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The Office of the City 

Auditor's mission is to 

promote accountability, fiscal 

integrity and openness in city 

government. 

 
 
 
 
 
 
 

 
December 3, 2008 
 
The Honorable Members of the Honolulu City Council: 
 
I am pleased to submit the Annual Report of the Office of the 
City Auditor for fiscal year 2008.  This report summarizes our 
2008 work program and includes the status of our follow-up to 
recommendations made in our audit reports of our fiscal year 
2007 work program. 
 
Independent and objective audit reports continue to provide the 
legislative branch and the public with information regarding the 
performance of city agencies and programs. 
 
I trust that our reports have been beneficial in your efforts to 
ensure that the city’s resources are being used to effectively and 
efficiently meet the needs of the public. 
 
Sincerely, 

 
Leslie I. Tanaka, CPA 
City Auditor 
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YYYYYear Fivear Fivear Fivear Fivear Five in Re in Re in Re in Re in Reeeeevievievievieviewwwww
The Office of the City Auditor completed all four of the
performance audits planned for year five.  The four
reports are:  1) Audit of the City’s Planning, Design, and
Construction of Skateboard Parks, 2) Audit of the City’s
Electricity Costs, Consumption, and Management,
3) Audit of the City’s Synagro Contract, and 4) Audit of
the 2003-04 Mililani Curbside Recycling Pilot Project.
We also continue to oversee the financial audit of the
city for the fiscal year ended June 30, 2007, by
Nishihama & Kishida, CPAs, Inc., (now known as N&K
CPAs, Inc.) the contract auditor.  All of these reports are
available to the public on the Office of the City Auditor’s
web page (www.honolulu.gov/council/auditor).

Combating OccupationalCombating OccupationalCombating OccupationalCombating OccupationalCombating Occupational
FFFFFraud Thrraud Thrraud Thrraud Thrraud Through Strough Strough Strough Strough Strongongongongong
Anti-FAnti-FAnti-FAnti-FAnti-Fraud Contrraud Contrraud Contrraud Contrraud Controlsolsolsolsols
Internal auditors play an important role in combating
occupational fraud.  As the economy continues on a
downward trend, occupational fraud, which can include
simple pilferage of office supplies to sophisticated
financial schemes, continues to increase, and is a major
problem for all industries including government.  While a
common definition of occupational fraud may vary
among professionals, the Association of Certified Fraud
Examiners (ACFE) defines occupational fraud as “The
use of one’s occupation for personal enrichment through
the deliberate misuse or misapplication of the employing
organization’s resources or assets.”

Over the years, the ACFE has done an outstanding job of
collecting and reporting data on occupational fraud in its
Report to the Nation on Occupational Fraud and Abuse.
Now in its fifth edition, the 2008 report is based on 959
cases provided to ACFE—making this one of the largest
privately funded studies on occupational fraud.  The
study estimates that organizations lose around 7
percent of their annual revenues to fraud, and such an
estimate can translate into millions of dollars of loss
annually to the City and County of Honolulu.  Some
overarching conclusions reached by this study include
the following:

• Occupational fraud schemes tend to be
extremely costly,

• Occupational fraud schemes frequently
continue for years before they are detected,

• Lack of adequate internal controls was most
commonly cited as the factor that allowed fraud
to occur,

• Seventy-eight percent of victim organizations
modified their anti-fraud controls after
discovering that they had been defrauded,

• Occupational fraudsters are generally first-time
offenders, and

• The most commonly cited behavioral red flags
were perpetrators living beyond their apparent
means (39 percent of cases) or experiencing
financial difficulties at the time of the frauds
(34 percent).

How Occupational Fraud is CommittedHow Occupational Fraud is CommittedHow Occupational Fraud is CommittedHow Occupational Fraud is CommittedHow Occupational Fraud is Committed

To better understand occupational fraud, the 2008 study
summarizes some interesting statistics on the 10 most
common methods of occupational fraud.  While not a
total surprise, corruption was the most common
occupational fraud scheme in the study and the most
costly scheme other than financial statement fraud. The
median loss resulting from a corruption case was about
$375,000, which was almost three times as large as the
median loss resulting from the next most costly scheme,
check tampering.  Interestingly, the five most common
asset misappropriation/corruption schemes were also
the five most costly based on an average loss.  The
following lists the study's 10 common occupational fraud
methods and the average loss.

 

Rank Type of Fraud Average Loss 

1 Corruption $375,000 
2 Check Tam pering $138,000 

3 B illing $100,000 
4 Non-cash $100,000 
5 Skim m ing $80,000 
6 Cash Larceny $75,000 

7 Payroll $49,000 
8 Cash on Hand $35,000 
9 Expense R eim bursem ents $25,000 

10 Register D isbursem ents $25,000 
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Importance of Controls in Detecting orImportance of Controls in Detecting orImportance of Controls in Detecting orImportance of Controls in Detecting orImportance of Controls in Detecting or
Limiting FraudLimiting FraudLimiting FraudLimiting FraudLimiting Fraud

The importance of internal controls in the work place to
mitigate occupational fraud cannot be overemphasized.
While management has the ultimate responsibility to
ensure that proper accounting and management
controls are in place within the work environment, the
ACFE notes that when it comes to fraud, a diligent
internal audit function clearly can save time and money.
In its 2006 report, the ACFE reported that organizations
without internal audit resources lost a median
$218,000 to fraud — nearly double that of firms with
that capability.  And finally, the report concludes that
companies with internal audit departments discovered
fraudulent activity about 25 percent faster than firms
without such an internal review—a strong testament to
the importance and value of an internal audit function
within an organization.

SummarSummarSummarSummarSummary of Ry of Ry of Ry of Ry of Reporeporeporeporeports tts tts tts tts tooooo
CouncilCouncilCouncilCouncilCouncil

This section summarizes the four performance audit
reports completed in accordance with our FY2007-08
work plan.  In addition, we summarize the financial audit
of the city for the fiscal year ended June 30, 2007, by
N&K CPAs, Inc., the contract auditor.

Financial Audit of the City and County ofFinancial Audit of the City and County ofFinancial Audit of the City and County ofFinancial Audit of the City and County ofFinancial Audit of the City and County of
Honolulu, State of Hawai‘i, For theHonolulu, State of Hawai‘i, For theHonolulu, State of Hawai‘i, For theHonolulu, State of Hawai‘i, For theHonolulu, State of Hawai‘i, For the
Fiscal Year ended June 30, 2007,Fiscal Year ended June 30, 2007,Fiscal Year ended June 30, 2007,Fiscal Year ended June 30, 2007,Fiscal Year ended June 30, 2007,
Management LetterManagement LetterManagement LetterManagement LetterManagement Letter

Contract auditor, N&K CPAs, Inc. submitted their report
on the status of their previous findings and
recommendations for the financial audit of the City and
County of Honolulu to the City Council in March 2008.

They reported that there were no
current findings for FY2006-07 and
that all four findings from the
FY2005-06 audit have been
resolved.  One FY2001-02 finding
pertaining to resolving the Kailua
Elderly Housing dispute and

ensuring that the loan agreement and future loan
agreements are properly executed prior to disbursement

Audit of the City’s Planning, Design, andAudit of the City’s Planning, Design, andAudit of the City’s Planning, Design, andAudit of the City’s Planning, Design, andAudit of the City’s Planning, Design, and
Construction of Skateboard ParksConstruction of Skateboard ParksConstruction of Skateboard ParksConstruction of Skateboard ParksConstruction of Skateboard Parks

This audit was conducted pursuant to Resolution 06-
373, Requesting the City Auditor to Audit the City’s
Planning, Design, and Construction of Skateboard Park
Facilities.  The report addresses the city council’s
concerns that the costs for some skateboard facilities
planned, designed and constructed during the past 10
years had increased because their design was changed
after they had been approved by the park’s department.
The audit focused on one project, the Banzai Skateboard
Park, which is an example of the design-build process
that the city has more recently favored for skateboard
parks.  We found that the Department of Design and
Construction employed the design-build method for the
construction of the Banzai Skateboard Park to
encourage innovation, but failed to provide sufficient

oversight
over the
contractor
to provide
reasonable
assurance
of the
project’s
timely and
cost-
effective
completion.
We also

found that the Department of Design and Construction’s
poor planning of the Banzai Skateboard Park as a
standalone facility on undeveloped land contributed to
project delays, additional costs, and the completion of a
skateboard park without essential support facilities.

We recommended that the Department of Design and
Construction improve internal design-build practices by
developing polices and procedures specifically for
design-build projects, clarifying roles of all parties within
the design-build contract, and developing specific RFP
and contract guidelines for design-build projects and
contractor oversight.  We also recommended that it
develop criteria for future skateboard park site selection
and development, and develop guidelines to improve

of funds, and one finding from FY2004-05 pertaining to
obtaining approval of its landfill financial assurance
mechanism from the State of Hawaii Department of
Health, were still applicable in the FY2006-07 audit.
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Audit of the City’s Electricity Costs,Audit of the City’s Electricity Costs,Audit of the City’s Electricity Costs,Audit of the City’s Electricity Costs,Audit of the City’s Electricity Costs,
Consumption, and ManagementConsumption, and ManagementConsumption, and ManagementConsumption, and ManagementConsumption, and Management

This audit topic was selected, in part, by concerns raised
in Resolution 06-144, Requesting the Office of the City
Auditor to Conduct a Comprehensive Energy Audit of City-
Owned Buildings and Facilities.  Although the resolution
was not adopted, our office deemed that an audit
focused on select management issues related to
electricity cost and consumption would be beneficial to
the council and Honolulu’s taxpayers.  We found that the
city’s electricity expenditures rose significantly despite
ongoing conservation efforts.  We also found that the
city’s management of electricity costs and consumption
lacks full accountability.

We recommended that the mayor continue efforts to
contain electricity costs and reduce consumption;
consider consolidating energy management duties under
a single entity; and require the Mayor’s Energy and
Sustainability Task Force to develop an action plan for
meeting reduction goals.  We recommended that the
managing director develop a monitoring strategy to
ensure that all city agencies’ cost and consumption
saving goals are met if general funds are used to
implement an electricity conservation program; consider
implementing electricity management best practices;

and compile
and produce a
comprehensive
annual report
that identifies
electricity costs
and
consumption by
department,
energy

conservation projects implemented, comparative data
showing estimated actual cost and consumption
savings, justification for any significant increase/
decrease in consumption for the year, and any steps
taken to reduce electricity costs and consumption.  We
also recommended that the budget and fiscal services
department enforce provisions of its policies and
procedures manual related to the purchase of Energy
Star-rated products, and continue to provide city
agencies with guidance in formulating electricity budgets.

Finally, we recommended that the Department of Design
and Construction enforce all performance contract
requirements and ensure that the city collects funds
from contractors that do not meet electricity cost and
consumption guarantees.

Audit of the City’s Synagro ContractAudit of the City’s Synagro ContractAudit of the City’s Synagro ContractAudit of the City’s Synagro ContractAudit of the City’s Synagro Contract

This audit addresses the ongoing concerns expressed by
the city council and the public relating to biosolids reuse,
the benefits of the city’s contract with Synagro-WWT, Inc.

(Synagro) for an
in-vessel
bioconversion
facility,
significant
project cost
overruns,
numerous
change orders,
delays, and
outstanding
compliance

issues related to the 1995 consent decree.  We found
that the in-vessel bioconversion facility project at the
Sand Island Wastewater Treatment Plant experienced
construction delays and costly change orders.  We found
that the city’s ability to achieve sludge reuse compliance
with the consent decree appears close, but potential
penalties could cost the city millions more.  We also
found that the city’s in-vessel bioconversion facility is
anticipated to have some favorable outcomes, but
challenges remain.

We recommended that the Department of
Environmental Services finalize a pending change order
under the construction contract, ensure that Synagro
fulfills its obligations to the city under the construction
contract, and then expedite closeout of the construction
contract.  We also recommended that it ensure
completion of the beneficial sludge reuse project
including final submission of the written Notification of
Supplemental Environmental Project Completion to the
U.S. Environmental Protection Agency regarding
completion of the beneficial sludge reuse supplemental
environmental project as required in the 1995 consent
decree.  We further recommended that it provide the city
council with written annual status reports on the city’s
biosolids facility; ensure that Synagro fulfills its
contractual responsibilities for the marketing, sales and
reuse of pellets as soil amendment or plant fertilizer to

public and client agency notification of changes to
particular projects to keep stakeholders up-to-date on
changes that occur during construction.
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AAAAActions Tctions Tctions Tctions Tctions Takakakakaken on Preen on Preen on Preen on Preen on Previousviousviousviousvious
RecommendationsRecommendationsRecommendationsRecommendationsRecommendations

While management is responsible for addressing audit
findings and recommendations and tracking their status
of resolution, government auditing standards require
that audit organizations establish policies and
procedures to determine whether previous significant
findings and recommendations have been addressed.
Our office’s annual follow-up program includes
identifying agency actions on the previous year’s audits
and publishing the results in our annual report.

The following section includes the agency comments
(Actions Taken) regarding our follow-up request to the
findings and recommendations in the five audits that
were conducted by our office in the previous fiscal year
(FY2006-07).  Based on the responses from the
appropriate agencies, we made a determination as to
the degree of compliance, as noted in the Unaudited
Status column.

Of the 71 audit recommendations made in our five
audits that were conducted in FY2006-07, 52 have
been either implemented or are in the process of being
implemented.  This is equal to a 73 percent compliance
rate.

more users; and pursue other initiatives and
opportunities to minimize disposal of biosolid pellets in
the landfill.

Audit of the 2003-04 Mililani CurbsideAudit of the 2003-04 Mililani CurbsideAudit of the 2003-04 Mililani CurbsideAudit of the 2003-04 Mililani CurbsideAudit of the 2003-04 Mililani Curbside
Recycling Pilot ProjectRecycling Pilot ProjectRecycling Pilot ProjectRecycling Pilot ProjectRecycling Pilot Project

This audit was conducted pursuant to Resolution 04-48,
CD1, Requesting a Financial and Performance Audit of
the Mililani Curbside Recycling Pilot Project, to
determine if the pilot project was efficiently and
effectively operated, cost effective, and successful in
causing the recylcing, not disposal, of most of the
designated recyclable materials collected from the
residences served.  The audit focused on reviewing the
Environmental Services Department's performance of

curbside
recycling
operations
during the
2003-04
Mililani
curbside
recylcling pilot
project, and
the cost of the
project.  We
found that

design flaws hampered the department's ability to fulfill
the pilot project's operational goals.  In addition, the
department's failure to isolate or separately identify
costs for the recycling pilot project from other
departmental operations prevented the determination of
the project's cost benefit.

We recommended that the director of the Environmental
Services Department conduct curbside recycling pilot
projects according to the current ordinance
requirements, including project design and reporting
requirements, assessment of cost benefit, and
implement best practices, as appropriate.  We
recommended that the director set up pilot projects
independently, with adequate funding and staffing so
that current contracts or operations are not impaired.
We also recommended that pilot projects should not be
used as a vehicle for unfunded administrative priorities.
Finally, we recommended that the director adhere to
funding restrictions for the use of pilot project funds,
contract funds and operational funds, and seek council
authorization, when appropriate.
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FY200FY200FY200FY200FY2007-08 Appr7-08 Appr7-08 Appr7-08 Appr7-08 Appropriationsopriationsopriationsopriationsopriations
and Expendituresand Expendituresand Expendituresand Expendituresand Expenditures

The Office of the City Auditor was appropriated a total of
$1,171,786 in FY2007-08.  Of this total, $340,000, or
29%, was expended for the City’s annual financial audit
contract, which OCA oversees for the council.  OCA’s total
appropriated operating budget was $831,786, of which
$592,134 was expended for staff salaries and $68,713
was expended for office operations and equipment.
Approximately $170,939 in unspent appropriations was
returned back to the City Treasury at the end of the fiscal
year.  Most of the unspent appropriations resulted from
a decrease in the actual amount expended for the hire
of a consultant to review Other Post Employment
Benefits for the council.

OCA StafOCA StafOCA StafOCA StafOCA Staff Listingf Listingf Listingf Listingf Listing
Leslie I. Tanaka, City Auditor

Appointed City Auditor on July 1, 2003
Deputy Auditor, Hawai‘i State Auditor’s Office, 1995
to 2003
Director of Administrative Services, University of
Hawai‘i at Kapiolani Community College, 1981 to
1994
Certified Public Accountant since 1974

Sherri S. Suzawa, Administrative Services Officer

Served in the Office of the City Auditor since 2003
Division Secretary, Emergency Medical Services,
C&C of Honolulu, 1994 to 2003
Contract Specialist, Hickam Air Force Base, 1992 to
1994

Susan Hall, Audit Manager

Served in the Office of the City Auditor since 2003
Legislative Analyst, Office of Council Services, C&C
of Honolulu, 1999 to 2003
Analyst, Hawai‘i State Auditor’s Office, 1992 to
1999
Evaluator, U.S. General Accounting Office, 1983 to
1987

Van Lee, Audit Manager

Served in the Office of the City Auditor since 2003
Senior Analyst, Hawai‘i State Auditor’s Office, 1992
to 2003
Assistant Vice President, Hawaiian Trust Company,
1984 to 1992

Troy Shimasaki, Senior Auditor

Served in the Office of the City Auditor since 2004
Analyst, Hawai‘i State Auditor’s Office, 2000 to
2004
Legislative Aide/Analyst, Hawai‘i State Legislature,
1992 to 2000

OCA FY2007-08 Application of Resources

$592,134 (50%)

$68,713 (6%)

$340,000 (29%)

$170,939 (15%)

City's Financial Audit Contract

Staff Salaries

Office Expenses and Equipment

Unspent Appropriations Lapsed Back to the City Treasury
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Maria Torres-Kitamura, Senior Auditor

Served in the Office of the City Auditor since 2005
Senior Editor/Editor, Hawai‘i Business Magazine,
2004 to 2005, 1992 to 1997
Associate Analyst, Hawai‘i State Auditor’s Office,
2001 to 2004

Roxane Orian, Senior Auditor

Served in the Office of the City Auditor since 2004
Various positions, State of Hawai‘i, 1994 to 2002
Analyst, Hawai‘i State Auditor’s Office, 1992 to
1994
Budget Analyst, Hawai‘i State Senate, 1991 to 1992

Wayne H. Kawamura, Senior Auditor

Served in the Office of the City Auditor since 2004
Legislative Analyst, Hawai‘i State Senate, 2002 to
2004, 1999 to 2000
Policy Analyst, Office of Hawaiian Affairs, 2000 to
2002

Office of the City Auditor
1001 Kamokila Boulevard, Suite 216
Kapolei, Hawai‘i  96707

PH:  (808) 768-3134
FAX:  (808) 768-3135

email:  oca@honolulu.gov

website:
www.honolulu.gov/council/auditor

James Campbell Building


