




State of Hawaii
Department of Health
Schedule of Expenditures of Federal Awards
Year Ended June 30, 2008

233 66.001

294 66.034
various 66.419

232 66.432
10284-11284 66.454
14206-19206 66.458
3290-7289 66.460
2207·7207 66.468

various 66.472
449 66.474
225 66.480
408 66.511
294 66.606
467 66.608
243 66.701
330 66.707

various 66.709
230 66.801

various 66.802
220 66.804
258 66.805
469 66.817

Federal GrantorlPass-Through GrantorlProgram Title

U.S. Department of Agriculture
Direct Program

Food Safety Cooperative Agreements
Special Supplemental Nutrition Program for Women, Infants, and Children
Other

Subtotal Direct Programs

Pass-through from the State Department of Human Services
State Administrative Matching Grants for the Supplemental Nutrition

Subtotal Pass-through Programs

Total Department of Agriculture

Environmental Protection Agency ("EPA")
Direct Program

Air Pollution Control Program Support
Surveys, Studies, Investigations, Demonstrations and Special Purpose
Activities Relating to the Clean Air Act

Water Pollution Control - State and Interstate Program Support
State Public Water System Supervision
Water Quality Management Program
Capitalization Grants for State Revolving Funds
Nonpoint Source Implementation Grants
Capitalization Grants for Drinking Water State Revolving Funds
Beach Monitoring and Notification Program
Water Protection Coordination
Assessment and Watershed Protection Program Grants
Office of Research and Development, EPA
Water Infrastructure Oversight
Environmental Information Exchange Grant Program
Toxic Substances Compliance Monitoring Cooperative Agreements
TSCA Title IV State Lead Grants
Multi·Media Capacity Building Grants for States and Tribes
Hazardous Waste Management State Program Support
Superfund State Site Specific Cooperative Agreements
State Underground Storage Tanks Program ("UST" Program)
Leaking Underground Storage Tank ("LUST") Trust Fund Program
State Response Program Grants

Total Environmental Protection Agency

U.S. Department of Education

Pass through from the State Department of Education
Grants for Infants and Toddlers with Disabilities
State Improvement Grant II - Early Intervention

Total Department of Education

U.S. Department of Defense
Direct Program

Defense Environmental Restoration Program

Total Department of Defense

U.S. Department of Justice
Direct Program

Enforcing Underage Drinking Laws Program

Total Department of Justice

U.S. Department of Homeland Security
Pass through from the State Department of Homeland Security

Homeland Security Grant Program

Total Department of Homeland Security

U,S. Department of Labor and Industrial Relations

Pass through from the State Department of Labor and Industrial Relations

WIA Pilots, Demonstrations, and Research Projects

Total Department of Labor and Industrial Relations

Project
Number

203
275,295

392

213
481

245

various

480

CFDA
Contract, Award
or Assistance

IDNumber

10.479
10.557

10.

10.561

84.181
84.

12.113

16.727

97.067

17.261

Federal
Expenditures

244,200
32,205,927

30,609

32,480,736

200,766

200,766

32,681,502

549,200

454,555
1,804,595

444,779
144,355

8,834,589
2,259,764

10,311,477
369,498

354
149,000
108,886

2,344
191,496
164,007
138,310
29,887

445,560
157,238
274,586
481,222

1,393,245

28,708,947

2,013,137
24,224

2,037,361

217,118

217,118

383,663

383,663

135,355

135,355

654,629

654,629

Amount
Provided to

SUbrecipient

1,898,227 •

1,898,227

1,898,227

8,834,589 •
349,899

8,294,855 •

17,479,343

17,806

17,806

363,435

363,435

Total Expenditures of Federal Awards

• Denotes Major Federal Program
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State of Hawaii
Department of Health
Notes to the Schedule of Expenditures of Federal Awards
Year Ended June 30,2008

1. Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
the State of Hawaii, Department of Health (the "Departmenf'), and is presented on the cash basis
of accounting. The information in this schedule is presented in accordance with the requirements
of OMS 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 basic financial statements.

2. Loans Outstanding

The Department had the following loan balances outstanding at June 30,2008. Loans made
during the year are included in the federal expenditures presented in the schedule of expenditures
of federal awards.

Program Title

Capitalization Grants for Clean Water State Revolving Funds
Capitalization Grants for Drinking Water State
Revolving Funds

3. Noncash Awards

Federal
CFDANumber

66.458

66.468

Amount
Outstanding

$ 47,148,367

30,747,184

The Department also receives noncash awards in the form of vaccine that are provided to children
for the Immunization Grants program. The Department expended $11,338,270 in vaccines for the
fiscal year ended June 30, 2008.
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A~uitYllP
CER.TlfIED PUBLIC ACCOUNTANTS

Report of Independent Auditors on Internal Control Over
Financial Reporting and on Compliance and

Other Matters Based on an Audit of Financial Statements
Perlormed in Accordance with Government Auditing Standards

The Auditor
Stale of Hawaii

We have audited Ihe financial statements of the governmental activities, the business·type activities,
each major fund, and Ihe aggregate remaining fund information of the State of Hawaii, Department of
Health (the "Department") as of and for the year ended June 30, 2008, which collectively comprise the
Department's basic financial statements and have issued our report thereon dated May 28, 2009.
We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

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

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects the entity's ability to initiate, authorize, record, process, or report
financial data reliably in accordance with generally accepted accounting principles such that there is
more than a remote likelihood that a misstatement of the entity's financial statements that is more than
inconsequential will not be prevented or detected by the entity's internal control. We consider the
deficiencies described in the accompanying schedule of findings and questioned costs as Finding
Nos. 08·01 through 08-03 to be significant deficiencies in internal control over financial reporting.

999 BISHOP S"lll.EET, Sunr: 1900
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A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity's internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies and, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaknesses. However, of the significant deficiencies
described above, we consider Finding Nos. 08-01 through 08-03 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Department's financial statements are
free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards.

We noted certain matters that we will report to the State Auditor and management of the Department in a
separate letter.

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

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

Honolulu, Hawaii
May 28,2009
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A~uitYLLP
CERTIFIED PUBLIC ACCOUNTANTS

Report of Independent Auditors on Compliance with Requirements
Applicable to Each Major Program and on Internal Control Over Compliance

in Accordance with OMS Circular A-133

The Auditor
Slate of Hawaii

Compliance

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

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States; and OMS Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations. Those standards and OMS
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 thai could have
a direct and material effect on a major federal program occurred. An audit includes examining, on
a test basis, evidence about the Department's compliance with those requirements and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination of the
Department's compliance with those requirements.

As described in Finding Nos. 08-04, through 08-06 in the accompanying schedule of findings and
questioned costs, the Department did not comply with requirements regarding Reporting, Eligibility
and Earmarking that are applicable to its HIV Care Formula Grants Program. Compliance with
such requirements is necessary, in our opinion, for the Department to comply with the requirements
applicable to that program.

In our opinion, except for the noncompliance described above regarding the Department's compliance
with the requirements for Reporting, Eligibility, and Earmarking, the Department complied, in all
material respects, with the requirements referred to above that are applicable to each of its major
federal programs for the year ended June 30, 2008. The results of our auditing procedures disclosed
other instances of noncompliance with those requirements, which are required to be reported in
accordance with OMS Circular A-133 and which are described in the accompanying schedule of
findings and questioned costs as Finding Nos. 08-07 and 08-08. We also noted certain other matters
that we will report to the State Auditor and management of the Department in a separate letter.

999 BISHOP STREET, SUITE 1900
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Internal Control Over Compliance

The management of the Department is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered Department's internal control
over compliance with the requirements that could have a direct and material effect on a major federal
program in order to determine our auditing procedures for the purpose of expressing our opinion on
compliance, but not for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, we do not express an opinion on the effectiveness of the Department's
internal control over compliance.

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

A control deficiency in an entity's internal control over compliance exists when the design or operation
of a control does not allow management or employees, in the normal course of performing their
assigned functions, to prevent or detect noncompliance with a type of compliance requirement of a
federal program on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity's ability to administer a federal program such that
there is more than a remote likelihood that noncompliance with a type of compliance requirement of
a federal program that is more than inconsequential will not be prevented or detected by the entity's
internal control. We consider the deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs as Finding Nos. 08-04 through 08-06 to
be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that material noncompliance with a type of compliance requirement
of a federal program will not be prevented or detected by the entity's internal control. Of the significant
deficiencies in internal control over compliance described in the accompanying schedule of findings
and questioned costs, we consider Finding Nos. 08-04 through 08-06 to be material weaknesses.

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

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

A &

HO~r
May 28, 2009
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State of Hawaii
Department of Health
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Section I - Summary of Auditor's Results

Financial Statements

Type of auditor's report issued:
Internal control over financial reporting:

Material weakness(es) identified?
Significant deficiency(ies) identified that are not considered
to be material weaknesses?

Noncompliance material to financial statements noted?

Unqualified

Yes

None reported
No

Federal Awards

Internal control over major programs:
Material weakness(es) identified?
Significant deficiency(ies) identified that are not considered
to be material weakness(es)?

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

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

Yes

None reported

Qualified

Yes

Name of Federal Program or Cluster

Identification of major programs:

CFDA
Number

$3,000,000

93.044
93.045
93.053
93.917
93.919

u.S. Department of Health & Human Services
Public Health Emergency Preparedness
Centers for Disease Control and Prevention Investigations and Technical Assistance
Aging Cluster

Special Programs for Aging - Title III Part B
Special Programs for Aging - Title III Part C1 & C2
Nutrition Services Incentive Program

HIV Care Formula Grants
Cooperative Agreements for State-Based Comprehensive Breast and

Cervical Early Detection Programs

U.S. Department of Agriculture
Special Supplemental Nutrition Program for Women, Infants & Children

U.S. Environmental Protection Agency
66.458 Capitalization Grants for Clean Water State Revolving Funds
66.468 Capitalization Grants for Drinking Water State Revolving Funds

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

93.069
93.283

10.557

Auditee qualified as low-risk auditee? No
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State of Hawaii
Department of Health
Financial Statement Findings
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

II. Financial Statement Findings

Questioned
Cost

Finding No. 08-01:

Federal Agency:

CFDA Number and Title:

Restatement of Beginning Fund Balance I
Net Assets (Material Weakness)

Finding is not specific to a Federal Agency.

Finding is not specific to a Federal Agency.

$

Award Number and Award
Year:

Finding and Cause and Effect

Not applicable Not applicable

During our current year financial statement audit of the State of Hawaii, Department of Health (the
"Department"), we identified an accounting error in the Department's basic financial statements as of and
for the year ended June 30, 2007 due to the lack of oversight by fiscal management over the accrual of
liabilities. Accordingly, the Department restated its opening net assets attributable to governmental
activities and governmental funds' fund balances as of July 1, 2007 to correct these errors which relate
to the accounting for appropriations and amounts due to the State of Hawaii, Department of Human
Services ("DHS"). The following table reconciles the net assets attributable to governmental activities at
June 30,2007, as previously reported, to the opening net assets attributable to governmental activities at
July 1,2007, as restated:

Governmental
Activities

Net assets at June 30, 2007, as previously reported
Adjustments attributable to

Understatement of liabilities

Net assets at June 30,2007, as restated

$ 197,032,684

(2,939,660)

$ 194,093,024

The following table reconciles the governmental funds' fund balances at June 30, 2007, as preViously
reported, to the opening governmental funds fund balances at July 1,2007, as restated:

Total
General Other Governmental

Fund balances at June 30,2007,
as previously reported $ 20,758,493 $ 67,589,250 $ 134,386,780

Adjustments attributable to
Understatement of liabilities (2,939,660) (2,939,660)
Transfer fund balances (7,025,309) 7,025,309

Fund balances at June 30,2007, as restated $ 13,733,184 $ 71,674,899 $ 131,447,120
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State of Hawaii
Department of Health
Financial Statement Findings
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

DHS Payable
During the fiscal 2008 audit, the Centers for Medicare and Medicaid Services ("CMS") requested an audit
of the Department's Child and Adolescent Mental Health Division ("CAMHD") program that provides
behavioral services for children and adolescents. The audit consisted of reviewing the payments made
and subsequent data that was submitted for the program for Federal fiscal years 2004 through 2007. As
a result of the audit, the Med-OUEST Division ("MOD") of the DHS determined that the Department owed
back to DHS approximately $2.9 million for Federal fiscal years 2004 - 2007. The Department was not
aware that they would have to return funds upon reconciliation of the payment information sent to MOD
because they had not been notified that they would have to repay funds in the past. The Department
assumed that there would not be any repayments required since such a long time had passed since
payment data was submitted to MOD.

Transfer of Fund Balances
During fiscal 2007, the Department recorded a due from other funds (in the general fund) and a due to the
general fund (in the other funds) in the governmental funds' balance sheet to transfer expenditures that
were recorded in the general fund, but represented advances to the other programs. The general fund
was subsequently reimbursed when the other funds received their funding. However, in our current year
audit, we noted that there was $7.0 million in expenditures improperly transferred out of the general fund.
Consequently, a restatement was necessary to properly state the respective funds' fund balance as of
June 30, 2007.

Criteria

§_.310 of OMS Circular A-133 requires the auditee to prepare financial statements that reflect its
financial position, results of operations or changes in net assets and, where appropriate, cash flows
for the fiscal year audited.

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

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

(2) Summary schedule of prior audit findings.

(3) Auditor's report.

(4) Corrective action plan.

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

Recommendation

We recommend that, and the Department has already, restated the beginning balances in its basic
financial statements for the year ended June 30, 2008 to correct the error identified. We also recommend
that fiscal management of the Department provide greater oversight to ensure that the basic financial
statements are prepared and presented in accordance with generally accepted accounting principles
("GAAP"). The Department should also ensure that the proper amounts are received from and remitted
to DHS.
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State of Hawaii
Department of Health
Financial Statement Findings
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Questioned
Cost

Finding No. 08-02:

Federal Agency:

CFDA Number and Title:

Capital Assets (Material Weakness)

Finding is not specific to a Federal Agency.

Finding is not specific to a Federal Agency.

$

Award Number and Award
Year:

Finding and Cause and Effect

Not applicable Not applicable

In prior year audits (starting with the fiscal year 2004 audit), it was noted that the Department did
not properly report capital purchases in accordance with the State's policies and procedures. It was
recommended that the Department report capital asset additions to the State Procurement Office ("SPa")
in a timely manner in accordance with the DAGS - spa - Inventory Management Branch Training
Manual ("State Inventory Manual"). It was also recommended that the Department implement a
procedure for property custodians to reconcile quarterly equipment acquisitions in FAMIS to the DAGS
computerized inventory reports ("MDB reports") from the State's Fixed Asset Inventory System ("FAIS")
in a timely manner.

During our past audits, we noted that the Department implemented procedures to assist the individual
programs in recording capital purchases to FAIS in a timely manner by sending each program a
detailed listing of all fixed assets purchases recorded to FAMIS on a quarterly basis. The programs
are responsible for reconciling this listing to the FAIS inventory reports. We continued to note instances
where capital assets were purchased, but not reported in FAIS, resulting in an audit adjustment.

We also noted that the Department is not reporting assets in accordance with the State Inventory Manual,
resulting in other audit adjustments. In the current year, we noted the following errors, which resulted in
adjustments:

• Expenditures where an asset was charged under a non-fixed asset object code, resulting in the asset
not being properly classified in FAMIS, hindering audit testing.

• An instance where an asset was recorded in two different programs at year end. The asset was
actually two separate items, which were initially recorded in one program with one decal number, and
then later transferred to another program and recorded in that program with two decal numbers, but
was not removed from the first program's records.

• Two instances where assets were recorded twice in the same program.

• Two instances where the assets were recorded at an incorrect cost.
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State of Hawaii
Department of Health
Financial Statement Findings
Schedule of Findings and Questioned Costs
Year Ended June 30,2008

• Improper recording of transfers between programs:

)i> One instance where the asset was physically transferred between programs, but neither program
recorded the asset as being transferred during the current year.

)i> One instance where the asset being transferred was properly recorded as a transfer out;
however, the transfer-in was not recorded by the other program.

)i> Two instances where the asset transfers were recorded in the wrong year as compared to the
year that the assets were physically transferred.

Criteria

The Department is required to follow guidance set forth in the State Inventory Manual issued by the
Inventory Management Office. The State Inventory Manual is the guide for all State agencies to establish
state-wide controls for fixed assets purchased with State and Federal funds. In order for the Department
to ensure that their financial records related to fixed assets are properly recorded in FAIS, all of the
Department's programs need to comply with the State Inventory Manual.

Recommendations

We continue to recommend that the Department report capital assets to the SPO in a timely manner in
accordance with the State Inventory Manual. We also recommend the Department continue to provide
listings of fixed assets expenditures recorded in FAMIS to the individual programs and implement a
procedure for property custodians to reconcile these expenditures to the FAIS inventory reports and
resolve any discrepancies. We recommend that the Department carefully review expenditures to ensure
fixed assets are properly recorded to minimize the need for future audit adjustments for misreported
assets.
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State of Hawaii
. Department of Health

Financial Statement Findings
Schedule of Findings and Questioned Costs
Year Ended June 30,2008

Questioned
Cost

Finding No. 08-03: Department of Human Services Transactions (Material
Weakness) $

Federal Agency:

CFDA Number and Title:

Department of Health and Human Services

This finding is not specific to a Federal Agency

Award Number and Award
Year:

Finding and Cause and Effect

N/A N/A

Certain of the Department's programs are eligible to receive Medicaid funds for the federal share of
the services they provide if the services are provided to Medicaid eligible patients in State programs.
However, in prior year audits, it was noted that the Department had difficulty determining the amounts
due to and due from DHS related to Medicaid funds.

We noted that there are several different programs within the Department that receive Medicaid funds to
pay for the federal share of the Medicaid eligible patients that are seen by the providers. Each program
has a different way of tracking the funds that are received from DHS, and each program receives different
amounts of Medicaid funds depending on how the programs are set up with DHS. These differences
could cause the data provided to be misstated as the Department might assume the information provided
is one thing, but the amounts on the schedule might represent something completely different.

Because of these issues, the Department is continually struggling with DHS as to how much money it
is entitled to receive. Also, because DHS did not reconcile its payment data to the encounters data, it
overpaid the Department and now the Department must find a way to return the overpayments to DHS.

The payable and receivable information is required to be maintained on a full accrual basis for the
Department's department-wide statement of net assets.

Criteria

In accordance with GASB 34, paragraph 12e, the Department is required to:

"Measure and report all assets (both financial and capital), liabilities, revenues, expenses, gains,
and losses using the economic resources measurement focus and accrual basis of accounting."

In order to prepare its financial statements on the accrual basis of accounting, the Department needs to
assess all amounts due to and from other State Agencies for services that were provided throughout the
year.
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State of Hawaii
Department of Health
Financial Statement Findings
Schedule of Findings and Questioned Costs
Year Ended June 30,2008

In addition, the Department makes the following representation to us before we complete our
audit of the financial statements:

We understand that as part of your audit, you prepared the adjusting journal entries
necessary to convert our cash basis records to the accrual basis of accounting and
acknowledge that we have reviewed and approved those entries and accepted responsibility
for them.

Recommendation

We recommend that the Department develop a policy for establishing contracts, maintaining records and
balances due to and from DHS for the programs that are eligible to receive Medicaid reimbursements.
A consistent policy will assist in ensuring that the data that is recorded is appropriate. In addition, if the
Department is aware that DHS must reconcile the data at the end of the year, which might result in the
Department owing or receiving more Medicaid funds, the Department should ensure that the programs
regularly inquire with DHS on the status of the reconciliations. If the Department needs to cut current
year costs to repay the prior years' shortfalls, management must know of these shortfalls and include
them in the approved budget. However, when the Department becomes aware that it received an
overpayment, they should ensure that the funds are available to be retuned to DHS as requested. On the
other hand, any additional money that is owed to the Department would provide additional funding for the
Department's services.
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State of Hawaii
Department of Health
HIV Care Formula Grants
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Section III. Federal Award Findings and Questioned Costs

Questioned
Cost

Finding No. 08-04:

Federal Agency:

CFDA Number and Title:

Award Number and Award
Year:

Finding and Cause and Effect

Reporting (Material Weakness)

Department of Health and Human Services
("DHHS")

93.917 - HIV Care Formula Grants ("HIV Care")

2 X07HA00050-17-00 4/1/07 - 3/31/08

$

During our current year audit, we also noted the following instances of noncompliance with federal
reporting requirements for the HIV program:

• Maintenance of Effort Report: The amount of State expenditures for FY 2007 was reported as
$4,990,742 compared to $4,591,930 in actual expenditures.

The HIV program met the Maintenance of Effort levels as required. However, for reporting
purposes the HIV program included encumbrances in the total expenditures, in order to show the
true costs of the program. State effort should be measured by actual expenditures made during
the fiscal year. Also, it is improper to limit the amount of expenditures reported in the current year
to the amount reported in the prior year. Total expenditures for all years must be accurately
reported.

• The Annual Financial Status Reports, Standard Form ("SF")-269a was submitted approximately
three months after the due date, which is submitted by ASO.

• The Final Annual Progress Report was submitted approximately one month after the due date.

Criteria

Each grant document details the reporting requirements for the respective grant year. There are various
requirements and deadlines for each report and these are also detailed in the grant agreements. Failure
to comply with the reporting requirements may result in deferral or additional restrictions of future funding
decisions.
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State of Hawaii
Department of Health
HIV Care Formula Grants
Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Recommendations

We recommend that program personnel develop and implement procedures to ensure that accurate
and complete financial and performance reports are submitted to the awarding agencies. Supporting
documentation should be retained and filed in order to ensure the accuracy of data reported as of the
relevant date.

We recommend that ASO and the respective program personnel maintain a calendar or spreadsheet
with all reporting requirements and submission deadlines, in order to ensure compliance with federal
requirements. In the case of a staffing shortage, ASO and program management should ensure that
the reports are submitted by another competent individual. Program personnel responsible for reporting
should be provided with adequate training and supervision by management.
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State of Hawaii
Department of Health
HIV Care Formula Grants
Schedule of Findings and Questioned Costs
Year Ended June 30,2008

Questioned
Cost

Finding No. 08·05:

Federal Agency:

CFDA Number and Title:

Award Number and Award
Year:

Finding and Cause and Effect

Eligibility (Material Weakness)

Department of Health and Human Services
("DHHS")
93.917 - HIV Care Formula Grants

2 X07HA00050-17-00 4/1/07 - 3/31/08

2 X07HA00050-18-00 4/1/08 - 3/31/09

$

During our current year audit, we tested 40 ADAP patient records and 10 H-COBRA patient records.
Due to the Department maintaining insufficient supporting documents, we noted the following instances
of noncompliance with eligibility requirements for the HIV Care program:

• For 3 out of 40 patient records tested, the program was unable to provide documentation
to evidence the eligibility (estimated value of liqUid assets) of the ADAP participants.

• For 8 out of 10 patient records tested, the program was unable to provide adequate
documentation to evidence the eligibility (estimated value of liquid assets) of H-COBRA
participants.

• For 8 out of 40 ADAP patient records tested, the program was unable to provide
documentation to evidence that 6-month recertifications were performed.

We noted that the program has taken steps to remediate this recurring finding from prior years
(Finding No. 07-04, No. 06-02, and No. 05-02). However, as the program is still in the process of
implementing our recommendations, the program did not meet the Eligibility requirements in fiscal 2008.

Criteria

Title 42, Section 300ff-26(b) of the U.S. Code requires that the Department ensure that eligible individuals
receive assistance. In order to qualify for assistance, an individual must have a medical diagnosis of HIV
disease and be a low-income individual, as defined by the State.

The Notice of Grant Award to the ADAP, the Health Resources and Services Administration ("HRSA") of
DHHS expects all Title I( grantees to implement an ADAP recertification process to ensure that individuals
remain eligible to receive assistance. At a minimum, an individual is required to be recertified every six
months to ensure that the program only services eligible clients.
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Recommendation

We recommend that the HIV program conduct initial eligibility certifications and semi-annual eligibility
recertifications of all participants as required by federal and State program gUidelines. In addition,
program personnel should review all case files without exception to ensure that all participant files contain
the required documentation.

We also recommend that the HIV program request that the recertification requirement be extended
because it is difficult to get patients to recertify when their prescriptions are longer than 6 months. In
addition, we recognize that while the program requires that participants complete six month recertification
of eligibility, the program is reluctant to discharge clients at the six month point solely on the basis of
failure to meet this requirement. Interrupting participants' access to medications could have serious
medical implications and is inconsistent with the program's efforts to maintain individuals in medical care,
the program continues to provide medications beyond the six months eligibility period concurrent with
efforts to obtain updated documentation from participants.

We noted that during the current year (effective January 1, 2008), the State waived the requirement of
requiring documentation for the client's estimated value of liquid assets. As such, the findings related to
documentation of liquid assets should be resolved in FY 2009.
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Questioned
Cost

Finding No. 08-06:

Federal Agency:

CFDA Number and Title:

Award Number and Award
Year:

Finding and Cause and Effect

Earmarking (Material Weakness)

Department of Health and Human Services
("DHHS")
93.917 - HIV Care Formula Grants

2 X07HA00050-17-00 4/1/07 - 3/31/08
2 X07HA00050-18-00 4/1/08 - 3/31/09

$ 106,165

During our current year audit of the HIV Care program, we noted the following instances of
noncompliance with earmarking requirements for amounts expended on women, infants, children and
youth during the grant period. The amount expended was $303,360, which was $106,165 less than
required by terms of the applicable grant. The shortfall was due primarily to the fact that the need for
services for women, infants and children is less that the amount of funds available.

Criteria

Part Four of the March 2008 Compliance Supplement states:

"For the purpose of providing health and support services to women, youth, infants, and children
with HIV disease, including treatment measures to prevent the prenatal transmission of HIV, a
State shall use for each of these populations not less than the percentage of Title II funds in a
fiscal year constituted by the ratio of the population involved (women, youth, infants, or children)
in the State with AIDS to the general population in the State of individuals with AIDS [42 USC
300ff-21 (b)]. This information is provided to the State by HRSA in the annual application guidance
(Appendix II, Estimated Number/Percent of Women, Infants, and Children Living with AIDS in
States and Territories)."

Per the HRSA application guidance, the percentage of women, infants, children, and youth living with
AIDS in Hawaii to the total population with AIDS in Hawaii should be multiplied against the total amount
of Ryan White Care Act Title II funds expended for the grant year in determining the required earmark.
Therefore, as 12.7% of the total population of people with AIDS in Hawaii are women, infants, children,
and youth, the required earmark for the April 1, 2007 through March 31, 2008 grant year was $409,525.

Recommendation

We recommend that program personnel continue to monitor expenditures for specific purposes and
ensure compliance with earmarking provisions. Program personnel responsible for monitoring
compliance with earmarking provisions should continue to ensure that the providers are aware that the
funding is available, should the need arise. The program personnel are aware of the issues and
continues to work with the service providers to ensure that all individuals in the target population are
served.
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Questioned
Cost

Finding No. 08·07:

Federal Agency:

CFDA Number and Title:

Equipment Management

Department of Health and Human Services
("DHHS")
93.283 - Centers for Disease Control and
Prevention Investigations and Technical
Assistance

$

Award Number and Award
Year:

Finding and Cause and Effect

US8 DP000799-01 6/30107 - 6/29/08

During our current year audit, we noted one instance of theft occurred during the prior fiscal year at the
Centers for Disease Control and Prevention Investigations and Technical Assistance Program - National
Cancer Prevention and Control Branch ("NCPC") program. We noted that the item that was stolen or
misplaced was a laptop computer that may have contained sensitive client information, because of the
type of services the program provides to individuals, and the access to information that may have been
stored on the computer.

Criteria

OMB Circular A-133 says that State shall use, manage, and dispose of equipment acquired under a
federal grant in accordance with Sate laws and procedures.

Per SPO State Inventory User Manual, "Safeguards for property which includes procedures for security of
property during and after working hours; special care of items that are of a sensitive or theft prone nature;
investigating and reporting of thefts, or vandalism, appointment of key or lock custodian."

Recommendation

We recommend that the program follow the SPO manual and monitor its equipment, especially theft
sensitive equipment, in order to prevent any future thefts from occurring. We also recommend that
policies and procedures for monitoring data access are identified, especially for those individuals who
deal with sensitive information.
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Questioned
Cost

4/1/07 - 3/31/08
4/1/08 - 3/31/09

Finding No. 08-08:

Federal Agency:

CFDA Number and Title:

Award Number and Award
Year:

Finding and Cause and Effect

Certification for Fully Federally Funded
Employees

Department of Health and Human Services
(HDHHS")
93.069 - Public Health Preparedness and
Response for Bioterrorism

93.917 - HIV Care Formula Grants
CCU916969-07-4 8/31/06 - 8/30/07
CCU916969-08-0 8/31/07 - 8/30/08

2 X07HA00050-17-00
2 X07HA00050-18-00

$

During our testing of the allowability compliance requirement for the Public Health Preparedness and
Response for Bioterrorism program and the HIV Care Formula Grants Program, we noted that both
programs had employees that spent 100 percent of their time on the grant but did not obtain semi-annual
certifications signed by the employees or (per requirement stated below) their supervisors, confirming that
they worked solely on grant related activities in accordance with OMB Circular A-87 guidelines for payroll.

Although proper controls are in place to ensure that only employees that actually spend time on
grant-related activities actually charged time to the program's appropriation, there is no documentation
maintained to confirm that this control was in place and that the time allocated to the program for these
employees were periodically reviewed by the employees or their supervisors.

Criteria

In accordance with Office of Management (HOMB") Circular A-87, compensation for personnel services
includes all remuneration, paid currently or accrued, for services rendered during the period of
performance under federal awards, including but not necessarily limited to wages, salaries, and fringe
benefits. The costs of such compensation are allowable to the extent that they satisfy the specific
requirements of this Circular. In accordance with the circular, where employees are expected to work
solely on a single federal award or cost objective, charges for their salaries and wages will be supported
by periodic certifications that the employees worked solely on that program for the period covered by the
certification. These certifications will be prepared at least semi annually and will be signed by the
employee or supervisory official having first hand knowledge of the work performed by the employee.
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Recommendation

We recommend that the programs implement a procedure to obtain semi-annual certifications from all
employees that spend 100 percent of their time on the grants, confirming that they actually worked solely
on grant related activities. The certification should be signed by either the employee or their supervisor.
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Finding No. 07-01: Restatement of Beginning Fund Balance/Net Assets (Material Weakness)

Doring our prior year financial statement audit of the Department, we identified an accounting error in the
Department's basic financial statements as of and for the year ended June 30, 2006 due to the lack of
oversight by fiscal management over the calculation of year end balances. Accordingly, the Department
restated its opening net assets attributable to governmental activities and governmental funds' fund
balances as of July 1, 2006 to correct these errors which relate to the accounting for appropriations
and amounts due from the Department of Human Services ("DHS").

The following table reconciles the net assets attributable to governmental activities at June 30, 2006,
as previously reported, to the opening net assets attributable to governmental activities at July 1, 2006,
as restated:

Net assets at June 30, 2006, as previously reported
Adjustments attributable to

Overstatement of allotments
Understatement of liabilities and expenses
Understatement of receivables

Net assets at July 1, 2006, as restated

Governmental
Activities

$ 175,207,506

(4,013,827)
(1,669,672)
31,549,351

$ 201,073,358

The following table reconciles the governmental funds fund balances at June 30, 2006, as previously
reported, to the opening governmental funds' fund balances at July 1, 2006, as restated:

General Other Governmental
Fund Funds Funds

Fund balances at June 30, 2006,
as previously reported $ 7,333,197 $ 76,923,208 $ 125,977,127
Adjustments attributable to

Overstatement of allotments (4,013,827) (4,013,827)
Understatement of liabilities and expenses (1,669,672) (1,669,672)
Understatement of receivables 7,722,336 7,722,336

Fund balances at July 1, 2006, as restated $ 15,055,533 $ 71,239,709 $ 128,015,964

We recommended that the Department restate the beginning balances in its basic financial statements
for the year ended June 30, 2007 to correct the error identified. We also recommended that fiscal
management of the Department provide greater oversight to ensure that the basic financial statements
are prepared and presented in accordance with generally accepted accounting principles ("GAAP").
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Status

Unresolved. The restated June 30, 2006 balances were properly recorded in the fiscal 2007 financial
statements. Therefore, this finding will not carry forward. However, other financial statement errors
were noted during our current year audit which resulted in the restatement of $2,939,660 in net assets
attributable governmental activities and governmental funds' fund balances at June 30, 2007. See
current year Finding No. 08-01.
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Finding No. 07-02: Capital Assets (Material Weakness)

In prior year audits (starting with the fiscal year 2004 audit), it was noted that the Department did
not properly report capital purchases in accordance with the State's policies and procedures. It was
recommended that the Department report capital asset additions to the State Procurement Office ("SPa")
in a timely manner in accordance with the State Inventory Manual. It was also recommended that the
Department implement a procedure for property custodians to reconcile quarterly equipment acquisitions
in FAMIS to the DAGS computerized inventory reports ("MDB reports") from FAIS in a timely manner.

In 2007, it was noted that the Department implemented procedures to assist the individual programs
in recording capital purchases to FAIS in a timely manner by sending each program a detailed listing
of all fixed assets purchases recorded to FAMIS on a quarterly basis. The programs are responsible
for reconciling this listing to the FAIS inventory reports. However, we noted instances where the
reconciliation was not performed and discrepancies were not resolved. Therefore, we continued to
note instances where capital assets were purchased, but not reported in FAIS, reSUlting in an audit
adjustment.

We also noted that the Department is not reporting assets in accordance with the State Inventory Manual,
resulting in another audit adjustment.

We recommended that the Department continue to report capital assets to the spa in a timely manner
in accordance with the State Inventory Manual. We also recommend the Department continue to provide
listings of fixed assets expenditures recorded in FAMIS to the individual programs and implement a
procedure for property custodians to reconcile these expenditures to the FAIS inventory reports and
resolve any discrepancies. We recommended that the Department carefully review expenditures to
ensure fixed assets are properly recorded to minimize the need for future audit adjustments for
misreported assets.

Status

Unresolved. During our current audit, we continued to note numerous instances where capital assets
were purchased, but were not reported to FAIS. Since the Department is in the process of implementing
our recommendation above in conjunction with its implementation of our recommendation in current year
Finding No. 08-02, this finding will not carry forward.
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Finding No. 07-03: Reporting (Material Weakness)

During our prior year audit, we noted the following instances of noncompliance with federal reporting
requirements for the HIV Care program:

• Maintenance of Effort Report: The amount of State expenditures for FY 2005 was incorrectly
reported as $4,990,742 compared to $4,378,512 in actual expenditures.

• Maintenance of Effort Report: The amount of State expenditures for FY 2006 was incorrectly
reported as $4,990,742 compared to $4,494,978 in actual expenditures.

• Third Quarter AIDS Drug Assistance Program ("ADAP") Quarterly Report: The amount of State
contributions was incorrectly reported as $126,845 compared to $116,845 in actual expenditures.

• The Annual Financial Status Reports, Standard Form ("SF")-269a was submitted approximately
two months after the due date.

• The Final Annual Progress Report was submitted approximately one month after the due date.

• The Mid-Year Progress Report was submitted twenty days after the due date.

• The second quarter ADAP Quarterly Report was submitted twenty-three days after the due date.

• The PSC 272 Federal Cash Transaction Report was submitted approximately one month after the
due date.

• The Report on Women, Infants, Children and Youth (''WICY'') was submitted three days after the
due date.

• The Final Report on the Use of Minority AIDS Initiative ("MAl") funds was submitted three days
after the due date.

• Per the subrecipient's, AIDS Community Care Team ("ACCT"), audit report for the year ended
June 30,2006, which was received by the HIV Care program in October 2007, we noted that
ACCT had not submitted any reports to the Department regarding the monitoring of ACCT's
subrecipients or the results thereof.

We also noted the following instances of noncompliance during our testing of the Centers for Disease
Control and Prevention Investigations and Technical Assistance program - National Cancer Prevention
and Control Branch ("NCPC"):

• As of January 14, 2008, we noted that the Administrative Services Office ("ASO") had
not submitted the SF-269 report for the period June 30, 2006 to June 29,2007, due on
September 29,2007.
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• The Interim Annual Progress Report due on January 30, 2007 was submitted approximately
15 days after the due date.

• The two quarterly PSC 272 Federal Cash Transaction Reports tested were submitted
approximately 10 days after the due date.

• In our testing of the timeliness of the SF-269 reports, we noted that the interim report, dated
February 2007, was not submitted until the end of May 2007, which is two days over the allotted
time for submission of the report. We also noted that prior year's final report was not submitted
until the end of November 2006, which is one day after the allotted submission deadline.

We also noted the following matter during our testing of the State Survey and Certification of Health Care
Providers and Suppliers program:

• For 2 out of 2 Quarterly CMS-64 reports submitted, we were unable to find adequate
documentation for the amounts reported.

Finally, we also noted the following instances of noncompliance during our testing of the Clean Water
State Revolving Fund and Drinking Water State Revolving Fund programs:

• As of September 30,2007, we noted that the ASO had not submitted the SF-272 report for the
period July 1,2006 to December 31,2006, due on January 15, 2007.

We recommended that program personnel develop and implement procedures to ensure that accurate
and complete financial and performance reports are submitted to the awarding agencies. Supporting
documentation should be retained and filed in order to ensure the accuracy of data reported as of the
relevant date.

We recommended that ASO and the respective program personnel maintain a calendar or spreadsheet
with all reporting requirements and submission deadlines, in order to ensure compliance with federal
requirements. In the case of a staffing shortage, ASO and program management should ensure that
the reports are submitted by another competent individual. Program personnel responsible for reporting
should be provided with adequate training and supervision by management.

Status

Unresolved. We noted similar instances of this recurring finding were noted during our current year audit
of the HIV Care program and are documented in Finding No. 08-04. Additionally, we noted immaterial
findings in the other programs reporting, as documented in the Internal Controls and Business Report.
Consequently, this finding will not carry forward.
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Finding No. 07-04: Eligibility (Material Weakness)

During our prior year audit, we tested 40 ADAP patient records and 9 H-COBRA patient records. Due
to the Department maintaining insufficient supporting documents, we noted numerous instances of
noncompliance with eligibility requirements for the HIV Care program for both ADA? and H-COBRA
participants.

We noted that the program had taken steps to remediate this recurring finding from prior years
(Finding No. 06-02 and No. 05-02). However, as the program was still in the process of implementing
our recommendations, the program did not meet the Eligibility requirements in fiscal 2007.

We recommended that the Department take the following actions:

• Program personnel should conduct initial eligibility certifications and semi-annual eligibility
recertifications of all participants as required by federal and State program guidelines. In
addition, program personnel should review all case files without exception to ensure that
all participant files contain the required documentation.

• Program personnel should develop and implement a formal participant acceptance process
and thoroughly train program staff (and case managers) on how to review applications for
eligibility for the H-COBRA program. This process and training should resemble procedures
recently implemented in the ADA? program. All documentation supporting participant eligibility
should be retained.

Status

Unresolved. Similar instances of this recurring finding were noted during our current year audit and are
documented in Finding No. 08-05. Consequently, this finding will not carry forward.
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Finding No. 07·05: Earmarking (Material Weakness)

During our prior year audit of the HIV Care program, we noted the amount expended on women, infants
children and youth was $261,645, which was $140,659 less than required by terms of the applicable
grant. The shortfall was due primarily to the fact that the need for services for women, infants and
children is less that the amount of funds available.

We recommended that program personnel develop and implement procedures to monitor expenditures
for specific purposes and ensure compliance with earmarking provisions. Program personnel responsible
for monitoring compliance with earmarking provisions should continue to ensure that the providers are
aware that the funding is available, should the need arise.

Status

Unresolved. A similar instance was noted during our current year audit. Since the Department is in
the process of implementing our recommendation above in conjunction with its implementation of our
recommendation in current year Finding No. 08-06, this finding will not carry forward.
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Finding No. 07·06: Procurement (Material Weakness)

During our testing in the prior year audit of procurement and suspension and debarment requirements for
the HIV Care program, we noted two instances of noncompliance with federal requirements:

• While procurement personnel ensure that the awardees are not suspended or debarred by
the State, there were no procedures in place to ensure that the program does not execute
contracts with federally suspended or debarred parties.

• Per the AIDS Community Care Team ("ACCT") Circular A-133 audit reports for the years
ended June 30, 2006 and June 30, 2007, which were received by the HIV Care program in
October and November 2007, respectively, we noted that the ACCT does not have a written
policy or procedures for the procurement of supplies, and other expendable property,
equipment, real property and other non-contractual services with federal funds to ensure that
such materials and services are obtained in an effective manner and in compliance with the
provisions of applicable federal statutes. It was also noted that the ACCT did not document
any procedures for procurement transactions. Without supporting documentation of
procurement procedures, the ACCT risks non-compliance with federal Guidelines.

During our testing in the prior year audit of the WIC grants, we noted contract personnel have policies and
procedures in place to ensure that the program does not execute contracts with parties that are debarred,
suspended, proposed for debarment, declared ineligible, or voluntarily excluded from covered transaction
by a federal department or agency in accordance with 45 CFR Part 76. However, for contracts executed
by the SPO on behalf of the program, procurement personnel have procedures to ensure that the
awardees are not suspended or debarred by the State, but there are no procedures in place to
ensure that the program does not execute contracts with federally suspended or debarred parties.

Although we noted that the awardees of the HIV Care program and WIC program contracts tested were
not on the federal suspension or debarment listing, without proper controls in place, there is a risk that the
program will enter into a procurement contract with a suspended or debarred party.

We recommended that the programs designate an individual to check the awardees of federally funded
contracts to the EPLS maintained by the GSA at www.epls.gov. The designated program personnel
should also ensure proper documentation is maintained to evidence review of the EPLS.

We understand the contracts in question were procured by the SPO. Therefore, as the SPO sometimes
procures goods or services on behalf of the program, we also recommended that the programs inform
the SPO when an award is federally funded and work with the SPO to establish who is responsible for
ensuring that all federal, as well as State, procurement requirements are met.

We also recommended that the programs issue a management decision on the subrecipient's audit
findings within six months after receipt of the respective subrecipient audit report and work with ACCT
to ensure that it takes timely and appropriate corrective action on the finding noted.
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Status

Resolution ongoing. In the current year, we noted that the HIV program is not checking the awardees
to ensure that the awardees are not suspended or debarred as determined by EPLS. However, as there
were no new contracts made in the current year, this is an immaterial instance of non compliance, and it
is reported in our Internal Controls and Business Issues report as Comment No. 08-07. In addition, in the
current year, ACCT created policies and procedures for procurement. As such, this part of the finding is
considered resolved.

No similar instances noted for the WIC program in the current year.

As all of the items from the prior year finding were considered resolved or moved to the Internal Controls
and Business Issues report, this finding will not carry forward.
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Finding No. 07-07: Allowable Costs

In the prior year audit, we noted that the ACCT A-133 audit reports for the years ended June 30, 2006
and June 30, 2007 were prepared by another auditor and received by the HIV Care program in
October and November 2007, respectively. While reviewing the reports, we noted several instances
of noncompliance with allowable cost requirements:

• The reports stated that ACCT management's allocation of salary taxes and benefits did not
match actual time spent by employees. However, no questioned costs were reported.

• ACCT charged to the program approximately $4,000 in allowable costs related to penalties and
interest to the program in fiscal years 2006 and 2007. Approximately $2,000 was charged to
Contracts #03-218 and #06-162 in fiscal year 2006 and approximately $2,000 in penalties and
interest expense to Contract #06-162.

• ACCT was reimbursed for approximately $4,000 in unallowable costs for lease payments which
were paid to a related entity. To record lease payments, the ACCT wrote a check for the lease
payments out of one account and deposited the payment into another ACCT account which the
ACCT utilizes for the related entity.

We noted that the sUbrecipient's noncompliance affected this program's ability to comply with Allowable
Costs/Cost Principle requirements as stated in the OMS Circular A-133.

We recommended that the program issue a management decision on these audit findings within six
months after receipt of the respective sUbrecipient audit report. We also recommended that the program
ensures that the subrecipient takes timely and appropriate corrective action on the audit findings noted.

Status

Resolved. In the current year we noted that ACCT still had an allowable cost finding for improper
reimbursement of lease payments to a related entity. However, as management corrected the issue
within six months of the audit report, we will consider this finding resolved. As ACCT resolved all other
prior year findings related to allowable costs, it appears that the appropriate monitoring is being
performed by the HIV Care program. Consequently, this finding will not carry forward.
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Finding No. 07-08: Equipment Management

Per ACCT's Circular A-133 audit report for the year ended June 30,2006, which was prepared by another
auditor and received by the HIV Care program in October 2007, we noted that ACCT does not maintain a
perpetual detailed record of equipment, nor inventory equipment at least once every two years.

We noted that the subrecipient's noncompliance affects this program's ability to comply with Equipment
Management requirements as stated in OMS Circular A-133.

We recommended that the program issue a management decision on these audit findings within six
months after receipt of ACCT's audit report. We also recommended that the HIV Care program ensures
that the subrecipient takes timely and appropriate corrective action on the audit findings noted.

Status

Resolved. No instances of noncompliance by the subrecipient were noted in the current year, as ACCT
no longer has equipment. Consequently, this finding will not carry forward.
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Finding No. 07-09: Subrecipient Monitoring

During our testing of subrecipient monitoring in the prior year, we noted the subrecipient did not submit
its OMS Circular A-133 audit report for fiscal year 2006 in a timely basis. We note the HIV Care program
failed to communicate a need for the timely submittal of the A-133 report. This failure to communicate
federal guidelines indicates a deficiency of the HIV Care program's subrecipient monitoring process.

We recommended that the HIV program communicate federal guidelines in writing to the subrecipient
and work with the subrecipient to ensure all federal requirements are met.

We noted that the subrecipient subsequently obtained an audit in accordance with OMS Circular A-133
for its fiscal years ended June 30, 2006 and 2007. The Department received the audit reports in
October and November 2007, respectively. Numerous findings were reported in both audit reports.
We recommended that the HIV program issue its management decision within six months of receiving
the reports.

Status

Resolved. We noted that the HIV Care program was in compliance with subrecipient monitoring
requirements in fiscal 2008. Consequently, this finding will not carry forward.
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Finding No. 07-10: Equipment Management

During our prior year testing of compliance over equipment management for the program listed above,
we noted that the NCPC program did not update the FAtS records to ensure additions, transfers, and
disposals were properly reflected in a timely manner. This is a violation of the State's equipment
management policies and procedures established in the State Inventory Manual.

We recommended that management of the Department ensure that all divisions and programs adhere
to the State's established policies and procedures over equipment management in order to comply with
federal and State regulations.

Status

Resolved. We noted that the program's FAIS records were properly updated in a timely matter, as the
178 report was filed before the due date for fiscal year 2008. In addition, we confirmed that the prior year
178 was subsequently filed in 2008. Consequently, this finding will not carry forward.
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Finding No. 07-11: Eligibility

The program allows women to self-certify as to their eligibility for the program on the "Statement of
Eligibility to Participate." The certification is often the program's only evidence of participants' eligibility
to receive benefits from this grant and is acceptable evidence, per discussion with DHHS program
personnel. Patient data is compiled and tracked in the CAST data collection system and submitted to
the Centers for Disease Control ("CDC") for compliance monitoring purposes. During our testing for
compliance with eligibility requirements in the prior year, we noted the folloWing matters:

• For 1 out of 40 patient files tested, the "Statement of Eligibility to Participate" did not include the
patient's date of birth;

• For 1 out of 40 patient files tested, the "Statement of Eligibility to Participate" did not include the
patient's average monthly income; and

• For 1 out of 40 patient files tested, the incorrect birth dates for the patients were documented in
the "Statement of Eligibility to Participate".

We recommended that the NCPC Branch ensure that service prOViders obtain complete and accurate
Statements of Eligibility to Participate forms from patients. Program personnel should also independently
review the certifications for timely completion and compliance with eligibility requirements.

Status

Resolved. Based on testing performed in the current year, we did not note any exceptions during our test
of the eligibility compliance requirements for the NCPC program. All the noted exceptions that occurred
in the prior year were remedied and there were no instances of any other exceptions during the current
year. Consequently, this finding will not carry forward.
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State of Hawaii
Department of Health
Centers for Disease Control and Prevention
Special Supplemental Nutrition Program for Women, Infants, and Children
Status of Prior Year Findings and Questioned Costs
Year Ended June 30, 2008

Finding No. 06·08: Cash Management

During our prior year review of the Department's cash management procedures, we noted that we could
not verify whether DAGS disbursed funds from federal sources within three business days after the
Department drew down the funds which is in accordance with the Cash Management Improvement Act
Regulations & Guidance 31 CFR 205 (Final Rule). We also noted that the Department was not
calculating or remitting any interest earnings attributable to these untimely disbursements. The delays
were caused by the State's payment process that requires payments by all State departments to be
processed through DAGS resulting in processing delays.

Noncompliance with federal regulations could result in a loss of funding that may jeopardize the
operations of the Department's federally funded programs.

We recommended that the Department work with DAGS to ensure timely disbursement of federal funds.
In addition, we recommended that the Department calculate and remit any interest liability to the federal
government, if necessary, in accordance with federal regulations.

Status

Unresolved. We continued to find that neither the WIC nor CDC programs are calculating interest on the
funds drawn down in advance.

We were also still unable to verify whether the Department and DAGS complied with the Cash
Management Improvement Act's requirement to minimize the time between the transfer of funds
from the U.S. Treasury and disbursement by the Department.
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State of Hawaii
Department of Health
Substance Abuse Prevention and Treatment Block Grant
Status of Prior Year Findings and Questioned Costs
Year Ended June 30, 2008

Finding No. 05-09: Allowable Costs - Purchase Requisition Approvals

During our prior year testing of purchasing controls for the Substance Abuse Prevention and Treatment
Block Grant (USAPT") program, we noted that approval of purchase requisitions by supervisors was
inconsistently evidenced for the Alcohol and Drug Abuse Division. The inconsistent approval was due
to the lack of a formal requirement to evidence approval of purchase requisitions.

We recommended that the program (and Department) implement a formal requirement for supervisors
to evidence their approval of all purchase requisitions to ensure compliance with OMB Circular A-87 and
internally documented fiscal procedures.

Status

Resolved. The program established a formal process for purchase orders in March 2007. Consequently,
this finding will not carry forward.
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State of Hawaii
Department of Health
HIV Care Formula Grants
Status of Prior Year Findings and Questioned Costs
Year Ended June 30, 2008

Finding No. 05-14: Earmarking - Quality Management Program

During our prior year testing of the HIV Care Formula Grants program, we noted that the program did
not have a formalized quality management program in place to monitor whether program activities were
consistent with the most recent Public Health Service ("PHS") guidelines, as required under the grant
agreement. However, we did note that program personnel were performing quality management activities
on an informal basis. We were informed that the Department's Quality Assurance and Evaluation
Committee has developed a draft Quality Assurance Plan, which documents the standards for case
management service delivery and monitoring of service delivery. The plan was expected to be finalized
and implemented in late 2006.

We recommended that the Department finalize and implement its Quality Assurance Plan to ensure
compliance with PHS guidelines and enable the Department to effectively monitor its HIV Care programs.

Status

Resolution ongoing. Due to staffing constraints, the program was unable to fully implement their Quality
Assurance Plan. Per discussion with program personnel, we understand that the Quality Assurance Plan
was implemented in fiscal year 2009.
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II. Financial Statement Findings

Finding Nos. 08-01 and 07-01: Restatement of Beginning Fund Balance/Net Assets
(Material Weakness)

Finding and Cause and Effect

During our current year financial statement audit of the State of Hawaii, Department of Health
(the "Department"), we identified an accounting error in the Department's basic financial
statements as of and for the year ended June 30, 2007 due to the lack of oversight by fiscal
management over the accrual of liabilities. Accordingly, the Department restated its opening net
assets attributable to governmental activities and governmental funds' fund balances as of
July 1, 2007 to correct these errors which relate to the accounting for appropriations and
amounts due to the State of Hawaii, Department of Human Services ("DHS").

Corrective Action Plan

The Department has already restated the beginning balances in the financial statements for the
year ended June 30, 2008 to correct the error identified. The departmental fiscal officer will
assist the programs in accruing the reimbursements due to and from the DHS. The Department
is working out a plan with the DHS to determine how the $4.15 million will be returned to the
DHS for the repayment required by the Child and Adolescent Mental Health Division ("CAMHD")
to the Med-OUEST Division ("MOD") of the DHS for the Federal fiscal years 2004 - 2007.

Person Responsible

ASO Fiscal Officer

Anticipated Date of Completion

June 30, 2009

Finding No. 08-02 and 07-02: Capital Assets (Material Weakness)

Finding and Cause and Effect

In prior year audits (starting with the fiscal year 2004 audit), it was noted that the Department
did not properly report capital purchases in accordance with the State's policies and procedures.
It was recommended that the Department report capital asset additions to the State
Procurement Office ("SPO") in a timely manner in accordance with the DAGS - SPO ­
Inventory Management Branch Training Manual ("State Inventory Manual"). It was also
recommended that the Department implement a procedure for property custodians to reconcile
quarterly equipment acquisitions in FAMIS to the DAGS computerized inventory reports ("MDB
reports") from the State's Fixed Asset Inventory System ("FAIS") in a timely manner.



During our past audits, we noted that the Department implemented procedures to assist the
individual programs in recording capital purchases to FAIS in a timely manner by sending each
program a detailed listing of all fixed assets purchases recorded to FAMIS on a quarterly basis.
The programs are responsible for reconciling this listing to the FAIS inventory reports. We
continued to note instances where capital assets were purchased, but not reported in FAIS,
resulting in an audit adjustment.

Corrective Action Plan

Currently, SPO transmits the quarterly listing of fixed assets and the FAIS inventory reports to
the ASO. The ASO then distributes these documents to the various divisions, staff offices and
attached agencies to reconcile the listings to the FAIS inventory reports. SPO informed the
Department that they distribute these documents directly to the divisions for all other
departments and are willing to do the same for this Department. Therefore, the Department will
be requesting approval from the SPO to have SPO send the quarterly list of fixed asset
expenditures recorded in FAMIS as well as the FAIS inventory reports directly to each division,
staff office or attached agency. These programs will then reconcile the listings to the FAIS
inventory reports. After completing the reconciliations and resolVing any discrepancies, the
divisions, staff offices and attached agencies will send the completed reports to SPO. The ASO
will continue to assist the programs to ensure fixed assets are properly recorded in accordance
with the policies and procedures in the DAGS-SPO-Inventory Management Branch Training .
Manual.

Person Responsible

ASO Procurement and Supply Specialist and the Public Health Administration Officer for each
program

Anticipated Date of Completion

July 1, 2009

Finding No. 08-03: Department of Human Services Transactions (Material Weakness)

Finding and Cause and Effect

Certain of the Department's programs are eligible to receive Medicaid funds for the federal
share of the services they provide if the services are provided to Medicaid eligible patients in
State programs. However, in prior year audits, it was noted that the Department had difficulty
determining the amounts due to and due from DHS related to Medicaid funds.

We noted that there are several different programs within the Department that receive Medicaid
funds to pay for the federal share of the Medicaid eligible patients that are seen by the
providers. Each program has a different way of tracking the funds that are received from DHS,
and each program receives different amounts of Medicaid funds depending on how the
programs are set up with DHS. These differences could cause the data provided to be
misstated as the Department might assume the information provided is one thing, but the
amounts on the schedule might represent something completely different.



Because of these issues, the Department is continually struggling with DHS as to how much
money it is entitled to receive. Also, because DHS did not reconcile its payment data to the
encounters data, it overpaid the Department and now the Department must find a way to return
the overpayments to DHS.

The payable and receivable information is required to be maintained on a full accrual basis for
the Department's department-wide statement of net assets.

Corrective Action Plan

The Department will require the programs that receive Medicaid reimbursements to submit a
report to the Administrative Services Office (ASO) showing the accounts receivable balances on
a monthly basis. The ASO Accounting is developing a reporting format to be used by these
programs to ensure standardized reporting.

Person Responsible for Corrective Action

ASO Accountant V and Public Health Administrative Officers of programs receiving Medicaid
reimbursements

Anticipated Date of Completion

June 30, 2009

Section III. Federal Award Findings and Questioned Costs

Finding Nos. 08-04 and 07-03: Reporting (Material Weakness)

Finding and Cause and Effect

During our current year audit, we also noted the following instances of noncompliance with
federal reporting requirements for the HIV Care program:

• Maintenance of Effort Report: The amount of State expenditures for FY 2007 was
incorrectly reported as $4,990,742 compared to $4,591,930 in actual expenditures.

The reporting errors for the Maintenance of Effort Report were partially caused by the
erroneous inclusion of encumbrances. State effort should be measured solely by
expenditures made in the fiscal year. Also, it is improper to limit the amount of
expenditures reported in the current year to the amount reported in the prior year. Total
expenditures for all years must be accurately reported. Reporting errors are also caused
by the program not having formalized processes in place to monitor invoices and actual
expenditures. Reports were prepared based on budgeted amounts and outdated reports
resulting in inaccurate reports submitted to the federal government.



• The Annual Financial Status Reports, Standard Form (flSF")-269a was submitted
approximately three months after the due date.

• The Final Annual Progress Report was submitted approximately one month after the due
date.

Corrective Action Plan

In the Maintenance of Effort Report attached to the Ryan White H1V/AIDS Treatment and
Modernization Act of 2006 Part B Grant Program application, the STD/AIDS Prevention Branch
(SAPB) includes both actual expenditures as well as obligated amounts as part of the
expenditures in the preceding year. Because invoices may be submitted up to twelve months
after the grant expiration date, reporting only actual expenditures accrued up to the grant
expiration date may result in a significant amount of expenditures not being included in the
report to the awarding agency. This would result in an incomplete picture of HIV-related
activities in Hawaii. Therefore, the SAPB reports both actual and obligated expenditures (in the
form of encumbered amounts) to the awarding agency. Both are clearly labeled in the
Maintenance of Effort worksheet.

Ryan White legislation specifically requires that:

The State will maintain HIV-related activities at a level that is equal to not less than the
level of such expenditures by the State for the one-year period preceding the fiscal year
for which the State is applying to receive a grant under Part B.

The figures included in the Maintenance of Effort Report show that Hawaii is expending funds at
a level that is equal to the prior year as is required by the Ryan White Care Act. The SAPB now
uses financial information from DataMart reports for the required reporting period.

The Department has already implemented a plan Whereby programs submit a Financial Status
Report (FSR) request to the ASO to ensure the timely submittal of SF-269 reports.

Person Responsible for Corrective Action

ASO Fiscal Officer, Public Health Administrative Officers of affected programs and SAPB
Planner

Anticipated Date of Completion

July 1, 2009



Finding Nos. 08-05 and 07-04: Eligibility (Material Weakness)

Finding and Cause and Effect

During our current year audit, we tested 40 ADAP patient records and 10 H-COBRA patient
records. Due to the Department maintaining insufficient supporting documents, we noted the
following instances of noncompliance with eligibility requirements for the HIV Care program:

• For 3 out of 40 patient records tested, the program was unable to provide
documentation to evidence the eligibility (estimated value of liquid assets) of the
ADAP participants.

• For 8 out of 10 patient records tested, the program was unable to provide adequate
documentation to evidence the eligibility (estimated value of liquid assets) of H­
COBRA participants.

• For 8 out of 40 ADAP patient records tested, the program was unable to provide
documentation to evidence that 6-month recertifications were performed.

We noted that the program has taken steps to remediate this recurring finding from prior years
(Finding No. 07-04, No. 06-02 and No. 05-02). However, as the program is still in the process
of implementing our recommendations, the program did not meet the Eligibility requirements in
fiscal 2008.

Corrective Action Plan

Two of the three cited instances of noncompliance relate to documentation of liquid assets. As
noted by the auditors, the program eligibility requirement related to liquid assets was in place
during only the first half of the audit period and the State waived the requirement for
documenting the client's estimated value of liquid assets effective January 1,2008. This
change to the eligibility requirement was made, in part, because it has proven impractical to
document liquid assets in a way which is thorough and exhaustive. As a result of this change,
documentation of liquid assets will not be a factor in future audits.

The remaining cited instance of noncompliance relates to 6-month recertifications of HDAP
participants. Of the 40 HDAP patient records tested, the program was able to provide
documentation of 6-month recertification for 20 patients. Two (2) patients were discharged from
the program prior to the end of the audit period and were overdue for recertification at the time
of discharge. The remaining 6 patients were overdue for recertification as of the end of the
audit period and the program had been making efforts to recertify each of them. The program
closely tracks recertification but must rely on participants themselves to complete the
recertification process (by providing requested documentation, etc.). It can be difficult to ensure
that participants complete recertification promptly within 6 months. Non-compliant clients could
be terminated from the program but disrupting a client's access to HIV medications can have
serious harmful medical effects and would be counter to the priority of the program which is to
retain individuals in treatment. Thus, the program continues to provide medications while
recertification is in process. The program will work with case managers to ensure recertification
on a timely basis.



Person Responsible for Corrective Action

Supervisor HIV Medical Management Services

Anticipated Date of Completion

July 1, 2009

Finding Nos. 08-06 and 07-05: Earmarking (Material Weakness)

Finding and Cause and Effect

During our current year audit of the HIV Care program, we noted the following instances of
noncompliance with earmarking requirements for amounts expended on women, infants,
children and youth during the grant period. The amount expended was $303,360, which was
$106,165 less than required by terms of the applicable grant. The shortfall was due primarily to
the fact that the need for services for women, infants and children is less that the amount of
funds available.

Corrective Action Plan

Levels of expenditures reported in the Women, Infants, Children, and Youth reports are based
on actual expenditures. Actual expenditures reflect services provided in response to actual
need. As the payor of last resort, Ryan White funds are accessed only after all other sources of
funds have been exhausted, which results in requests for services at levels lower than the levels
of resources that have been required to be set aside.

Program personnel will continue to ensure that providers are aware of the funding available for
women, infants, children and youth. The Program will monitor expenditures for these specific
purposes.

Person Responsible for Corrective Action

SAPB Planner

Anticipated Date of Completion

July 1, 2009

Finding No. 08-07: Equipment Management

Finding and Cause and Effect

During our current year audit, we noted one instance of theft occurred during the prior fiscal
year at the Centers for Disease Control and Prevention Investigations and Technical Assistance
Program - National Cancer Prevention and Control Branch ("NCPC") program. We noted that
the item that was stolen or was misplaced was a laptop computer that may have contained



sensitive client information, because of the type of services the program provides to individuals,
and the access to information that may have been stored on the computer.

Corrective Action Plan

The CDMCB is acutely aware of the sensitive nature of the personal information dealt with by
the program. This sensitive information is electronically stored in the CaST system on the
desktop computer of the Data Support User Technician (DPUST); the work performed by the
DPUST which involves this sensitive information is done at the desktop computer. This
computer is turned off when the DPUST leaves his work station for extended periods and is
password protected. Also, while it is indeed possible to transfer this sensitive information to a
laptop computer, there is no reason to do so.

With regard to the security of the equipment, the portable equipment (laptops, projectors, etc.)
of both the Breast and Cervical Cancer Control Program and the Comprehensive Cancer
Control Program is stored in locked cabinets. The equipment for the Breast and Cervical Cancer
Control Program is in the custody of the Public Health Administrative Officer; the equipment for
the Comprehensive Cancer Control Program is in the custody of the Office Assistant. A "sign
out" sheet is stored with each program's equipment.

Person Responsible for Corrective Action

CHD Public Health Administrative Services Officer

Anticipated Date of Completion

December 2007

Finding No. 08-08: Certification for Fully Federally Funded Employees

Finding and Cause and Effect

During our testing of the allowability compliance requirement for the Public Health Preparedness
and Response for Bioterrorism program and the HIV Care Formula Grants Program, we noted
that both programs had employees that spent 100 percent of their time on the grant but did not
obtain semi-annual certifications signed by the employees or (per requirement stated below)
their supervisors, confirming that they worked solely on grant related activities in accordance
with OMB Circular A-87 guidelines for payroll.

Although proper controls are in place to ensure that only employees that actually spend time on
grant related activities actually charged time to the program's appropriation, there is no
documentation maintained to confirm that this control was in place and that the time allocated to
the program for these employees was periodically reviewed by the employees or their
supervisors.



Corrective Action Plan

The Bioterrorism Preparedness and Response Branch (BPRB) implemented federal funding
certification procedures effective August 10, 2008 for employees spending 100 percent of their
time on activities funded by and related to the Public Health Preparedness and Response for
Bioterrorism Cooperative Agreement (PHPRBCA). Beginning with the semi-annual certification
period ending February 9, 2009, all active employees that are 100 percent PHPRBCA-funded
signed and submitted certifications covering the first six (6) months of the grant performance
period prior to the February 28, 2009 due date.

The STD/AIDS Prevention Branch (SAPB) will implement a procedure to obtain semi-annual
certifications from all employees that are 100 percent HIV Care Formula Grant-funded to certify
that they spend 100 percent of their time on the grant, confirming that they actually worked
solely on grant-related activities.

Person Responsible for Corrective Action

For BPRB -- BPRB Chief and BPRB Fiscal Specialist
For SAPB - Public Health Administrative Officer

Anticipated Date of Completion

For BPRB - February 2009
For SAPB - July 1, 2009

Finding No. 06-08: Cash Management

During our prior year review of the Department's cash management procedures, we noted that
we could not verify whether DAGS disbursed funds from federal sources within three business
days after the Department drew down the funds which is in accordance with the Cash
Management Improvement Act Regulations & Guidance 31 CFR 205 (Final Rule). We also
noted that the Department was not calculating or remitting any interest earnings attributable to
these untimely disbursements. The delays were caused by the State's payment process that
requires payments by all State departments to be processed through DAGS resulting in
processing delays.

Noncompliance with federal regulations could result in a loss of funding that may jeopardize the
operations of the Department's federally funded programs.

We recommended that the Department work with DAGS to ensure timely disbursement of
federal funds. In addition, we recommend that the Department calculate and remit any interest
liability to the federal government, if necessary, in accordance with federal regulations:

Corrective Action Plan

The Department is continuously working with the Department of Accounting and General
Services (DAGS) and the state Department of Budget and Finance (B&F) to establish a faster
process of depositing and disbursing federal money to ensure compliance with Federal
Regulations as well as to meet the state department's treasury deposit and fiscal accounting



responsibilities. The Department has internally made changes to the procedures to ensure the
paperwork required to record the deposits and make payments are processed as soon as
possible. Without changes to the B&F and DAGS processes, the Department cannot ensure
compliance to the Federal Regulations.

Person Responsible for Corrective Action

Administrative Services Officer and Fiscal Officer

Anticipated Date of Completion

September 2008

Finding No. 05·14: Earmarking - Quality Management Program

During our prior year testing of the HIV Care Formula Grants program, we noted that the
program did not have a formalized quality management program in place to monitor whether
program activities were consistent with the most recent Public Health Service ("PHS")
guidelines, as required under the grant agreement. However, we did note that program
personnel were performing quality management activities on an informal basis. We were
informed that the Department's Quality Assurance and Evaluation Committee has developed a
draft Quality Assurance Plan, which documents the standards for case management service
delivery and monitoring of service delivery. The plan was expected to be finalized and
implemented in late 2006.

We recommended that the Department finalize and implement its Quality Assurance Plan to
ensure compliance with PHS guidelines and enable the Department to effectively monitor
its HIV Care programs.

Corrective Action Plan

SAPB finalized the Quality Management Plan in May 2008 and the plan was implemented 'in
August 2008.

Person Responsible for Corrective Action

SAPB Branch Chief

Anticipated Date of Completion

August 2008




