans tested did not have any evidence that
the borrowers obtained adequate insurance coverage to cover the
replacement cost of the housing units that were either owned,
operated, or assisted with more than $5,000 in federal funding.

DHHL implemented the action plan made after the fiscal year
2007 audit finding. For housing units that were assisted with
more than $5,000 of federal funds and financed by private
mortgages prior to this funding, DHHL will request that the
homeowner provide a copy of the current insurance binder for our
file records. This process may take several months to complete
as it requires coordination between several offices within DHHL
and is dependent on the homeowner submitting the documentation
in a timely manner. DHHL' s existing data system is currently
being modified to provide a reporting mechanism to manage
federal fund assisted units. DHHL is working on outsourcing the
serv~clng of its direct loans. The scope of work includes
establishing a Customer Trust Fund (CTF) for the monthly
collection of funds for property taxes and insurance. DHHL will
use this service to set up accounts for housing units that are
assisted with more than $5,000 of federal funds and are either



financed by a DHHL direct loan or have no loan. Anticipated
completion date for procurement of this service is July 2009.

Should there be any questions about the Department's
corrective action plan, please feel free to contact James Pao,
Fiscal Management Officer, at (808) 620-9561.

Aloha and Maha10,

~PItMicah A. Kane, Chairman
Hawaiian Homes Comrndssion




