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CERTIFIED PUBLIC ACCOUNTANTS

Report of Independent Auditors

The Auditor
State of Hawaii

We have audited the accompanying statement of net assets of the State of Hawaii, Drinking Water
Treatment Revolving Loan Fund (the “Fund”) as of June 30, 2006, and the related statements of
revenues, expenses and changes in net assets, and cash flows for the year then ended. These
financial statements are the responsibility of the Fund’s management. Our responsibility is to express
an opinion on these 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 financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the 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 2, the financial statements referred to above include only the financial activities of
the Fund, and are not intended to present fairly the financial position, results of operations, and cash
flows of the State of Hawali, Departiment of Health, 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
financial position of the Fund as of June 30, 20086, and the results of its operations and its cash flows
for the year then ended in conformity with accounting principles generally accepted in the United States
of America.

In accordance with Government Auditing Standards, we have also issued our report dated

November 7, 2006 on our consideration of the Fund’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 Fund's management has not presented the management's discussion and analysis for the year
ended June 30, 2006 that accounting principles generally accepted in the United States of America
require to supplement, although not to be a part of, the basic financial statements.

999 BISHOP STREET, SUITE 1900
Honoruru, Hawai 96813
TELEPHONE: 808 531 3400 FACSIMILE: 808 531 3433



Our audit was conducted for the purpose of forming an opinion on the Fund’s financial statements.
The supplementary information presented on pages 14 through 17 is presented for purposes of
additional analysis and is not a required part of the Fund’s financial statements. Such information has
been subjected fo the auditing procedures applied in the audit of the Fund's financial statements and,
in our opinion, is fairly stated, in all material respects, in relation to the Fund's financial statements
taken as a whole.

AQL@?&P

Honolulu, Hawaii
November 7, 2006
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State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Statement of Net Assets.
June 30, 2006

Assets
Current assets

Cash held in State Treasury $ 18,136,674
Loan fees receivable 127,683
Accrued interest on loans 41,882
Other accrued interest 130,209
Due from other funds 365,000
Due from federal government 536,778
Current maturities of loans receivable 980,712
Total current assets 20,318,938

Loans receivable, net of current maturities 15,987,959
Capital assets, net of accumulated depreciation of $599,345 285,740

Total assets

Liabilities and Net Assets
Current liabilities

Accounts payable and other accrued liabilities 3 22,274
Total current liabilities 22,274
Commitments and contingencies
Net assets
Invested in capital assets 285,740
Restricted - expendable 36,284,623
Total net assets 36,570,363

Total liabilities and net assets

The accompanying notes are an integral part of these financial statements.
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$ 36,592,637

$ 36,592,637




State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Statement of Revenues, Expenses and Changes in Net Assets

Year Ended June 30, 2006

Operating revenues
Interest income from loans
Administrative loan fees

Total operating revenues

Operating expenses
Administrative

State program management
Water protection

Small systems

Total operating expenses
Operating loss

Nonoperating revenues
State contributions
Federal contributions
Other interest income

Total nonoperating revenues
Change in net assets

Net assets at beginning of year

Net assets at end of year

$ 181,196

486,028

667,224

327,654
351,991

73,457
130,000

883,102

(215,878)

1,661,000
4,072,286
560,766

6,294,052

6,078,174
30,492,189

$ 36,570,363

The accompanying notes are an integral part of these financial statements.
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State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Statement of Cash Flows
Year Ended June 30, 2006

Cash flows from operating activities
Interest income from loans
Administrative loan fees

Principal repayments on loans
Disbursement of loan proceeds
Personnel costs

Payments to vendors

Net cash flows used in operating activities

Cash flows from noncapital financing activities
State contributions

Federal contributions

Net advances to other funds

Net cash flows provided by noncapital financing activities

Cash flows from capital and related financing activities
Purchased equipment

Net cash flows used in capital and related financing activities

Cash flows from investing activities
Other interest

Net cash flows provided by investing activities
Net increase in cash

Cash balance at beginning of year
Cash balance at end of year

Reconciliation of operating loss to net cash used in
operating activities
Operating loss
Adjustments {o reconcile operating loss
Depreciation expense
Change in assets and liabilities
Loans receivables
Accrued interest on loans
Loan fees receivable
Accounts payable and other accrued liabilities

Net cash used in operating activities

$ 179,664
464,122
821,692

(3,979,454)
(297,964)

(524,236)
(3,336,176)

1,661,000
4,886,650

(90,000)
6,457,650

(175,893)
(175,893)

463,671
463,671
3,400,252
14,727,422

$ 18,136,674

$ (215,878)
103,408

(3,157,761)
(1,532)
(21,907)
(42,506)

3 (3,336,176)

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

5



State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Notes to Financial Statements
June 30, 2006

1. Establishment and Purpose of the Fund

The 19968 Amendments to the Safe Drinking Water Act (the “Act”), provide for the U.S.
Environmental Protection Agency (“EPA”) o make capitalization grants to states for the purpose of
providing loans and other types of financial assistance to public water systems for drinking water
infrastructure, including construction of public drinking water systems.

in 1997, the State of Hawaii (“State”) Legislature established the Drinking Water Treatment
Revolving Loan Fund (the “Fund”) to receive federal capitalization grants from the EPA. The Fund
is administered by the Safe Drinking Water Branch, Environmental Management Division of the
State of Hawaii, Department of Health (the “Department”). The Fund’s primary purpose is to_
provide loans in perpetuity to public drinking water systems for the construction of drinking water
treatment facilities. Such loans may be at or below market interest rates and must be fully
amortized within twenty years, with the first repayment of principal and interest occurring no later
than one year after the notice to proceed for construction or the final agreement date, whichever is
later.

2, Summary of Significant Accounting Policies

Basis of Presentation

The accompanying financial statements are intended to present the financial position, results of
operations and cash flows of only that portion of the Department that is atiributable to the
transactions of the Fund and are not intended to present the financial position, results of operations
or cash flows of the Department.

The financial statements of the Fund are presented using the economic resources measurement
focus and the accrual basis of accounting in accordance with accounting principles prescribed by
the Governmental Accounting Standards Board (“GASB") for proprietary funds. Accordingly,

the Fund has adopted all GASB pronouncements, and all Financial Accounting Standards Board
(“FASB”) pronouncements issued on or before November 30, 1989 that do not contradict or conflict
with existing GASB pronouncements.

Revenues are reported when earned and expenses are reported when a liability is incurred,
regardiess of the timing of the related cash flows. Grants and similar items are recognized
as revenue as soon as all eligibility requirements imposed by the provider have been met.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.
Operating revenues and expenses generally result from providing services or goods in connection
with a proprietary fund’s principal ongoing operations. Revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses. The principal operating revenues
of the Fund are interest income and administrative loan fees on loans made to county
governments. Federal grants, state matching funds and interest income from sources other than
loans are reported as nonoperating revenue.

Use of Estimates

In preparing financial statements in conformity with accounting principles generally accepted in the
United States, management is required to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates. These estimates, among others, include
allowances for uncollectible accounts and depreciable lives.




State of Hawaii

Drinking Water Treatment Revolving Loan Fund

Notes to Financial Statements
June 30, 2006

Cash in State Treasury

All monies of the Fund are held in the State Treasury. The State Director of Finance is responsible
for the safekeeping of cash in the State Treasury in accordance with State laws. The Director of
Finance may invest any monies of the State, which in the Director's judgment, are in excess of the
amounts necessary for meeting the immediate requirements of the State. Effective August 1,
1999, cash is pooled with funds from other State agencies and departments and deposited into
approved financial institutions or in the State Treasury Investment Pool System. Funds in the
investment pool accrue interest based on the average weighted cash balances of each account.

At June 30, 20086, information relating to the types, insurance, collateral, and related interest rate,
credit and custodial risks of funds deposited with the State Treasury was not available since such
information is determined on a statewide basis and not for individual departments. Cash deposits
with the State Treasury are either federally insured or collateralized with obligations of the State or
United States. All securities pledged as collateral are held either by the State Treasury or by the
State's fiscal agents in the name of the State.

Loans Receivable

Loans made to the counties are funded by federal capitalization grants, State matching funds,
repayments and investment interest income. Loan funds are disbursed to local agencies as they
expend for the purposes of the loan, and request reimbursement from the Fund. interest is
calculated from the date that funds are advanced, and after the final disbursement has been made,
the payment schedule identified in the loan agreement is adjusted for the actual amounts
disbursed, and interest accrued during the project period.

Administrative Loan Fees

In May 2000, the Department implemented an administrative loan fee program to pay for the
Fund’s administration, including employee salaries and benefits. The program applies an
administrative loan fee to all loans as provided for in Chapter 11-65 of the Hawaii Administrative
Rules.

Capital Assets

Capital assets consist principally of equipment, and are recorded at cost or if donated, at
appraised value at the date of donation. Depreciation of capital assets is provided for on a
straight-line basis (three to seven years) over the estimated useful lives of the respective assets.

Net Assets
The Fund's net assets are classified into two net asset categories:

¢ Invested in capital assets, net of related debt; Capital assets, net of accumulated
depreciation and outstanding principal balances of debt attributable to the acquisition,
construction or improvement of those assets.

o Restricted expendable: Net assets whose use by the Fund are subject to externally-
imposed stipulations that can be fulfilled by actions of the Fund pursuant to those
stipulations or that expire by the passage of time.

Administration Costs

The accompanying financial statements do not reflect certain administration costs, which are paid
for by other sources of funding from the Department. These costs include the Department's and
State’s overhead costs which the Department does not assess to the Fund, since they are not
practical to determine.




State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Notes to Financial Statements
June 30, 2006

Fund Accounts

The Fund consists of the State revolving fund (“SRF”) and non-SRF activity. The SRF activity
consists exclusively of federal capitalization grant loans, state matching contributions, principal oan
repayments, and interest from loans and other earning assets. Non-SRF activity consists of
administration loan fees and federal set aside funds.

Expenses :
The statement of revenues, expenses, and changes in net assets presents expenses on a
functional basis. The natural classifications of expenses are presented in the supplemental
schedule of expenses.

New Accounting Pronouncements

in April 2004, the GASB issued Statement No. 43, Financial Reporting for Postretirement Benefits
Other Than Pension Plans. This Statement establishes uniform standards of financial reporting by
state and local governmental entities for other post employment benefit plans (“OPEB plans”).
OPERB:s refer to post employment benefits other than pensions. The provisions of this Statement
are effective for the State of Hawaii for the year beginning after December 15, 2005. Management
has not yet determined the effect this Statement will have on its financial statements.

In June 2004, the GASB issued Statement No. 45, Accounting and Financial Reporting by
Employers for Postretirement Benefits Other Than Pensions. This Statement establishes
standards for the measurement, recognition and display of other postretirement benefits
expense/expenditures and related liabilities (assets), note disclosures and required supplementary
information in the financial reports of state and local governmental employers. The provisions of
this Statement are effective for periods beginning after December 15, 2006. Management has not
yet determined the effect this Statement will have on its financial statements.



State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Notes to Financial Statements
June 30, 2006

3. Loans Receivable

At June 30, 20086, loans receivable from government entities were as follows:

Five loans receivable from the City & County of Honolulu, due in semi-annual

payments, including interest at .00% to .31% commencing not later than one

year after project completion, notice to proceed, or loan agreement date.

Final payment is due not later than twenty years after project completion. $ 2,265,655

Six loans receivable from the County of Hawaii, due in semi-annual payments,
including interest at 1.01% to 1.37% commencing not later than one year
after project completion, notice fo proceed, or loan agreement date. Final

payment is due not later than twenty years after project completion. 3,175,607

One loan receivable from the County of Maui; due in annual or semi-annual

payments, including interest at 1.55% commencing not later than one year

after project completion, notice to proceed, or loan agreement date. Final

payment is due not later than twenty years after project completion. 5,701,534

Eight loans receivable from the County of Kauai, due in semi-annual payments,
including interest at .46% to 1.37% commencing not later than one year
after project completion, notice to proceed, or loan agreement date. Final

payment is due not later than twenty years after project completion. 5,825,875

16,968,671
Less current portion 980,712
Noncurrent portion $ 15,987,959

Loans are expected to mature at various dates through 2026. The scheduled principal payments
on loans maturing in subsequent years are as follows:

2007 $ 980,712
2008 1,010,719
2009 1,022,624
2010 1,034,070
2011 1,045,874
Thereafter 11,874,672

$ 16,968,671

Accrued interest on loans amounted to $41,882 at June 30, 2006. Interest income from loans
amounted to $181,196 for the year ended June 30, 2006.

Management believes that all loans will be repaid according to the loan terms; accordingly, no
provision for uncollectible amounts has been recorded.



State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Notes to Financial Statements
June 30, 2006

At June 30, 2006, the following amounts were committed to be loaned out under existing loan

agreements:

County of Hawaii $ 1,168,109
County of Kauai 1,742,754
County of Maui 6,963,440

3 9874303

4, Contributed Capital

The Fund is capitalized by grants from the EPA and matching funds from the State. The following
summarizes the EPA capitalization grants awarded, amounts drawn on each grant, and the
balances available for future loans at June 30, 2006:

Total Draws
at June 30, Total 2006 Funds
Budget Period Amount 2005 Cash Draws Available

12/05/97 — 06/30/06 $ 12,558,800 $ 11,459,450 $ 1,099,350 % -
09/24/98 — 09/30/08 7,121,300 3,323,113 1,895,388 1,902,799
02/04/00 — 09/30/07 7,463,800 1,149,356 5,612 6,308,832
02/26/01 — 06/30/08 7,757,000 118,848 632,009 7,006,143
09/01/02 — 09/30/08 7,789,100 24,000 648,071 7,117,029
10/01/03 — 06/30/11 8,052,500 - 423,927 7,628,573

04/01/04 — 06/30/11 8,004,100 - 182,293 7,821,807
10/01/05 — 06/30/13 8,303,100 - - 8,303,100

$ 67,049,700 § 16,074,767 $ 4,886,650 § 46,088,283

Through June 30, 2006, the Fund was in compliance with the 20% matching requirement. The
required State match through June 30, 2006 amounted to approximately $13.4 million, of which
approximately $4.7 million has been utilized and $8.7 million was available to be loaned out at
June 30, 2006.

5. Capital Assets

Summary of capital assets at June 30, 2006 is as follows:

Balance at Retirements/ Balance at
June 30, 2005 Additions Transfers June 30, 2006
Equipment 3 709,192 % 175,893 § - % 885,085
Less accumulated
depreciation 495,937 103,408 - 599,345

$ 213,255 $ 72,485

©~
[

$ 285,740
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State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Notes to Financial Statements
June 30, 2006

6.

Due from Other Funds
Advances to other government agencies at June 30, 2006 were as follows:

Environmental Management, Public Water

System Supervision $ 325,000

Environmental Management, Environmental

Resources Office 40,000
$ 365,000

Employee Benefit Plans

Employees’ Retirement System

Substantially all eligible employees of the Department are members of the Employees’ Retirement
System of the State of Hawaii ("ERS"), a cost-sharing, multiple-employer public employee
retirement plan. The ERS provides retirement benefits as well as death and disability benefits. All
contributions, benefits, and eligibility requirements are established by Chapter 88, HRS, and can be
amended by legislative action.

The ERS is composed of a contributory retirement option and a noncontributory retirement option.
Prior to July 1, 1984, the ERS consisted of only a contributory option. In 1984, legislation was
enacted to add a new noncontributory option for members of the ERS who are also covered under
social security. Persons employed in positions not covered by social security are precluded from
the contributory option. The noncontributory option provides for reduced benefits and covers most
eligible employees hired after June 30, 1984. Employees hired before that date were allowed fo
continue under the contributory option or to elect the new noncontributory option and receive a
refund of employee contributions. All benefits vest after five and ten years of credited service
under the confributory and noncontributory options, respectively. Both options provide a monthly
retirement allowance based on the employee’s age, years of credited service, and average final
compensation ("AFC"). The AFC is the average salary earned duririg the five highest paid years
of service, including the vacation payment, if the employee became a member prior {o January 1,
1971. The AFC for members hired on or after that date and prior to January 1, 2003, is based on
the three highest paid years of service, excluding the vacation payment. Effective January 1, 2003,
the AFC is the highest three calendar years or highest five calendar years plus lump sum vacation
payment, or highest three school contract years, or last 36 credited months or last 60 credited
months plus lump sum vacation payment. Contributions for employees of the Department are paid
from the State general fund.

Most covered employees of the contributory option are required to contribute 7.8 percent of their
salary. The funding method used to calculate the total employer contribution requirement is the
entry age normal actuarial cost method. Under this method, employer contributions to the ERS are
comprised of normal cost plus level annual payments required to amortize the unfunded actuarial
accrued liability over the remaining period of 29 years from July 1, 2000.

Actuarial valuations are prepared for the entire ERS and are not separately computed for each

department or agency. Information on vested and nonvested benefits and other aspects of the
ERS is also not available on a department or agency basis.

(N




State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Notes to Financial Statements
June 30, 2006

ERS issues a Comprehensive Annual Financial Report (“CAFR") that includes financial statements
and required supplementary information, which may be obtained from the following address:

Employees’ Retirement System of the State of Hawaii
201 Merchant Street, Suite 1400
Honolulu, Hawaii 96813

Post-retirement Health Care and Life Insurance Benefits

In addition to providing pension benefits, the State, pursuant to Chapter 87, HRS, provides certain
health care and life insurance benefits to all qualified employees. For employees hired before
July 1, 1996, the State pays the entire monthly health care premium for those retiring with ten

or more years of credited service, and 50 percent of the monthly premium for those retiring with
fewer than ten years of credited service. For employees hired after June 30, 1996, and retiring with
fewer than ten years of service, the State makes no contributions. For those retiring with at least
ten years but fewer than 15 years of service, the State pays 50 percent of the retired employees’
monthly Medicare or non-Medicare premium. For employees hired after June 30, 1996, and
retiring with at least 15 years but fewer than 25 years of service, the State pays 75 percent of the
retired employees’ monthly Medical or non-Medicare premium; and for those retiring with over

25 years of service, the State pays the entire health care premium. Free life insurance coverage
for retirees and free dental coverage for dependents under age 19 is also available. Retirees
covered by the medical portion of Medicare are eligible to receive a reimbursement for the basic
medical coverage premium. Contributions are financed on a pay-as-you-go basis.

Effective July 1, 2003, the EUTF replaced the Hawaii Public Employees Health Fund under Act 88,
SLH of 2001. The EUTF was established to provide a single delivery system of health benefits for
state and county employees, retirees, and their dependants.

8. Commitments and Contingencies

Insurance Coverage

Insurance coverage is maintained at the State level. The State is self-insured for substantially
all perils including workers' compensation. Expenditures for workers’ compensation and other
insurance claims are appropriated annually from the State’s general fund.

The Department is covered by the State’s self-insured workers’ compensation program for medical
expenses of injured Department employees. However, the Depariment is required to pay
temporary total and temporary partial disability benefits as long as the employee is on the
Department’s payroll. Because actual claims liabilities depend on such complex factors as
inflation, changes in legal doctrines, and damage awards, the process used in computing claims
liability does not necessarily result in an exact amount. Claims liabilities may be re-evaluated
periodically to take into consideration recently settled claims, the frequency of claims, and other
economic and social factors.

Workers’ compensation benefit claims reported as well as incurred but not reported were reviewed
at year end. The estimated losses from these claims are not material.

Deferred Compensation Plan

The State offers its employees a deferred compensation plan created in accordance with Internal
Revenue Code Section 457. The plan, available to all state employees, permits employees to
defer a portion of their salary until future years. The deferred compensation is not available to
employees until termination, retirement, death, or unforeseeable emergency.
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State of Hawaii

Drinking Water Treatment Revolving Loan Fund
Notes to Financial Statements
June 30, 2006

All plan assets are held in a trust fund to protect them from claims of general creditors. The State
has no responsibility for loss due to the investment or failure of investment of funds and assets in
the plan, but has the duty of due care that would be required of an ordinary prudent investor.
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State of Hawaii

Drinking Water Treatment Revolving Loan Fund

Schedule of Cash Receipts, Disbursements and Cash Balance
June 30, 2006

Receipts

Principal repayments on loans
Interest income from loans
State contributions

Federal contributions
Administrative loan fees
Other interest

Repayments from other funds

Total receipts

Disbursements
Disbursement of loan proceeds
State program management
Administrative

Water protection program
Small systems

Advances to other funds

Total disbursements

Excess of receipts over disbursements
Cash balance at beginning of year
Cash balance at end of year

14

$ 821,692
179,664
1,661,000
4,886,650
464,122
463,671

275,000

8,751,799

3,979,454
432,097
326,704

76,792
162,500
365,000

5,342,547

3,409,252

14,727,422

$ 18,136,674




State of Hawaii

Drinking Water Treatment Revolving Loan Fund

Combining Statement of Net Assets
June 30, 2006

Assets

Current assets
Cash and cash equivalents in State Treasury
Loan fees receivable
Accrued interest on loans
Other accrued interest
Due from other funds
Due from federal government
Current maturity of loans receivable

Total current assets

Loans receivable, net of current maturities
Capital assets, net of accumulated depreciation

Total assets

Liabilities and Net Assets

Current liabilities
Accounts payable and other accrued liabilities

Total current liabilities

Net assets
Invested in capital assets
Restricted - expendable

Total net assets
Total liabilities and net assets

State
Revolving
Fund Non-SRF
Activity Activity Total
$ 17,444,587 § 692,087 $ 18,136,674
- 127,683 127,683
41,882 - 41,882
130,209 - 130,209
- 365,000 365,000
38,115 498,663 536,778
980,712 - 980,712
18,635,505 1,683,433 20,318,938
15,987,959 - 15,987,959
- 285,740 285,740
$ 34623464 $ 1,969,173 $ 36,592,637
$ - % 22274  $ 22,274
- 22,274 22,274
- 285,740 285,740
34,623,464 1,661,159 36,284,623
34,623,464 1,946,899 36,570,363
$ 34,623464 $ 1,969,173 $ 36,592,637
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State of Hawaii

Drinking Water Treatment Revolving Loan Fund

Combining Statement of Revenues, Expenses and Changes in Net Assets

June 30, 2006

Operating revenues
interest earnings from loans
Administration loan fees

Total operating revenues

Operating expenses
Administrative

State program management
Water protection

Small systems

Total operating expenses
Operating income (loss)

Nonoperating revenues
State contribution
Federal contribution
Other interest earnings

Total nonoperating revenues

Changes in net assets
Net assets at beginning of year
Net assets at end of year

State
Revolving
Fund Non-SRF
Activity Activity Total
$ 181,196 § - 9% 181,196
- 486,028 486,028
181,196 486,028 667,224
- 327,654 327,654
- 351,991 351,991
- 73,457 73,457
- 130,000 130,000
- 883,102 883,102
181,196 (397,074) (215,878)
1,661,000 - 1,661,000
3,219,797 852,489 4,072,286
560,766 - 560,766
5,441,563 852,489 6,294,052
5,622,759 455,415 6,078,174
28,000,706 1,491,483 30,492,189
$ 34623465 $ 1,946,808 § 36,570,363
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State of Hawaii

Drinking Water Treatment Revolving Loan Fund

Schedule of Expenses
June 30, 2006

Personnel
Professional services
Depreciation
Travel
Repairs and maintenance
Services rendered by other state agencies
Office and other supplies
Rental
Advertising and printing
Equipment - small tools and supplies
Telephone
Training
Utilities
Miscellaneous
Total

17

State
Revolving
Fund Non-SRF
Activity Activity Total

- $ 299,134 § 299,134
- 265,197 265,197
- 103,409 103,409
- 60,479 60,479
- 53,059 53,059
- 34,411 34,411
- 19,601 19,601
- 10,574 10,574
- 5,835 5,835
- 5,741 5,741
- 4,434 4,434
- 2,211 2,211
- 1,700 1,700
- 17,317 17,317
- $ 883,102 $ 883,102




CERTIFIED 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 Performed in Accordance With

Government Auditing Standards

The Auditor
State of Hawaii

We have audited the financial statements of the State of Hawaii, Drinking Water Treatment Revolving
Loan Fund (the "Fund"), as of and for the year ended June 30, 2006, and have issued our report
thereon dated November 7, 2006. 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.

Iinternal Control Over Financial Reporting

In planning and performing our audit, we considered the Fund'’s internal control over financial reporting
in order to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide an opinion on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in
the internal control that might be material weaknesses. A material weakness is a reportable condition
in which the design or operation of one or more of the internal control components does not reduce to a
relatively low level the risk that misstatements caused by error or fraud in amounts that would be
material in relation to the financial statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions. We noted no
matters involving the internal control over financial reporting and its operation that we consider to be
material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Fund'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.
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We noted certain matters that we reported to the Auditor and management of the Fund in a separate
letter dated November 7, 20086.

This report is intended solely for the information and use of the Auditor; the State of Hawaii, Drinking
Water Treatment Revolving Loan Fund’s management; the State of Hawaii, Department of Health’s
management; and the United States Environmental Protection Agency. However, this report is a
matter of public record and distribution is not limited.

-

Ac Lp

Honolulu, Hawaii
November 7, 2006
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CERTIFIED PUBLIC ACCOUNTANTS

Report of Independent Auditors on Compliance
with the Requirements Applicable to the
Environmental Protection Agency’s Drinking Water State Revolving Fund Program
in Accordance with Government Auditing Standards

The Auditor
State of Hawaii

We have audited the financial statements of the State of Hawaii, Drinking Water Treatment Revolving
Loan Fund (the "Fund”) as of and for the year ended June 30, 2006, and have issued our report
thereon dated November 7, 20086.

We have also audited the Fund’s compliance with requirements governing:

Allowability for Specific Activities

Allowable Costs/Cost Principles

Cash Management

State Matching

Period of Availability of Funds and Binding Commitments
Program Income

Reporting

Subrecipient Monitoring, and

Special Tests and Provisions

@ 6 o 66 ¢ 6 o o o

that are applicable to its major federal program for the year ended June 30, 2006. The management
of the Fund is responsible for the compliance with these requirements.- Our responsubmty is to express
an opinion on those requirements 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 the Environmental
Protection Agency Audit Guide for Clean Water and Drinking Water State Revolving Fund Programs.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether material noncompliance with the requirements referred to above occurred. An audit includes
examining, on a test basis, evidence about the Fund’s compliance with those requirements. We
believe that our audit provides a reasonable basis for our opinion.
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In our opinion, the Fund complied, in all material respects, with the requirements governing types of
activities and types of service and types of costs allowed or unallowed; matching; level of effort or
earmarking requirements; special reporting requirements; special tests or provisions, and claims for
advances and reimbursements that are applicable to its major Federal financial assistance program for
the year ended June 30, 2006. We noted certain matters that we have reported to the Auditor and
management of the Fund in a separate letter dated November 7, 2006.

This report is intended solely for the information and use of the Auditor; the State of Hawaii, Drinking
Water Treatment Revolving Loan Fund’s management; the State of Hawaii, Department of Health's
management; and the United States Environmental Protection Agency. However, this report is a
matter of pubkc record and distribution is not limited.

Honolulu, Hawaii
November 7, 2006
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