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March 20, 2012 
 
 
 

Ms. Marion Higa, State Auditor 
Office of the Auditor 
State of Hawaii 
 
 

Dear Ms. Higa: 
 

This is our report on the financial audit of the Department of Human Services of the State 
of Hawaii (DHS) as of and for the fiscal year ended June 30, 2011. Our audit was 
conducted in accordance with the terms of our contract with the Office of the Auditor, State 
of Hawaii and with the requirements of the U.S. Office of Management and Budget (OMB) 
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and 
the Compliance Supplement for Single Audits of State and Local Governments. 
 

OBJECTIVES OF THE AUDIT 
 

The primary purpose of our audit was to form an opinion on the fairness of the 
presentation of the DHS’s basic financial statements as of and for the fiscal year ended 
June 30, 2011, and to comply with the requirements of OMB Circular A-133, which 
establishes audit requirements for state and local governments that receive federal 
financial assistance. More specifically, the objectives of the audit were as follows: 
 

1. To provide a basis for an opinion on the fairness of the DHS’s basic 
financial statements and the schedule of expenditures of federal awards 
as of and for the fiscal year ended June 30, 2011, in accordance with 
accounting principles generally accepted in the United States of America. 

 

2. To consider the DHS’s internal control over financial reporting in order to 
determine our auditing procedures for the purpose of expressing our 
opinions on the basic financial statements. 

 

3. To perform tests of the DHS’s compliance with laws, regulations, 
contracts, and grants, including applicable provisions of the Hawaii Public 
Procurement Code (Chapter 103D and 103F, Hawaii Revised Statutes), 
that could have a direct and material effect on the determination of 
financial statement amounts. 

 

4. To consider the DHS’s internal control over compliance with requirements 
that could have a direct and material effect on a major federal program in 
order to determine our auditing procedures for the purpose of expressing 
our opinion on compliance and to test and report on internal control over 
compliance. 
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5. To provide an opinion on the DHS’s compliance with applicable laws, 
regulations, contracts, and grants that could have a direct and material 
effect on each major program. 

 
 

SCOPE OF THE AUDIT 
 

Our audit was conducted in accordance with auditing standards generally accepted in the 
United States of America as prescribed by the American Institute of Certified Public 
Accountants; Government Auditing Standards, issued by the Comptroller General of the 
United States; and the provisions of OMB Circular A-133. The scope of our audit included 
an examination of the transactions and accounting records of the DHS for the fiscal year 
ended June 30, 2011. 
 
 

ORGANIZATION OF THE REPORT 
 

This report is presented in six parts as follows: 
 

 • Part I - The basic financial statements and related notes of the DHS as 
of and for the fiscal year ended June 30, 2011, and our opinion 
on the basic financial statements and supplementary 
information. 

 

 • Part II - Our report on internal control over financial reporting and on 
compliance and other matters. 

 

 • Part III - Our report on compliance with requirements that could have a 
direct and material effect on each major program and on internal 
control over compliance. 

 

 • Part IV  - The schedule of findings and questioned costs. 
 

 • Part V - The summary schedule of prior audit findings. 
 

 • Part VI - Corrective action plan as provided by the Department of Human 
Services, State of Hawaii. 

 

We wish to express our sincere appreciation for the excellent cooperation and assistance 
extended by the officers and staff of the DHS. 
 

 Sincerely, 
 

 N&K CPAs, Inc. 
 
 
 
 
 Ron Shiigi 
 Principal 
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INDEPENDENT AUDITORS’ REPORT 
 
 
 
To the Auditor 
State of Hawaii 
 
 
We have audited the accompanying financial statements of the governmental activities, 
each major fund, and the aggregate remaining fund information of the Department of 
Human Services of the State of Hawaii (DHS), as of and for the fiscal year ended 
June 30, 2011, which collectively comprise the DHS’s basic financial statements as 
listed in the foregoing table of contents. These basic financial statements are the 
responsibility of the DHS’s management. Our responsibility is to express an opinion on 
these basic financial statements based on our audit. 
 
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. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the basic financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the basic financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We 
believe that our audit provides a reasonable basis for our opinion. 
 
As discussed in Note A, the financial statements of the DHS are intended to present the 
financial position and the changes in financial position, where applicable, of only that 
portion of the governmental activities, each major fund, and the aggregate remaining 
fund information of the State of Hawaii that is attributable to the transactions of the 
DHS. They do not purport to, and do not, present fairly the financial position of the State 
of Hawaii as of June 30, 2011, and the changes in its financial position, where 
applicable, for the fiscal year then ended in conformity with accounting principles 
generally accepted in the United States of America. 
 
In our opinion, the financial statements referred to above present fairly, in all material 
respects, the respective financial position of the governmental activities, each major 
fund, and the aggregate remaining fund information for the DHS, as of June 30, 2011, 
and the respective changes in financial position, where applicable, thereof and the 
respective budgetary comparison for the general and special revenue funds for the 
fiscal year then ended in conformity with accounting principles generally accepted in the 
United States of America. 
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In accordance with Government Auditing Standards, we have also issued our report 
dated March 5, 2012, on our consideration of the DHS’s internal control over financial 
reporting and on our tests of its compliance with certain provisions of laws, regulations, 
contracts and grant agreements and other matters. The purpose of that report is to 
describe the scope of our testing of internal control over financial reporting and 
compliance and the results of that testing, and not to provide an opinion on internal 
control over financial reporting or on compliance. That report is an integral part of an 
audit performed in accordance with Government Auditing Standards and should be 
considered in assessing the results of our audit. 
 
The management’s discussion and analysis is not a required part of the basic financial 
statements but is supplementary information required by the Governmental Accounting 
Standards Board. We have applied certain limited procedures, which consisted 
principally of inquiries of management regarding the methods of measurement and 
presentation of the supplementary information. However, we did not audit the 
information and express no opinion on it. 
 
Our audit was conducted for the purpose of forming an opinion on the financial 
statements that collectively comprise the DHS’s basic financial statements. The 
schedule of expenditures of federal awards is presented for purposes of additional 
analysis as required by U.S. Office of Management and Budget Circular  
A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a 
required part of the financial statements. Such information is the responsibility of 
management and was derived from and relates directly to the underlying accounting 
and other records used to prepare the financial statements. The information has been 
subjected to the auditing procedures applied in the audit of the basic financial 
statements and certain additional procedures, including comparing and reconciling such 
information directly to the underlying accounting and other records used to prepare the 
financial statements or to the financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United 
States of America. In our opinion, the information is fairly stated, in all material respects, 
in relation to the basic financial statements as a whole. 
 
 
 
 
 
 
Honolulu, Hawaii 
March 5, 2012 

melanie
Line

melanie
Line
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The total cost of all programs and services was approximately $2.6 billion, a 11.4% increase 
from the prior fiscal year. Health care and general welfare assistance programs comprised 
64.9% and 24.4%, respectively, of the total costs. The following chart presents each major 
activity as a percent of the total cost of all DHS activities:   
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Program revenues consist primarily of operating grants from the federal government. Revenues 
from these federal grants paid for 68.3% of the cost of all the DHS’s activities. The following 
chart presents the percentage of costs funded by federal grants for each major activity of the 
DHS for the fiscal years ended June 30, 2011 and 2010: 
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ECONOMIC FACTORS 
 
The average monthly financial assistance caseload increased from State fiscal year 2010 to 
2011, from 15,313 to 16,211 respectively, an increase of 898 cases for the period ending June 
2011 (see figure 1). More recent data for the number of individuals receiving financial 
assistance shows an upward trend. In September 2010, a total of 33,799 individuals in Hawaii 
were receiving financial assistance as compared to 34,826 in September 2011, an increase of 
1,027 or 3.0% (see figure 2). However, there continues to be uncertainty regarding the amount 
of federal and state monies available for financial assistance programs. Federal funds targeted 
for state financial assistance programs are no longer available due to the expiration of federal 
stimulus programs. At the state-level, additional changes to program eligibility and benefit 
payment policies may be required which will have a direct impact on the number of individuals 
that can receive financial assistance in the future. 
 
The number of individuals in Hawaii receiving Supplemental Nutrition Assistance Program 
(SNAP), formerly known as Food Stamp Program, benefits continued on a steep upward trend 
from 88,171 in April 2007, to 168,151 in September 2011. During this period, SNAP participation 
increased by 79,980 or 90.7%. In the past twelve months from September 2010 to the same 
month in 2011, the number of individuals receiving SNAP benefits increased by 20,901 or 
14.2%. The rise in SNAP participation can be attributed to challenging economic conditions in 
Hawaii and high unemployment rates. Additionally, the federal government provided additional 
funding for state SNAP programs in the American Recovery and Reinvestment Act of 2009 
(ARRA). More recently, changes in SNAP eligibility requirements has contributed to more 
individuals qualifying for SNAP benefits. 
 

Figure 1. 

FINANCIAL ASSISTANCE ANNUAL AVERAGE MONTHLY CASELOAD
BY STATE FISCAL YEAR

13,000

18,000

23,000

28,000

33,000

38,000

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

EF F EC T IVE SF Y 1990 T H E ST A N D A R D  OF  A SSIST A N C E WA S IN C R EA SED  A N N UA LLY UN T IL SF Y 1995. 
F inancial A ssistance includes the T A N F ,T A ON F ,A B D , and GA  P ro grams.

 



Department of Human Services 
State of Hawaii  

MANAGEMENT’S DISCUSSION AND ANALYSIS (Continued) 
Fiscal Year Ended June 30, 2011 

 
 
 

19 

Figure 2. 
 

FINANCIAL ASSISTANCE MONTHLY INDIVIDUALS
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Figure 3. 
 

FOOD STAMP MONTHLY INDIVIDUALS
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS 

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN 
ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS 

 
 
 
To the Auditor 
Office of the Auditor 
State of Hawaii 
 
 
We have audited the financial statements of the governmental activities and each major 
fund of the Department of Human Services of the State of Hawaii (DHS), as of and for 
the fiscal year ended June 30, 2011, which collectively comprise the DHS’s basic 
financial statements and have issued our report thereon dated March 5, 2012. 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 DHS’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 DHS’s internal control over financial 
reporting. Accordingly, we do not express an opinion on the effectiveness of the DHS’s 
internal control over financial reporting. 
 

A deficiency in internal control 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 and correct misstatements on a timely basis. A material 
weakness is a deficiency, or a combination of deficiencies, in internal control such that 
there is a reasonable possibility that a material misstatement of the DHS’s financial 
statements will not be prevented, or detected and corrected on a timely basis. 
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Our consideration of internal control over financial reporting was for the limited purpose 
described in the first paragraph of this section and was not designed to identify all 
deficiencies in internal control over financial reporting that might be deficiencies, 
significant deficiencies, or material weaknesses. We did not identify any deficiencies in 
internal control over financial reporting that we consider to be material weaknesses, as 
defined above. However, we identified a certain deficiency in internal control over 
financial reporting, which is described in the accompanying schedule of findings and 
questioned costs as item 2011-01 that we consider to be a significant deficiency in 
internal control over financial reporting. A significant deficiency is a deficiency, or a 
combination of deficiencies, in internal control that is less severe than a material 
weakness, yet important enough to merit attention by those charged with governance. 
 
 
Compliance and Other Matters 
 
As part of obtaining reasonable assurance about whether the DHS’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. 
 
The DHS’s response to the findings identified in our audit is described in Part VI, 
Corrective Action Plan of this report. We did not audit the DHS’s response and, 
accordingly, we express no opinion on it. 
 
This report is intended solely for the information and use of the Office of the Auditor, 
management of the DHS, 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 
March 5, 2012 

melanie
Line

melanie
Line
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH 
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL EFFECT ON 
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE  

IN ACCORDANCE WITH OMB CIRCULAR A-133 
 
 
 
 

 
To the Auditor  
Office of the Auditor 
State of Hawaii 
 
 
Compliance 
 
We have audited the Department of Human Services of the State of Hawaii (DHS) 
compliance with the types of compliance requirements described in the U.S. Office of 
Management and Budget (OMB) Circular A-133 Compliance Supplement that could have 
a direct and material effect on each of the DHS’s major federal programs for the fiscal year 
ended June 30, 2011. The DHS’s major federal programs are identified in the summary of 
auditors’ results section of the accompanying schedule of findings and questioned costs. 
Compliance with the requirements of laws, regulations, contracts, and grants applicable to 
each of its major federal programs is the responsibility of the DHS’s management. Our 
responsibility is to express an opinion on the DHS’s compliance based on our audit. 
 
We conducted our audit of compliance in accordance with auditing standards generally 
accepted in the United States of America; the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the 
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and 
perform the audit to obtain reasonable assurance about whether noncompliance with the 
types of compliance requirements referred to above that could have a direct and material 
effect on a major federal program occurred. An audit includes examining, on a test basis, 
evidence about the DHS’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 on the DHS’s compliance with those requirements. 
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As described in items 2011-02 to 2011-07 in the accompanying schedule of findings 
and questioned costs, the DHS did not comply with the following requirements: 
 

CFDA 

Number 

 
Name of Federal Program 

Type of Compliance 
Requirement 

 
Ref. No. 

93.575,  
93.596 

and 
93.713 

Child Care Cluster Activities Allowed and 
Eligibility 

2011-02 - 2011-03 

93.778 Medical Assistance Program Activities Allowed, Allowable 
Costs, Eligibility, and Special 
Tests and Provisions 

2011-04 - 2011-07 

 
 
Compliance with such requirements is necessary, in our opinion, for the DHS to comply 
with the requirements applicable to those programs. 
 
In our opinion, except for the noncompliance described in the preceding paragraph, the 
DHS complied, in all material respects, with the compliance requirements referred to 
above that could have a direct and material effect on each of its major federal programs for 
the fiscal year ended June 30, 2011. The results of our auditing procedures also disclosed 
an instance of noncompliance with those requirements, which is required to be reported in 
accordance with OMB Circular A-133 and which is described in the accompanying 
schedule of findings and questioned costs as item 2011-08. 
 
 
Internal Control Over Compliance 
 
Management of the DHS is responsible for establishing and maintaining effective internal 
control over compliance with the requirements of laws, regulations, contracts, and grants 
applicable to federal programs. In planning and performing our audit, we considered the 
DHS’s internal control over compliance with the requirements that could have a direct and 
material effect on a major federal program to determine the auditing procedures for the 
purpose of expressing our opinion on compliance and to test and report on internal control 
over compliance in accordance with OMB Circular A-133, 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 DHS’s internal 
control over compliance. 
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Our consideration of internal control over compliance was for the limited purpose 
described in the preceding paragraph and was not designed to indentify all deficiencies in 
internal control over compliance that might be significant deficiencies or material 
weaknesses in internal control over compliance and therefore, there can be no assurance 
that all deficiencies, significant deficiencies, or material weaknesses have been identified. 
However, as discussed below, we identified certain deficiencies in internal control over 
compliance that we consider to be material weaknesses and other deficiencies that we 
consider to be significant deficiencies. 
 
A deficiency in internal control over compliance exists when the design or operation of a 
control over compliance does not allow management or employees, in the normal course 
of performing their assigned functions, to prevent, or detect and correct, noncompliance 
with a type of compliance requirement of a federal program on a timely basis. A material 
weakness in internal control over compliance is a deficiency, or combination of 
deficiencies, in internal control over compliance, such that there is a reasonable possibility 
that material noncompliance with a type of compliance requirement of a federal program 
will not be prevented, or detected and corrected, on a timely basis. We consider the 
deficiencies in internal control over compliance described in the accompanying schedule 
of findings and questioned costs as items 2011-02 to 2011-07 to be material weaknesses. 
 
A significant deficiency in internal control over compliance is a deficiency, or combination 
of deficiencies, in internal control over compliance with a type of compliance requirement 
of a federal program that is less severe than a material weakness in internal control over 
compliance, yet important enough to merit attention by those charged with governance. 
We consider the deficiency in internal control over compliance described in the 
accompanying schedule of findings and questioned costs as item 2011-08 to be a 
significant deficiency.  
 
The DHS’s response to the findings identified in our audit are described in Part VI, 
Corrective Action Plan of this report. We did not audit the DHS’s response and, 
accordingly, we express no opinion on it. 
 
This report is intended solely for the information and use of the Office of the Auditor, the 
management of the DHS, 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 
March 5, 2012 

melanie
Line

melanie
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