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SECTION 1

INTRODUCTION



PricewaterhouseCoopers LLP
First Hawaiian Center

999 Bishop Street, Suite 1900
Honolulu HI 96813

Telephone (808) 531 3400
Facsimile (808) 531 3433

December 23, 2004

The Chair and Members of the City Council
City and County of Honolulu
Honolulu, Hawaii

We have completed our financial audit of the basic financial statements of the City and County of
Honolulu, State of Hawaii (“City”), as of and for the year ended June 30, 2004. Our report containing
our opinion on those basic financial statements is included in the City’s Comprehensive Annual
Financial Report. We have also audited the City’s compliance with requirements applicable to its
major federal financial programs. We submit herein our reports on compliance and internal control
over financial reporting and over federal awards, the schedule of expenditures of federal awards, and
a schedule of findings and questioned costs.

The audit objectives and scope of our audits, as defined in our contract with the City, are as follows:

OBJECTIVES

1.  To provide a basis for an opinion on the fair presentation of the City’s basic financial
statements and operations for which the City is responsible.

2. To determine whether the City’s internal controls are adequate in assuring that:

a) there is effective control over and proper accounting of revenues, expenditures, assets
and liabilities;

b) the City has established sufficient internal controls to properly manage federal financial
assistance programs; and

c) the City complies with applicable laws and regulations regarding internal controls.

3. To determine whether expenditures and other disbursements have been made and all
revenues and other receipts to which the City is entitled have been collected and accounted
for in accordance with the laws, rules and regulations, and policies and procedures of the
City, the State of Hawaii, and the federal government (where applicable).

4.  To determine the City has complied with the laws and regulations that may have a material
effect on the financial statements and on each major federal financial assistance program.

5. To ascertain the adequacy of the financial and other management information reports in
providing officials at the different levels of the City with information to plan, evaluate,
control, and correct program activities of the City and the operations for which the City
is responsible.



To recommend improvements to the City’s systems and procedures, including, but not
limited to, the management information system and the accounting and operating procedures.

To provide a basis for two separately issued opinions on the fair presentation of the City’s
financial statements relating to two enterprise funds — the sewer system and the public
transportation system.

SCOPE OF AUDITS

L.

We performed our audits of the City’s financial statements as of and for the year ended
June 30, 2004 in accordance with auditing standards generally accepted in the United States
of America, as adopted by the American Institute of Certified Public Accountants, and the
standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States.

As part of our audit of the City’s financial statements, we performed tests of the City’s
compliance with certain provisions of laws, regulations, contracts and grants. We also
evaluated the City’s internal control over financial reporting, which included an assessment
of the internal controls in place to ensure effective control over and proper accounting of
financial information and compliance with laws and regulations.

We performed our audit of the City’s federal financial assistance programs for the year
ended June 30, 2004 in accordance with auditing standards generally accepted in the United
States of America, as adopted by the American Institute of Certified Public Accountants, the
standards applicable to financial audits contained in Government Auditing Standards, certain
provisions of the Office of Management and Budget (“OMB”) Circular A-133 and the
applicable sections described in the OMB'’s Circular A-133 Compliance Supplement.

ORGANIZATION OF REPORT

This report is organized into six sections as follows:

1.

Section 1, entitled “Introduction,” briefly describes the objectives and scope of our audits
and the organization and contents of this report.

Section 2, entitled “Internal Control Over Financial Reporting and Compliance and Other
Matters,” contains our report on the City’s internal control over financial reporting and
compliance and other matters.

Section 3, entitled “Compliance and Internal Control Over Federal Awards,” contains our
report on the City’s compliance and internal control over federal awards and a schedule of
expenditures of federal awards for the year ended June 30, 2004.

Section 4, entitled “Schedule of Findings and Questioned Costs,” consists of current year
findings and questioned costs.

Section 5, entitled “Prior Year Findings and Questioned Costs,” consists of the status of the
internal control and findings noted in the prior year’s report.

Section 6, entitled “Corrective Action Plan,” includes the City’s corrective action plan for the
internal control and compliance matters noted in this report.



Our reports on the City’s basic financial statements, the sewer system and the public transportation
system financial statements as of and for the year ended June 30, 2004 have been issued separately.
A separate management letter dated December 23, 2004 has also been issued.

We will be pleased to discuss any questions that you or your associates may have regarding our report.

Very truly yours,

Fr1 uoLoeX3ofnu e Cospas P



SECTION 2

INTERNAL CONTROL OVER FINANCIAL
REPORTING AND COMPLIANCE AND
OTHER MATTERS



First Hawaiian Center

999 Bishop Street, Suite 1900
Honolulu HI 96813
Telephone (808) 531 3400

|
I PricewaterhouseCoopers LLP
i Facsimile (808) 531 3433

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 Chair and Members of the City Council
City and County of Honolulu
Honolulu, Hawaii

We have audited the financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the City and County of Honoluly,
State of Hawaii (“City”), as of and for the year ended June 30, 2004, which collectively comprise the
City’s basic financial statements and have issued our report thereon dated December 23, 2004, We
did not audit the financial statements of the Board of Water Supply, which is the discretely presented
component unit. Those financial statements were audited by other auditors whose report thereon has
been furnished to us, and our opinion, insofar as it relates to the amounts included for the Board of
Water Supply, is based on the report of the other auditors. 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 City’s internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinions on the
financial statements and not to provide an opinion on the internal control over financial reporting.
However, we noted certain matters involving the internal control over financial reporting and its
operation that we consider to be reportable conditions. Reportable conditions involve matters coming
to our attention relating to significant deficiencies in the design or operation of the internal control over
financial reporting that, in our judgment, could adversely affect the City’s ability to record, process,
summarize, and report financial data consistent with the assertions of management in the financial
statements. Reportable conditions are described in the accompanying schedule of findings and
questioned costs as items 04-01 and 04-02.

A material weakness is a reportable condition in which the design or operation of one or more of the
internal control components does not reduce to a relatively low level the risk that misstatements caused
by error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable conditions and,



accordingly, would not necessarily disclose all reportable conditions that are also considered to be
material weaknesses. However, we believe that none of the reportable conditions described above
is a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’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 with those provisions was not an objective of our audit and, accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance that are required to
be reported under Government Auditing Standards. We noted certain matters that we reported to
management of the City in a separate letter dated December 23, 2004.

This report is intended solely for the information and use of the City Council, management of the
City and County of Honolulu, federal and state awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than those specified parties.

FrCanaTe Ao Lo u‘iD

Honolulu, Hawaii
December 23, 2004



SECTION 3

COMPLIANCE AND INTERNAL CONTROL
OVER FEDERAL AWARDS



First Hawaiian Center

999 Bishop Street, Suite 1900
i Honolulu HI 96813

Telephone (808) 531 3400

I PricewaterhouseCoopers LLP
|
|
* Facsimile (808) 531 3433

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 Chair and Members of the City Council
City and County of Honolulu
Honolulu, Hawaii

Compliance

We have audited the compliance of the City and County of Honolulu, State of Hawaii (“City”),

with the types of compliance requirements described in the U.S. Office of Management and Budget
(“OMB?”) Circular A-133 Compliance Supplement that are applicable to each of its major federal
programs for the year ended June 30, 2004. The City’s major federal programs are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to each of its
major federal programs is the responsibility of the City’s management. Our responsibility is to express
an opinion on the City’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 OMB Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMB
Circular A-133 require that we plan and perform the audit to obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have
a direct and material effect on a major federal program occurred. An audit includes examining, on a
test basis, evidence about the City’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 City’s
compliance with those requirements.

In our opinion, the City complied, in all material respects, with the requirements referred to above that
are applicable to each of its major federal programs for the year ended June 30, 2004. However, we
noted immaterial instances of noncompliance with those requirements that we have reported to the City
in a separate letter dated December 23, 2004.



Internal Control Over Compliance

The management of the City is responsible for establishing and maintaining effective internal control
over compliance with the requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered the City’s internal control over
compliance with requirements that could have a direct and material effect on a major federal program
in order to determine our auditing procedures for the purpose of expressing our opinion on compliance
and to test and report on the internal control over compliance in accordance with OMB Circular A-133.

Our consideration of the internal control over compliance would not necessarily disclose all matters in
the internal control that might be material weaknesses. A material weakness is a reportable condition
in which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that noncompliance with applicable requirements of laws, regulations,
contracts and grants caused by error or fraud that would be material in relation to a major federal
program being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal
control over compliance and its operation that we consider to be material weaknesses. However, we
noted other matters involving the internal control over compliance and its operation that we have
reported to the City in a separate letter dated December 23, 2004.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the City as of and for the year ended
June 30, 2004, and have issued our report thereon dated December 23, 2004. Our audit was performed
for the purpose of forming opinions on the financial statements that collectively comprise the City’s
basic financial statements. We did not audit the financial statements of the Board of Water Supply,
which is the discretely presented component unit. Those financial statements were audited by other
auditors whose report thereon has been furnished to us, and our opinion, insofar as it relates to the
amounts included for the Board of Water Supply, is based on the report of the other auditors. The
accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by OMB Circular A-133 and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole.

This report is intended solely for the information and use of the City Council, management of the
City and County of Honolulu, federal and state awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than those specified parties.

ydyﬁ@mﬂw\zu@qﬁw\: WP

Honolulu, Hawaii
December 23, 2004
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SCHEDULE OF
FINDINGS AND QUESTIONED COSTS



ro'86¢

£31In3a8 puemol] jJo judunreda( feloy,

LIS Konody asmaya( HAID nyeQ asmaja] Jo 1usunredo(y 0Z00-€L-NH-£007 800°L6 weiBo1 TURID) S3APENIN] AJLUN0SS STy URQln)
wur'eLe fowdy asuagaq asu03a(] Jo yusuniedag SHOouEA Y00°L6 werdoiq poddng jmawdmby ssoupasedaig opsowo(] s1e1g
[1A1) ngeQAuRuneda 211 njOUoH
:£ILINDIG puepmoy Jo Jusunaedag
01p'65T°¢ $IAIIG HEWNY] puE IEa[ Jo yowreda( [RloL
077 jusunredacy 301[04 NMIOUSH yiesH yo 1ounredaq S0-¥0 VO 656'€6 asNQqY uESQNg
JO 1WOUREII], PUE HONUIASLY 10J SYTRID) YI0]g
008°7 IoUTexy [edipay meay Jo youmedagy £-€0-6969161100/0611 £87°¢6 20UBISISSY [RIIINII,
pue suone3usIAn] WONTIALJ PUR [OXTO,) ISEISI(] 10] SINUI))
SYTL8S $321AL08 Ajmunuoy) 1oy jo yuouedagy y0-7-9€ ‘€0-Z-3E ‘T0-T-HE 750°€6 yoddng 1oa18ate]y Afiwey [enoneN
679°€0S°C ao15np0) Buidy jviog
80£°LL0°1 SIIAIRS ANTmMIIIO)) yi[esy jo yuountedacy STIOLIBA ShO'c6 SIVIALG BODLNN
=0 wed ‘U1 spil-3wmiy oy 107 smeidoy] eoedg
17€9Tvl S30IALRG AEmIIIo)) yieay jo yuaunedaq YO-T-€€ ‘€0-Z-9€ 142 27 $197830) 101105 PUE $251AL5G aaptoddng Joy
stuBiny-g Hed (11 o L-Smify 2w 107 swerford feroadg
woisnyD B8y
866°701 S351A19S AJURLIUIOT) oy Jo jusunredacy vO-Z-a€ ‘€0-2-As ‘20-2-(§ £Y0'C6 PIESH PUR HOnNaAdL] aseasi(q-FumBy o 1oy stieifolq [e1oadg
cig‘or Juotmedo(y sao1A10g Aouofrowryy pyesy Jo juounsedacy SNOLIBA 000°€6 wayshg osuodsoy jeorpapy uepjodonapy
1SIDAIIS URTANEY pue YI[eay Jo Juammiedag
96¥°¢1 wonannsuo)) pue udisa( wsLo, pue 1uamdoyaAa(] smouossy £91-70-1 611°18 s10afoiy [eads weidoig £81auyg s1mg
pue ssomsng 3o Jusnmreda(]
:A81ouy jo ymamyredaq
£iv's TONRAIIY pue LY woyeonpyg Jo ymsunredacy £70€1 LRT'Y8 s1uay) Fupnesy Humunao) Lmus)) 1s1Lf-Auam]
ruonedInpy Jo yudmredaq
057951 Summusd pue Supune]g Sunuuelg QTS J0 0O SOT°1S (31418 Spiemy BolRNSIHUIPY yaawafeuey ouoy [mseo])
sansawnioy) Jo yudunredaq
160°L2€ ampmorrdy jo juaunredaq [e1oL
Y68°08 Jusunreda(] oI} nujonoly $20IN0SaY 901-7102S011 $99°01 QOUBISISSY Al JOOJUNJOA
[eameN pue pue- jo jusunredad -DA-£0 ‘6¥1-2107501 1-DA-0
L61°9vT $ HonEALIY pue SHjied uogesnpy o yuawedagy £2516¢€-T1 655701 UBIP{IYD) 10) WRIF0L] 3DLAIDG POOY JoUnUNG
taan3NoLdY Jo Jmamnaedaq
samyppuadxyy yuardpoy A1 Luady aeig JYNUIP] YInoay ] -sseg Jaquuny] JUBIO)/WBIZONJ/I0IUEIX) [RIIPDY
[eIIpay ydnoamy-ssey DULISISSY
SIMo(Y
[eaapay
3o Sopeyeny

¥00Z ‘0¢ dunp papuz Jesj

spiemy [elapa4 Jo sainjipuadxsg jo ajnpaysg

IlemeH jo sjels
NiNjoOuoH jo AJunon pue Ajin



£0L°62T Juaunreday [e1ouan Aamony SROLIBA 88591 SIURLL) E[NULIO HOWIOM 1SUIES Y 90us[oIA
301j0 ] njouo}/AswIony Sunnoasoly

areT Konrony Bannoosol jRIOWAN AdWony y-da-zo 08591 weiBoly sjueln) AIBHONINSI(Y IDUBISISSY
TUSWIDIONUY ME [B307] PUE 31BIS [ELIOW SUIAg] prempy
1£0°68 1anredacy 95104 nnjouoy] [e19020) A3mIoNny £1-6d-£0 ‘0T-4-10 ‘S1-4d-10 6L5°91 werfold JuBicy BRI, skg
1L5°668 Aowony Bunnoasolg [e19Us0) Aomiony TVAT0 “T-YA-10 ‘T-VA-00 SLS91 SOUEISISSY WA StuLy
19647 jusuneda(y 9210 NMjoucH [e1usD Aswiony 10-Nd-¢ 095°91 Fimsa] YN 215110, poapuedxy
PE6°971 §901A10G AJTUNIITIO) $a301A10G Teumy Jo jmauntedacy snouep 8v¢'o1 weifor] Yo A spiL
9£L°988 $901AL0S Ajunuuio)) Sa01ALSg uenIny Jo juoumredacy SnOuEA £76°91 191097) 201SA{ AIEAAN[
8LTELY Jwounedacy a1 npnjouoH asudja(] Jo 1meunreday orI0-XD-AL-2007 100°91 werdoig poddng ymomdimby snsswod] geig
836°76Y 1mounredo(] 901[0d N{RjOUsH — e 00091 weidoly uorssarddug moneoIpery SIqeUue;) dussmIo]

snsnr o yusuraedaq

000601 Jopayuy 243 Jo Juanmpredaq fejo,
000°001 uopannsuo)) pue udisa( — — 916'S1 Suruueyq pue jnowdoaas(] ‘wonismboy - uonraray oopmp
000°s jusunreds(g a1y nimjonoy — — 877'S1 QOURISISSY 31} JeIWY PUE A)ENUNNO]) 30VJINT] URGI ) PUBIPIIM

10LI9yu] oY) 3o Jusunrvday

6E1'1£5°68 jwomdoaa( ueq.) pue 3uisnoyy yo yusunreda( jero0],
* 61L°07S'EE S301A1DG AJUMURIO)) — — 18P SIIN0A 30100 BUISNOR] § UOKISS
Y6001 S30IAISG AJURUILO)) - — 968'¥1 HOUENI[Iqeyay eI3PON
8 BONIG - wieIBoLy oouwsIssy BuISno Swosu] 1BMOT
LLY°66 juounedacy 90104 NNOuUSH — — S8yl weidorq voneumyg Fnicy Fusnoy werpuy pue ongqng
000°$76 Sumnuiag poe Suruueyy — — 9P v 1swdoraasqg smonody
splRLImoIg ~ sjae1s) yoo[g yuatudofeaady Ajrumuuo))
pri‘eee SI0IAIBG AJUNUNIO)) - - T ¥l wesBo1d prmqyImo &
0LO'SLE $92IAIDS Aununyor) o — eyl SAIV YIm suosiad Ioy sanumoddo Sursnoy
000°EvT Y SO01ALOG — — 657 v1 weifolg sdigsiomied UsUnSaAN] FINOH

8051, pue 128png /mononsuo))
pue uB1S3(/5991AIS ATHREHO.)

6L6°L60°1 SIVIALOG ATMUIIIO.) — et 8ETP1 wriBold s1e)) snyg 135yg
* SSYOLL $a01ALS Aununuo)) —_— —— SETYL weifo1y Susnoyy aaptoddng
1911 S3DIAIGS LIIUNIIO)) - - 1ETvl weidold syueln) 103joqs Asuafiouy
BES 6L S3VIANRS — —— 81741 SIRID) JHSMWSNUL - s}ur) Yoo jwowdelaaady Apmunuo))y
JROSL] pue Ja8pngoueudlmen
SOUIIORJ/S3DIAIIG

uonelIedsueL], /UONONISUO))
pue nBisa(y/sI0MA18S Anmuno))

;usmdoraAaq ueqn pue Bugsnoy yo yuawmyredag

sarmpuadxy uadpay Ay Luady eg JYBUIP] ydnoay g -sseq EELTEN WL/ MEIZ01J/I0IURIL) [RIIPIS
JeI3pay ySnoxyy-ssed 2oUE)SISSY
agsamo(
[eRpay
3o Sopeze)

¥002 ‘0¢ aunp papu3 Jesaq
spiemy |esapa4 jo sainjipuadxg Jo ajnpayosg
lIlemeH jo 9jelg

ninjouoH jo Ajunon pue A3H



68975909

—————————

uoneriodsuex [ jo yaunredaq w30,

966°1¢ $301A108 nonepodsuer] neunredaq noneodsuel] jo yuswredog STIOLIB A 009'0Z foyeg LemySiy Kumwmuo)) pue jeig
201104 B[NOUOH]
780t 53014155 BopEods el ] /UoNINASUO) — — 1607 yoaeosoy pue Buruney] Jsuel],
pue udisa]
189°7L8°€S ADISH]TY NSUDLL [D42P3S] [DIO]
« BECTLYVE 9014108 UOKELIOASHEL ] /HONONISUOT) — - 10§07 SIIELE) B[RULIO,] - JISURL], [RIP3Y]
pue udma(q
» CVEOOP61 5901A10G UOKEOdSIEL ] /IOBONISUOT) - — 005702 syuerry juaunsoAny [epde)) - JISUBL], [RI0pa]
pue nBisacy
LADISN]T) HSUDLL [DAPDs]
» OLG'ESV'D Smmymiag pue Buruue] /5901108 wonepodsueiy, Jo ymounyedacy SNOLIBA <0707 goyonnsuo,) pue Junrueld Kemydry
oy EIodSUE) | MONINASIOD)
pue udisoq
:uopeytodsuesy yo Juamredog
IO ITE L Joqu] Jo Justmredaq eio
0L9°029 $201A13G AHUNUIIIOY) nemey Jo Ajisiaatup) 00¥L65Z 09-20-TO1T1- 4V 19T°L1 pafory
a1y jo uonerodio)) Yoieasay [o1rasay pue sowa(] ‘s1ojtd noyensmnupy Sumel], pue juswojdwy
601°159°S EDISNLY IOV IMBUNSAAU] BOLOPLIO ) 1DI0]
88 6Y6°1 $IOIAKRS ANUMUIIO)) 1oqe'y 3o ymsunredacy SNOLeA 097 L1 SISYIOAL POTEIOISICT
POE798°1 $201A12§ Mmooy 1oqe yo yuounredacy SROLIEA 65T°LL SONIALDY YIno A
L126£8°1 $321A13G AHTNIULIO) Io0qe71 Jo yaunreda(q SHOLEA 8STLY we1do1d ynpy
BISRYY) Y WUDUSIAU] 2040 LI0 4
195281 $92(A108 AyImUIKo)) 10qe7 Jo Jusunsedacy SnoHeA €STLL SO1E{EA0] PUE SIS 03 SITRIO YIOM -01-2IRJ]IM
7L9°998 5201A12S AJIUMUILIO)) 10qe-] 3o yuouriedag SNOLIEA 05T LY UONEHSTIHIDY ~ 10V WANISIAT] 321010,
rxoqery Jo yuauipredoq
L11°090'9 dnsny Jo Juauntedaq feIo )
PSLEE aunredac] 30104 MAOUOH N Jo Juounedaq 8v0-€0 OSV LTL9Y wesBorg sme Sunjuu] s3eiopan) Suioyuy
008°1Z1°C juowneda( 1[04 WR{OUOH e — 01L'91 (8d0D) siuen Suprod Ammunuo)) pue diysiomied pue A13jeS oHqng
0000 Komrony Sunnossoid - - 60991 spooyioqqSIoN 9yes 19301 puw UOBNILSOI] AU
86£'96T1 yuounedac] - - 6591 weido1d SIUeLn) Y00[g TUAIIIONUF MET [BIO]
201j04 tynjouoH/Aswony Funnossoid
£20'08 AKswiony Funnoasord [RIBUSL) AAWONY T-dM-€0 06591 SIIPI() UOHIRO0L] JO IIWIDIOJUH P SO ISaLY
saxmpuadxy yuardayy LD Luady ayug RUYBUIPY ydnoagy-sseg JIQIENN] JURIDAEIF0 ]/ I0JURED) [RIIPI]
{raapdy ydnoayy-sseg UEYSISSY
2MSIMO
jeIapag
30 3013

$00Z ‘0€ aunf papuz Jes)
spiemy [el1apa4 Jo sainjipuadx3 jo a|npayosg

IIEMEH JO 9}e)S
ninjouoH jo Ajuno) pue Aj1H

10



“£¢1-Y TR0y GINO A peugep se mesford soueysisse (eroueny [e1apa) Jofew sajouacy(,)

9£8°SrI 8Yl $ SPAEMY [£IIP3] JO damnpuadxy [ejo )
Sy1°709°1 Jmounsedacy #01{04 NN[OUOH - - 000°L weifory eary Juppdyyel), Snx Aseorag giiy
:Aa10g onuo)) 3nxq [pUonEN 30 PO
659°9¢8 Lyuwddy yjwowadeuey Loualioury jeaapay feior
9L6'88 AouaBy osuaja(] 1AL DYRD asuaja( Jo yuatuieday SNOLIBA £95'€8 wea |, ssuodsay Aousfrowy Apmmunuo)y
6vv'89 AomaBy asusja( 1A N0 asuage(] yo yusunteday 1ZE0-YD-E00T-ANY 795°€8 Suymueq seonerad() LousBramy
8TI'19¢ Jusunreda(] AILf H{NOBOH - — PSGTES e SIS 01 OURSISSY
97711 AouaBy osuaja(] AL ngRO asuaja(] jo jmonniedaq SNOLIBA 766°¢€8 20ULISISSY [830°] pue v1mg ~ juswafeney Aousfiowy
90T AouaBy 2suasa(t IAID NYEO — — 155°€8 npnjouoy] 3oeduy 109014
:Awady jmomoadeusy Lowadromy eaapag
« (87'850°8 uoponnswoy) pue udisoq yEoH Jo yusumedag SROLIEA 8S¥'99 (¢ 210N) spunf Suiajoasy AEIS 1M UE3])) 10§ Suer) uonezifeiide)
Aduady uoIddioLd [IusuInoANgY
68¥°811 Juawpredacy 29§j04 N{NOUOH o e £50°12 Fmurel ), pue vonedNps 20URISISIY Surn
:Aamseal], a3 Jo udumpredaq
saanyipuadxy ardpay D LHuady aeg JIPHUIPT Y3noay I -sseq Jquny JUBIS)/MEIZ01J/IONIEBIL) [RIIPIY
{eaapay ySnoaygy-ssed DUEISISSY
nsamoq
je1apay
30 Sopeze)

¥00Z ‘0¢ dunr papu3g 1esp

splemy [eiapa4 Jo salnjipuadxy jo ajnpayosg

llemeH jo aje)s
ninjouoH jo Ajunon pue A1H

11



City and County of Honolulu

State of Hawaii
Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2004

1. Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant activity
of the City and County of Honolulu (“City”) and is presented on the accrual basis of accounting,
which is described in Note 1 to the City’s basic financial statements. The information in this
schedule is presented in accordance with the requirements of OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations.

2. Loans Outstanding

The City had the following loan balances outstanding and advances awarded as of and for the year
ended June 30, 2004, which are not presented in the schedule of expenditures of federal awards.

Loans/Advances Loans
Awarded in Outstanding
CFDA Year Ended as of
Program Title Number June 30, 2004 June 30, 2004
Major programs
Community Development Block
Grants — Entitlement Grants 14.218 $ 2,086,151 § 43,667,429
HOME Investment Partnership
Programs 14.239 126,576 12,535,174
Section 8 Housing Choice Vouchers 14.871 - 3,359,879

$ 2,212,727  $ 59,562,482

3. Capitalization Grants for Clean Water State Revolving Funds

At June 30, 2004, federal awards and state matching fund expenditures under capitalization grants
for clean water state revolving funds were as follows:

Federal § 7341945
State 716,337
$ 8,058,282
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City and County of Honolulu

State of Hawaii

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2004

4.

Subrecipients

Of the federal expenditures presented in the schedule of expenditures of federal awards, the City

provided federal awards to subrecipients as follows:

Federal Grantor/Program/Grant

Department of Health and Human Services

Special Programs for the Aging — Disease Prevention and Health
Special Programs for the Aging — Title I, Part B -

Grants for Supportive Services and Senior Centers

Special Programs for the Aging — Title 111, Part C ~

Nutrition Services
National Family Caregiver Support

Total Department of Health and Human Services

Department of Housing and Urban Development

Community Development Block Grants — Entitlement Grants
Emergency Shelter Grants Program

Supportive Housing Program

Shelter Plus Care Program

HOME Investment Partnerships Program

Housing Opportunities for Persons with AIDS

Community Development Block Grants — Brownfields Economic
Development

Total Department of Housing and Urban Development

Department of Justice

Juvenile Justice Center

Title V Youth Program

Crime Victim Assistance

Violence Against Women Formula Grants

Total Department of Justice
Department of Labor
Workforce Investment Act — Administration
Workforce Investment Act — Adult Program
Workforce Investment Act — Youth Activities
Workforce Investment Act — Dislocated Workers

Employment and Training Administration Pilots, Demos and
Research Project

Total Department of Labor

Total Provided to Subrecipients
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Federal CFDA
Number

93.043

93.044

93.045
93.052

14.218
14.231
14.235
14.238
14.239
14.241

14.246

16.523
16.548
16.575
16.588

17.250
17.258
17.259
17.260

17.261

Amount
Provided to
Subrecipients

$ 102,998
1,426,321

794,869
587,248

2,911,436

14,694,650
114,613
770,225

1,097,979
3,121,763
375,070

925,000
21,099,300

336,743
126,934
280,743
169,882

914,302

88,427
57,835
1,597,564
119,625

239,501
2,102,952
$ 27,027,990



City and County of Honolulu’

State of Hawaii
Schedule of Findings and Questioned Costs
Year Ended June 30, 2004

Section I — Summary of Auditor’s Results

Financial Statements

Type of auditor’s report issued

Internal control over financial reporting:
Material weaknesses identified?

Reportable conditions identified that are not considered to be material
weaknesses?

Noncompliance material to financial statements noted?
Federal Awards
Internal control over major programs:

Material weaknesses identified?

Reportable conditions identified that are not considered to be material
weaknesses?

Type of auditor’s reports issued on compliance for major programs

Any audit findings disclosed that are required to be reported in
accordance with Section 510(a) of OMB Circular A-133?

Identification of major programs:

CFDA

Number Name of Federal Program or Cluster
Department of Housing and Urban Development

14.235 Supportive Housing Program

14.871 Section 8 Housing Choice Vouchers
Department of Transportation

20.205 Highway Planning and Construction

20.500/ Federal Transit Cluster

20.507

Environmental Protection Agency
66.458 Capitalization Grants for Clean Water
State Revolving Funds

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

Auditee qualified as low-risk auditee?
'The City’s federal entity identification number is 99-6001257.
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Unqualified
__yes X mno
X yes ____none
reported
__yes _X no
__yes _X no
__yes _X _none
reported
Unqualified
__yes X no
$3,000,000
yes _X _no



City and County of Honolulu

State of Hawaii
Schedule of Findings and Questioned Costs
Year Ended June 30, 2004

Section II - Financial Statement Findings

Internal Control Over Financial Reporting

Reportable Conditions

Finding No. 04-01: Inaccurate Accounting of Capital Assets

During our current year testing, we noted certain land improvements, structures and infrastructure were
completed as of June 30, 2004, but had not been transferred from work in progress to the respective
capital asset accounts. Accordingly, adjustments were made to the City’s financial statements in 2004 to
transfer projects that were completed in fiscal year 2004 and prior to fiscal year 2004 of $42 million and
$23 million, respectively, to capital assets. Additionally, depreciation expense was understated in prior
years and additional depreciation expense was recorded in fiscal year 2004. We also noted certain costs
recorded in work in progress that should have been expensed in fiscal year 2004.

Due to these errors, significant time was incurred to identify and properly account for these assets, which
contributed to the delays in completing the City’s Comprehensive Annual Financial Report for fiscal year
2004.

Recommendation —

The City should ensure that all capital assets are properly and timely accounted for in the City’s general
ledger. The operating agencies should comply with established procedures to transfer completed projects
or assets to the fixed asset account on a timely basis and to record the related depreciation expense.
Additionally, costs of capital assets should be properly reviewed and accounted for in accordance with the
City’s capitalization policy.
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City and County of Honolulu

State of Hawaii
Schedule of Findings and Questioned Costs
Year Ended June 30, 2004

Finding No. 04-02: Delays in the Completion of the Financial Statements

The City completed its June 30, 2004 Comprehensive Annual Financial Report (“CAFR”) at the end of
December 2004, six months after its year end, similar to the completion of the 2003 CAFR. The delay
in the completion and issuance of the 2004 CAFR was due to the following:

¢ The City had inaccurately accounted for certain capital assets which resulted in various
adjustments, revisions and delays in the current year. See reportable condition Finding No. 04-01
in this report.

» The City continued to encounter difficulties in determining the proper balances of the Sewer
Fund’s inventories of materials and supplies in 2004 due to errors noted in the unit prices.
Further testing and investigation was required.

¢ Although the City has taken measures to ensure account analysis and financial statement
schedules prepared for the audit were generally reviewed by a supervisor, we continued to

discover certain errors which required subsequent revisions and corrections.

s We also experienced delays in obtaining account analysis and financial statement schedules
requested for the audit based upon agreed-upon deadlines with the City.

Recommendation —
The City should ensure these issues are appropriately and timely addressed in fiscal 2005. The agreed-

upon deadlines for the completion of the CAFR should be strictly enforced to ensure timely completion
of future CAFRs.
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City and County of Honolulu

State of Hawaii
Schedule of Findings and Questioned Costs
Year Ended June 30, 2004

Section III - Federal Award Findings and Questioned Costs

There were no matters reported for the year ended June 30, 2004.
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SECTION 5

PRIOR YEAR FINDINGS AND
QUESTIONED COSTS

This section reports findings and questioned costs that were reported in
the June 30, 2003 report. Finding number relates to the sequence
reported in the respective years.



City and County of Honolulu

State of Hawaii
Status of Prior Year Findings and Questioned Costs
Year Ended June 30, 2004

Financial Statement Findings

Internal Control Over Financial Reporting

Material Weaknesses

Findings No. 03-01 and 02-01: Inaccurate Accounting of Capital Assets

During the fiscal 2003 audit, certain capital assets were identified which should have been recorded in
the City’s financial statements in prior years. Storm drains and traffic lights were underreported in prior
years, while other capital assets were below the City’s capitalization threshold amount and should not
have been capitalized. Additionally, certain land improvements and structures amounting to $51 million
were completed in prior years but were not transferred from work in progress to the respective capital
asset accounts until fiscal 2003. Therefore, depreciation expense, which is required under Governmental
Accounting Standards Board Statement No. 34, was understated in fiscal 2002. These adjustments
resulted in an increase to capital assets, net of accumulated depreciation, and an increase to the other
general revenues account of $28 million in the City’s 2003 financial statements.

Additionally, certain infrastructure and buildings amounting to $7 million were completed in prior years
but were not transferred from work in progress to the respective capital asset accounts until fiscal 2003 in
the City’s Sewer Fund financial statements. Therefore, depreciation expense was understated in prior
years.

During the fiscal 2002 audit, we identified certain capital assets that should have been recorded in the
Sewer Fund’s financial statements in prior years and certain contributed assets which had never been
recorded. Therefore, proper adjustments were made to the 2002 financial statements and the Sewer
Fund’s 2001 financial statements were restated to reflect these additional assets, related depreciation
expense and contributed capital. This resulted in an increase of approximately $213.7 million to the
June 30, 2001 capital assets, net of accumulated depreciation, an increase of $1.2 million in the changes
in net assets previously reported for 2001 and a prior period adjustment of $212.5 million to the 2001
beginning net assets of the Sewer Fund. We were informed that these additional infrastructure assets had
not been properly reflected and accounted for in the City’s geographic information system (“GIS”) due to
a staffing shortage.

Additionally, during fiscal 2002, certain property and equipment were identified which should have been
recorded in the City’s Public Transportation System separate financial statements in prior years. This
resulted in an increase of approximately $20 million to property and equipment, net of accumulated
depreciation, and to the July 1, 2001 net asset balance previously reported. We were informed that this
oversight was due to a2 miscommunication between two City departments as to which department was to
record this asset.

Significant time was incurred to identify and properly account for these additional assets, which

contributed to the significant delays in completing the City’s 2003 and 2002 Comprehensive Annual
Financial Report and the City’s 2002 Sewer Fund financial statements.
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City and County of Honolulu

State of Hawaii
Status of Prior Year Findings and Questioned Costs
Year Ended June 30, 2004

We recommended that the City ensure that all capital assets are properly and timely accounted for in
the City’s general ledger. The operating agencies should comply with established procedures to transfer
completed projects or assets to the fixed asset account on a timely basis.

Status —

Unresolved. During the 2004 audit, we noted additional adjustments to the capital asset accounts

which should have been recorded in the City’s financial statements in fiscal year 2004 and in prior years.
However, as the financial statement effect was not as significant as the prior year findings, the current
year finding is reported as a reportable condition. See current year reportable condition Finding No.
04-01.
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City and County of Honolulu

State of Hawaii
Status of Prior Year Findings and Questioned Costs
Year Ended June 30, 2004

Reportable Conditions

Findings No. 03-02 and 02-02: Delays in the Completion of the Financial Statements

The City completed its June 30, 2003 Comprehensive Annual Financial Report (“CAFR”) at the end of
December 2003 and its June 30, 2002 CAFR in April 2003, ten months after the City’s year end. The
delay was primarily due to the following:

¢ The City encountered various problems and difficulties in determining the proper capital asset
balances and classification of assets, which resulted in numerous revisions and delays by the City
in completing this significant area. See material weakness Findings No. 03-01 and 02-01 in this
report.

o The City had inaccurately accounted for capital assets in the Sewer Fund, which resulted in
significant adjustments in fiscal year 2002 and a restatement of the Sewer Fund’s 2001 financial
statements. See material weakness Findings No. 03-01 and 02-01 in this report.

e Significant time was incurred during fiscal year 2002 to inventory the City’s infrastructure assets
and to value these assets due to the lack of historical records. The City determined the value of
these assets based on current replacement costs and discounted the costs based on the date the
assets were placed in service.

¢ The City encountered difficulties in determining the proper balances of the Sewer Fund’s
inventories of materials and supplies, related expense and the inventory write-down due to
inventory obsolescence. Adjustments were made during the course of the audit and the Sewer
Fund’s 2001 financial statements were restated.

e Although the City has taken measures to ensure account analysis and financial statement
schedules prepared for the audit were generally reviewed by a supervisor, we noted certain
errors which required subsequent revisions.

e We also experienced delays in obtaining inforﬁlation requested for the audit based upon
agreed-upon deadlines with the City.

We recommended that the City ensure these issues are appropriately and timely addressed in fiscal 2004.
The agreed-upon deadlines for the completion of the CAFR should be strictly enforced to ensure timely
completion of future CAFRs.

Status —

Unresolved. Although the City continued to take certain measures to complete the 2004 CAFR in a

timely manner, we continued to experience problems and delays in completing the 2004 audit. See
current year reportable condition Finding No. 04-02.
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DEPARTMENT OF BUDGET AND FISCAL SERVICES
CITY AND COUNTY OF HONOLULU

530 SOUTH KING STREET, ROOM 208 « HONOLULU, HAWAII 96813
PHONE: (808) 523-4616 » FAX: (808) 523-4771 » INTERNET: www.honolulu.gov

MARY PATRICIA WATERHOUSE

MUFI HANNEMANN DIRECTOR

MAYOR

PATRICK T. KUBOTA
DEPUTY DIRECTOR

March 21, 2005

Mr. Leslie I. Tanaka, City Auditor
Office of the City Auditor

City and County of Honolulu
1000 Uluohia Street, Suite 313
Honolulu, Hawaii 96707

Dear Mr. Tanaka:

RE: SINGLE AUDIT REPORT FOR THE FISCAL YEAR 2003-2004

Attached is the City Administration’s response to PricewaterhouseCoopers LLP preliminary
draft of the findings and recommendations included in the single audit report of the City and
County of Honolulu for the fiscal year ended June 30, 2004. The response includes actions
taken or contemplated, anticipated completion dates, and City personnel responsible for the

corrective action.
W

MARY PATRICIA WATERHOUSE
Director of Budget and Fiscal Services

MPW:ve
Attachments

FORWARDED:

“Acting Managing Director

cc: BFS — Internal Control



RESPONSE TO SINGLE AUDIT REPORT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2004

CURRENT YEAR FINDINGS AND RECOMMENDATIONS

Finding No. 04-01: Inaccurate Accounting of Capital Assets

Audit Recommendation: The City should ensure that all capital assets are properly and timely
accounted for in the City's general ledger. The operating agencies should comply with
established procedures to transfer completed projects or assets to the fixed asset account on a
timely basis and to record the related depreciation expense. Additionally, costs of capital
assets should be properly reviewed and accounted for in accordance with the City's
capitalization policy.

Administration’s Comment. The City will continue to encourage operating agencies to comply
with established accounting policy and procedures to ensure that capital assets are properly and
timely accounted for in the general ledger.

Anticipated Completion Date. Implemented in June 2004

Contact Person(s): Nelson Koyanagi Jr, Chief Accountant, Budget and Fiscal Services
Diane Murata, Property Management Officer, Budget and Fiscal Service

Finding No. 04-02: Delays in the Completion of the Financial Statements

Audit Recommendation: The City should ensure these issues are appropriately and timely
addressed in fiscal 2005. The agreed-upon deadlines for the completion of the CAFR should be
strictly enforced to ensure timely completion of future CAFRs.

Administration’s Comment. The City will continue to follow established procedures for the
preparation and review of all documents, schedules and statements to allow for timely and
accurate submission to the auditors. We will also continue to monitor agreed-upon deadlines and
progress of the audit throughout the engagement. The City issued the 2004 CAFR by the
required due date without any major problems or delays and will follow similar procedures for
the fiscal 2005 audit.

Anticipated Completion Date. Implemented in June 2004

Contact Person: Nelson Koyanagi Jr, Chief Accountant, Budget and Fiscal Services




RESPONSE TO SINGLE AUDIT REPORT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year Ended June 30, 2004

PRIOR YEAR FINDINGS AND RECOMMENDATIONS

Finding No. 03-01 and 02-01: Inaccurate Accounting of Capital Assets

Audit Status: Unresolved. During the 2004 audit, we noted additional adjustments to the capital
asset accounts which should have been recorded in the City's financial statements in fiscal year
2004 and in prior years. However, as the financial statement effect was not as significant as the
prior year findings, the current year finding is reported as a reportable condition. See current
year reportable condition Finding No. 04-01.

Administration’s Comment Refer to Comment No. 04-01.

Finding 03-02 and 02-02: Delays in the Completion of the Financial Statements
Audit Status: Unresolved. Although the City continued to take certain measures to complete
the 2004 CAFR in a timely manner, we continued to experience problems and delays in

completing the 2004 audit. See current year reportable condition Finding No. 04-02.

Administration’s Comment Refer to Comment No. 04-02.




