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The Auditor
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This is our report on the audit of the financial statements of the Department of the Attorney General,
State of Hawaii, for the year ended June 30, 2011. Our audit was performed in accordance with the
terms of our contract with the Office of the Auditor, State of Hawaii, and with the requirements of
the Office of Management and Budget (OMB) Circular A-133, Audits of States, Local Governments
and Non-Profit Organizations and the OMB Circular A-133 Compliance Supplement.

OBJECTIVES OF THE AUDIT

The primary purpose of our audit was to form an opinion on the fairness of the presentation of the
Department of the Attorney General, State of Hawaii’s, financial statements for the year ended June

30, 2011,

and to comply with the requirements of OMB Circular A-133, which established audit

requirements for states, local governments and non-profit organizations that receive Federal awards.

More specifically, the objectives of the audit were as follows:

1.

To provide a basis for an opinion on the fairness of the presentation of the Department of
the Attorney General, State of Hawaii’s, financial statements.

To determine whether expenditures have been made and all revenues and other receipts
to which the Department of the Attorney General, State of Hawaii, is entitted have been
collected and accounted for in accordance with the laws, rules, and regulations, and
policies and procedures of the State of Hawaii and where applicable, the Federal
government.

To ascertain the adequacy of the financial and other management information reports in
providing officials at the different levels of the Department of the Attorney General with
the proper information to plan, evaluate, control and correct program activities.

To determine whether the Department of the Attorney General’s internal controls are
adequate in assuring that there is effective control over and proper accounting of
revenues, expenditures, assets, and liabilities.

To ascertain and report on whether the Department of the Attorney General has
established sufficient internal controls to properly manage federal financial assistance
programs and to comply with the applicable federal laws and regulations.

To ascertain and report on whether the Department of the Attorney General has complied

with the laws, regulations, contracts, and grants that may have a material effect on the
financial statements and on each major federal financial assistance program.
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SCOPE OF THE AUDIT

Our audit was performed in accordance with auditing standards generally accepted in the United
States of America, as prescribed by the American Institute of Certified Public Accountants and
Government Auditing Standards, issued by the Comptroller General of the United States, as they
pertain to financial audits. The scope of our audit included a general audit of the financial
transactions and accounting records of the Department of the Attorney General, State of Hawaii, for
the year ended June 30, 2011. In addition, as part of our determination as to whether the Department
of the Attorney General, State of Hawaii, has effective controls over and proper accounting of
revenues, receipts, expenditures, disbursements, assets and liabilities we considered the internal
control over financial reporting. We also performed tests to determine the Department of the
Attorney General, State of Hawaii’s, compliance with the fiscal provisions of its grant agreements
and applicable laws, regulations and Federal circulars.

ORGANIZATION OF THE REPORT

This report is presented in four parts as follows:

e Partl - Financial section

e Partll - Compliance and internal control

e Part III - Findings and questioned costs

e PartlV - Response of the Department of the Attorney General, State of

Hawaii.

We wish to express our sincere appreciation for the excellent cooperation and assistance extended to
us by the staff of the Department of the Attorney General, State of Hawaii.

Sincerely,

aka/m’/;{} Oblowtﬂﬂa/‘; ‘7¢ KwaJJ CPM:IM-
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Akamine, Oyadomart & Kosaki

CERTIFIED PUBLIC ACCOUNTANTS, INC.

Independent Auditor’s Report

The Auditor
Office of the Auditor
State of Hawaii:

We have audited the accompanying financial statements of the governmental activities and each fund
of the Department of the Attorney General of the State of Hawaii (AG), as of and for the year ended
June 30, 2011, which collectively comprise the AG’s basic financial statements, as listed in the
foregoing table of contents. These financial statements are the responsibility of the AG’s management.
Our responsibility is to express opinions 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 the 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
opinions.

As discussed in Note 1 to the basic financial statements, the financial statements of the AG are
intended to present the financial position, changes in financial position, and budgetary comparisons of
only that portion of the governmental activities and each fund of the State of Hawaii that is attributable
to the transactions of the AG. 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 and budgetary
comparisons for the year then ended in conformity with accountmg 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 and each fund of the AG as of June 30,
2011, and the respective changes in financial position thereof 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 March 27,
2012 on our consideration of the AG’s internal control over financial reporting and on our tests of its

2.
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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 controls 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.

Management’s Discussion and Analysis (pages 4 through 7) and budgetary comparison information
(pages 19 and 20) are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We
have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the AG’s basic financial statements. The accompanying 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 basic financial statements. The schedule of
expenditures of Federal awards has been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly presented in all material respects, in relation to
the basic financial statements taken as a whole.

Honolulu, Hawaii
March 27, 2012



STATE OF HAWAII
DEPARTMENT OF THE ATTORNEY GENERAL

Management’s Discussion and Analysis
June 30, 2011

The Department of the Attorney General (the AG), State of Hawaii (the State), was created in 1959 by
the Hawaii State Government Reorganization Act of 1959 (Act 1, Second Special Session Laws of
Hawaii 1959). The primary function of the AG is to provide legal and other services to the State,
including agencies, officers, and employees of the Executive, Legislative, and Judicial branches of the
State’s government.

As management of the AG, we offer readers of these basic financial statements this narrative overview
and analysis of the financial activities of the AG for the year ended June 30, 2011. This discussion and
analysis is designed to assist the reader in the analysis of the AG’s financial statements based on
currently known facts, decisions and conditions. We encourage readers to consider the information
presented here in conjunction with the basic financial statements.

Financial Highlights
Departmental Financial Statement Highlights

The assets of the AG exceeded its liabilities at June 30, 2011 by $11,334,893 (net assets). Of this
amount, $5,159,548 was invested in capital assets, $19,254,146 was restricted for specified purposes
and there was a deficit of $13,078,801 in unrestricted net assets. Restricted net assets of the AG
decreased by $2,759,219 or -12.5% versus the prior fiscal year due to current year expenditures under a
Federal justice assistance grant. The deficit in unrestricted net assets is due to vacation liability and
legal claims payable which have not yet been funded by the Legislature as of June 30, 2011 and certain
2011 salary and wage liabilities which will be funded by the fiscal 2012 budget.

Program revenues decreased by $4,277,834 or -10.2% in fiscal 2011 due primarily to decreases in
justice assistance and other federal grants. Total expenses increased by $1,037,921 or 1.4% in fiscal
2011 due to increases in Criminal History and State Identification and Crime Prevention and Justice
Assistance expenses offset by decreases in general and administrative and legal, and Child Support
Enforcement expenses. General revenue support from the State has decreased by $9,747,068 in 2011.
As a result, net assets decreased by $7,807,790 in 2011.

Fund Financial Statement Highlights

At June 30, 2011, the AG’s governmental funds reported combined ending fund balances of
$12,530,986, a decrease of $8,158,801 or -39.4% from the prior fiscal year. The decrease was
principally in the general fund due to legal claims payable which had not been funded by the
Legislature at June 30, 2011 and due to expenditures for justice assistance and other Federal grants,
which caused a decrease in special funds that were legally restricted for specified purposes.

Expenditures (actual on a budgetary basis) for the department were $3.8 million or 5.5% below budget
(appropriated). General fund expenditures (actual on a budgetary basis) exceeded appropriation as the
liability accrued for legal claims payable at June 30, 2011 of $5,294,000 were not appropriated by the
legislature.  Special revenue fund expenditures (actual on a budgetary basis) were less than
appropriated due to delays in spending of various Federal funds, the inability to fill positions due to a
hiring freeze and restrictions placed on spending



Overview of the Basic Financial Statements

This discussion and analysis are intended to serve as an introduction to the AG’s basic financial
statements. The AG’s basic financial statements consist of three components: (1) departmental
financial statements, (2) fund financial statements, and (3) notes to the basic financial statements. This
report also contains other supplementary information in addition to the basic financial statements.

Departmental Financial Statements

The departmental financial statements are designed to provide readers with a broad overview of the
AG’s finances, in a manner similar to a private sector business.

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

The statement of activities presents information showing how the AG’s net assets changed during the
most recent fiscal year. Functional activities are highlighted in this statement, with functional expenses
shown net of related program revenue. This statement shows the extent to which the various functions
depend on state appropriations for support.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The AG uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds of the AG can be
divided into two categories: (1) governmental funds; and (2) agency funds.

Governmental Funds

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

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

The AG maintains five individual governmental funds. Information is presented separately in
the governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the General Fund, Child Support Enforcement,
Legal Services, Crime Prevention and Justice Assistance, and Criminal Justice Data Center
Funds. The AG adopts an annual appropriated budget for its general fund and special revenue
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funds. A budgetary comparison statement has been provided for the general fund and special
revenue funds to demonstrate compliance with this budget. The budgetary comparison
statement is located in the basic financial statements and additional budgetary information on
differences is presented in the notes to the basic financial statements.

Agency Funds (Fiduciary Funds)

Agency funds are used to account for resources held for the benefit of parties outside the AG.
Agency funds presented separately are not reflected in the governmental fund financial
statements because the funds are not available to support the AG’s own programs.

The net excess of liabilities over assets of $2,401,515 in the Statement of Fiduciary Net Assets
(Liabilities) result from the Child Support Enforcement program and are due to Internal
Revenue Service intercept fees on collection of child support payments from delinquent non-
custodial parents, uncollected recoupments due from custodial parents resulting from
overpayments, and uncollected nonsufficient fund (NSF) payments due from non-custodial
parents.

Notes to Basic Financial Statements

The notes to basic financial statements provide additional information that is essential to a full
understanding of the data provided in the departmental and fund financial statements.

Financial Information

The AG’s condensed financial information for the fiscal years 2011 and 2010 include:

Statement of Net Assets 2011 2010
Current assets $ 25,475,915 $ 28,755,267
Capital assets, net of accumulated depreciation 5,159,548 4,675,044
Total assets $ 30,635,463 $ 33,430,311
Current liabilities $ 15,612,929 $ 11,005,480
Noncurrent liabilities 3,687,641 3,282,148
Total Liabilities 19,300,570 14,287,628
Net assets:
Invested in capital assets 5,159,548 4,675,044
Restricted for various purposes 19,254,146 22,013,365
Unrestricted (13,078,801) (7,545,726)
Total net assets 11,334,893 19,142,683
Total abilities and net assets $ 30,635,463 $ 33,430,311




2011 2010
Changes in Net Assets
Program revenues:
Charges for services $ 3,245,882 $ 2,562,979
Operating grants and contributions 34,345,618 39,306,355
General revenues 27,624,839 37,371,907
Total revenues 65,216,339 79,241,241
Expenses:
General administrative and legal services 42,865,386 43,864,603
Child support enforcement 17,134,437 18,004,187
Crime prevention and justice assistance 8,390,974 5,920,481
Criminal history and State identification 4,860,870 4,424 475
Total expenses 73,251,667 72,213,746
Other financing sources 227,538 522,128
Changes in net assets (7,807,790) 7,549,623
Net assets - beginning of year 19,142,683 11,593,060
Net assets - end of year $ 11,334,893 $ 19,142,683

Current assets decreased by $3,279,352 principally due to a decrease in cash resulting from
expenses for the justice assistance federal grant and reduction in amounts due from the State to fund
legal claims payable. Current liabilities increased by $4,607,449 due in part to increased liabilities
for legal claims payable.

At June 30, 2011 and 2010, the AG’s investment in capital assets amounted to $5,159,548 and
$4,675,044, respectively, net of accumulated depreciation, representing an increase of $484,504 or
10.4% principally due to additions at the Child Support Enforcement Agency and the Criminal
Justice Data Center. Capital assets include buildings, improvements, furniture and equipment.

Request for Information

Questions concerning any of the information provided in this report or request for additional
financial information should be addressed in writing to the Department of the Attorney General,
State of Hawaii, 425 Queen Street, Honolulu, Hawaii 96813 or by email at hawailag@hawaii.gov.
General information about the AG can be found on the State’s website, http:/www.hawaii.gov/ag.




DEPARTMENT OF THE ATTORNEY GENERAL

ASSETS:
Current assets:

Cash (Note 3)

Due from grantor - Federal
Due from other State agencies

Total current assets
Noncurrent assets:
Capital assets - net of accumulated

depreciation (Note 4)

Total noncurrent assets

Total assets

June 30, 2011

.8-

STATE OF HAWAII

Statement of Net Assets

Governmental
Activities Total

$ 22,814,358 $ 22,814,358
1,390,687 1,390,687
1,270,870 1,270,870
25,475,915 25,475,915
5,159,548 5,159,548
5,159,548 5,159,548
$ 30,635,463 $ 30,635,463

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



DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII

Statement of Net Assets (continued)

LIABILITIES:
Current liabilities:
Vouchers and contracts payable

Accrued wages and employee benefits payable

Due to State of Hawaii

Legal claims payable

Accrued vacation (Note 5)
Total current liabilities

Long-term liabilities:
Accrued vacation (Note 5)
Total long-term liabilities

Total Liabilities

Commitments and Contingencies
(Notes 8, 9, 10, 11, and 14)

NET ASSETS:
Invested in capital assets
Restricted for various purposes
Unrestricted

Total net assets

Total liabilities and net assets

June 30, 2011

Governmental
Activities Total
$ 2,529,269 $ 2,529,269
2,485,522 2,485,522
2,635,601 2,635,601
5,294,537 5,294,537
2,668,000 2,668,000
15,612,929 15,612,929
3,687,641 3,687,641
3,687,641 3,687,641
19,300,570 19,300,570
5,159,548 5,159,548
19,254,146 19,254,146
(13,078,801) (13,078,801)
11,334,893 11,334,893
$ 30,635,463 $ 30,635,463

The accompanying notes are an integral part of the financial statements.
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII

Reconciliation of Governmental Funds Balance Sheet to the Statement of Net Assets
June 30, 2011

Total
Governmental Long Term Reclassifications Statement of
Funds Assets, Liabilities and Eliminations Net Assets
ASSETS:
Current assets:
Cash $ 22,814,358 3 - $ - $ 22,814,358
Due from grantor - Federal 1,390,687 - - 1,390,687
Due from other State agencies 1,270,870 - - 1,270,870
Total current assets 25,475,915 - - 25,475,915
Noncurrent assets:
Capital assets - net of accumulated
depreciation - 5,159,548 (1) - 5,159,548
Total noncurrent assets - 5,159,548 - 5,159,548
Total assets $ 25475915 $ 5,159,548 $ - $ 30,635,463

The accompanying notes are an integral part of the financial statements.
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DEPARTMENT OF THE ATTORNEY GENERAL

Reconciliation of Governmental Funds Balance Sheet to the Statement of Net Assets (Continued)

LIABILITIES:
Current liabilities:
Accrued vacation
Vouchers and contracts payable
Accrued wages and employee benefits payable
Due to State of Hawaii
Legal claims payable

Total current liabilities

Long-term liabilities
Accrued vacation

Total long-term liabilities
Total liabilities
FUND BALANCES/NET ASSETS:
Invested in capital assets

Restricted for various purposes
Unrestricted

Restricted
Committed
Assigned
Unassigned

Total fund balances/net assets

Total liabilities and fund balances/net assets

STATE OF HAWAII

June 30, 2011

Total Long Term Reclassifications Statement of
Governmental Funds Assets, Liabilities and Eliminations Net Assets
$ - $ 2,668,000 (2) $ - $ 2,668,000
2,529,269 - - 2,529,269
2,485,522 - - 2,485,522
2,635,601 - - 2,635,601
5,294,537 - - 5,294,537
12,944,929 2,668,000 - 15,612,929
- 3,687,641 (2) - 3,687,641
- 3,687,641 - 3,687,641
12,944,929 6,355,641 - 19,300,570
- 5,159,548 (1) - 5,159,548
- - 19,254,146 (3) 19,254,146
- (6,355,641) (2) (6,723,160) (3) (13,078,801)
14,072,116 - (14,072,116) (3) -
5,182,030 - (5,182,030) (3) -
495,045 - (495,045 (3) -
(7.218,205) - 7,218,205 (3) -
12,530,986 (1,196,093) - 11,334,893
$ 25,475,915 $ 5,159,548 $ - $ 30,635,463

The accompanying notes are an integral part of the financial statements.
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DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII

Reconciliation of Governmental Funds Balance Sheet to the Statement of Net Assets

June 30, 2011 (continued)

Total fund balances - governmental funds

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

(1) Capital assets used in governmental activities are not financial resources
and therefore are not reported in the governmental funds. These assets

consist of:
Buildings and improvements $ 10,253,588
Office, furniture, and equipment 3,285,458
Accumulated depreciation (8,379,498)

Total capital assets
(2)  Accrued vacation is not reported in the governmental funds.

Due within one year $ (2,668,000)
Due in more than one year (3,687,641)

Total accrued vacation

(3) Reclassify fund balances to net assets

Total net assets

The accompanying notes are an integral part of the financial statements.
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$ 12,530,986
5,159,548
(6,355,641)

$ 11,334,893




DEPARTMENT OF THE ATTORNEY GENERAL
STATE OF HAWAII

Reconciliation of Governmental Funds Statement of Revenues, Expenditures
and Changes in Fund Balances to the Statement of Activities
for the year ended June 30, 2011

Total Long-Term
Governmental Assets, Reclassifications Statement of
Funds Liabilities and Eliminations Activities
Revenues:
State allotted appropriations $ 22,107,759 - $ (602,822) (3) $ 21,504,937
State revenue for non-imposed employee 6,119,902 - - 6,119,902
fringe benefits
Fees and other 5,010,988 - (5,010,988) (4) -
Intergovernmental 7,724,758 - (7.724,758) (4) -
Special fund revenues 19,991,565 - (19,991,565) (4) -
Share of TANF collections 4,514,189 - (4,514,189) 4) -
Litigation settlements 350,000 - (350,000) (4) -
Charges for services - - 3,245,882 (4) 3,245,882
Operating grants and contributions - - 34,345,618 (4) 34,345,618
TOTAL REVENUES 65,819,161 - (602,822) 65,216,339
Expenditures:
General administrative and legal services 42,456,653 239,014 (D) - 42,865,386
169,719 (2) -
Child support enforcement 17,771,252 (617,002) (1) - 17,134,437
(19,813) (2) -
Crime prevention and justice assistance 8,292,771 83,390 (1) - 8,390,974
14,813 (2) -
Criminal history and State identification 5,082,002 (189,906) (1) - 4,860,870
(31,226) (2) -
TOTAL EXPENDITURES 73,602,678 (351,011 - 73,251,667
Excess (deficiency) of revenues over (under) (7,783,517) 351,011 (602,822) (8,035,328)
expenditures
Other financing sources (uses)
Lapsed appropriations (602,822) - 602,822 (3) -
Other 227,538 - - 227,538
Total other financing sources (uses) (375,284) - 602,822 227,538
Net change in fund balance/ net assets $ (8,158,801) 351,011 $ - $ (7.807,790)

The accompanying notes are an integral part of the financial statements.
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DEPARTMENT OF THE ATTORNY GENERAL
STATE OF HAWAII

Reconciliation of Governmental Funds Statement of Revenues, Expenditures
and Changes in Fund Balances to Statement of Activities
for the year ended June 30, 2011 (continued)

Change in fund balances - governmental funds $ (8,158,801)

Amounts reported for governmental activities in the statement of activities are
different because:

(1) Capital outlays are reported as expenditures in governmental funds, however
in the statement of activities, the cost of capital assets is allocated over
their estimated useful lives as depreciation expense. In the fiscal year 2011,
these transactions were:

Capital outlays and equ