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February 27, 2015 
 
 
The Chair and Members of the City Council 
City and County of Honolulu: 
 
Under auditing standards generally accepted in the United States, auditors are encouraged to report 
various matters concerning internal control noted during an audit, and are required to report certain of 
those matters. Matters that are required to be reported are “significant deficiencies in the design or 
operation of internal control, which could adversely affect the organization’s ability to record, process, 
summarize and report financial data consistent with the assertions of management in the financial 
statements.” 
 
As part of our audit of the basic financial statements of the City and County of Honolulu (the City), for 
the year ended June 30, 2014, we considered the City’s internal control, but only to the extent we felt 
necessary for the purpose of providing a basis for reliance thereon in determining the nature, timing and 
extent of the audit tests applied in connection with our audit. 
 
Our consideration of internal control did not entail a detailed study and evaluation of any of its elements 
and was not made for the purpose of making detailed recommendations or evaluating the adequacy of 
internal control to prevent or detect errors and fraud. In this regard, it should be recognized that, because 
of inherent limitations in any internal control, errors or fraud may occur and not be detected. Furthermore, 
projection of any evaluation of internal control to future periods is subject to the risk it may become 
inadequate because of changes in conditions or deterioration in its operating effectiveness. 
 
While the purpose of our consideration of internal control was not to provide assurances thereon, certain 
matters came to our attention that we want to report to you. These matters, which were considered by us 
during our audit and do not modify the opinions expressed in our auditor’s report dated 
December 23, 2014, and along with our recommendations, are described in the accompanying 
memorandum. 
 
We wish to express our appreciation for the courtesies and cooperation extended to our staff. We would 
be pleased to discuss these recommendations in greater detail or otherwise assist in their implementation. 
 
 

 
 
KMH LLP 
 
Honolulu, Hawaii 
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Current Year Comments 
 
Financial Statements: 

2014-01  Deferred Inflows or Outflows of Resources Related to Advance Refunding of Bonds  
 

In fiscal year 2013, the City issued General Obligation Bond series 2012.  Certain proceeds from 
General Obligation Bond series 2012 were used to advance refund a portion of previously issued 
General Obligation Bond series.  During the audit, we noted the calculation of the deferred outflow 
of resources related to the advance refunding was not calculated in accordance with GASB No. 7.  
The erroneous calculation resulted in a current year misclassification between deferred outflows 
and long-term liabilities of approximately $15.7 million.  Further, due to the errant calculation of 
the deferred outflow of resources, current year interest expense related to deferred outflows was 
misstated by approximately $3.2 million. 
 
Recommendation:  We recommend that the City be more diligent in its calculation of any deferred 
inflows or outflows of resources related to advance refunding in accordance with GASB No. 7. 
 

2014-02  Sewer Fund Inventory  
 

The City’s Sewer Fund inventory records are maintained by the City’s Department of 
Environmental Services (ENV).  Based on certain parameters requested by ENV, the IT department 
runs a query from the inventory system detailing the inventory existing at year end.  This inventory 
report is utilized by the City’s accounting department to record the inventory held by the Sewer 
Fund at year end.   
 
During the audit, we noted that the query used by the ENV department did not properly exclude 
transactions related to the subsequent fiscal year. 

 
Recommendation:  Although the resulting difference of approximately $146,000 was not 
significant, management should review the parameters of its inventory reports to avoid future 
errors. 
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2014-03  Public Transportation System – Deferred Revenue  
 

During the audit, we noted that Public Transportation System (PTS) management did not perform a 
reconciliation or analysis on the outstanding deferred revenue balances.   
 
We informed PTS management of this deficiency and after management’s further analysis of the 
outstanding deferred revenue balance; management provided a post-closing adjustment of 
approximately $580,000 to properly state the deferred revenue balance. 
 
Recommendation:  We recommend that PTS establish procedures to reconcile and analyze the 
deferred revenue balances periodically. 

 
Federal Grant Programs: 
 
Housing Voucher Cluster 
 
2014-04  Eligibility 

 
During our testing of the eligibility requirements of the Housing Voucher Cluster program, we 
noted the following: 
 

1) In accordance with 24 CFR Section 5.508(b), “Each family member, regardless of age, must 
submit the following evidence to the responsible entity: For U.S. citizens or U.S. nationals, the 
evidence consists of a signed declaration of U.S. citizenship or U.S. nationality.” 

 For 2 out of 60 tenant files tested, we noted that a declaration of citizenship form was 
missing. 

2) In accordance with the U.S. Office of Management and Budget (OMB) Circular A-133 
Compliance Supplement for the Housing Voucher Cluster (CFDA No. 14.871, 14.879), the City 
must obtain and document in the family file third-party verification of: (1) reported family annual 
income; (2) the value of assets; (3) expenses related to deductions from annual income; and (4) 
other factors that affect the determination of adjusted income or income-based rent for both 
family income examinations and reexaminations. 

 For 1 out of 60 tenant files tested, we noted that the annual income was inadequately 
documented as there was a lack of documentation of termination of employment. 

 For 2 out of 60 tenant files tested, we noted that the asset verification was incorrectly 
reported on the HUD-50058 form. 
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3) In accordance with the OMB Circular A-133 Compliance Supplement for the Housing Voucher 
Cluster (CFDA No. 14.871, 14.879), the City must determine income eligibility and calculate the 
tenant's rent payment using the documentation from third-party verification in accordance with 24 
CFR part 5 subpart F. 

 For 5 out of 60 tenant files tested, we noted that HAP was incorrectly calculated. 

 
Recommendation: We recommend that the City be more diligent in performing such procedures 
and continue to enforce the quality control review of tenant files. Such a quality control review 
could identify areas requiring more attention by management and ultimately reduce the number of 
errors. 

 
2014-05  Reporting - Special Reporting 

 
During our testing of the reporting (special reporting) requirements of the Housing Voucher Cluster 
program, we noted the following: 
 

1) In accordance with the OMB Circular A-133 Compliance Supplement for the Housing Voucher 
Cluster (CFDA No. 14.871, 14.879), the City is required to submit the HUD-50058, Family 
Report, electronically to the United States Department of Housing and Urban Development, with 
several line items indicating critical information. 

 For 3 out of 60 tenant files tested, we noted that the incorrect date of birth was indicated 
on the HUD-50058 form. 

 For 1 out of 60 tenant files tested, we noted that the asset verification was incorrectly 
reported on the HUD-50058 form. 

 For 3 out of 60 tenant files tested, we noted that HAP was incorrectly calculated and 
reported due to incorrect gross income calculations. 

 
Recommendation: We recommend that the City be more diligent in performing such procedures 
and continue to enforce the quality control review of tenant files. Such a quality control review 
could identify areas requiring more attention by management and ultimately reduce the number of 
errors. 
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2014-06  Special Test - Housing Assistance Payment 
 
During our testing of the special test (housing assistance payment) requirements of the Housing 
Voucher Cluster program, we noted the following: 
 
1) In accordance with the OMB Circular A-133 Compliance Supplement for the Housing Voucher 

Cluster (CFDA No. 14.871, 14.879), the City should verify that the HAP contracts or contract 
amendments agree with the amount recorded on the HAP register and the amount on line 12u of 
the HUD-50058 form. 

 For 5 out of 60 tenant files tested, we noted that HAP was incorrectly calculated and paid 
to tenants. 

 
Recommendation: We recommend that the City be more diligent in performing such procedures 
and continue to enforce the quality control review of tenant files. Such a quality control review 
could identify areas requiring more attention by management and ultimately reduce the number of 
errors. 

 
Community Development Block Grants (Entitlement Grants) Cluster 
 
2014-07  Subrecipient Monitoring 

 
During our testing of the subrecipient monitoring requirements of the Community Development 
Block Grant (“CDBG”) program, we noted that the “Monitoring Risk Analysis” schedule was not 
updated for fiscal year 2014. This schedule is utilized as a risk analysis that the City and County of 
Honolulu Department of Community Services (“DCS”) uses to determine high-risk subrecipients 
subject to on site monitoring. 
 
Recommendation: We recommend that the City’s DCS implement procedures to ensure that the 
“Monitoring Risk Analysis” schedule is updated at the beginning of each fiscal year and procedures 
are performed to ensure on-going monitoring occurs. 
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Status of Prior Year Comments 

2013-01  Accounting for Capital Assets 
 

During our testing of the City’s governmental activities capital assets as of June 30, 2013, we noted 
the following issues: 

• Two capital assets totaling $113.5 million were misclassified as infrastructure rather than 
buildings and improvements in fiscal year 2012.  The City reclassified these capital assets 
in fiscal year 2013.  The cause of this error was due to a lack of proper review by City 
personnel prior to the capital assets being transferred out of construction work-in-
progress. 

• Approximately $25.3 million of capital assets written off in the current year should have 
been expensed prior to fiscal year 2013.  The cause of this error was due to untimely 
reviews and follow-up with the appropriate project managers to determine that the capital 
assets should have been written off in prior years. 

• Approximately $6.7 million of capital assets were improperly expensed in the current 
year rather than being capitalized.  The cause of this error was due to untimely reviews 
and follow-up.  The City was also unable to reconcile $1.4 million in the reconciliation of 
the governmental funds of capital outlays as expenditures to the change in net position of 
governmental activities. 

 
Status: Unresolved. See current year finding 2014-5 in the Single Audit Reports. 

 
2013-02  Subrecipient Monitoring and Eligibility 
 

During our testing of the Shelter Plus Care program, we noted the following issues:  

• No site visit was performed for one subrecipient during fiscal year 2013.  Per the Office 
of Management and Budget Circular A-133 Compliance Supplement, Part 3 for 
Subrecipient Monitoring, During-the-Award Monitoring, “the program should monitor 
the 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.” 

• Two out of 19 participant files that we tested did not include a final approval signature by 
the Housing Program Director. 
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• Two out of 20 participant files that we tested were missing a current Housing Assistance 
Payment (“HAP”) contract that should be executed annually by the participant, the 
program staff, and the landlord.  The HAP contract indicates the participant’s portion of 
rent owed and the portion the program is responsible to pay on behalf of the participant. 

 
Status: Resolved. No similar instances were noted in the current year. 

 
2013-03  Matching 
 

During our testing of the Shelter Plus Care program, we noted that the Adult Mental Health 
Division (“AMHD”) match amount included in the Annual Progress Report (“APR”) did not agree 
to the City’s calculation by approximately $141,000, due to incorrect estimates by AMHD. 
 
Per 24 Code of Federal Regulations section 582.110(c), a grantee must provide or ensure the 
provision of supportive services are at least equal in value to the aggregate amount of rental 
assistance funded by the Department of Housing and Urban Development (“HUD”). 
 
Status: Resolved. No similar instances were noted in the current year. 

 
2013-04  Subrecipient Monitoring 
 

During our testing of the subrecipient monitoring requirements of the Community Development 
Block Grant (“CDBG”) program, we noted that the “Monitoring Risk Analysis” schedule was not 
updated for fiscal year 2013.  This schedule is utilized as a risk analysis that the City and County of 
Honolulu Department of Community Services (“DCS”) uses to determine high-risk subrecipients 
subject to on site monitoring. 
 
We were informed that the cause of this control deficiency was a lack of knowledge of proper 
procedures by the Acting Director of DCS. 
 
Status: Unresolved. No changes were noted in the current year. See current year comment 2014-07. 
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2013-05  Procurement 
 

During the Federal Transit Authority procurement testing for Oahu Transit Services (“OTS”), we 
noted there was no sign-in sheet with names and addresses of required witnesses at a bid opening. 
 
Per Hawaii Administrative Rules 2-122-30a, the name(s) and address(es) of the required witnesses 
shall be recorded at the time of the bid opening. 
 
Status: Resolved. No similar instances were noted in the current year. 
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