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THE OFFICE
OF THE LEGISLATIVE AUDITOR

The office of the legislative auditor is a public
agency attached to the Hawaii State legislature. It
is established by Article VI, Section 7, of the
Constitution of the State of Hawaii. The expenses of
the office are financed through appropriations made
by the legislature.

The primary function of this office is to strengthen the

legislature’s capabilities in making rational decisions

with respect to authorizing public programs, setting
program levels, and establishing fiscal policies

and in conducting an effective review and appraisal

of the performance of public agencies.

The office of the legislative auditor endeavors to

fulfill this responsibility by carrying on the

following activities.

1. Conducting examinations and tests of state
agencies’ planning, programming, and budgeting
processes to determine the quality of these
processes and thus the pertinence of the actions
requested of the legislature by these agencies.

2. Conducting examinations and tests of state
agencies’ implementation processes to determine
whether the laws, policies, and programs of the
State are being carried out in an effective,
efficient and economical manner.

3. Conducting systematic and periodic examinations
of all financial statements prepared by and for
all state and county agencies to attest to their
substantial accuracy and reliability.

4. Conducting tests of all internal control systems
of state and local agencies to ensure that such
systems are properly designed to safeguard the
agencies” assets against loss from waste, fraud,
error, etc.; to ensure the legality, accuracy and
reliability of the agencies’ financial transaction
records and statements; to promote efficient
operations; and to encourage adherence to
prescribed management policies.

5. Conducting special studies and investigations as
may be directed by the legislature.

Hawaii’s laws provide the legislative auditor with
broad powers to examine and inspect all books,
records, statements, documents and all financial affairs
of every state and local agency. However, the office
exercises no control functions and is restricted to
reviewing, evaluating, and reporting its findings and
recommendations to the legislature and the governor.
The independent, objective, and impartial manner

in which the legislative auditor is required to conduct
his examinations provides the basis for placing
reliance on his findings and recommendations.

LEGISLATIVE AUDITAOR

LEGISLATIVE AUDITOR
STATE CAPITOL
HONOLULU, HAWAII 96813



FINANCIAL AUDIT OF THE
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS
STATE OF HAWAII
FISCAL YEAR ENDED JUNE 30, 1971

Conducted by
Peat, Marwick, Mitchell & Co.
Certified Public Accountants

A Report to the Governor and the Legislature of the
State of Hawaii

, Submitted by the
Legislative Auditor of the State of Hawaii

Audit Report No. 72--3
January 1972



FOREWORD

This financial audit report is the result of the examination of the financial
statements and records of the State department of labor and industrial relations for
the fiscal year ended June 30, 1971. The audit was conducted by Peat, Marwick,
Mitchell & Co., certified public accountants.

The audit was performed in accordance with the generally accepted auditing
standards adopted by the membership of the American Institute of Certified Public
Accountants. In addition, the audit was governed by the Specifications and
Instructions for Submitting Proposals for the Audit of the State Department of
Labor and Industrial Relations, issued by our office.

This report is divided into three parts. Part I, Accountants’ Reports—Financial
Statements and Schedules, displays the financial statements of the department and
includes the auditors’ opinion as to the reasonable accuracy of the financial
statements. Part 1I, Examination of Specific Areas of Concern, includes the auditors’
evaluation of the adequacy and effectiveness of the department’s management
information system and the adequacy of the financial records and controls. In
addition, the policies, practices and operating procedures in certain areas were
examined. These include the activities of the workmen’s compensation division,
temporary disability insurance division, employment service division, and the
practices and procedures relative to the rental of office facilities.

It is our practice to request the agency audited to submit in writing its comments on
the findings and recommendations and to indicate what action has been or will be
taken. Agency response resulting from this audit is included in Part III of this report
titled, Comments by the Affected Agency.

We wish to express our sincere appreciation for the excellent cooperation‘and
assistance extended by the officers and staff of the department of labor and
industrial relations.

Clinton T. Tanimura
Legislative Auditor
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PEAT, MARWICK, MITCHELL & Co.
CERTIFIED PUBLIC ACCOUNTANTS
FINANGIAL PLAZA OF THE PACIFIC

P.O.BOX 4150

HONOLULU, HAWAII 96813

Legislative Auditor, State of Hawaii
Honolulu, Hawaii

Dear Sir:

We have completed an examination of the financial statements of the State of Hawaii, Department
of Labor and Industrial Relations, for the year ended June 30, 1971 and submit herein our
report containing our opinions on the financial statements, together with certain comments and
recommendations relating to internal controls and accounting procedures.

OBJECTIVES AND SCOPE OF THE EXAMINATION

The primary purpose of our examination was to form an opinion as to the fairness of the
representations as to the financial positions of the Funded Programs and Special Funds of the
Department of Labor and Industrial Relations (DLIR) and the results of their operations. The
nature of the operations of a governmental agency suggests that the objectives of such an
examination be somewhat more comprehensive as public funds and trust are involved. The
"Specifications for the Financial Audit of the State Department of Labor and Industrial Relations"
issued by the office of the Legislative Auditor defines the objectives of the examination as follows:

1.  To provide a basis for an opinion by the auditor of the reasonable accuracy
of the financial statements of the Department of Labor and Industrial Relations;

2. To ascertain whether or not expenditures have been made and all revenues and
other receipts to which the State is entitled have been collected and accounted
for in accordance with the laws, rules and regulations, and policies and procedures
of the State of Hawaii and the Federal Government (where applicable):

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

4. To evaluate the adequacy, effectiveness and efficiency of the systems and
procedures for financial accounting and internal control, and to recommend
improvements to such systems and procedures.



In addition, our contract provides that we should review and report on specific areas of concern
in DLIR, including the following:

1. The Department's information system.
2. The Department's financial management practices and fiscal controls.

3. The claims processing and records management system in the Workmen's
Compensation Division.

4. The Temporary Disability Insurance Program.
5. The Department's practices and procedures relative to the rental of facilities.
6. The information program of the Employment Service Division.

SUMMARY OF FINDINGS

Our findings are described in detail in Part 2 of this report. A broad summary of our findings
in each of the specific areas of concern is presented in the following paragraphs:

(a) Information System

Serious weaknesses exist in the timeliness and accuracy of the internal
reporting systems.

Systems for meeting Federal reporting requirements are not integrated to
produce information required by internal management.

Fiscal reports for most Special Funds are either nonexistent or inadequate
for effective management of fund assets.

Major weaknesses in the accounting and internal control systems of the
Job Corps Center result in reports which are totally inadequate for effective

fiscal management and control.

(b) Financial Management Practices and Fiscal Controls

Improved effectiveness in accounts receivable collections and cash
forecasting could provide an estimated $500,000 of funds available for
short-term investments.

Schedules of opefating costs allocated to and paid for by the Federal
Government have not been updated for ten years, resulting in an
under-reimbursement to the State of an undetermined amount.

Reimbursable costs for depreciation and insurance have not been charged
to Federal programs.

Reimbursable costs for employers' payroll taxes have not been charged to
the Job Corps program.



(c) Workmen's Compensation Division

Present claims processing and records management procedures are largely
ineffective,

A backlog of approximately 50,000 unprocessed and unfiled claims
documents exists. Inability to process this backlog has resulted in erroneous
and untimely statistical reporting.

Duplicate case files are unnecessarily maintained for neighbor island cases.

Many of the records have faded into illegibility with the passage of time,
yet present retention requirements extend to 60 years.

(d) Temporary Disability Insurance (TDI) Program

Payment of disability benefits, withholding contributions, and the
equivalency of plans and experience data are not adequately covered in
the implementation plan for the TDI program.

Audits of financial statements, special assessment reports, and employer
records are the primary means of ascertaining compliance with the TDI
law.

Statements regarding policy and legal interpretations are not maintained
in a manual for easy reference.

Certain essential activities of the TDI Division were observed to be inadequately
performed :

- Assisting the Administrator in the preparation of the budget.
- ngeloping and drafting the Division PPB. |

- Researching and drafting legislative proposals.

- Drafting procedural manuals, guidelines, forms, etc.

- Developing handbooks, brochures for employees, employers and
insurance carriers.

- Preparing policy statements and legal interpretations.
- Compiling workload statistics and preparing periodic reports.

- Assisting the Administrator with development and formulation of
Division plans.



(e)

(f)

Rental of Facilities

Internal procedures are adequate to meet the future requirements of the
Department. However, several key deficiencies exist:

- Internal procedures have not been formally documented and
included in prescribed departmental operating manuals and other
appropriate documentation.

- Internal requests for additional space have not been submitted to
the Fiscal Office properly documenting specific space needs and
attendant justification for these needs.

In cases where the provisions of Administrative Directive 1970-3 applied,
documented requests for space were not submitted by the Department to
DAGS. In the specific instance relative to the rental of the Tani Building,
internal departmental control over the rental process was inadequate.

Except in the case of the Employment Service Division, present leased
facilities are not directly correlated to specific facilities needs resulting from
program and organizational requirements.

Primarily because of the lack of on-going exposure and accessibility to the
rental market, Department personnel are not normally in the best position
to expeditiously perform the detailed mechanics of the property rental
process - c.g., property search, lease negotiations, etc.

Employment Service (ES) Division Information Program

The ES information program, given its present structure and approach, lacks
the proper mechanisms for inducing a significant increase in the demand for
ES services above existing levels. Major deficiencies in this regard are as follows:

The media presently utilized are inadequate to reach and influence the
actual recipients of ES services. As such, some of the people in the
"market” groups are not being effectively addressed.

The ES Division does not have a division-wide program, supplemental
to existing practices, which is totally directed towards "selling" ES
programs and the specific services which are available within the Division.

ORGANIZATION OF THE REPORT

This report has been organized into two parts as follows:

1.

Part 1 entitled "Accountants' Reports" contains the financial statements and
schedules of the State of Hawaii, Department of Labor and Industrial Relations,
for the year ended June 30, 1971, our opinion as to the fairness of the
presentation of these statements, and explanatory comments on certain items
included in the statements.



2. Part 2 entitled "Examination of Specific Areas of Concern" contains our findings
and general recommendations relating to the specific study areas provided in
our contract and is organized into six separate sections, corresponding to each
of the areas of concern addressed during our ¢xamination.

* #* * * * #* *

We wish to express our appreciation for the cooperation and courtesies extended our representatives
by the personnel of the Department of Labor and Industrial Relations.

Very truly yours,

R s, )Tl TG,
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STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Part 1

Financial Statements and Schedules

INTRODUCTION

The Department of Labor and Industrial Relations administers programs of apprenticeship, labor
law enforcement, workmen's compensation, industrial safety, employment services, unemployment
insurance, temporary disability insurance, and manpower development and training, to increase
the economic security, physical and economic well-being and productivity of workers, and to
achieve good labor-management relations in the State. The Hawaii Employment Relations Board,
Hawaii Public Employment Relations Board and the Labor and Industrial Relations Appeals Board
are placed within the Department of Labor and Industrial Relations (DLIR) for administrative
purposes only.

This section of the report contains the financial statements of the State Funded Programs, Federally
Funded Employment Security Program, Federally Funded Job Corps Program, and Special Funds
of the State of Hawaii, Department of Labor and Industrial Relations, for the year ended June 30,

1971, our opinions as to the fairness of the presentation of these statements and explanatory
comments on certain items included in the statements.

Accountants’ Report

The primary purpose of our examination was to enable us to form an opinion as to the financial
positions of the Funds and Programs of the State of Hawaii, Department of Labor and Industrial
Relations, for the year ended June 30, 1971. The accountants' opinion represents the conclusion
of the independent accountant regarding the fairness of the representations set forth in the financial
statements, and the accountants' report is used to communicate such conclusion to interested
parties. Since major weaknesses exist in the accounting records of the Federally Funded Job
Corps Program and because an effective system of internal control has not been established (see
- Part 2, Section 1, Chapters III and IV of this report), we express no opinion on the financial
position or results of operations of the Federally Funded Job Corps Program for the year ended
June 30, 1971.

Notes to Financial Statements

Notes to financial statements are used to disclose material facts relating to the financial statements
required to present fairly financial position and results of operations.



STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Glossary of Selected Terms Used in Financial Statements

The following is a glossary of certain accounting terms associated with the financial statements:

Appropriations - Authorizations granted by a legislative body to make expenditures
and to incur encumbrances for specific purposes. An appropriation is usually limited
in amount and as to the time when it may be expended.

Appropriated receipts - Receipts, which are received and designated to be used for
specific purposes, accounted for within the appropriation rather than a special fund.

Encumbrances and obligations - Commitments in the form of purchase orders or
contracts which are chargeable to an appropriation (or obligational authority) and
for which a part of the appropriation (or obligational authority) is reserved. They
cease to be encumbrances when paid or when the actual liability is set up as warrants
payable. '

Expenditures - Cost of goods delivered or services rendered, whether paid or unpaid,
including expenses, not reported as a liability of the fund from which retired, and
capital outlays. Expenditures are distinguished from encumbrances (and obligations)
in that expenditures relate to goods delivered or services rendered whereas
encumbrances represent commitments for goods to be delivered or services to be
rendered and for which no actual liability has been incurred.

Lapses - Denotes the termination of an appropriation or obligational authority.

Obligational authority - Authorizations granted by a Federal governmental agency
to make expenditures and to incur obligations for specific purposes. Like an
appropriation, an obligational authority is usually limited in amount and as to the
time when it may be expended. However, see unalloted obligational authorities.

Transfer - Authorized allocation of an appropriation from or to another State
department.

Unalloted obligational authority - The balance of an obligational authority which
has not been expended or encumbered and is carried forward to the ensuing year
until revoked or the purpose for which the funds were granted is completed.




PeEAT, MARWICK, MITCHELL & CoO.
CERTIFIED PUBLIC ACCOUNTANTS
FINANGIAL PLAZA OF THE PACIFIC

P. 0. BOX 4150

HONOLULU, HAWAII 96813

Legislative Auditor, State of Hawaii
Honolulu, Hawaii:

We have examined the statement of changes in fund balance of the State Funded
Programs of the State of Hawaii, Department of Labor and Industrial Relations, for the year
ended June 30, 1971. Our examination was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances. '

In our opinion, the accompanying financial statement presents fairly the information
presented therein of the State Funded Programs of the State of Hawaii, Department of Labor
and Industrial Relations, for the year ended June 30, 1971, in conformity with generally accepted
accounting principles. The supplementary data included in Schedules 1 and 2 have been subjected
to the same auditing procedures, and, in our opinion, are stated fairly in all material respects
when considered in conjunction with the basic financial statement.

2“’@"“"% ZopRid s G

November 26, 1971
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(1)

(2)

STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

State Funded Programs
Notes to Financial Statement

June 30, 1971

State Funded Programs

Appropriations for State Funded Programs are used to administer programs of apprenticeship,
labor law enforcement, workmen's compensation, industrial safety, temporary disability
insurance, manpower development and training (MDTA) and to provide computer services
for certain divisions within the Department. The Hawaii Public Employment Relations Board,
Hawaii Public Employment Relations Board and the Appeals Board are under DLIR for
administrative and budget purposes only.

Accounting Principles and Procedures

The accounting system of the State of Hawaii was installed under the provisions of Act
181, Session Laws of Hawaii 1923, as amended by Act 220, Session Laws of Hawaii 1925.
Under the authority granted to the Comptroller by Section 34-17, Revised Laws of Hawaii
1955, modifications in the sysiem have been made from time to time to meet the many
changes which have taken place with regard to the Territorial and State governments in
the intervening years. Summarized below are the principles and procedures currently in effect
for State Funded Programs.

(a) Basis of Accounting for Revenues:

Revenues are recorded when collected in cash.

(b) Basis of Accounting for Expenditures and Encumbrances:

Expenditures are recorded at the time vouchered for payment. At the end
of a fiscal year, existing liabilities for which payment is due are vouchered
and recorded as expenditures as of the end of the year. Other liabilities
for which payment is not due and obligations in the form of open purchase
orders are recorded as encumbrances at the end of a fiscal year and are not
recorded as expenditures until the liability for payment is incurred.

(3) Commitments

(a) The Department operates from office space under leases expiring at various dates to
1991. Annual rental under these leases approximates $95,000.

(b) Within certain limitations, employees of the State of Hawaii are entitled to receive cash
payments for accumulated vacation pay upon termination of their employment. The
State Legislature does not follow a policy of appropriating funds for such terminal
vacation pay; therefore, current earned vacation pay, to the extent of vacations not
taken by employees, is not charged against current operations, and the liability for
such accumulated vacation pay is not reflected in the accompanying financial statement.

5
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PeEAT, MARWICK, MIiTcHELL & CoO.
CERTIFIED PUBLIC ACCOUNTANTS
FINANCGIAL PLAZA OF THE PACIFIC

P.O.BOX 4150

HONOLULU, HAWAII 96813

Legislative Auditor, State of Hawaii
Honolulu, Hawaii:

We have examined the statement of changes in fund balance of the Federally Funded
Employment Security Programs of the State of Hawaii, Department of Labor and Industrial
Relations, for the year ended June 30, 1971. Our examination was made in accordance with
generally accepted auditing standards, and accordingly included such tests of the accounting records
and such other auditing procédures as we considered necessary in the circumstances.

In our opinion, the accompanying financial statement presents fairly the information
presented therein of the Federally Funded Employment Security Programs of the State of Hawaii,
Department of Labor and Industrial Relations, for the year ended June 30, 1971, in conformity
with generally accepted accounting principles. The supplementary data included in Schedules
1 and 2 have been subjected to the same auditing procedures and, in our opinion, are stated
fairly in all material respects when considered in conjunction with the basic financial statement.

Al Ppacsect, ZRpAloll s Co.

November 26, 1971
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(1)

(2)

(3)

STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Federally Funded Employment Security Programs
Notes to Financial Statement

June 30, 1971

Federally Funded Programs

Sources of financing for the Federally Funded Programs of the Department of Labor and
Industrial Relations (DLIR) include Federal Grants, Titles III and IV of the Social Security
Act of 1935, as amended; Title 11 of the Manpower Development and Training Act of 1962,
as amended; and Title I of the Economic Opportunity Act of 1964, as amended. Expenditures
from these sources are subject to audit and approval by the Federal Government. It is
anticipated that there will be no significant changes in recorded amounts.

Federal funds are used by the Unemployment Insurance Division (UID) and the Employment
Service Division (ESD) of DLIR. UID administers the unemployment insurance program
and provides allowance payment services for persons enrolled in Federal and State training
programs. ESD acts as the central and comprehensive manpower services organization in
the State. Basic services of the Division include placement, employment counseling, testing,
employer relations, industrial services, occupational analysis, manpower and employment
information, community services, occupational training, and outreach.

Cost Allocation

Certain expenditures made by Federally Funded Programs are reimbursed by State Funded
Programs and by Special Funds for the following items:

(a) joint personal and nonpersonal costs of Administration and Manpower
Development and Training,

(b) costs of administering the Hawaii Agricultural Unemployment Compensation
Law, and

(c) personal and nonpersonal costs of employment linkages in high schools.
Commitments

(a) The Department operates from office space under leases expiring at various dates to
year 2000. Annual rental under these leases approximates $225,000.

(b) Within certain limitations, employees of the State of Hawaii are entitled to receive cash
payments for accumulated vacation pay upon termination of their employment. The
State Legislature does not follow a policy of appropriating funds for such terminal
pay; therefore, current earned vacation pay, to the extent of vacations not taken by
employees, is not charged against current operations, and the liability for such
accumulated vacation pay is not reflected in the accompanying financial statement.
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PeEAT, MARWICK, MITCHELL & CoO.
CERTIFIED PUBLIC ACCOUNTANTS
FINANGIAL PLAZA OF THE PACIFIC
P. 0. BOX 4150

HONOLULU, HAWAII 96813

Legislative Auditor, State of Hawaii
Honolulu, Hawaii:

We have examined the statement of changes in fund balance of the Federally Funded
Job Corps Program of the State of Hawaii, Department of Labor and Industrial Relations, for
the year ended June 30, 1971. Our examination was made in accordance with generally accepted
auditing standards, and accordingly included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances except at stated in the
succeeding paragraph.

Major inadequacies exist in accounting records of the Program and an effective system
of internal control has not been established. Inasmuch as these conditions may materially affect
the results of operation of the Program, and since it was impracticable for us to extend out

auditing procedures sufficiently to enable us to make such a determination, we do not express
an opinion on the accompanying financial statement taken as a whole.

?M//MW@

November 26, 1971
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STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Federally Funded Job Corps Program
Statement of Changes in Fund Balance

Year ended June 30, 1971

Balance, July 1, 1970:
Unliquidated obligations
Unallotted obligational authority

Additions to obligational authority

Deductions:
Expenditures:
Enrollee expenses $ 281,450
Operating and maintenance expenses 154,971
Center staff expenses 895,066
Recruiting expenses 57,613
Capital expenditures 20,966
Total expenditures 1,410,066
Less miscellaneous reimbursements (9,063)
1,401,003
Lapses 618
Total deductions
Balance, June 30, 1971:
Unliquidated obligations 82,412
Unallotted obligational authority 45,237

See accompanying note to financial statement.
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STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Federally 'Funded Job Corps Program
Note to Financial Statement

June 30, 1971

Operations and Financing
The Hawaii Job Corps Center operates a residential training program that provides basic education,
vocational training, and work experience for out-of-school, underprivileged youth, 16-21 years

of age. The Center also provides counseling, guidance, job placement, medical, and dental services.

The Program is financed entirely through Federal funds provided by authority of Section 107
of the Economic Opportunity Act of 1964, as amended.
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PeaT, MARWICEK, M1TCHELL & CoO.
CERTIFIED PUBLIC ACCOUNTANTS
FINANGCIAL PLAZA OF THE PACIFIC

P. 0. BOX 4150
HONOLULU, HAWAII 96813

Legislative Auditor, State of Hawaii
Honolulu, Hawaii:

We have examined the combined balance sheet of the Special Funds of the State
of Hawaii, Department of Labor and Industrial Relations, as of June 30, 1971 and the related
combined statements of cash receipts and disbursements and changes in fund balances for the
year then ended. Our examination was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances, except as described in the following
paragraph.

Unemployment contributions paid by employers are collected by the State of Hawaii,
Department of Taxation. Our examination of such contributions was limited to accounting, on
a test basis, for the amounts remitted by the Department of Taxation to the State Treasury
for the account of DLIR.

In our opinion, except as described in the preceding paragraph, the accompanying
financial statements present fairly the combined balance sheet of the Special Funds at June 30,
1971, and the combined statements of cash receipts and disbursements and changes in fund
balances for the year then ended. The supplementary data included in Schedules 1 - 3 have
been subjected to the same auditing procedures and, in our opinion, except as described above,
are stated fairly in all material respects when considered in conjunction with the basic financial
statements taken as a whole.

@/W DZddrE

November 26, 1971
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STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Special Funds
Combined Balance Sheet

June 30, 1971

Assets
Cash:
In bank $ 2,881
With Treasury 804,114
Time certificates of deposit 1,168,000
1,974,995
Receivables:
Fully reserved:
Employer contributions (note 2) $ 234,005
Overpayments of benefits to claimants 75,918
Defaulting, insoivent, or noncompliant
employers 95,943
405,866
Others:
State of Hawaii and Counties 228,437
Agriculture Unemployment Compensation Revolving Fund 10,090
Contributions from self-financed agriculture employers 32,281
Accrued interest 22,038
Assessments receivable and sundry 2,302 701,014
Investments administered by United States
Department of Labor 39,535,549
Total assets $ 42,211,558
Liabilities, Reserves and Fund Balances
Liabilities:
Due to employers 5,395
Due Unemployment Compensation Fund 10,090
Other 24.368
39,853
Reserves for unrealized receivables 405,866
Fund balances 41,765,839
Total liabilities, reserves and
fund balances $ 42,211,558

See accompanying notes to financial statements.
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STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Special Funds
Combined Statement of Cash Receipts and Disbursements

Year ended June 30, 1971

Cash balance, July 1, 1970 $ 1,034,496
Receipts:
Employer contributions $ 14,190,283
Reimbursement for claims paid from the State and
Counties of Hawaii 1,334 888
United States Department of Labor for Federal
employees and ex-servicemen claims 4,751,118
Transfer from Agriculture Unemployment Compensation
Revolving Fund for agriculture employee claims 606,000
Transfer from Unemployment Trust Fund account 21,725,000
Delinquent contributions 363,679
Penalties and interest 135,591*
Assessments 32,601
Special levy to insurance carriers and self-insured
employers 239,695
Claims from employees ‘ 31,935
Redemption of time certificates of deposit 3,744,000
Other 68,512
Total receipts 47,223,302
48,257,798
Disbursements:
Unemployment benefits:
Employees 21,756,693
State and County employees 1,376,464
Federal and ex-servicemen 4,831,041
Agriculture employees 633,527
Transfer to Unemployment Trust Fund account 13,964,762
Transfer to Unemployment Compensation Fund 606,000
Cost of administration 9,179
Workmen's compensation benefits 281,890
Temporary disability insurance benefits’ 8,247
Claims 30,721
Purchase of time certificates of deposit 3,912,000
Other 40,279
Total disbursements 47,450,803
Cash balance, June 30, 1971 3

806,995

See accompanying notes to financial statements.
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STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Special Funds
Combined Statement of Changes in Fund Balances

Year ended June 30, 1971

Fund balances, July 1, 1970 $ 47,221,727

Add:
Employer contributions, other than State and
Counties of Hawaii and self-financed agricul-

ture employers § 13,549,534
. Delinquent taxes 363,679
Penalties and interest 2,397,783
Assessments 32,602
Special levy to insurance carriers and self-
insured employers 239,695
Other 48,291
Total receipts 16,631,584
63,853,311
Deduct:
Employee unemployment benefits, other than State
and Counties of Hawaii and self-financed agricul-
ture employers 21,756,693
Cost of administration 11,326
Workmen's compensation benefits 281,890
Temporary disability benefits 8,247
Expenses 1,738
Other 27,578
Total disbursements 22,087,472
Fund balances, June 30, 1971 $ 41,765,839

See accompanying notes to financial statements.
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(1)

(2)

(3)

STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Special Funds
Notes to Financial Statements

June 30, 1971

Accounting Principles and Procedures

The Special Funds (except for the TDI Special and Agricultural Unemployment Compensation
Administration Funds, which are maintained on the accrual basis) are maintained on the
cash basis of accounting, which basis does not give recognition to assets (except fully-reserved
receivables) and liabilities or accruals of income and expense for which cash has not been
received or disbursed.

Employer Contributions Receivable

The balance in the employer contributions receivable account represents amounts receivable
from employers who have remitted statutory reports but have not remitted the payments
indicated on such reports. The amounts receivable from employers who are delinquent in
filing their reports are not reflected in the accompanying financial statements.

Special Funds

A brief description of the various Special Funds administered by DLIR follows:

(a) Unemployment Compensation Fund

The Unemployment Compensation Fund was created as a Special Fund in
accordance with Chapter 383, Section 121 of the Hawaii Revised Statutes
(HRS). Receipts of the Fund are primarily derived from unemployment
insurance contributions from employers, reimbursements from State and
Counties of Hawaii for benefits paid, obligational authorities from the United
States Department of Labor, and interest. Disbursements from the Fund
consist of benefit payments and refunds.

(b) Agriculture Unemployment Compensation Revolving Fund

The Agriculture Unemployment Compensation Revolving Fund was created
as a Special Revolving Fund in accordance with Chapter 384, Section 5, of
the HRS. The Fund activity consists of billing and collecting self-financed
agriculture employers benefit payments made by the Unemployment
Compensation Fund on behalf of the agriculture employers. The latter Fund
is then reimbursed from this Fund.

(c) Agriculture Unemployment Compensation Administrative Fund

The Agriculture Unemployment Compensation Administrative Fund, created
in accordance with Chapter 386, Section 6 of the HRS as a Special Fund,
collects assessments from self-financed agriculture employers and pays for the
cost of administering the Hawaii Agricultural Unemployment Compensation
Law.

20



(d)

(e)

()

(g)

(h)

STATE OF HAWAII
DEPARTMENT OF LABOR AND INDUSTRIAL RELATIONS

Special Funds

Notes to Financial Statements, Continued

Special Compensation Fund

The Special Compensation Fund was established in accordance with Chapter
386, Section 151 of the HRS. The Fund derives monies primarily from the
special levy to insurance carriers and self-insured employers. The Fund monies
are used primarily for payment of workmen's compensation, permanent and
partial disability benefits in excess of the maximum benefits chargeable to
employers.

Temporary Disability Insurance Special Fund (TDI)

The TDI Special Fund, established in accordance with Chapter 392, Section
61 of the HRS, derives monies from penalties, interest and collection of 1969
assessments. Payments are primarily made to individuals who become disabled
while employed.

Additional Unemployment Compensation Fund

The Additional Unemployment Compensation Fund was created in accordance
with Chapter 385, Section 12 of the HRS to provide additional unemployment
compensation benefits in the event of a disaster or upon the occurrence of
a 6% or higher unemployment rate of the civilian labor force within any county
or counties in the State.

Wage-Claim and Wage-Hour Fund

This Fund is used to collect and disburse monies from employers and
employees, respectively, resulting from the enforcement of wage laws of
Chapters 387 and 388 of the HRS. The law is silent with respect to an
establishment of a fund; however, the monies herein are represented for
accountability purposes.

Appeals Board Fund

This Fund, which is shown here for accountability purposes, is used to deposit
bonding monies temporarily until an appeal is settled.
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I. INTRODUCTION

The following paragraphs describe the objectives and scope of our examination of the Department's
information system, how we preformed the examination, and a summary of findings.

OBJECTIVES AND SCOPE OF THE EXAMINATION

The primary objective of our examination of the Department's information system was to
determine the effectiveness of the reporting system, the procedures used in report preparation,
and the usefulness of the reports in aiding management decision making. Specific objectives
were to determine:

1. The adequacy of the reports furnished to different levels of management in terms
of relevancy of information, timeliness, frequency, format, content, and
usefulness.

2. The effectiveness of methods used in data gathering and report preparation in
terms of an optimum utilization of clerical and electronic data processing
capabilities.

3. The extent of integration in the information system to meet the reporting
requirements of federal agencies as well as those of internal management.

EXAMINATION APPROACH
To meet the objectives described above we performed the following tasks:

I.  Conducted fact finding interviews with personne]l at the departmental and
divisional management levels to identify unique characteristics of the
organization, the interrelationship of divisional, functional, and program
responsibilities, and the information requirements for effective planning and
administration, at each management level.

2. Prepared questionnaires designed to identify characteristics of reports issued and
evaluate the effectiveness of reports received. These were distributed to the top
three levels of management in the Department.

3. Synthesized and analyzed questionnaire replies received.

4.  Performed an in-depth analysis of the Department's major reports independently
of the report evaluations prepared by Department personnel,

5. Reviewed methods used in data gathering and report preparation and analyzed
the effectiveness of these methods.



6. Developed findings and recommendations for improving the effectiveness of the
Department's management information system. These are presented in greater
detail in the following scctions of this report.  Our findings are summarized
below.

SUMMARY OF FINDINGS

Although it was not within the scope of this examination to perform an organization study,
a prerequisite to evaluating any information system is an understanding of reporting relationships,
lines of authority, and functional areas of responsibility.

In the present organization structure, 18 administrators, district managers, and staff officers report
directly to the Office of the Director. Basically, the organization structure parallels the program
structure with the exception of neighbor island district offices. District offices administer
state-funded programs on neighbor islands with functional guidance from the respective
division/program administrators but line responsibility to the Director.

A weakness of the present organization/program structure is that there is no assignment of
responsibility for coordination of interdivision activities below the top management level. Not
all personnel at the section, branch, district, or even division levels recognize the ramifications
of an action taken within their sphere of operations on other divisions or programs. Consequently,
the Director must monitor division operations and analyze the interrelationship, or cause and
effect, ramifications of divisional activities.

The Director has considered a proposed plan of reorganization in which line responsibility would
be vested in four district office administrators aided by a Department staff of three program
administrators and one administrative services officer. A detailed analysis of the proposed plan
was beyond the scope of our examination, however, any plan of reorganization should take into
consideration the need for reducing the direct span of control, delegating authority to the lowest
practical level, and simplifying reporting relationships and lines of communications.

The Department presently utilizes a combination of manual and data processing methods in
preparing fiscal, statistical and narrative reports for management. Through the use of questionnaires
(illustrated in Exhibit) and personal interviews, we identified 255 reports prepared at various
levels in the Department. Evaluation questionnaires were distributed to 75 management personnel
in the Department and resulted in 397 evaluations of 95 of the reports. The difference between
the 255 reports identified and the 95 evaluated is primarily due to reports issued solely to meet
federal requirements and/or for public information which are not considered to be management
reports. An additional factor for the difference is some degree of duplication or inconsistency
in the identification of reports. The Department does not have a master index of reports and
many reports lack any type of identification number. The effect of this is that in some cases
the same report may be referred to by different titles by different people and, conversely, different
reports in some cases are referred to by the same title.

In addition to the DLIR management evaluation of the usefulness of reports received, PMM&Co.
independently analyzed the major fiscal, statistical and narrative reports, and the accounting and
report preparation procedures followed.

Our findings as to the value of the reports produced and the effectiveness of present methods
of preparation are briefly summarized on the following page:



The present information system is characterized by a lack of integration of fiscal
and statistical reporting functions.

While narrative reports in the present system are generally adequate, their value
in terms of management usefulness can be increased.

Major weaknesses exist in statistical reports in terms of report timing, content,
frequency, and methods of preparation.

Inadequacies in the statistical reporting systems require duplication of data
processing and manual efforts. Major statistical reports are inaccurate and are not
timely.

Internal fiscal reporting is inadequate for effective fiscal management in terms of
report timeliness, frequency, and content. Fiscal reports are not designed around
the concept of responsibility reporting.

Systems for meeting federal reporting requirements are not integrated to produce
the information required by internal management.

Major weaknesses in the accounting system of the Job Corps Center result in reports
which are totally inadequate for effective fiscal management and control.

Fiscal reports for special funds (except for the Temporary Disability Insurance
Special Fund) are either non-existent or inadequate for effective management of
fund assets.

Our specific findings and recommendations are presented in detail in the following chapters of
this section of the report.



II. EVALUATION OF PRESENT MANAGEMENT REPORTS

Questionnaires were designed for analysis of departmental managements' evaluation of reporting
cffectiveness, and were distributed to the top three levels of management in the Department.
For the purpose of this examination these levels were defined as follows:

Level 1 - Office of the Director

Level 11 - Division Administrators, Departmental Field Representatives,
and Departmental Staff Officers reporting directly to the
Office of the Director

Level III - Specialists responsible for administration of branch
activities reporting directly to Level II personnel.

Reports were evaluated for the adequacy of timeliness, frequency, number of copies, content,
accuracy, format and usefulness.

The 397 evaluations received were tabulated by report and by level of management. The
percentages of "adequate" versus "inadequate" responses are presented by management level in
the following table.

SUMMARY OF REPORT EVALUATIONS

% of Replies®*

Level of Management
Report I II 111 Total

Characteristics Adeq. Inadeq. Adeq. Inadeq. Adeq. Inadeq. Adeq. Inadeq.

Timeliness 28% 44% 91% 7% 82% 13% 53% 32%
Frequency 72 28 98 2 90 4 91 4
Copies 100 - 97 3 87 6 90 5
Content 16 9 87 13 68 28 76 19
Accuracy 72 - 93 7 83 2 85 5
Format 44 56 91 9 82 11 89 6
Usefulness 44 28 96 4 83 3 88 4
Number of Replies 7 104 286 397

*Not every characteristic was evaluated on every reply. Because "no response” tabulations are
excluded from the above table, the total of adequate and inadequate responses may not equal
100% in all cases.

As can be seen in the Summary of Report Evaluations table, the most frequently expressed report
inadequacies are a lack of timeliness and weaknesses in report content. The summary also discloses
that management reporting is less effective at the top management level. Analysis determined
that most of the "inadequate" replies were in reference to a relatively few reports which are
critical to effective management planning and control. While improved effectiveness in the



Department's narrative, fiscal, and statistical reports can be achicved, the primary weaknesses are
in the fiscal and statistical reporting areas. The following paragraphs describe the weaknesses
of the present narrative, statistical, and fiscal reports. .

NARRATIVE REPORTS

Narrative reports are the primary means by which the Director and his Deputy monitor the
administration of division operations. This is accomplished through the use of a reading file
and a monthly activity report.

(a) Reading File

The reading file is a semi-weekly accumulation of copies of all correspondence initiated at any
level within the Departmernt and serves the purpose of alerting the Director of actions taken
which might affect other divisions. This appears to be the most effective means of accomplishing
the intended purposes within the limitations of the present organization, but has the disadvantage
of requiring that the Director spend a disproportionate amount of time reviewing routine, detailed
correspondence.

(b) Monthly Activity Report

In addition to the reading file, a Monthly Activity Report is forwarded to the Director by each
Division and District Office Administrator.

The major purpose of the Monthly Activity Report is to alert the Director of potential problems
and recommended courses of action.

The frequency, timeliness, and format of the Monthly Activity Reports are generally adequate,
but the effectiveness of the report content can be improved. Not all division administrators
appear to recognize the potential problems which economic changes and/or policy changes by
the Governor have on their respective operations and some division administrators admitted some
uncertainty as to what types of information the Director is looking for in these reports.
Consequently, the reports from individual administrators vary considerably in level of detail and
the significance of items reported. For example the monthly activities reports from some divisions
only report volumes of routine activities, some describe routine meetings, and some describe
potential problems and recommended courses of action as intended.

We recommend the Director issue written instructions to division administrators enumerating the
types of information required in the Monthly Activity Report and giving illustrative examples
of each type. Where activity volumes are incorporated in the reports, these should be reported
against some frame of reference, i.e., activity volumes this month and/or year to date would
have more significance if presented in comparison with the respective volumes for the prior year.
When the planning, programming, budgeting system being implemented has been refined to the
point of having real value as an operational management tool, a more meaningful frame of reference
would be a comparison of significant activity volumes with planned levels.

STATISTICAL REPORTS

The Department prepares a variety of periodic and special statistical reports in response to:



Internal management requirements

Federal reporting‘ requirements

Legislative requests

Public_and private research agencies requests

General public information.
Statistical reports prepared to meet internal management requirements are primarily for the
purposes of evaluating program effectiveness, developing program plans, analyzing trend factors,

analyzing effects of special legislation and developing recommendations for legislative changes.

(a) Timeliness of Statistical Reports

The overriding weakness of the statistical reporting system is a lack of timeliness. The following
partial list of report periods and dates published is an example of the lack of timeliness of statistical
reporting:

Period Covered or Date Time
Report Date of Report Published Lag
Workmen's Compensation in
Hawaii Calendar Year 1969 November 1970 11 months
A Report on Unfilled Job Quarter ended February
Openings 1971 May 1971 3 months
Unemployed Claimants in
Hawaii Calendar Year 1967 February 1971 38 months
Unemployed Claimants in
Hawaii-Pensioner Study Calendar Year 1967 June 1971 42 months

A contributing factor to the lack of timeliness of statistical reports is the necessity for manual
accumulation of statistical data because of errors, a lack of timeliness and/or inadequate data
in computer processed reports.

The major causes of the lack of effectiveness in computer processed reports appear to be procedural

and will be described in Chapter IV under "Effectiveness of Data Gathering and Report Preparation
Methods".

The following paragraphs describe other weaknesses in the major statistical reports produced to
meet management needs.

(b) ESARS Reports

These are a series of reports designed to provide statistical data on individuals who apply for
jobs through any Employment Service local office. Statistical data reported includes the method



of referral (ie., agency or self motivated), age, sex, and other important claimant profile
information. The reports are computer produced monthly at Computer Center III, Statewide
Information System. The purpose of the reports is to produce information for management use
in planning and evaluating the achievement of program goals.

The following summarizes the evaluations of this, approximately 1,600-page, monthly report. The
sheer volume of the report is a weakness in itself.

Other major weaknesses of the report are a lack of accuracy and a complicated format. (Fifty-five
per cent of the evaluations indicated the report is seldom or never accurate, 63% replied that
the format is difficult to analyze.) The following are extracts of specific comments on the
evaluation questionnaires:

Limited value due to questionable accuracy and conflicting data.
Report is inaccurate-should be validated.

Information too voluminous but useful when detailed information is required.
Accuracy questionable due to problem of inputting of data into system processing.

Could be an invaluable report if information were consistent.
Report is extremely inaccurate and a waste of time and money.
Report is not accurate enough for management decision making so is not used.

Information is inaccurate, incomplete, and useless. A manual count of activities
is maintained for management purposes.

We are unable to make appropriate decisions based on this report due to the
inaccurate data.

ESARS should be redesigned to simplify its operation. The system, as presently
structured, is extremely complicated, cumbersome, replete with too many details.
and the results from the system are totally inaccurate. The major shortcoming
of the system is that operational staff need to spend too much time to meet the
needs of the computer, rather than meeting the needs of the jobless.
Computerization has also greatly added to office workload rather than reducing
workload and simplifying operations."

In view of the potential value of this report, we have recommended in Chapter IV that a high
priority be assigned to debugging the programs in this system so that reliable reports in a meaningful
format can be produced.

(¢) Workmen's Compensation Annual Report

As mentioned previously, the Workmen's Compensation Annual Report for calendar year 1969
was published in November 1970, a time lag of 11 months. The purpose of the report is to
stimulate interest in accident prevention. The report is the major source of statistical information



available for evaluating the effectiveness of the Industrial Safety program. Its usefulness as a

planning and evaluation tool for management is impaired not only by the lack of timeliness but
more critically by weaknesses in content, format, and accuracy.

The primary cause of inaccuracies in the report is a large backlog of unprocessed claims which
are not included in the statistical volumes reported. This is a procedural problem and is discussed
in greater detail in the "Effectiveness in Data Gathering and Report Preparation Methods" chapter
of this section and in Section 3, "Examination of Claims Processing and Records Maintenance
System in the Workmen's Compensation Division".

The content and format of the report can be improved to make it more useful as a management
tool in planning and evaluating program effectiveness. No trend information or comparative
statistics are presented in the report except reported injuries by industry. This is only one of
23 statistical tables in the report and is insufficient to identify trends in injuries by major agency,
type of accident, location of injury, nature of injury, etc. Case costs are not identified by year
of injury and no disclosure of cost increases due to benefit rate increases is presented.

In the statistical tables of the report, totals are printed at the top of columns rather than at
the bottom. While this is a seemingly minor point, the report is widely distributed to employers
and the public who are more accustomed to a presentation of totals at the bottom of columns.
Readability and ease of interpreting the reports can be improved if totals are consistently presented
at the foot of columns. ‘

(d) Workload and Time Analysis

This report is required by the Bureau of Employment Security to provide a method for measuring
staff time devoted to employment security functions. The report (also referred to internally
by the titles "Time Charges and Workloads" and "Workload Measurement Report") is a valuable
management tool for use in planning staffing requirements and training needs, monitoring
utilization of man hours and staffing trends in certain claims processing activities, and identifying
activities for which time reducing procedures should be developed. This report is used to support
requests for additional funds for costs of processing contingency workloads under the Employment
Security program.

A summary of the evaluations received for this report is presented below:

Timeliness —~ too late for effective decision making 30%
Frequency -- generally adequate 93%
Number of Copies — inadequate 21%
Content -- adequate 86%
Accuracy — adequate 100%
Format - generally adequate 93%
Usefulness - valuable and interesting 86%

The two points on which the report was generally rated less than adequate were timeliness and
number of copies. The timeliness varies from 10 to 90 days after the end of the month. The
evaluations which indicated that the number of copies was inadequate stated that a sufficient
number of copies should be prepared for distribution to unit supervisors who are vitally interested
in the workload and performance of their units.

This report is an effective management planning tool and we recommend that it be prepared
for state-funded programs as well as the Employment Security Program.



(¢) DLIR Annual Report

The DLIR Annual Report summarizes the operations and accomplishments of the Department
for the fiscal year. Although some fiscal data are included in the report, it is primarily statistical
in nature. The report is difficult to analyze and interpret because of inconsistencies in the time
periods presented for the separate divisions. Specifically, while the period covered in most of
the statistical tables is a fiscal year, tables relating to activities in the Workmen's Compensation
program cover a calendar year. [t is therefore impossible to relate the 38,259 industrial accidents
reported under the Industrial Safety program for the fiscal year 1969-70, to the 30,725 injurics
processed, as reported in the Workmen's Compensation program for the calendar year 1969.
Though there is a direct correlation between the effectiveness of the Industrial Safcty program
and the volume of Workmen's Compensation program activity levels, the report does not provide
any visibility into this.

The format is inconsistent between divisions with statistical totals presented at the top of columns
in some tables and at the bottom in others. To improve the usefulness of the report we
recommend that the time periods and statistical table formats be made consistent. We also
recommend that greater use of a frame of reference be incorporated in the statistical table such
as a comparison of volumes with the prior years.

FISCAL REPORTS

The Department's internal fiscal reporting is generally inadequate for effective fiscal management.
The major weaknesses in the fiscal reports prepared are a lack of timeliness and inadequate content.
The weaknesses of specific fiscal reports for state-funded programs, the federally-funded
Employment Security Program, the federally-funded Job Corps Program, and special funds are
described in greater detail below.

(a) State-Funded Programs

The principal fiscal report for state-funded programs is the "Statement of Disbursements and
Balances by Categories". This report is issued quarterly for each of the following divisions:

Administration (including staff offices)
Apprenticeship

Enforcement

Workmen's Compensation

Industrial Safety

Hawaii Employment Relations Board
Computer Center No. 2

Temporary Disability Insurance
Employment Service (State Manpower Development & Training)
Appeals Board

Hawaii Public Employment Relations Board

The purpose of the report is to inform division administrators of unexpended allotment balances
to facilitate the timing of expenditures according to planned needs. A summary report is prepared
for the Director which shows the total status of state funds by (a) Personal Services. (b) Other
Current Expenses, and (c) Equipment categories.



The frequency and timing of the report practically totally dissipate any value the report might
have as a tool for providing effective management control in meeting quarterly expenditure
limitations.  The report is prepared quarterly and the timing of distribution to division
administrators varics from 30 to 60 days after the close of the quarter.

We recommend the report be prepared on a monthly basis and distributed to division administrators
no later than the 15th day after the close of the month.

The report is presently prepared on a cash buasis and, while it reflects unexpended allotment
balances, its value as a management planning and control tool would be increased if it were

prepared on an accrual or encumbrance basis so as to reflect the uncommitted allotment balances
available.

Implementation of these recommendations will enable management to more effectively plan the
timing of expenditures within the constraints of quarterly allotments. Unexpended allotments
revert to the state and, even though the reason for an under-expenditure in any given quarter
may be due solely to the timing of purchases, special requests must subsequently be made to
recapture portions of the under-expenditure in later quarters. This requires additional time and

efforts on the part of management personnel which can be avoided by more effective fund
management.

A further weakness of the report is the inadequacy of line item detail presented. Expenditures
are presently classified as to:

(a) personal services
(b) other current expenses
(c) equipment.

Within the other current expense category are 15 object of expenditure classifications for
identification of "input" costs. To facilifate the use of a report as a management control tool,
we recommend that the status of each object of expenditure allotment be reported.

The report does not follow the concept of responsibility reporting. The single report for
"Administration” includes the Office of the Director, the Office of Research and Statistics, the
Administrative Services Office, and the Personnel Office. We recommend that expenditures and
allotment status be separately reported for each responsibility unit. Explanations of the causes
of significant variances between actual and budgeted expenditures should be explained. This
is not presently done.

(b) Federally-Funded Employment
Security Program

This program encompasses the Unemployment Insurance Division, the Employment Services
Division, and portions of the offices of Personnel, Research and Statistics, and Administrative
Services. There is presently no integration of systems or processing for meeting the information
needs of internal management and federal reporting requirements. Fiscal and budgetary reports
prepared to meet federal requirements do not provide adequate information for internal
management. Consequently division administrators do not presently receive any fiscal or budgetary
reports which would enable them to plan and control the timing of expenditures within their
respective divisions.
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A "Status of Obligational Authority" réport is prepared monthly, in accordance with federal
requirements, which show obligations incurred and the balance of obligational authority received
by object of expenditure for the total program but gives no visibility into the status of the
respective organizational units within the program. The report is not distributed to the respective
division administrators nor would there be any value in doing so considering the present format
and content of the report.

To minimize the lapsing of unexpended funds, and to achieve effective fiscal planning and control,
division administrators should receive a monthly report which would show the status of obligational
authority applicable to the particular division.

The Department is in the process of implementing a data processing cost accounting system
developed by the Federal Government for the Employment Security Program which is intended
to meet the needs of operating management as well as federal reporting requirements. Operating
management within the Hawaii State Department of Labor and Industrial Relations has not been
given an opportunity to assist in the system design, however, so it may be anticipated that the
system will not fully and effectively meet the information requirements of internal management.
Although operating management in departments of labor in other states may have contributed
to the design of the system, Hawaii has unique characteristics compared to other states. It is
doubtful that a system designed without the consideration of these unique characteristics will
fully meet the needs of Hawaii's DLIR management.

(c) Federally-Funded Job Corps Program

The DLIR is contractor for the U. S. Department of Labor Manpower Administration Job Corps
and operates the Hawaii Job Corps Center. The Center includes three residential training facilities
at Koko Head Camp, Kokee State Park, and Hawaii Volcanoes National Park. The Center is
operated to prepare young disadvantaged men 16 through 21 years of age for the responsibilities
of citizenship and to increase their employability. Approximately 250 men are covered under
the program. The Contractor is obligated to furnish the necessary qualified personnel, services
and materials to accomplish the contract, within the estimated cost of the contract.

Because of major weaknesses in the accounting system of the Job Corps Center (described in
greater detail in Chapter IV of this section, "Effectiveness of Data Gathering and Report
Preparation Methods"), the fiscal reporting of the Center is totally inadequate for effective fiscal
management and control.

"Job Corps Financial Summary" and "Center Financial Report" reports are prepared monthly
to meet Federal reporting requirements. The format of the financial summary provides for a
comparison of actual expenses and income with budgeted amounts and a computed expense per
equivalent man year. This information could provide a valuable management control tool if
accurately reported. A major weakness of the present Job Corps accounting system, however,
is that the accounting records are maintained on a cash basis rather than the accrual basis required
by the contract. In preparing the financial summary, expenditures are arbitrarily timed to
approximate the budgeted amounts. This procedure obviously destroys any value the report might
have as a measure of budgetary performance.

The Job Corps does not perform any responsibility or cost center accounting or reporting which

would compare actual expenditures (on an accrual basis) with budgetary constraints by cost center.
No comparison of expenditures with quarterly or monthly budgets is made.

Ik



We recommend that a cost center budgetary reporting system be implemented to provide the
tools for effective fiscal planning and control which are completely lacking in the present system.
Further detailed findings and recommendations relative to the Job Corps' accounting system are
presented in Chapter III of this section.

(d) Special Funds

We reviewed the adequacy of fiscal reporting for the Unemployment Compensation Fund and
the following special funds:

Agriculture Revolving Fund
Workmen's Compensation Special Fund
Temporary Disability Insurance Special Fund

While each fund has somewhat unique characteristics, the types of fiscal information required
for effective fund management are generally the same. With the exception of reports prepared
for the Temporary Disability Insurance Special Fund, special fund fiscal reports are either
non-existent or inadequate for providing management with the information necessary to administer
and control fund assets and liabilitics. The following paragraphs describe the unique characteristics
and information requirements for each fund.

1. Unemployment Compensation Fund - A monthly "Summary of Financial
Transactions-Unemployment Fund" report is prepared to meet federal reporting
requirements. The report shows cash transactions and account balances for the
three accounts in the fund, i.e., clearing account, unemployment trust fund
account, and the benefit payment account. Resources available for benefit
payments are also shown in the report.

The report content is not adequate for effective fund management. Fully reserved
fund assets and liabilities (specifically accounts receivable for employer
contributions and benefit overpayments and liabilities for employers'
overpayments) are netted against the respective reserves and do not show in
the report.

We recommend that a statement of financial condition be prepared monthly
to reflect the condition of all fund assets and liabilities and changes in fund
balance. In support of this statement of financial condition, we recommend
that aged accounts receivable schedules be prepared to show the status of
delinquent accounts on a monthly basis. The average outstanding accounts
receivable balance during 1970-71 was approximately $250,000 which
represented an average outstanding period of 90 - 100 days. Given the visibility
into the condition of the assets which would be provided by the recommended
reports, management could improve the administration of collection policies and
procedures. Effective administration of accounts receivable collections should
result in a reduction of the average outstanding period to about 30 days and
make approximately $160.000 of additional funds available for investment.
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2. Agriculture Revolving Fund ~ The Agriculture Revolving Fund is used to pay
unemployment claims of agricultural workers. The fund is reimbursed by billing
the appropriate employers for claims paid out. As is the case with the
Unemployment Insurance Trust Fund, no reports are provided management
which provide visibility into the financial condition of all the assets and liabilities
of the fund or changes in fund balance. We recommend that such reports be
prepared.  We also recommend that aged accounts receivables schedules be
prepared. Because of the scasonal nature of claims, we recommend that
projections of cash flow requirements be made.

Without the recommended reports, the fund administration is considerably
weakened. During the fiscal year 1970-71, the accounts receivable balance in
the fund ranged from a low of $31,000 to a high of $151,000, with average
monthly claim payment rate of $50,000. Effective administrative controls over
the collection of accounts receivable and cash planning could result in an increase
in funds available for short-term investment. ‘

3. Workmen's Compensation Special Fund -~ As with the above funds, no report
iIs prepared which reflects the total financial condition of the Workmen's
Compensation Special Fund. We recommend that such a report and a cash
projection schedule be prepared monthly.

4.  Temporary Disability Insurance Special Fund -- Monthly reports are prepared
for this fund which show the financial condition of the fund, projected cash
requirements and funds available for investment, changes in fund balance, aging
of accounts receivable, investment portfolio summary, and investment income
measured against benefits paid. The reports are prepared on a timely basis and
should be used as a guide in developing similar reports recommended for the
other funds described above.

Procedural weaknesses in the administration of special fund accounts receivable are described in

the next chapter of this section. Investment policies of idle funds are described in Section 2,
"Examination of Financial Management Practices and Fiscal Controls".
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II. EFFECTIVENESS OF DATA GATHERING AND REPORT
PREPARATION METHODS

Essential to an effective information system is an adequate system of accounting and internal
controls. Many of the weaknesses of the DLIR management reports described in the preceding
chapter are the direct result of accounting and internal control procedural weaknesses as described
in the following paragraphs. To assist the reader of this report in relating procedural weaknesses
to the resulting reporting weaknesses, procedures are discussed in the same sequence as the
description of management reports presented in the preceding chapter and not necessarily in order
of magnitude.

STATISTICAL REPORTING

As described in Chapter II, the major data processing statistical reporting systems utilized by
the Department -are:

Employment Service Automated Reporting System (ESARS)
Continuous Wage and Benefit History (CWBH)
Workmen's Compensation Claim Statistics
Workload and Time Analysis
Procedural weaknesses in these applications are described in the following paragraphs.

(a) Employment Service Automated Reporting System

This system was designed to produce a series of reports of characteristics of job applicants and
data for management use in planning and evaluating the achievement of program goals. Reports
produced for the fiscal year 1970-71 excluded approximately 10,000 to 12,000 valid transactions
according to Department personnel. The volume of input data rejected was approximately 30%.
We were unable to verify the exact causes of rejected input, but the consensus of Department
personnel was that the computer programs have not been completely debugged. It was noted
that two different computer programs produce different totals for the same statistical data.
Because the computer data is unreliable, the Department maintaing duplicate statistical records
on a manual basis.

While the system has the potential of providing valuable management information if the problem
of rejected input is solved, its present value is questionable. We recommend that a relatively
high priority be assigned to debugging the programs in this system or that it be replaced by
a redesigned system. -

(b) Continuous Wage and Benefit History
Program

This is a comprehensive statistical program which "continuously"” compiles and evaluates data
on the personal characteristics and unemployment benefit experience of individuals who file claims
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for unemployment insurance. The CWBH program serves as a management analysis tool in
preparing and evaluating legislative proposals to amend the benefit and eligibility provisions of
the Hawaii Unemployment Insurance Law. This program is also the basis for the "Unemployment
Claimants in Hawaii" reports described in the preceding chapter. These reports have not been
published until 38 and 42 months after the fact. The reason given for this time lag is that
the computer-produced data have never been received on a timely basis and at present is four
years behind schedule. We were unable to determine whether the cause for this delay is one
of priority assignments or processing problems. It is obvious however that the value of these
reports is considerably dissipated by the long time lag, and we recommend that departmental
management make a more detailed investigation into the causes and take the appropriate corrective
action.

(c) Workmen's Compensation Claim Statistics

This program produces statistical information for the Workmen's Compensation Annual Report
and the DLIR Annual Report in the form of industrial accident characteristics. These statistics
are the only practicable means of planning and evaluating the effectiveness of the Industrial Safety
Program. The present coding classifications, however, are too general to effectively aid management
in the program planning function. A more critical weakness is the inaccuracy of the statistics
resulting from a backlog of unprocessed claims in the Workmen's Compensation Division.

As a result of omissions in the Workmen's Compensation statistical report caused by the
unprocessed backlog and/or the employers’ or carriers failure to file accident reports, we are unable
to verify the correctness of the special assessment levy against self-insured employers. The levy,
computed to be $62,000, is based on the ratio that average annual compensation paid by insurance
carriers is to average total compensation paid. The average compensation paid by insurance carriers
for 1969 and 1970, as reported by the DLIR, was $7.25 million; however, the State Department
of Regulatory Agencies, which consolidates the reports of all insurance carriers doing business
in Hawaii, reported an average of $9 million. The unprocessed backlog of approximately 50,000
reports is described in detail in Section 3, "Examination of Claims Processing and Records
Maintenance in the Workmen's Compensation Division".

The present processing of claims involves manual procedures which might 