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December 16, 2002

To the Attorney Generd
State of Hawali

We have completed our financia audit of the Department of the Attorney Generd of the State of Hawali
as of and for thefiscal year ended June 30, 2002. Our audit was performed in accordance with the terms
of our contract with the State of Hawaii and withthe requirements of the U.S. Office of Management and
Budget (OMB) Circular A-133,Auditsof States, Local Governments, and Non-Profit Organizations.

OBJECTIVESOF THE AUDIT
The objectives of our audit were:

1. To provide abasis for an opinion on the fairness of the financid statements of the Department of
the Attorney Generd (AG).

2. To determinewhether expenditures and other disbursements have been made and dl revenuesand
other receipts to which the AG is entitled have been collected and accounted for in accordance
with the laws, rules and regulations, and policies and procedures of the State of Hawaii and the
federd government.

3. To determinewhether the AG' sinternd control isadequatein assuring that thereiseffective control
over the proper accounting of revenues, expenditures, assets, and liabilities.

4, To determinewhether the AG hasestablished sufficient interna controlsto properly managefedera
financia assstance programs and to comply with the applicable laws and regulations.

5. To determine whether the AG has complied with the laws and regulations that may have amateria
effect onthefinancid statementsand on each major federd financia ass stance program of the AG.



SCOPE OF THE AUDIT
Our audit was performed in accordance with generally accepted auditing standards as prescribed by the
American Indtitute of Certified Public Accountants, Gover nment Auditing Standards, issued by the
Compitroller General of the United States; and the provisons of OMB Circular A-133. The scope of our
audit included an examination of thetransactionsand accounting records of the AG for thefiscal year ended
June 30, 2002.
ORGANIZATION OF THE REPORT
This report is organized into Sx parts:

PART | -  presentstheintroduction.

PART I

presents the financial statements and the auditors' report on such
gatements and required supplementary information.

PART [l -  presents other supplementary financia data.

PART IV - containsthe report on compliance and on internd control over financid
reporting and the report on compliance with requirements applicable to
each mgor program and internal control over compliance.

PART V - contains the schedule of findings and questioned costs and providesthe
datus of prior audit findings.

PART VI - containsthe AG'sresponse to our findings.

* * * * *

At this time, we wish to express our sincere appreciation for the excellent cooperation and assistance
extended to us by the personnel of the AG. We shdl be pleased to respond to any questionsthat you may
have on this report.

Very truly yours,

OHATA CHUN YUEN LLP
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INDEPENDENT AUDITORS REPORT

To the Attorney Genera
State of Hawali

We have audited the accompanying financid statements of the Department of the Attorney Generd of the
State of Hawaii (AG), as of and for the fiscal year ended June 30, 2002, aslisted in the table of contents.
These financid statements are the responsibility of the AG’ smanagement. Our responsibility isto express
an opinion on these financid statements based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with auditing
standards generdly accepted in the United States of America and the standards applicable to financia
audits contained in Government Auditing Standards, issued by the Comptroller Generd of the United
States. Those standards require that we plan and perform the audit to obtain reasonabl e assurance about
whether the financid statements are free of materid misstatement. An audit includes examining, on atest
basis, evidence supporting the amounts and disclosuresin thefinancid satements. An audit dso includes
assessing the accounting principles used and sgnificant estimates made by management, as wdl as
evauating the overadl financia statement presentation. We believe that out audit provides a reasonable
basis for our opinion.

The AG has not reconciled its Child Support Enforcement Agency bank accounts to the child support
subsidiary ledgers for severd yearsincuding the fiscal year ended June 30, 2002. As aresult, we were
unable to satisfy ourselves concerning the amount of cash for the Child Support Enforcement Agency thet
should be reflected as due to specific parties at June 30, 2002.

Asdiscussed in Note 13 to thefinancid statements, the Child Support Enforcement Agency of the AG has
reported its share of TANF collection revenuesin an agency fund athough afiduciary agreement does not
exig. Inour opinion, generdly accepted accounting principlesrequire revenues of thistypeto be reported
in aspecid revenue fund.

Asdiscussed in Note 1, the financid statements of the AG are intended to present  the financid position
and results of operations of only that portion of the financid reporting entity of the State of Hawaii that is
attributable to the transactions of the AG.



In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been able to reconcile the financia activities of the Child Support Enforcement Agency
bank accounts to the child support subsidiary ledgers as discussed in the third paragraph, the financia
datements referred to above present fairly, in al materia respects, the financid postion of the AG as of
June 30, 2002, and the results of its operations for the year then ended in conformity with accounting
principles generaly accepted in the United States of America

As described in Note 1, the AG has implemented a new financid reporting mode, as required by the
provisons of GASB Statement No. 34, Basic Financial Satements - and Management’ s Discussion
and Analysis - for Sate and Local Governments, as of June 30, 2002.

Management's discusson and analyss is not a required part of the basic financid statements, but is
supplementary information the Government Accounting Standards Board requires. We have applied
certain limited procedures, which consisted principaly of inquiries of management regarding the methods
of measurement and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.

Inaccordance with Government Auditing Standards, we have aso issued our reports dated December
16, 2002 on our congderation of the AG's interna control over financid reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants.

Our audit was made for the purpose of forming an opinion on the financial statements taken as awhole.
The accompanying schedule of expenditures of federa awards is presented for purposes of additiona
andysis asrequired by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations, and is not a required part of the financia statements.
Such information has been subjected to the auditing procedures applied in the audit of the financia
gatements and, in our opinion, isfairly stated, in al materid respects, in relation to the financia satements
taken asawhole.

OHATA CHUN YUEN LLP

Honolulu, Hawaii
December 16, 2002
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Management’s Discussion and Analysis

The Management’s Discussion and Analysis (MD&A) offers readers of the Department
of the Attorney General’s (AG) financial statements a narrative overview and analysis of the
AG’s financial activities for the fiscal year ended June 30, 2002. We encourage readers to
consider the information presented here in conjunction with the basic financial statements and
notes to the financial statements.

The implementation of the new financial reporting requirements under GASB Statement
No. 34, Basic Financial Statements — and Management's Discussion and Analysis — for State
and Local Governments, makes the AG’s financial report for the fiscal year ended June 30, 2002,
different than those of previous fiscal years. New features include this MD&A, the government-
wide Statement of Net Assets, the government-wide Statement of Activities, and the concept of
major fund reporting.

Overview of the Basic Financial Statements

This discussion and analysis is intended to serve as an introduction to the AG’s basic
financial statements. The AG’s basic financial statements are comprised of three components:
(1) entity-wide financial statements, (2) fund financial statements, and notes to basic financial
statements. Fund and account definitions as well as accounting treatment are further explained in
Note 1, Summary of Significant Accounting Policies, of the notes to the financial statements.

Entity-Wide Financial Statements

The entity-wide financial statements are designed to provide readers with a broad
overview of the AG’s finances. These statements include all assets and liabilities, using the full
accrual basis of accounting, which is similar to the accounting used by most private-sector
companies. All of the fiscal year’s revenues and expenses are reported as soon as the underlying
event giving rise to the change occurs, regardless of the timing of related cash flows. Thus,
assets, liabilities, and expenses are reported in these statements for some items that will result in
cash flows in future fiscal periods.

»  The Statement of Net Assets presents all of the AG’s assets and liabilities, with difference
between the two reported as net assets. Over time, increases or decreases in net assets
may serve as a useful indicator to determine whether the financial position of the AG is
improving or deteriorating.



Management's Discussion and Analysis
Page 2 of 2

» The Statement of Activities presents information showing the AG’s revenues and
expenses for the fiscal year. Functional activities are highlighted in this statement,
whereby direct and indirect functional costs are shown net of related program revenue.
This statement shows the extent to which the various functions depend on general taxes
and non-program revenues for support.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. The AG, like other state agencies,
uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the AG can be divided into two categories: Governmental
Funds and Agency Funds.

Governmental Funds

Governmental Funds are used to account for essentially the same functions reported as
governmental activities in the entity-wide financial statements. However, unlike the entity-
wide financial statements, Governmental Fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on the balances of spendable
resources available at the end of the fiscal year. Such information may be useful in
evaluating the AG’s near-term financing requirements.

Because the focus of Governmental Funds is narrower than that of the entity-wide financial
statements, it is useful to compare the information presented for Governmental Funds with
similar information presented for governmental activities in the entity-wide financial
statements. By doing so, readers may better understand the long-term impact of the AG’s
near-term financing decisions. Both the Governmental Fund balance sheet and the
Governmental Fund statement of revenues, expenditures and changes in fund balances
provide a reconciliation to facilitate this comparison between Governmental Funds and
governmental activities in the entity-wide financial statements.

Agency Funds

Agency Funds (Fiduciary Funds) are used to account for resources held for the benefit of
parties outside the State and the AG. Agency Funds are not reflected in the entity-wide
financial statements because the resources of those funds are not available to support the
State or the AG’s own programs.

Notes to Basic Financial Statements

The notes provide additional information that is essential to full understanding of the data
provided in the entity-wide and fund financial statements.



DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII
Statement Of Net Assets
June 30, 2002
Governmental
ASSETS Activities
Current Assets
Cash $ 16,304,876
Due from other state agencies 389,933
Due from agency funds 6,164,943
Due from grantor 5,106,719
Due from subgrantees 74,584
Settlements receivable 416,785
Total current assets 28,457,840
Capital Assets
Buildings and improvements, net of
accumulated depreciation of $4,290,954 4,826,496
Office, furniture and equipment, net of accumulated
depreciation of $681,595 177447
Total capital assets 5,003,943
Total Assets 461,783
LIABILITIES
Current Liabilities
Legidlativerelief payable $ 3,817,071
Accounts payable 1,113,498
Accrued wages and employee benefits payable 1,171,864
Dueto State of Hawaii 4,940,135
Deferred revenues 5184943
Total current ligbilities 16,227,511
Long-Term Liabilities
Accrued vacation 4477102
Tota Liahilities 20,704,613
NET ASSETS
Invested In Capital Assets 5,003,943
Restricted For Various Purposes 8,723,336
Unrestricted (970,209)
Total Net Assets 12,757,170
Total Liabilities And Net Assets 461,783

The accompanying notes are an integral part of the financial statements.

Total

$16,304,876
389,933
6,164,943
5,106,719
74,584
416,785

28,457,840

4,826,496

177447

5,003,943

461,783

$ 3817,071
1,113,498
1,171,864
4,940,135
5184943

16,227,511

4477102

20,704,613

5,003,943
8,723,336
(970.109)

12,757,170

461,783



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Statement Of Activities

Y ear Ended June 30, 2002

Functions/Programs

Governmental Activities:
Genera administrative and legal services
Child support enforcement
Drug control and crime prevention
Criminal history and state identification
Others

Total governmental activities

Program Revenues Net (Expense)
Operating Revenue and
Grants Changes
Chargesfor and in Net
Expenses Services Contributions Assets
$ 83,135,673 $ 99624 $45,365,971 $(36,773,448)
12,032,520 - 12,292,460 259,940
7,648,794 - 7,558,074 (90,720)
3,975,389 1,567,115 2,318,349 (89,925)
32,354 - - (32,354
$106,824.730 $2563.369 $67,534.854 (36.,726,507)
General revenues -
Change in net assets (36,726,507)
Net assets - beginning 49483677
Net assets - ending $12,757.170

The accompanying notes are an integral part of the financial statements.
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ASSETS
Cash
Due from other state agencies
Due from other funds
Due from grantor
Due from subgrantees
Settlements receivable

Total Assets

DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII
Balance Sheet
Governmental Funds
June 30, 2002
Crime
Prevention And Other
General Child Support Legd Justice Governmental
Fund Enforcement Services Assistance Funds
$5,970,461 $ 871475 $6,783,938 $195,611 $2,483,391
- - 389,933 - -
- 6,170,768 - - -
- 4,254,085 7,637 - 15,174
360,732 - - - -
- - 416,785 - -
$6,331,193 $11,296.328 $7.598,293 $195,611 $2,498.565

The accompanying notes are an integral part of the financial statements.

Total
Governmental

Funds

$16,304,876
389,933

6,170,768
4,276,896
360,732
416,785

$27,919,990



DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII
Balance Sheet
Governmental Funds
June 30, 2002
Crime
Prevention And Other
General Child Support Legd Justice Governmental
__Fund Enforcement Services Assistance Funds
LIABILITIESAND FUND BALANCES
LIABILITIES
Legidative relief payable $3,817,071 $ - $ - $ - $ -
Accounts payable 450,462 352,385 61,536 44,878 204,237
Accrued wages and employee
benefits payable 637,675 204,416 287,266 15,748 26,759
Due to grantor - - - 154,299 -
Dueto other funds 5,825 - - - -
Due to State of Hawaii 26,400 3,773,359 1,140,376 - -
Due to subgrantees - - - 286,148 -
Deferred revenues - 5,184,943 - - -
Total Liabilities 4,937,433 9,515,103 1,489,178 501,073 230,996
FUND BALANCES
Reserved for encumbrances 5,944,061 - - - -
Unreserved, reported in -
Generd fund (4,550,301) - - - -
Special revenue funds - 1,781,225 6,109,115 (305,462) 2,267,569
Total Fund Balances 1,393,760 1,781,225 6,109,115 (305,462) 2,267,569
Total Liabilities And Fund Balances $6,331,193 $11,296,328 $7,598,293 $ 195611 $2,498,565

Amounts reported for governmental activitiesin the statement of net assets are different because:

Capital assets used in governmental activities are not financia
resources and therefore are not reported in the funds.

Long-term liabilities, including accrued compensated absences, are not due and payable
in the current period and therefore are not reported in the funds.

Net assets of governmental activities
The accompanying notes are an integral part of the financial statements.

Total
Governmental

Funds

$ 3,817,071
1,113,498

1,171,864
154,299
5,825
4,940,135
286,148
5,184,943

16,673,783

5,944,061

(4,550,301)
9,852,447

11,246,207

5,003,943

(3,492,980)

$12,757,170



Revenues
State allotted appropriations
Specia fund revenues
Intergovernmental
Share of TANF collections
Incentive payment revenues
Fees and others
Litigation settlements

Total Revenues

Expenditures

Current:
General administrative and legal services
Child support enforcement
Drug control and crime prevention
Criminal history and State identification
Others

Capital expenditures

Total Expenditures

Excess (Deficiency) Of Revenues Over

Expenditures
Other Financing Sources (Uses)
Net Change In Fund Balances
Fund Balances - Beginning

Fund Balances - Ending

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII

Statement Of Revenues, Expenditures And Changes In Fund Balances

Governmenta Funds
Y ear Ended June 30, 2002

Crime
Prevention And Other
General Child Support Legd Jugtice Governmental
Fund Enforcement Services Assistance Funds
$35,442,910 $ - $ - $ - $ -
- - 13,087,654 - -
- 2,437,089 1,055,550 7,216,204 627,952
- 5,660,000 - - -
- 1,960,000 - - -
- - - 19,135 1,567,115
- - 996,254 - -
35,442,910 10,057,089 15,139,458 7,235,339 2,195,067
24,810,173 - 57,894,838 - -
2,155,773 9,832,015 - - -
350,000 - - 7,216,204 -
1,831,368 - - - 2,058,333
- - - 32,354 -
29,600 - - - 25,837
29,176,914 9,832,015 57,894,838 7,248,558 2,084,170
6,265,996 225,074 (42,755,380) (13,219) 110,897
6,265,996 225,074 (42,755,380) (13,219) 110,897
(4,872,236) 1,556,151 48,864,495 (292,243) 2,156,672
$ 1,393,760 $ 1,781,225 $6,109,115 $ (305.462) $ 2267569

The accompanying notes are an integral part of the financial statements.

Total

Governmental
Funds

$ 35,442,910
13,087,654
11,336,795

5,660,000
1,960,000
1,586,250

996,254

70,069,863

82,705,011
11,987,788
7,566,204
3,889,701
32,354
55,437

106,236,495

(36,166,632)

(36,166,632)

47,412,839

$ 11,246,207



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Reconciliation Of The Statement Of Revenues, Expenditures
And Changes In Fund Baances Of Governmental Activities
Y ear Ended June 30, 2002

Net change in fund balances - tota governmenta funds

Capita outlays are reported as expenditures in governmental
funds. However, in the statement of activities, the cost of
copitd assatsis dlocated over their estimated useful lives
as depreciation expense. In the current period, these amounts are:

Depreciation expense $335,851
Capitd outlays (55.437)

Some expenses reported in the statement of activities, such as
compensated absences, do not require the use of current
financid resources and therefore are not reported as
expendituresin governmenta funds.

Changein net assets of governmentd activities

The accompanying notes are an integrd part of the financid statements.

-12-

$(36,166,632)

(280,414)

(279.461)
$(36.726.507)



DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII
Statement Of Assets And Liabilities

Agency Funds

June 30, 2002
Totd Agency

Funds
ASSETS
Cash $15,375,112
Due from other Sate agencies 39,511
Tota Assets $15,414,623
LIABILITIES

Dueto and held for agency recipients $ 9,241,631
Dueto State of Hawaii 8,049
Dueto others 6,164,943
Totd Liabilities $15,414,623

The accompanying notes are an integrd part of the financid statements.

-13-



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Notes To The Financia Statements
June 30, 2002

Summary Of Significant Accounting Policies

The Department of the Attorney Generd of the State of Hawali (AG) administers and renders legd
sarvices, including furnishing written legd opinions to the Governor, State L egidature, and such state
departments and offices asthe Governor may direct; represents the State of Hawaii (State) inal civil
actionsin which the State is a party; gpproves as to legdity and form al documents relaing to the
acquigition of any land or interest in land by the State; and unless otherwise provided by law,
prosecutes cases involving agreements, uniform laws, or other matters which are enforcegble in the
courts of the State.

The AG's financid statements are prepared in accordance with generaly accepted accounting
principles (GAAP). The Governmental Accounting Standards Board (GASB) is responsible for
edablishing GAAP for state and locd governments through its pronouncements (Statements and
Interpretations). Governments are also required to follow the pronouncements of the Financia
Accounting Standards Board (FASB) issued through November 30, 1989 (when applicable) that do
not conflict with or contradict GASB pronouncements.  The more significant accounting policies
established in GAAP and used by the AG are discussed below.

In June 1999, the Governmenta Accounting Standards Board (GASB) unanimoudy approved
Statement No. 34, Basic Financial Satements - and Management’s Discussion and Analysis -
for State and Local Governments. Certain of the sgnificant changes in the Statement include the
following:

. For the fird time the financid statementsinclude:

* A Management Discussonand Analyss(MD& A) section providinganandysisof theAG's
overd| financid postion and results of operations.

* Hnancd statements prepared using full accrua accounting for dl of the AG's activities,
including capita assdts.

. A changein the fund financid statements to focus on the mgor funds.

These and other changes are reflected in the accompanying financial statements and notes to the
financiad statements.

-14-



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Notes To The Financia Statements
June 30, 2002

Financia Reporting Entity

The AG is part of the executive branch of the State. The AG's financid statements reflect only its
portionof the activities attributableto the AG. The State Comptroller maintainsthe centra accounts
for dl sate funds and publishes financid statements for the State annudly which includesthe AG's
finandd activities

The accompanying financid statements reflect the financia position and results of operations of the
following divisons of the AG:

Adminigrative Services Office - This office provides management, accounting, data processing and
other adminigtrative services to the AG. Also included in this office is activity related to certain
federa financid assstance programs.

Office Of Child Support Hearings - This office establishes, modifies, enforces, suspends, and
terminates support obligations owed to dependent children by parents, through an administrative
process in accordance with state and federd laws.

Child Support Enforcement Agency - This agency is responsible for formulating and implementing
the State Child Support Enforcement Plan as required under Title 1V-D of the Socid Security Act
and administering Hawali Revised Statutes (HRS) Chapter 576D in accordancewith TitlelV-D and
gpplicable sate laws.

Hawaii Crimind Judtice Data Center - The center manages the crimind judtice information system
and thecrimina justicetelecommuni cations network, provides statistical information and coordinates
crimina identification resourcesin support of the crimina justice process in the State. The center
aso manages the State’' s Civil Identification Program.

Invedtigation Divison- Thisdivison providescrimind, civil and adminigrative investigative services
It investigates the non-conformance or non-adherence to statutes or regulations of municipa and
state agencies, investigatesfraud and abusedirected against the State Medical Assistance (Medicaid)
Program; investigates matters involving the disposition of persons convicted of crimina offenses
which are submitted to the Office of the Governor through the board of pardons, parole or
independent channdl's; and provides security servicesto the Governor, his immediate family, other
date officids and vigting officias as required.

-15-



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Notes To The Financia Statements
June 30, 2002

Crime Prevention And Justice Assistance Divison - This divison serves as a central agency for the
maintenance of information regarding financid (federd and state funds) and nonfinancia resources
that may be avalable to assst in improving the coordination of programs of the crimind justice and
juvenile justice systems and agencies.

Legd Services-

. Adminidration Dividon Thisdivisonprovideslegd servicesto thejudiciary, the Office of
the Governor, the Office of the Lieutenant Governor, the State Department of Accounting
and Genera Services, the State Department of Budget and Finance, the State Department
of Education, and the Univerdty of Hawalii.

. Commerce and Economic Devel opment/Antitrust Divison
This divison provides legal services to the State Department of Business Economic
Deveopment and Tourism and the State Department of Commerce and Consumer Affairs.
The Antitrust Section is respongble for mediating, investigating and prosecuting violations
of antitrust laws.

. Crimind Judtice Divison  This divison reviews and prosecutes, if gppropriate, cases
referred to the AG for crimina actions which involve a state officid or a state agency, or
cases which have statewide impact.

In addition, it provides assstance to the Office of the Prosecuting Attorney in each county,
coordinatesinvestigationsand prosecutions of crimes occurring in morethan one county and
develops specia prosecution units to investigate and prosecute selected crimes.

. Employment Law Divison This divison is repongble for advisng, counsding and
representing the State in adl matters arising out of its activities as an employer.

. Labor Divison Thisdivison assgsthe State Department of Labor and Industrid Relations
(DLIR) in the interpretation of state statutes and their application to factud Stuations, many
of which arise in the context of decison-making under programs such as workers
compensation, unemployment insurance, occupationd safety and hedlth, wageand hour, and
far employment practices. It dso advises the DLIR with regard to the interpretation of
federd statutes and federa common law.

. Land/Transportation Divison  Thisdivigon provides legd services on al matters relating
to the State Department of Land and Natura Resources and the State Department of
Trangportation, including the preparation of deeds, leases, easements, grants and litigation
such as injunctions, condemnations, and quiet title cases which are to be handled by the
Litigetion Divison.

-16-



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Notes To The Financia Statements
June 30, 2002

Litigation Divisort  This divison provides legd services to dl state departments and
agencieswhich are sued in persond injury/tort cases.

Medicad Fraud Divison This divison is regponsble for planning, supervisng and
coordinating the investigations of provider fraud and abuse in the Medicaid Program.

Family Law Divisorr Thisdivison provides representation at Family Court for the State
Department of Human Servicesin child abuse and neglect cases and provides|ega services
for other State agencies.

Special Assgnment Divison Thisdivison provideslega serviceson any specid assgnment
as determined by the attorney generd, or assistant attorney general.

TaxDivison Thisdivison performsand providesdl legd servicesto the State Department
of Taxaion. These sarvices include furnishing written and ord opinions, preparing of
memoranda and responses to requests for legal determinations; gppearing in the trid and
appd late courts (federa and state courts) as necessary to prosecute or to defend matters
in which the State Department of Taxation is a party, reviewing and, at times, preparing
contract documents; and asssting in the collection of ddinquent taxes. Inadditiontothese
legd services, the Tax Divison dso renders adminidraive services, including drafting
appropriate rules, tax information releases, and tax memoranda; drafting replies for the
director of taxation upon request; responding to the Governor’ sreferralsfor the director of
taxation; responding to legidative requests and conferring with legidatorsin connection with
those requests to address legidative concerns, responding to inquiries made by other Sate
agencies, assgting county agencies in matters involving red property taxation; attending
legidative hearings, and performing amyriad of other serviceswhen caled upon by the State
Department of Taxation.

Hedth and Human Services Divisonr  This divison furnishes legd services to the
Department of Health and the Department of Human Services except for Family Court
meatters.

Civil RecoveriesDivisort Thisdivison systematicaly recoversand collectsmoniesranging
from accounts recelvable, dishonored checks, ddinquent loans, sdary and benefit
overpayments, complex delinquent child support cases, unpaid traffic fines, civil judgments,
delinquent patient accounts, property damage clams, lease rents, congtruction litigation,
contract disputes and miscellaneous fees owed to the State and its agencies. In addition, it
represents the State in mgjor contract or construction disputes.
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. Educetion Divison Thisdivison provides legal services to the Board of Education, state
educationd indtitutions, the Department of Education, and the Department of Hedlth asits
relates to Felix matters, Office Of Elections, udiciary, aswdl asthe Legidature.

. Public Safety, Hawaiian Homelands and Housing Divisorr  This divison provides legd
sarvices to the Department of Public Safety (except for civil litigation matters), the
Depatment of Hawaian Home Lands, and the Hawai Community Development
Corporation of Hawaii.

Commission To Promote Uniform Legidation - This commission was placed in the AG to provide
advice on matters relaing to the promotion of uniform legidation in accordance with HRS Chapter
3 (Uniformity of Legidation) and Section 26-7. The commission congstsof five members gppointed
by the Governor and confirmed by the State Senate, who serve without compensation for aterm of
four years.

Basis Of Presentation - Fund Accounting

The accounting system is organized and operated on afund basis. A fund isdefined asafiscd and
accounting entity with a sdf-balancing set of accounts, which are segregated for the purpose of
carrying on specific activities or attaining certain objectives in accordance with specid regulations,
redrictions or limitations.

The AG’s funds are grouped into one broad fund category for financia statement presentation
purposes, the Governmenta fund (Fund). The Fund includesthe generd and specid revenue funds.
The AG hasfour fiduciary agency funds.

Basis Of Accounting

Entity - Wide Financid Statements

The entity-wide financid statements (i.e, the Statement of Net Assets and the Statement of
Activities) report information on dl of the non-fiduciary activities of the departmen.

The entity-wide statements are prepared using the economic resources measurement focus and the
accrud basis of accounting. But this gpproach differs from the manner in which governmenta fund
financd Statements are prepared. Therefore, governmenta fund financia statements include
reconciliation with brief explanations to better identify the relationship between the entity-wide
satements and the satements for governmentd funds. The primary effect of interna activity has
been diminated from the entity-wide financid statements.
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The entity-wide Statement of Activities presents a comparison between expenses, both direct and
indirect, and program revenuesfor each governmental program. Direct expensesarethosethat are
specificaly associated with aservice or program and are therefore clearly identifiable to aparticular
function. Program revenuesinclude charges paid by the recipients of the goods or services offered
by the programs and grants and contributionsthat are restricted to meeting the operationa or capital
requirements of a particular program. Revenues not classfied as program revenues are presented
as generd revenues. The comparison of program revenues and expenses identifies the extent to
which each program or business segment is sdf-financing or draws from the genera revenues of the
State.

Net assets should be reported as restricted when constraints placed on net asset use are ether
externdly imposed by creditors (such asthrough debt covenants), grantors, contributors, or lavsor
regulations of other governments or imposed by law through condtitutiona provisons or enabling
legidation. The net assets restricted for other purposes result from specia revenue funds and the
restrictions on their net asset use.

Separate financid satements are provided for governmenta funds and fiduciary funds, even though
the latter are excluded from the entity-wide financid statements. Mgor individua governmenta
funds are reported as separate columnsin the fund financid statements.

Fund Financid Statements

Fund financia statementsreport detailed information about the AG. Thefocusof governmental fund
financiad statements is on mgor funds rather than reporting funds by type. Each mgor fund is
presented in aseparate column. Non-mgjor funds are aggregated and presented in asingle column.

Governmenta Funds

All governmenta funds are accounted for using the modified accrud basis of accounting and the
current financia resources measurement focus.

The following is a description of the governmenta funds of the AG:

. Genera Fund - Thisisthe AG' sprimary operating fund. It isused to account for adl financid
resources except those required to be accounted for in another fund.

. Special Revenue Funds - These funds are used to account for the proceeds of specific
revenue sources that are legaly restricted to expenditures for specified purposes.

When both restricted and unrestricted resources are available for usg, it isthe AG' s policy to use
restricted resources firgt, and then unrestricted resources as they are needed.
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Revenue Recognition

Under the modified accrual basis of accounting, revenues and related current assets are recognized
in the accounting period when they become both measurable and available to finance operations of
the fiscd year or liquidate liabilities existing at fiscal year-end. Measurable means that the amount
of the transactions can be determined. Available means that the amount is collected in the current
fiscd year or soon enough after fiscal year-end to liquidate ligbilities exigting at the end of the fiscdl
year. Revenues susceptible to accrua include funds appropriated by the State Legidature and
dlotted by the Governor.

Expenditure Recognition

The measurement focus of governmenta fund accounting is on decreasesin net financia resources
(expenditures) rather than expenses. Most expenditures are measurable and are recorded when the
related fund ligbility isincurred. Allocations of costs, such as depreciation and amortization, are not
recognized in the governmenta funds.

Fiduciary Funds

The AG hasfour agency fiduciary funds. These funds are purdy custodia and thus cannot be said
to have a measurement focus. Agency funds use the accrud basis of accounting to recognize
receivables and payables and report only assets and liabilities.

Use Of Estimates - The preparation of financid statementsin conformity with accounting principles
generdly accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liahilities and disclosures of contingent
assets and liahilities at the date of the financid statements and the reported amounts of revenues and
expenses during the reporting period. Actud results could differ from those estimates.

Cash And Cash Equivalents- The AG's cash and cash equivaents are considered to be cash on
hand, demand deposits and short-term investments with origind maturities of three months or less
from the date of acquidtion.
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Capital Assets- The accounting and reporting treatment applied to the capital assetsassociated with
afund are determined by its measurement focus. In accordance with the State's “New Statewide
Capitdization Policy” (Policy), furniture and equipment purchased or acquired with a cost grester
than $5,000 and buildings with a cost greater than $100,000, are capitalized at historical cost or
estimated historical cost, and depreciated usng the straight-line method. Contributed assets are
reported a fair market value as of the date received. Additions, improvements and other capita
outlays that Sgnificantly extend the useful life of an asset are capitdized. Other costs incurred for
repairs and maintenance are expensed as incurred.

In accordance with the Policy, the AG provides for depreciation using the range of estimated lives
asfollows
Range of Egtimated

Useful Lives
Buildings and improvements 30 years
Office furniture and equipment 7 years

Departments sharing the same building and improvementswith other departments of the State report
itsadlocated share of the cost as determined by the State’ s Department of Accounting and Generd
Services (DAGS).

Appropriations - An authorization granted by the State L egidature permitting astate agency, within
established fiscal and budgetary controls, to incur obligations and to make expenditures.
Appropriations are alotted quarterly. The alotted appropriations lapse if not expended by or
encumbered at the end of the fisca yesar.

Accumulated Vacation And Sck Leave - Employees vested annua vacation and Sick leave are
recorded asexpenditureswhen actudly taken. Theemployeesof the AG areentitled to receive cash
payment for accumulated vacation leave upon terminaion. The ligbility for such accumulated
vacation leave pay is maintained separately and represents a reconciling item between the
governmental funds and entity-wide financia statement presentations.
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Intrafund And Interfund Transactions - Significant transfers of financid resources between
activitiesincluded within the same fund are offset within that fund. Trandfers of revenues from funds
authorized to receive them to funds authorized to expend them have been recorded as operating
trandersinthefinancid satements. Other interfund activity, such asloans, are reported asinterfund
receivables and payables as gppropriate and are subject to eimination upon consolidation.

Grants - Federal grants and assistance awards made on the basis of entitlement periods are
recorded asintergovernmenta receivables and revenues when entitlement occurs. All other federd
reimbursement-type grants are recorded as intergovernmental receivables and revenues when the
related expenditures or expenses are incurred.

Risk Management - The AG is exposed to various risks of loss related to torts, theft of, damage
to, or destruction of assets; errors or omissions, natura disasters; and injuries to employees. A
lidbility for aclam for arisk of lossis established if information indicates thet it is probable that a
lidbility has been incurred at the date of the finanda statements and the amount of the loss is
reasonably estimable.

Compliance And Accountability

Budget Requirements, Accounting And Reporting

Revenue estimates are provided to the State L egidature at thetime of budget consderationand are
revised and updated periodicaly during the fiscal year. Budgeted revenues are those estimates as
compiled by the AG and budgeted expenditures are derived primarily from acts of the State
Legidature and from other authorizations contained in other specific gppropriation acts in various
Sesson Laws of Hawaii.

To the extent not expended or encumbered, genera fund appropriations generdly lgpse a the end
of the fiscal year for whichthe appropriationswere made. The State L egidature specifiesthe lapse
date and any other particular conditions relating to terminating the authorization for other
appropriations.

Summarization of the budgets adopted by the State Legidature for the general and specid revenue
funds is presented in the Budgetary Comparison Schedule which is included in the Supplementa
Section as Required Supplementary Information. For purposes of budgeting, the AG’ s budgetary
fund gructure and accounting principles differ from those utilized to present the financid Satements
in conformity with generaly accepted accounting principles (GAAP). The AG's annud budget is
prepared on the modified accrud bad's of accounting with severd differences, principdly related to
(1) the encumbrance of purchase order and contract obligations, and (2) specia revenue fund
program grant accruads and deferrds.
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Interfund Transactions

As of June 30, 2002, the Generd Fund and another governmentd fund of the AG reflected interfund
receivables and payables for expense reimbursements owed between funds. The Child Support
Enforcement Agency’s (CSEA) expendable trust fund reflected areceivable of $278,878 whichis
owed by CSEA'’sfederdly funded specid revenuefund. In addition, CSEA’s specid revenuefund
reflected a receivable of $5,825 which is owed by the AG's General Fund.

Cash

The State maintains a cash pool that isavailable for al funds. Each fund type' s portion of this pool
(reported as cash in the State Treasury) is displayed on the statement of net assetsor balance sheet
as “Cash.” Those funds are pooled with funds from other state departments and agencies and
deposited in gpproved financia inditutions by the director of the State Department of Budget and
Finance. Deposits not covered by federd deposit insurance are fully collaterdized by government
securities held in the name of the State by third party custodians.

The AG dso maintains cash in banks and time certificates of depost, which are held separately from
cash in the State Treasury. As of June 30, 2002, the carrying amount of total bank deposits
including time certificates of deposit was approximately $10,483,414 and the corresponding bank
bal ances which are represented were approximately $15,267,687. Those deposits not covered by
federa depositinsurance are dso fully collateraized by government securitiesheld in the name of the
State by third party custodians.

Capital Assets And Depreciation

Capital asst activity for the year ended June 30, 2002 was as follows:

Beginning Ending
Bdance Increase Decrease Bdance
Buildings and improvements -
Cost $ 9117450 $ - $ - $9,117,450
Accumulated depreciation (3.994.997) (295,957) - (4,290.954)
Net $ 5122453  $(295957) $ - $4,826,496
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Beginning Ending
Bdance Increase Decrease Bdance
Office furniture and equipment -

Cost $ 849,212 $55437  $(45,607) $859,042
Accumulated depreciaion (687,308) (39.894) 45,607 (681,595)

Net $ 161.904 $15543 $ - $177.447

Depreciation was charged to functions as follows:
Governmentdl activities:

Generd adminigtrative and legd services $ 166,067
Child support enforcement 1,594
Crimind higtory and state identification 58,335
Drug control and crime prevention 109,855
Total governmentd activities depreciation expense $ 335,851

Non-Imposed Employee Fringe Benefits

Payrall fringe benefit costs of the AG’ semployeesfunded by state appropriations (generd fund) are
assumed by the State and are not charged to the AG’s operating funds. These costs, totaling
$2,857,842 for the fisca year ended June 30, 2002, have been reported as revenues and
expenditures of the AG’'s generd fund.

Related Party Transactions

Certain AG employees perform servicesfor other state departmentsand agencies. Accordingly, the
AG receives payroll reimbursements from those departments and agencies. Reimbursements have
been recorded as revenues in the specia revenue fund to which the payroll costs were actudly
charged. Reimbursements totaled approximately $5,128,402 for the fiscal year ended June 30,
2002.
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Lease Commitments

The AG leases office facilities and computer equipment on a long-term basi's, the expenditures of
whicharereported in the generd and specid revenuefunds. Thefollowing isaschedule of minimum
future rentals on noncancel lable operating leases expiring through June 2007:

Fisca Year
Ending June 30, Amount
2003 $ 540,300
2004 320,400
2005 155,800
2006 93,200
2007 12.600

$1.122,300

Tota rent expensefor thefiscal year ended June 30, 2002, including rent paid to the State of Hawali
for office space in the Kapolel State Office Building, was approximately $807,000.

Employee Benefits
Employees Retirement System

Plan Description - All digible employees of the State and counties are required by HRS Chapter
88 to become members of the ERS, a cost-sharing multiple-employer public employee retirement
plan. The ERS provides retirement benefits as well as death and disability benefits. The ERS is
governed by a Board of Trustees. All contributions, benefits and digibility requirements are
established by HRS Chapter 88 and can be amended by legidative action. The ERS issues a
comprehensve annud financid report that is avallable to the public. That report may be obtained
by writing to the ERS at 201 Merchant Street, Suite 1400, Honolulu, Hawaii 96813.
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Prior to June 30, 1984, the plan consisted of only a contributory option. In 1984, legidation was
enacted to add anew non-contributory option for members of the ERSwho are also covered under
Socid Security. Police officers, firefighters, judges, eected officids and persons employed in
positions not covered by Socid Security are precluded from the non-contributory option. The non-
contributory option provides for reduced benefits and covers most eigible employees hired after
June 30, 1984. Employees hired before that date were alowed to continue under the contributory
option or to eect the new non-contributory option and receive arefund of employee contributions.
All benefits vest after five and ten years of credited service under the contributory and non-

contributory options, respectively.

Bothoptionsprovideamonthly retirement allowance based ontheemployee sage, yearsof credited
sarvice, and average find compensation (AFC). The AFC is the average sdary earned during the
five highest paid years of service, including the vacation payment, if the employee became amember
prior to January 1, 1971. The AFC for members hired on or after that date is based on the three
highest paid years of service, excluding the vacation payment.

Funding Policy - Most covered employees of the contributory option are required to contribute
7.8% of their sdary. Police officers, firefighters, investigators of the departments of the County
Prosecuting Attorney and the Attorney Generd, narcotics enforcement investigators, and public
safety investigators are required to contribute 12.2% of their sdlary. The funding method used to
cdculate the tota employer contribution requirement is the Entry Age Norma Actuariad Cost
Method. Under this method, employer contributionsto the ERS are comprised of norma cost plus
level annua payments required to liquidate the unfunded actuarid liability over the remaining period
of 19 yearsfrom July 1, 1997.

The State’ s contribution requirements as of June 30, 2002, 2001 and 2000 were approximately
$113,984,000, $7,690,000 and $7,320,000, respectively. The State contributed 100% of its
required contributionsfor those years. Covered payroll for thefisca year ended June 30, 2002 was
approximately $1,733,613,000.
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Post-Retirement Hedlth Care and Life Insurance Benefits

In addition to providing pension benefits, the State, pursuant to HRS Chapter 87, provides certain
hedth care and life insurance benefits to dl qudified employees.

For employees hired before July 1, 1996, the State pays the entire monthly hedlth care premium for
employees retiring with ten or more years of credited service, and 50% of the monthly premium for
employees retiring with fewer than ten years of credited service.

For employees hired after June 30, 1996, and who retire with fewer than 10 years of service, the
State makes no contributions.  For those retiring with at least 10 years but fewer than 15 years of
sarvice, the State pays 50% of theretired employees monthly Medicare or non-Medicare premium.
For employees hired after June 30, 1996, and who retire with at least 15 years but fewer than 25
years of service, the State pays 75% of the retired employees monthly Medicare or non-Medicare
premium; for those retiring with over 25 years of service, the State pays the entire health care
premium.

There are currently approximately 22,500 state retirants receiving such benefits. Freelifeinsurance
coverage for retirants and free dental coverage for dependents under age 19 are also available.
Retirants covered by the medicd portion of Medicarearedigibletoreceiveapartia reimbursement
of the basic medica coverage premium. Contributions are financed on a pay-as-you go bass.
During fisca 2002, expenditures of $119,247,000 were recognized for post-retirement health care
and life insurance benefits, approximately $29,416,000 of which is attributable to the State's
component units.

Cog of Retirement Benefits

The AG' sgenerd fund share of the expensefor post-retirement benefitsfor the year ended June 30,
2002 arepaid from the State General Fund andisnot reflected inthe AG' sfinancid statements. The
AG's specid revenue fund share of post-retirement benefits expense for the fisca year ended June
30, 2002 was gpproximatdy $582,300 and is included in the specid revenue funds' financid
satements.
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Risk Management

The AG is exposed to various risks of loss related to torts, theft of, damage to, or destruction of
assdts; errors or omissions, naturd disasters; and injuries to employees.

Torts- The AG isinvolved in various actions, the outcome of which, in the opinion of management,
will not have a materid adverse effect on the AG's financia postion. Losses, if any, are ether
covered by insurance or will be paid from legidative appropriations of the State’ s General Fund.

Property and Liability Insurance - The State has purchased property damage insurance for losses
that may occur for substantidly al state facilities, including those of the AG. The policies provide
for coverage of $25,000,000 per occurrence with a $250,000 deductible. The deductible for
windstorm coverageis 2% of loss subject to a$250,000 minimum per occurrence. Included in the
property damage insurance is hurricane, earthquake and flood insurance for coverage up to
$10,000,000 per occurrence with a deductible of 2% of |oss subject to the $250,000 deductible.
In addition, the State isthe owner of agenerd liability insurance policy with an annud aggregate of
$15,000,000 per occurrence, subject to a $2,000,000 deductible.

Clams under $10,000 are handled by the risk management office of the State Department of
Accounting and Generd Services. Losses not covered by property and ligbility insurance are paid
from legidative appropriations of the State’' s Generd Fund.

Workers Compensation Policy - The State has a sdf-insured workers compensation policy.
Expendituresfor workers compensation are gppropriated annualy from the State’' s General Fund.
The AG is covered by the State's salf-insured Workers Compensation Program for medical
expenses of injured employees. However, temporary wage |oss replacement benefits to those
employees are paid by the AG. Liabilities for workers compensation clams are established if
information indicates thet it is probable that ligbilities have beenincurred as of June 30, 2002, and
the amount of those claims are reasonably estimable. Those liabilitiesindude an amount for dams
that have been incurred but not reported. In the opinion of management, the AG has adequately
reserved for such clams.
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Commitments And Contingencies

Accumulated Sick Leave - Employees generdly earn Sick leave credits at therate of oneand three-
quarters working days for each month of service without limit. Sick leave can be taken only in the
event of illness and is not convertible to pay upon termination of employment. However, an
employee who retires or leaves government service in good standing with sixty days or more of
unused sick leaveis entitled to additiond service credit in the ERS. Accumulated sick leave as of
June 30, 2002 approximated $12,066,744.

Deferred Compensation Plan - The State has a deferred compensation plan which enables state
employees to defer a portion of their compensation. The State Department of Human Resources
Development hasthe fiduciary respongbility of administering the plan. The deferred compensation
is not available to employees until termination, retirement, death or unforeseesble emergency. All
amounts of compensation deferred under the plan, al property and rights purchased with those
amounts, and al income attributable to those amounts, property, or rights are (until paid or made
available to the employee or other beneficiary) soldy the property and rights of the State (without
being redtricted to the provisions of benefits under the plan), subject to the clams of the State's
generd creditors. Participants rights under the plan are equd to those of the State’s generd
creditors in an amount equd to the fair value of the deferred account for each participant.

Crimind Forfature Revolving Fund

The AG isthe coordinating agency for the Hawaii Omnibus Crimina Forfeiture Act (Act). Pursuant
tothisAct, the AG ismandated to process petitionsfor administrativeforfeiture of persona property
and to distribute adminigtratively or judicialy forfeited property, or its proceeds, to law enforcement
agencies according to a specified formula
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Forfeited property isrecorded asrevenuein aspecid revenue fund at the time of forfeiture, and the
funds may be used for specified purposes only. Currency seized by alaw enforcement agency and
held by the AG pending aforfeiture decison is recorded in an agency fund. Any bonds posted in
connection with judicid forfeitures are smilarly recorded.

Wedfare Reform Act

The enactment of Public Law 104-193, the Persond Responsbility And Work Opportunity
Reconciliation Act of 1996 (PRWORA), implemented changesin the availability of federd funding
and in the information required to compute State grant awards. PRWORA made effective the
“Temporary Assstance for Needy Families “(TANF) Program under Title IV-A of the Socid
Security Act and repeded the * Aid to Families With Dependent Children” (AFDC) Program under
Title IV-A of the Act.

Deferred Revenues

The CSEA receives child support payments on behdf of custodid parents receiving financid ad
under the TANF program from the State Department of Human Services. Under PRWORA,
CSEA is entitled to retain a percentage of the collections to fund its operations. The deferred
revenues of $5,184,943, which represents CSEA’ sunspent collections as of June 30, 2002, isalso
included as arecelvable in * Due from agency funds* asthe collections are held in CSEA’ s agency
bank accounts.

Allowance Of Non-Title IV-D Program Expenses

Prior to October 1998, non-Title 1V-D expenses, or non-program expenses, of CSEA were not
subject to federal reimbursement. With the enactment of PRWORA, October 1, 1998 becamethe
effective datefor statesto meet certain requirementsin regardsto the State Case Registry (Registry)
and State Disbursement Unit (SDU). Accordingly, retroactive to that date, administrative expenses
related to the processing of non-Title 1V-D casesthrough the Registry and SDU wereincludible as
costs clamed for federd funding. CSEA had met such requirements in regards to its Registry and
SDU as of the required date.
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Automated Child Support Enforcement System

In July 1998, the AG placed its new automated Child Support Enforcement System (KEIKI) into
sarvice. In June 2001, the AG' sKEIKI was granted a conditiond certification by the U.S. DHHS.
The AG must implement certain PRWORA child support system requirements before KEIKI will
be granted unconditiona certification.

Litigation

The AG is a defendant in a dass action lawsuit dleging the CSEA of improperly delaying the
disbursement of child support payments. In October 2002, the Circuit Court of the First Circuit of
the State of Hawaii determined that while CSEA initidly encountered problems when KEIKI was
placed into service in 1998, the CSEA has been disbursing the “overwheming mgority of child
support payments’ within required time frames. However, the CSEA s required to provide the
court an accounting of its outstanding child support payment checks as of December 31, 2002, as
wel as of checks returned to CSEA dueto bad addresses. The CSEA will be required to disburse
these amounts and any remaining unpaid fundswill be set asde to establish a“common fund” to be
used for the benefit of those plaintiffs who have brought the class action suit. The AG is opposed
to the establishment of a common fund since these funds represent monies belonging to custodia
parents. The court did not grant any other monetary rdief to the plaintiffs.
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Y ear Ended June 30, 2002
Variance with
Actual Amounts Final Budget
Budgeted Amounts (Budgetary Positive
Original Final Basis) (Negative)
General Fund
Budgetary fund balance at July 1, 2001 $ - $ - $ - $ -
Resources (inflows):
State all otted appropriations 32874154 33,529,046 33,529,046 -
Charges to appropriations (outflows):
Genera administrative and legal services 29,271,478 29,758,073 28,962,011 796,062
Child support enforcement 1,780,382 1,889,865 1,868,120 21,745
Criminal history and state identification 1,472,294 1,531,108 1,531,087 21
Drug control and crime prevention 350,000 350,000 350,000 -
Total chargesto appropriations 32874154 33,529,046 32,711,218 817,828
Budgetary fund balance at June 30, 2002 $ - $ - $ 817828 $ 817828
Child Support Enforcement
Budgetary fund balance at July 1, 2001 $ - $ 24234 $ 204234 $ -
Resources (inflows):
Intergovernmental 13,596,307 13,959,573 9,096,646 (4,862,927)
Incentive payments 2,645,885 2667312 1,711,201 (956,111)
Amounts available for appropriation 16,242,192 16,921,119 11,102,081 (5.819,038)
Charges to appropriations (outflows):
Child support enforcement 16,242,192 16,921,119 10,589,581 6,331,538
Budgetary fund balance at June 30, 2002 $ - $ - $ 512500 $ 512500
Legal Services
Budgetary fund balance at July 1, 2001 $ - $ - $ - $ -
Resources (inflows):
Intergovernmental 940,678 1,261,259 1,102,864 (158,395)
Special fund revenues 16,599,121 16,774,073 14,043,016 (2,731,057)
Litigation settlements 618,000 48,818,000 43547720 (5,270,280
Amounts available for appropriation 18,157,799 66,853,332 58,693,600 (8.159,732)
Charges to appropriations (outflows):
General administrative and legal services 18,157,799 66,853,332 61,148,246 5,705,086
Budgetary fund balance at June 30, 2002 $ - $ - $ (2,454,646) $ (2,454,646)

See accompanying note to budgetary comparison schedule.
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STATE OF HAWAII

Budgetary Comparison Schedule
Y ear Ended June 30, 2002

Crime Prevention And Justice Assistance

Budgetary fund balance at July 1, 2001
Resources (inflows):
Intergovernmental
Fees and others

Amounts available for appropriation

Charges to appropriations (outflows):
Drug control and crime prevention

Budgetary fund balance at June 30, 2002

Variance with
Actual Amounts Final Budget
Budgeted Amounts (Budgetary Positive
Original Fina Basis) (Negative)
$ - $ - $ - $ -
7,829,522 8,469,480 7,518,168 (951,312)
- - 19135 19,135
7.829522 8,469,480 7,537,303 (932,177)
7.829522 8469480 7468778 1,000,702
$ - $ - $ 68525 $ 68525

See accompanying note to budgetary comparison schedule.
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Note To Budgetary Comparison Schedule
Y ear Ended June 30, 2002

Budget-to-Actud Reconciliation

An explanation of the differences between budgetary inflows and outflows and revenues and expenditures determined in accordance
with generaly accepted accounting principles follows:

Crime
Prevention And
Generd Child Support Legd Jugtice
Fund Enforcement Services Assdance
Sources/inflows of resources:.
Actua amounts (budgetary basis) “available for
appropriation” from the budgetary comparison
schedule $33,529,046 $11,102,081 $58,693,600 $7,537,303
Differences-budget to GAAP-:
The fund baance a the beginning of the year isa
budgetary resource but is not revenue for
financia reporting purposes - (294,234) - -
Revenues for financid reporting purposes which
are not budgetary resources 2,857,842 - - 148,077
Budgetary resources not revenues for financia
reporting purposes (943,978) (167,752) (42,841,345) (450,041)
Adjustments for prior receivables for financia
reporting purposes which are budgetary
resources - (583,006) (712,797) -
Tota revenues as reported on the statement of
revenues, expenditures and changesin fund
balances - governmentd funds 5,442,910 $10,057,089 $15,139,458 $7.235,339




DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII

Note To Budgetary Comparison Schedule

Y ear Ended June 30, 2002

Uses/outflows of resources:

Actua amounts (budgetary basis) “totd charges
to appropriations* from the budgetary
comparison schedule

Differences-budget to GAAP:

Reserve for encumbrances at year-end are
outflows of budgetary resources but are not
expenditures for financia reporting purposes

Expenditures for liquidation of prior years
encumbrances are not outflows of budgetary
resources but are expenditures for financia

reporting purposes

Prior year accrued expenses which are outflows
of budgetary resources but are not expenditures
for financia reporting purposes

Ouitflows of budgetary resources which are not
expenditures for financia reporting purposes

Other expenditures for financid reporting purposes
which are not outflows of budgetary resources

Tota expenditures as reported on the statement of
revenues, expenditures and changesin fund
ba ances - governmentd funds

Generd Child Support Legd
Fund Enforcement Services
$32,711,218 $10,589,581 $61,148,246
(5,944,061) - -
2,716,126 - -
(180,219) (612,696) (14,567,221)
(126,150) (167,752) (169,804)
- 22.882 11,483,617
$29.176.914 $9.832.015 $57.894.838

Crime
Prevention And
Judtice

Assgance

$7,468,778

(287,645)

(17,501)

84.926

$7,248,558
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Expenditures Of Federa Awards
Fiscal Year Ended June 30, 2002

Federal Pass-Through
CFDA Entity | dentifying Federal
Federal Grantor/Pass-Through Grantor/Program Title Number Number Expenditures
U. S. Department of Commerce
Telecommunications and Information
Infrastructure Assistance Program 11552 15-60-98042 $ 30801
Total U. S. Department of Commerce 30,801
U. S. Department of Justice
Internet Crimes Against Children Task 16.543 2000-MC-CX-K010 223,923
Force Program
State Justice Statistics Program for
Statistical Analysis Centers 16.550 98-MU-MU-K003 23,050
Nationa Criminal History Improvement Program 16.554 95-RU-RX-K045 515,830
2000-RG-CX-K011 288,770
804,600
Hawaii Sex Offender Registry Assistance 16.555 98-NR-CX-K053 205312
Crime Victim Assistance 16.575 98-VA-GX-0015 503,398
1999-VA-GX-0015 645,503
2000-VA-GX-0015 250,325
2001-VA-GX-0015 31,400
2002-VA-GX-0015 -
1431126
Crime Victim Compensation 16.576 1999-VC-GX-0015 345,799
2000-VC-GX-0015 -
2001-VC-GX-0015 18,822
364,621
Byrne Formula Grant Program 16.579 98-DB-MU-0015 528,895
1999-DB-BX-0015 654,720
2000-DB-MU-0015 1,037,038
2001-DB-BX-0015 1,026,428
2002-DB-BX-0015 -
3,247,081

See notes to the schedul e of expenditures of federal awards.
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Expenditures Of Federa Awards
Fiscal Year Ended June 30, 2002

Federal Pass-Through
CFDA Entity Identifying Federal
Federal Grantor/Pass-Through Grantor/Program Title Number Number Expenditures
U. S. Department of Justice (continued)
Violence Against Women Formula Grants 16.588 96-WF-NX-0015 $ 3618
97-WF-VX-0015 23,783
98-WF-VX-0015 130,754
1999-WF-VX-0015 416,161
2000-WFVX-0023 584,255
2001-WF-BX-0026 31,725
2002-WF-BX-0041 -
1,190,296
Grantsto Encourage Arrest Policies 16.588 98-WE-V X-0017 5815
Rural Domestic Violence and Child
Victimization Enforcement 16.589 97-WR-V X-0027 299,486
1997-WR-VX-0060 71574
371,060
Residential Substance Abuse Treatment for
State Prisoners 16.593 97-RT-VX-0015 9,870
98-RT-VX-0015 100,914
99-RT-VX-0015 106,326
2000-RT-VX-0039 -
2001-RT-BX-0037 -
2002-RT-BX-0018 -
217,110
State I dentification System Formula Grant 16.598 99-SY-BX-0015 163,155
Bulletproof Vest Partnership Program 16.607 15-0404-0-1-754 10,408
Subtotal Direct Program 8.347.557
Pass-Through Program From:
State of Hawaii, Department of
Human Services, Office of Y outh Services-
Juvenile Accountability Incentive
Block Grant 16.523 DHS-01-OY S9202 58,600
Tota U. S. Department of Justice 8406157

See notes to the schedul e of expenditures of federal awards.
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Expenditures Of Federa Awards
Fiscal Year Ended June 30, 2002

Federal Pass-Through
CFDA Entity Identifying Federal
Federal Grantor/Pass-Through Grantor/Program Title Number Number Expenditures
U. S. Department of Health and Human Services
Child Support Enforcement (TitlelV-D) 93.563 G-01-04-HI-4004 $ 1,543,930
G-02-04-HI-4004 1,859,000
3402930
State Medicaid Fraud Control Units 93.775 01-0101-HI-5050 190,493
01-0201-HI-5050 635817
826,310
Total U. S. Department of Health and Human
Services 4,229,240
TOTAL FEDERAL EXPENDITURES 12,666,198

See notes to the schedul e of expenditures of federal awards.
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Notes To The Schedule Of Expenditures Of Federal Awards
Fisca Year Ended June 30, 2002

Basis Of Presentation

The accompanying schedule of expenditures of federd awardsincludesthefedera grant activity of
the Department of the Attorney Genera of the State of Hawaii (AG) and is presented on the cash
bass of accounting. 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. Therefore, some amounts presented in this schedule may differ from amounts
presented in, or used in the preparation of, the financid statements.

Subrecipients

Of the federa expenditures presented in the schedule, the AG provided federa awards to
subrecipients as follows.

Federal Amount
CFDA Provided to
Program Title Number Subrecipients
Crime Victim Assgtance 16.575 $1,164,401
Crime Victim Compensation 16.576 364,621
Byrne Formula Grant Program 16.579 2,911,112
Violence Againgt Women Formula Grants 16.588 1,313,405
Residentia Substance Abuse
Treatment for State Prisoners 16.593 333,662
State Identification System
Formula Grant 16.598 163,155
$6,250,356

Federal Share Of TANF Collections Expended

Expenditures reported under the U. S. DHHS Child Support Enforcement (CFDA No. 93.563)
grant award includes only expenditures directly charged to the grant. It does not includethe AG's
expenditures of itsnet federa share of child support collectionsreceived on behaf of recipientswho
receive financid ad from the State's Title IV-A agency. The net federal share of collections
expended amounted to $5,028,189 which would result in an adjusted “ Totd Federa Expenditures’
of $17,694,387.
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Ohata Chun Yuen LLP 3684 Waialae Avenue, Honolulu, Hawaii 96816

CERTIFIED PUBLIC ACCOUNTANTS Phone (808) 735-8585 / Fax (808) 737-5017

INDEPENDENT AUDITORS REPORT ON COMPLIANCE AND
ON INTERNAL CONTROL OVER FINANCIAL REPORTING BASED ON AN
AUDIT OF THE FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Attorney Genera
State of Hawaii

We have audited the financia statements of the Department of the Attorney Generd of the State of Hawali
(AG), as of and for the fiscal year ended June 30, 2002, and have issued our report thereon dated
December 16, 2002. We conducted our audit in accordance with auditing standards generally accepted
in the United States of America and the standards gpplicable to financia audits contained in Gover nment
Auditing Standards, issued by the Comptroller Genera of the United States.

Compliance

As part of obtaining reasonable assurance about whether the AG' sfinancid statements are free of materia
misstatement, we performed tests of its compliance with certain provisions of laws, regulations, contracts
and grants, including applicable provisons of the Hawaii Public Procurement Code (Chapter 103D of the
Hawali Revised Statutes) and procurement rules, directives and circulars, noncompliance with which could
have adirect and materid effect on the determination of financia 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. Theresultsof our tests disclosed instances of noncompliance that are required
to be reported under Gover nment Auditing Standar ds which are described in the accompanying schedule
of findings and questioned costs as items 02-1 and 02-2.
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Internal Control Over Financial Reporting

In planning and performing our audit, we consdered the AG's internd control over financid reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statementsand not to provide assurance on theinterna control over financid reporting. However, we noted
certain mattersinvolving theinterna control over financia reporting and its operation that we consider to be
reportable conditions. Reportable conditions involve matters coming to our atention relaing to Sgnificant
deficiencies in the design or operation of the internal control over financia reporting thet, in our judgmernt,
could adversdly affect the AG’s ahility to record, process, summarize and report financia data consistent
with the assertions of management in the financid statements. Reportable conditions are described in the
accompanying schedule of findings and questioned cogts as items 02-1 and 02-2.

A materid wesknessis a condition in which the design or operation of one or more of the interna control
components does not reduce to areatively low level the risk that misstatements in amounts that would be
materid in relation to the financiad statements being audited may occur and not be detected within atimely
period by employeesin the norma course of performing their assgned functions. Our consideration of the
interna control over financia reporting would not necessarily disclose dl mattersin theinternd control thet
might be reportable conditionsand, accordingly, woul d not necessarily discloseall reportable conditionsthat
are also considered to be material weaknesses. However, of the reportable conditions described above,
we congder items 02-1 and 02-2 to be material weaknesses.

Thisreportisintended soldy for theinformation of management, federal awarding agenciesand pass-through
entities and is not intended to be and should not be used by anyone other than these specified parties.

OHATA CHUN YUEN LLP

Honolulu, Hawaii
December 16, 2002
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Ohata Chun Yuen LLP 3684 Waialae Avenue, Honolulu, Hawaii 96816

CERTIFIED PUBLIC ACCOUNTANTS Phone (808) 735-8585 / Fax (808) 737-5017

INDEPENDENT AUDITORS REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND INTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Attorney Genera
State of Hawaii

Compliance

We have audited the compliance of the Department of the Attorney Generd of the State of Hawaii (AG)
with the types of compliance requirements described in the U.S. Office of Management and Budget
(OMB) Circular A-133 Compliance Supplement that are applicableto each of itsmgjor federa programs
for the fiscd year ended June 30, 2002. The AG'smgor federd programs are identified in the summary
of auditors 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 mgor federd
programs isthe respongbility of the AG’s management. Our responsbility isto express an opinion on the
AG’s compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generdly accepted in the
United States of America; the standards gpplicableto financia audits contained in Gover nment Auditing
Sandards, issued by the Comptroller Generd of the United States; and OMB Circular A-133, Auditsof
Sates, 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 adirect and
materid effect onamagjor federd program occurred. Anauditincludesexamining, on atest bass, evidence
about the AG's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides areasonable basisfor our
opinion. Our audit doesnot providealega determination onthe AG’ scompliancewith thoserequirements.

As described in items 02-1 through 02-4 in the accompanying schedule of findings and questioned costs,
the AG did not comply with the requirements regarding effective control and accountability for itsfundsin
regardsto the Child Support Enforcement Program and State Medicaid Fraud Control Unit. Compliance
withsuch requirementsis necessary, in our opinion, for the AG to comply with the requirements applicable
to those programs.
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In our opinion, except for the noncompliance described in the preceding paragraph, the AG complied, in
al material respects, with the requirementsreferred to above that are applicableto each of itsmgjor federa
programs for the fiscal year ended June 30, 2002.

Internal Control Over Compliance

The management of the AG is responsible for establishing and maintaining effective interna control over
compliancewith therequirements of laws, regulations, contractsand grants applicableto federd programs.
In planning and performing our audit, we consdered the AG's internd control over compliance with
requirementsthat could have adirect and materia effect on amgor federa program in order to determine
our auditing proceduresfor the purpose of expressing our opinion on compliance and to test and report on
interna control over compliance in accordance with OMB Circular A-133.

We noted certain mattersinvolving theinterna control over compliance and its operation that we consder
to be reportable conditions. Reportable conditions involve matters coming to our attention relating to
ggnificant deficiencies in the design or operation of the interna control over compliance that, in our
judgment, could adversdly affect the AG’ sability to administer amagjor federa programin accordancewith
the gpplicable requirements of laws, regulations, contracts, and grants. The reportable conditions are
described in the accompanying schedule of findings and questioned costs as items 02-1 through 02-4.

A materid weskness is a condition in which the design or operation of one or more of the internd control
components does not reduce to a relatively low leve the risk that noncompliance with the gpplicable
requirements of laws, regulations, contracts, and grantsthat would be materia inrelationto amgjor federa
program being audited may occur and not be detected within atimely period by employeesin the norma
course of performing their assgned functions. Our congderation of the internd control over compliance
would not necessarily disclose dl mattersin the interna control that might be reportable conditions and,
accordingly, would not necessarily discloseall reportable conditionsthat are a so considered to be materia
weaknesses. However, of the reportable conditions described above, we consider items 02-1 and 02-2
to be materia weaknesses.

This report is intended solely for the information of management, 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.

OHATA CHUN YUEN LLP

Honolulu, Hawaii
December 16, 2002
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fisca Year Ended June 30, 2002

Section | - SUMMARY OF AUDITORS RESULTS

Financia Statements

Type of auditors' report issued: Quadlified
Internal control over financial reporting:

Material weaknesses identified? X __ yes

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

Noncompliance material to financial statements
noted? yes

Federal Awards

Internal control over major programs:

Material weaknesses identified? X __ yes

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

Type of auditors' report issued on compliance
for major programs: Qudlified

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

I dentification of major programs:

CEDA Number Name of Federal Program or Cluster
16.579 Byrne Formula Grant Program
93.563 Child Support Enforcement (Title IV-D)
93.775 State Medicaid Fraud Control Units

Dallar threshold used to distinguish
between type A and type B programs: $530,000

Auditee qualified as low-risk auditee yes

X

no

none reported

no

no

none reported

no

no



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fiscal Year Ended June 30, 2002

Section |1 - FINANCIAL STATEMENT FINDINGS

Ref.

No.

02-1

Reportable Conditions
Reconcile Amounts Claimed On Form OCSE-396A to Federal Funds Drawn

The Child Support Enforcement Agency (CSEA) prepares and submits Form OCSE-
396A, Child Support Enforcement Program Financia Report, to the U.S. Department of
Hedth and Human Services (U.S. DHHS). One of the purposes of Form OCSE-396A
isto report actua expenditures for a quarter, net of program income earned.

Until June 30, 2001, the AG' sfiscal officewasrespons blefor requesting draw downsfrom
the U.S. DHHS and for paying the CSEA’s obligations. Draw downs are based upon
invoices processed for payment through the Financid Accounting And Management
Information System (FAMIYS), the State’' s computerized accounting system. The AG's
fiscd office rdied upon the CSEA’ s personnel to ensurethat al expenditureswere properly
reported and claimed for reimbursement.

The AG'sfiscd office did not review the caculation of actud and estimated expenditures
reported on Form OCSE-396A because it was not aways provided with a copy of Form
OCSE-396A with the supporting worksheets prepared by the CSEA. Based upon our
prior reviews of CSEA’sfinancid records, the AG's fiscal office needed to review Form
OCSE-396A to ensure that funds were not drawn in excess of net costsincurred.

Effective July 2001, CSEA assumed respongbility of requesting the draw downsto enable

the agency to reconcile its draw downs with reported expendituresin amore accurate and
timely manner, which otherwise was not being accomplished.
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Ref.

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fiscal Year Ended June 30, 2002

Condition

1.

Fees Charged To CSEA

During our review of the CSEA’ sfinancid records, we noted that fees charged to
the CSEA by the U.S. DHHS were reported on Form OCSE-396A, but were not
properly offset againgt expenditures clamed for federal reimbursement.
Periodicdly, the CSEA is billed a service fee by the U.S. DHHS for services
performed by the Federal Parent Locator Service (FPLS), Child Support
Enforcement Net (CSEN) and for processing Pre-Offset Notices (PON) for the
Federd tax refund offset program.

The CSEN and PON fees amounting to $20,212 are reportable as claimed
expenditures aswell as a reduction of the federa share of expenditures on Form
OCSE-396A. FPLSfeesamountingto $21,575 areonly reportableasareduction
of the federd share of expenditures. CSEA incorrectly included the FPLS feesin
its damsfor rembursement and aso did not reducethe clamsby thetotd service
fees.

Tax Intercept Service Fees

Our review of CSEA’sfinancid reports and worksheets indicated that the CSEA
is charged service fees by the Internd Revenue Service (IRS) for tax refund
intercepts remitted to the State. The IRS intercepts tax refunds for non-custodia
parents who have ddlinquent child support obligations and processes an eectronic
fundstransfer to deposit these tax refundsinto the CSEA’ sbank account, net of the
tax intercept service fees.

The fees were reported on Form OCSE-396A and claimed for reimbursement.
However, the reimbursements were not paid back to the agency fund to reimburse
the account for the servicefees charged. For thefiscal year ended June 30, 2002,
the tax intercept service fees amounted to $132,850.
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Ref.

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fiscal Year Ended June 30, 2002

Indirect Costs

The CSEA incurs indirect costs and are invoiced for computer charges
(KOMAND hillings) by the State Department of Accounting and Genera Services,
Information and Communication Services Divison (ICSD). These cods ae
cdameble for federad reimbursement. However, we noted that indirect costs and
KOMAND billingsamounting to $886,063 for thefiscd year ended June 30, 2002
were not claimed for reimbursement.

In September 2002, the CSEA was natified of theindirect cost rate gpplicablefor
the fiscdl year ended June 30, 2002. The effect wasaincreasein theindirect costs
clamable for the June 2002 fiscal year from $670,485 to $886,063; an increase
of $215,578. CSEA reported theindirect costson Form OCSE-396A and it plans
to report the appropriate adjustments during the fiscal year ending June 30, 2003.

In addition, in another prior year, an adjustment was made to the KOMAND
billings claimed for reimbursement. The adjustment amounted to $87,632 in
underclamed ICSD charges and to date, the costs have not been claimed for
reimbursement.

During the year ended June 30, 1999, the CSEA received corrected KOMAND
hillings for various computer charges amounting to $403,639 for the fisca years
ended June 30, 1999 and 1998. However, CSEA reported hillings amounting to
$6,524,094 on Form OCSE-396A, adifference of $6,120,455. Also, CSEA had
already reported a portion of the additiona charges in the amount of $105,184
thereby increasing the difference to $6,225,639. CSEA received gpprova to
report the corrections on Form OCSE-396A over atwo-year period (8 quarters)
beginning with the quarter ended June 2002.
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Ref.

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fiscal Year Ended June 30, 2002

Criteria

45 CFR Part 74.21(b) (3) requiresthat “Recipients financial management sysems shal provide

for .

. . effective control over and accountability for al funds, property and other assets...” The

CSEA has not exercised “effective control over and accountability for al funds’ since the above
adjustments to expenditures were not properly recorded when requesting federd funds.

Effect of Condition

1.

Fees for the Federal Parent Locator Service, Child Support Enforcement Net and Pre-
Offset Notice service amounted to $21,575, $15,384, and $4,828, respectively, for the
fisca year ended June 30, 2002. Accordingly, clams for reimbursement of expenditures
were not reduced by these fees.

The Child Support Enforcement Net and Pre-Offset Notice servicefeesare allowable costs
clamed for reimbursement at 66% which amounted to $13,340. However, the FPLSfees
were a0 incorrectly daimed for reimbursement at 66% which amounted to $14,240. The
result was total federa funds overdrawn in the amount of $42,687.

Becausethetax intercept servicefeeswere claimed for reimbursement, the CSEA’ sagency
fund should be reimbursed for the service fees charged. For thefisca year ended June 30,
2002, thereimbursement to the agency fund would amount to $87,681 (66% of $132,850).

The unclaimed indirect costs and KOMAND hillings for the fiscd year ended June 30,
2002 of $886,063 would amount to areimbursement of $584,801. Thereimbursement for
the underclaimed prior year charges would total $87,632.

The adjustment reportable on Form OCSE-396A resulting from the adjusted indirect cost
rate for June 2002 would amount to an increase of $142,282 in the federa share of
expenditures reported.

Reporting errors or differences on Form OCSE-396A relating to prior indirect costs
reflectsan overstatement of total federd share of expendituresintheamount of $3,869,726.
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Ref.

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Cogts
Fiscd Y ear Ended June 30, 2002

Recommendation

The CSEA should do the following:

1.

To ensure that service fees are properly included in rembursement claims and thet federd
funds are not drawn in excess of net costs incurred, the CSEA should review the accuracy
and reasonableness of its reimbursement caculations.

Reimburse the agency fund for grant drawdowns attributed to the federa share of the tax
intercept fees. Instead of drawing down on the grant for these fees, the CSEA should
consider whether it should charge the federd share of the fees to its TANF collections
dready retained and held in its agency bank account.

Clamreimbursement for theindirect cosssand KOMAND billings. Also, 45 CFR Part 95.7
states that a claim for reimbursement has to be filed within two years after the cadendar
quarter in which the State agency made the expenditure. However, 45 CFR Part 95.19
states that time limits do not apply to “any clam for an adjustment to prior year cods.”
Accordingly, the underclaimed cogts of $87,632 should be submitted for reimbursement.
Instead of drawing down on its grant, the CSEA should also consider whether it should
charge the federa share of the indirect costs to its TANF collections aready held.

On aquarterly bass, the CSEA should reconcile amounts claimed on Form OCSE-396A
to federd funds drawn and resolve any differences.
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Re.

02-2

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fiscd Year Ended June 30, 2002

Reporting Of Program Income On Form SF-269 And Federal Funds Drawn
Condition

During our review of the State Medicaid Fraud Control Unit's (MID) financia records, we noted
that program income received and reported by MID lacked adequate documentation.

nvestigative Costs

A reimbursement of MID’ s codts of investigation included in a provider fraud settlement awarded
tothe AG, isconsidered program incometo MID. Such programincomeisrequired to be reported
onForm 269, Financia Status Report and spent in the Federal fiscal year the amount was awarded.
For the AG'sfisca year ended June 30, 2002, MID reported program income of $48,913 as part
of its nonfederal matching requirement. Of this amount, $24,375 was not supported by available
records.

Criteria

45 CFR Part 74.21 (b) (1) and (7) requires that “Recipients financid management systems shall
provide for . . . accurate, current and complete disclosure of the financia results’ of the federdly
funded program and . . . “ accounting records, including cost accounting records, that are supported
by source documentation.” Inthiscase, MID’ saccounting recordsdid not providefor accurate and
complete disclosure of financia results.

Effect of Condition

If program incomeis not accurately reported, MID will not be ableto ensurethat it is properly usng
nonfederd funds to meet its state matching requirements.

Recommendation

MID should establish and maintain sufficient time or other job cost records to ensure that program
incomeis accurately and completely reported.
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fiscd Year Ended June 30, 2002

SECTION 111 - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Grantor - U.S. Department of Health and Human Services

Program - Child Support Enforcement (Title IV-D)
CFDA No. - 93.563

Pass-through Entity

Identifying No. - G-01-04-HI-4004

Ref.

No.

02-3

G-02-04-HI-4004

Improve Controls Over Federal Report Preparation

a. Form OCSE-34A, Child Support Enforcement Program Quarterly Report of
Callections

Condition

KEIKI generates Form OCSE-34A for CSEA based on the payments and cases processed. The
report only reflects collectionsand disbursements processed on 1 V-D cases. However, theamounts
reported are not reconciled to the bank statement.

Criteria

Actua collections are required to be reported on Form OCSE-34A.

Effect of Condition

Aslong asrelianceis placed on unreconciled records, theinformation reported on the Form OCSE-
34A remains questionable.
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Re.

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fiscd Year Ended June 30, 2002

Recommendation
So that the proper information is reported on Form OCSE-34A, the CSEA should:

1. Monitor the progress of the computer system, KEIKI, and ensure that the system provides
accurate child support collection information.

2. Rey only on current and reconciled supporting records to improve the reliability of the
information provided on Form OCSE-34A.

b. Form OCSE-396A, Child Support Enforcement Program Financial Report

Refer to Finding 02-1 in Section 11 of the * Schedule Of Findings And Questioned Costs’ regarding
the need to improve controls over the preparation of reports to the grantor agency and in the
requests for reimbursements.

C. Form OCSE-157, Child Support Enforcement Annual Data Report

Under PRWORA, Congress enacted anew incentive funding system for States, based on program
performance. State agencies administering child support enforcement programs under Title IV-D
of the Socid Security Act are now required to submit information regarding program performance
on Form OCSE-157. The completeness and reliability of the data submitted by a State is to be
determined annudly based on a“Data Rdiability Audit” (DRA) of the performance indicator data.
The new incentive provisons are to be phased in over a three-year period. Under the previous
method, incentives were determined based on collections and expenditures information presented
on Forms OCSE-34A and OCSE-396A.

The Adminigration for Children and Families, Office of Child Support Enforcement (OCSE) of the

U.S. DHHS, issued its DRA report, dated June 24, 2002, on OCSE-157 submitted by CSEA for
the federd fiscal year ended September 2001.
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Ref.

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fiscd Year Ended June 30, 2002

Condition

The report disclosed that inaccurate data was being reported in the performance indicators for
paternity establishment and collections due and distributed. In addition, it was disclosed thet there
were “mgjor deficiencies’ since the performance indicators in those areas did not meet the 95-
percent efficiency rate standard established for these categories.

Criteria

Accurate and reliable data produced by KEIKI will dlow for accurate caculations of the
performance indicators.

Effect of Condition

I naccurate information could be a determining factor in the efficiency rate not meeting the sandard
intheareas of paternity establishment and collectionsdue and distributed. Form OCSE-157 should
reflect accurate and reliable data.

Recommendation

CSEA needs to ensure that the appropriate programming changes are made to KEIKI so that
cdculation of incentives are based on an accurate and reliable Form OCSE-157.
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Schedule Of Findings And Questioned Costs
Fisca Y ear Ended June 30, 2002

Grantor - U.S. Department of Health and Human Services

Program - State Medicaid Fraud Control Units

CFDA No. - 93.775

Pass-through Entity

Identifying No. - 01-0101-HI 5050
01-0201-HI-5050

Ref.
No.

02-4  Reporting Of Program Income On Form SF-269 And Federal Funds Drawn

Refer to Finding 02-2 in Section 11 of the* Schedule Of Findings And Questioned Costs’ regarding
the reporting of program income by the State Medicaid Fraud Control Unit.
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DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII

Summary Schedule Of Prior Audit Findings
Fisca Y ear Ended June 30, 2002

This section contains the current status of the prior audit recommendations. The recommendations are
referenced to the pages of the previous audit report for the fisca year ended June 30, 2001.

Ref. No.

01-1

01-2

Recommendations

Status

FINANCIAL STATEMENT FINDINGS

Program - Child Support Enforcement
(TitleIV-D), CFDA 93.563

Child Support Enforcement Agency
Account Reconciliations

Child Support Subsdiary
L edger s (pages 37-38)

To fulfill its duties as trustee, the CSEA
should:

1. Review and correct, if necessary, the balances for
each child support subsidiary ledger, and file the
necessary court orders to establish the amount

of child support owed by the non-custodia parent.

2. Continue to work towards reconciling the child
support subsidiary ledgers to the reconciled cash
balances.

Reconcile Amounts Claimed On Form OCSE-
396A to Federal Funds Drawn (pages 39-43)

The CSEA should do the following:

-B5-

|ssue pending find
resolution of court
decison related to
class action lawauiit.

Partialy accomplished.
See Ref. No. 02-1.



Ref. No.

DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Summary Schedule Of Prior Audit Findings
Fisca Y ear Ended June 30, 2002

Recommendations

Status

To ensure that federd funds are not drawn

in excess of net costs incurred, the CSEA
should identify any expenditures which are
not recorded in FAMIS but are included

on Form OCSE-396A and account for those
expenditures when computing amounts due
from the U.S. DHHS.

Claim the tax intercept service fees, Child
Support Enforcement Net and Pre-Offset
Notice service fees and bank service charges
for rembursement. The agency fund

should be replenished for rembursements
received on the tax intercept fees and bank
charges.

The CSEA should claim reimbursement for
theindirect costs and KOMAND hillings.
Also, 45 CFR Part 95.7 dates that aclam
for rembursement has to be filed within
two years after the caender quarter in
which the State agency made the expendi-
ture. However, 45 CFR Part 95.19 dtates
that time limits do not gpply to “any claim
for an adjustment to prior year costs.”
Accordingly, the underclaimed costs of
$87,632 should be submitted for
reimbursement.

On aquarterly basis, the AG'sfiscd office
should reconcile amounts claimed on

Form OCSE-396A to federal funds drawn
and resolve any differences.
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Ref. No.

01-3

01-4

DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII

Summary Schedule Of Prior Audit Findings
Fisca Y ear Ended June 30, 2002

Recommendations

Status

To ensure that reports prepared by the
CSEA are“accurate, current and complete’,
the reports should be reviewed for

accuracy prior to filing with the U.S. DHHS.
Differences should be resolved and
corrections or adjustments made in atimely
manner.

Reporting Of Program Income On Form OCSE-
396A And Federal Funds Drawn (pages 44-46)

The CSEA should do the following:

1.

I dentify the amount of program income
and properly account for the income to
be offset againgt clamed expenditures.

On aquarterly bass, the CSEA should
reconcile amounts clamed on Form OCSE
396A to federd funds drawn and resolve
any differences.

CSEA’sNet Federal Share Of TANF Payment
Collections (pages 46-47)

The CSEA should continue to work toward
asolution with the grantor on how to
adminiger the funds.
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Issueisresolved. No
amilar findings were
noted in 2002 audit.

Issueis resolved.



Ref. No.

01-5

01-6

DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII
Summary Schedule Of Prior Audit Findings
Fisca Y ear Ended June 30, 2002

Recommendations

Status

Indirect Cost Rate Proposal by Consultant
(page 47)

The AG should obtain an understanding of
how theindirect codt rate proposd is
prepared. Before fina payment for services
is made to the consultant, the AG should
review the indirect cost rate proposal for
propriety. Any discrepancies should be
investigated and resolved.

KEIKI Disbursement To CSEA
(pages 48-49)

1. The CSEA should work toward
implementing procedures that will
endble the agency to fully utilize KEIKI's
disbursement functions asit rdatesto its
federd funding.

2. Depost the checks from KEIKI ina
timely manner so that the CSEA hasthe
reported federd funding available for
itSuse.

If the accuracy of payments disbursed
by KEIKI to CSEA isin question, then

this problem needs to be resolved as soon

asposshle.
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Issueisresolved. No
sgmilar finding were
noted in 2002 audit.

Issueisresolved. No
amilar findings were
noted in the 2002 audit.



Ref. No.

01-7

01-8

DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII
Summary Schedule Of Prior Audit Findings
Fisca Y ear Ended June 30, 2002

Recommendations

Status

Program - State Medicaid Fraud Control Unit,

CFDA 93.775

Reporting Of Program Income On Form SF-269
And Federal Funds Drawn (pages 49-50)

MID should maintain sufficient records to ensure
that program income is accurately and completely

reported.

FEDERAL AWARD FINDINGS

Program - Child Support Enforcement
(Title1V-D), CFDA 93.563

Improve Controls Over Federal Report

Preparation

a.

So that the proper information is reported on

Form OCSE-34A, Child Support

Enforcement Program Quarterly Report

of Collections (pages 51-52)

Form OCSE-34A, the CSEA should:

1.

Monitor the progress of the new computer
system, KEIKI, and ensure that the system
will be able to provide accurate child support

callection information.

Rey only on current and reconciled
supporting records to improve the

religdbility of the information provided on

Form OCSE-34A.
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Not accomplished.
See Ref. No. 02-2.

Not accomplished.
See Ref. No. 02-3.



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII
Summary Schedule Of Prior Audit Findings
Fisca Y ear Ended June 30, 2002

Ref. No. Recommendations Status

b. Form OCSE-396A, Child Support
Enforcement Program Financial Report

(page 52)
Refer to Findings 01-2 and 01-3 regarding alack Partialy accomplished.
of controls over the preparation of reports to the See Ref. No. 02-1.
grantor agency.

c. Form OCSE-157, Child Support
Enforcement Annual Data Report
(pages 52-53)

CSEA needs to ensure that the appropriate Not accomplished.
programming changes are made to KEIK See Ref. No. 02-3.
50 that calculations of incentives are based on an

accurate and reliable Form OCSE-157.

01-9 CSEA’s Net Federal Share Of TANF Payment
Collections (page 53)

Refer to Finding 01-4 regarding the reporting of Issueis resolved.
TANF payment collections as“ Federa Share of

Collections’ and amounts claimed for

reimbursement.

01-10 Program - State Medicaid Fraud Control Unit,
CFDA 93.775

Reporting Of Program Income On Form SF-269
And Federal Funds Drawn (page 54)

Refer to Finding 01-7 regarding the reporting Not accomplished.

of program income by the State Medicaid See Ref. No. 02-4.
Fraud Control Unit.
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Ref. No.

01-11

DEPARTMENT OF THE ATTORNEY GENERAL

STATE OF HAWAII
Summary Schedule Of Prior Audit Findings
Fisca Y ear Ended June 30, 2002

Recommendations

Status

Program - Byrne Formula Grant Program,
CFDA 16.579

Improve Controls Over Monitoring Of
Subgrantees (pages 55-57)

CPJA needs to ensure that subgrantees arein
compliance with the requirements of the
subgrant awards or contracts with timely
follow-up on issues of noncompliance and
documentation of Stevigts.

Other Prior Financial Statement Findings

1. Strengthen Controls Over Petty Cash
Funds (page 65)

The AG'sfiscd office should resolve
the difference between the petty cash
bal ance and the authorized petty cash
amount and any cash overages and
shortages as soon as possible.

2. Resolve Insurance Settlement Deposited
to the Trust Fund (page 65)

The AG'sfiscd office and the CSEA
should determine whether the U.S. DHHS
and the State are due any portion of an
insurance settlement recelved as aresult

of water damage to its equipment.

The settlement was received during the
fiscal year ended June 30, 1996.
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Issueis resolved.
No amilar findings
were noted in 2002
audit.

Issueisresolved. No
sgmilar findings were
noted in the 2002 audit.

Not accomplished.
The fiscd office and
the CSEA should
resolve this matter.
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AGENCY’S RESPONSE



LINDA LINGLE

MARK J. BENNETT
GOVERNOR

ATTORNEY GENERAL

RICHARD T, BISSEN, JR.
FIRST DEPUTY ATTORNEY GENERAL

STATE OF HAWAI
DEPARTMENT OF THE ATTORNEY GENERAL
425 QUEEN STREET
HonoLuLy, HawAin 96813
{808) 586-1500

June 23, 2003

Mr. Chris Yuen

. Ohata Chun Yuen CPAs
3684 Waialae Avenue
Honolulu, HI 96816
Dear Mr. Yuen:

We have enclosed our responses to the schedule of findings and questioned
costs on the Financial Audit Report for fiscal year ended June 30, 2002.

Very truly yours,
Mark J. Bennett
Attorney General

Enclosures
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02-1

02-2
02-4

DEPARTMENT OF THE ATTORNEY GENERAL
FISCAL YEAR ENDED JUNE 30, 2002

RESPONSE TO SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Reconcile Amounts Claimed On Form OCSE-369A to Federal Funds Drawn

Condition

1.

Fees Charged to CSEA: CSEA incorrectly included the FPLS fees in its
claims for reimbursement and aiso did not reduce the claims by the total
service fees.

. Tax Intercept Service Fees: The fees were reported on Form OCSE-396A

and claimed for reimbursement. However, the reimbursements were not paid
back to the agency fund to reimburse the account for the service fee charged.

Indirect Costs: Indirect costs and KOMAND billings amounting to $886,063 for
the fiscal year ended June 30, 2002 were not claimed for reimbursement.

Response

For Conditions #1 and #2 listed above, the agency is in the process of
implementing procedures to meet the auditors’ recommendations.

As to Condition #3, the agency disagrees with the auditors’ finding. The
agency reports the indirect costs on Form OCSE-396A for reimbursement. Of
the reported amounts, 34% is paid by the State and 66% is retained by the
agency for its operational expenditures. This practice has not violated any
Federal or State regulations. However, the CSEA will provide procedures to
reimburse any applicable indirect costs.

Reporting of Program Income On Form SF-269A and Federal Funds
Drawn

Condition

During our review of the State Medicaid Fraud Control Unit's (MID) financial
records, we noted that program income received and reported by MID lacked
adequate documentation.

Response

The Medicaid Investigations Division (MID) acknowledges and accepts the
recommendation presented in the audit. MID has implemented policies and
procedures requiring MID personnel to keep complete and accurate records
related to program income cost for MID investigations. Time sheets and
records related to investigative cost are now kept for each investigation to
ensure that program income is accurately and completely reported.
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Response fo Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2002

Page 2 of 2

Note: The condition identified in Reference No. 02-2 occurred only in MID
investigations that were settled prior to January 2002. MID investigations
completed prior January 2002 were previously identified as “lacking adequate
documentation” in the June 30, 2001 audit, but continued to produce program
income during the fiscal year ending June 30, 2002. Also, the Department of
Health and Human Services has accepted and determined that the actions
taken constitute final resolutions to the FY 2001 finding on this same matter —
see attached lefter.

02-3 Improve Controls Over Federal Report Preparation

Condition

1.

KEIKI generates From OCSE-34A for CSEA based on the payments and
cases processed. The report only reflects collections and disbursements
processed on {V-D cases. However, the amounts reported are not reconciled
to the bank statement.

The ACF’s report on the agency’'s Form OCSE-157 disclosed that inaccurate
data was being reported in the performance indicators for paternity
establishment and collections due and distributed. In addition, it was
disclosed that there were “major deficiencies” since the performance
indicators in those areas did not meet the 95-percent efficiency rate standard
established for these categories.

Response

The programmers of the Agency’s Information Technology Office are in the
process of producing a report to facilitate the reconciliation between the
information reported on Form OCSE-34A and the bank statement.

Regarding the auditor's findings of Form OCSE-157, the agency is also
working on improving its performance in the areas of patemity establishment
and arrearage collections, which currently negatively impacts the agency’s
annual incentive payments. The improvement process requires the Agency
fo manually correct the existing case files for errors accumulated over the last
16 years.

-y




,
ALT]
g WERITH

4

RYICES,
» ot Uy

‘ L DEPARTMENT OF HEALTH & HUMAN SERVICES Office of the Secretary

L
4’1

Yy, ;
eemeaa Washington, D.C. 20201

MAY 28 2003

Thomas R. Keller
Acting Attorney General
State of Hawaii

425 Queen Street
Honolulu, Hawaii 96813

Dear Mr. Keller:

We have reviewed Audit Report No. A09-03-73112 dated November 8, 2002 on the Hawaii
Department of the Attorney General for the year ended June 30, 2001. Ohata Chun Yuen,
Certified Public Accountants, prepared the audit report. We believe that your comments as
included in the audit report and as submitted by your office on December 10, 2002, satisfy all of
the recommendations cited in the report for which we have resolution responsibility--those
recommendations listed on the Attachment to the audit transmittal letter with an Agency
designation of HHS/OARCP. The other audit findings and recommendations are the
responsibility of another component of our Department, who either already has or will notify you
of their determination.

Your independent auditors will determine, in your next financial and compliance review, the
effectiveness of the actions taken by your organization. The auditors should specifically describe

any additional improvements considered necessary.

Thank you for your cooperation. If we can be of any further assistance, please contact Harold -
Greenberg of my staff at (202)401-2753.

Sincerely yours,

I awt {M/
%_ Jean Augustine
Director

Office of Audit Resolution and Cost Policy,
Office of Finance
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