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Office of the Auditor

State Constitution – Article VII Section 10:

Background

State Constitution – Article VII, Section 10:

“It shall be the duty of the auditor to conduct post-
audits of the transactions, accounts, programs andaudits of the transactions, accounts, programs and 
performance of all departments, offices and 
agencies of the State and its political subdivisions, 
to certify to the accuracy of all financial statements 
issued by the respective accounting officers and to 
report the auditor’s findings and recommendations 
to the governor and to the legislature …”

(emphasis added)
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Office of the Auditor

• Gubernatorial vetoes 2002 2003

Background (continued)

• Gubernatorial vetoes 2002, 2003

• Audit Revolving Fund (Act 4/SSLH 2003)

• Legislative budget bill (Act 1 of each session 
appropriates general fund portion of audit costs)

• FY2005 audits – 9 contracts:  CAFR, DOE, DOH, 
DHS, DOT (approx. $2.5 million annually)

FY2008 dit 29 t t ll d t t• FY2008 audits – 29 contracts:  all depts except 
UH, HHSC, HHRF (approx. $5.5 million annually)
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Office of the Auditor

FY2007 CAFR audited by Deloitte & Touche

Background (continued)

FY2007 CAFR audited by Deloitte & Touche
(administered by Office of the Auditor):

• Noted failure of SLARS auctions in early 2008Noted failure of SLARS auctions in early 2008

• SLARS held by State were classified as long-term 
(> 5 year maturities)

• For FY2008 CAFR, B&F resistance to writedown; 
Deloitte & Touche insistence

• Material weakness and $114 million writedown
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Office of the Auditor

Examination Objectives

1 Examine the effectiveness of the financial1. Examine the effectiveness of the financial 
accounting and financial reporting processes and 
related internal controls of the Department of 
Budget and Finance and recommendBudget and Finance, and recommend 
improvements to such internal controls as 
applicable.

2. Assess the adequacy, efficiency, and 
effectiveness of the department’s organizational 
t t t d d tistructure, systems, procedures, and practices 

over its financial administration functions and 
recommend improvements as applicable.

3. Make recommendations as appropriate. 20
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Office of the Auditor

Summary of Findings

Material WeaknessesMaterial Weaknesses 

1. Lax management of the State’s $3.8 billion 
treasury has increased risk and reduced 
available funds.

2. The Financial Administration Division has failed 
to perform essential functions.
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Office of the Auditor

Summary of Findings (continued)

Significant DeficienciesSignificant Deficiencies 

1. The Budget Division’s informal and 
undocumented budget process lacks 
transparency and leaves the department 
vulnerable.

2. Inattention to information technology 
management exposes the department to 
unnecessary risk.
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Office of the Auditor

Summary of Findings (continued)

Independent Accountant’s Report on InternalIndependent Accountant s Report on Internal 
Controls

In the opinion of Accuity LLP, because of the effects 
of the noted material weaknesses on the 
achievement of the objectives of the control criteria, 
the department has not maintained effective 
financial accounting and financial reporting 
processes and related internal controls for the fiscal 
year ended June 30, 2009.
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State of Hawai‘i Investments in Auction-Rate Securities

$1,200,000,000

State of Hawai i Investments in Auction-Rate Securities
June 30, 2006 to June 30, 2009
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State of Hawai‘i Investments in Auction-Rate Securities
Fiscal Year 2008 by Month
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Exceptions to Maximum Investments Allowed

Investments in Repurchase CDs by Issuer Must 

p
(Figures shown in bold exceed allowable percentages)

Month
Auction-Rate 

Securities Must Not 
Exceed 20% of the 

Total Portfolio

p
Agreements by 
Issuer Must Not 

Exceed 70% of the 
Total Portfolio

y
Not Exceed 50% of 
the Total Portfolio

FHB CPB

July 2008 29.00% 81.00% 21.90% 48.83%
August 2008 29.49% 65.15% 22.34% 47.79%
September 2008 30.19% 64.60% 22.25% 47.60%
October 2008 30.47% 71.91% 33.76% 41.10%
November 2008 32.13% 60.00% 37.45% 38.24%
December 2008 31.12% 42.19% 60.65% 23.02%
January 2009 32.63% 69.48% 50.13% 28.81%
February 2009 33.86% 78.97% 29.23% 39.60%
March 2009 35.87% 85.12% 19.91% 49.54%
April 2009 37.88% 65.08% 13.84% 53.50%
May 2009 37.48% 65.84% 7.12% 57.73%
June 2009 30.47% 33.69% 61.21% 10.96%

FHB = First Hawaiian Bank
CPB = Central Pacific Bank
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Source: Investment Pool Composition Historical schedule prepared by the Department of Budget 
and Finance
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Office of the Auditor

• August 27 2009 meeting: Director specifically

Director of Finance’s Lack of Involvement in 
Investment Decisions

• August 27, 2009 meeting:  Director specifically 
stated she has never been consulted prior to any 
investment purchases. (9 people in attendance: 
director deputy director 2 B&F staff 2 Office ofdirector, deputy director, 2 B&F staff, 2 Office of 
the Auditor personnel, 3 Accuity personnel)

J 19 2010 ti Di t fi d• January 19, 2010 meeting: Director confirmed 
that she was not consulted prior to any 
investments in ARS, and also not involved in 
i t t d t d b i (7 l iinvestments on a day-to-day basis. (7 people in 
attendance:  director, deputy director, FAD 
administrator, 1 B&F staff, 1 Office of the Auditor 
personnel, 2 Accuity personnel).
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Office of the Auditor

• FAD administrator repeated the director’s lack of

Director of Finance’s Lack of Involvement in 
Investment Decisions (continued)

• FAD administrator repeated the director s lack of 
involvement in decisions during various meetings 
directly with Accuity throughout the audit.

• FAD administrator also confirmed this, as well as 
his own apparent lack of involvement, in a 
10/26/09 il t A it10/26/09 email to Accuity:

“As staff did not believe that the deviation from 
th 20% fi i ifi t th Di tthe 20% figure was significant, the Director was 
not consulted prior to increasing our position in 
ARS. I was informed of our increased holding 
due to the favorable yields.” 
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Office of the Auditor

J 19 2010 ti Di t k l d d

Lack of Investment Reporting to the 
Director of Finance

• January 19, 2010 meeting: Director acknowledged 
not receiving formal investment reports since July 2007 
but stated she does receive other investment reports on 
a regular basis When pressed the director could nota regular basis.  When pressed, the director could not 
recall whether they were monthly or quarterly and what 
exactly the reports contained, but did promise to 
provide us with copiesprovide us with copies.  

• In response to our follow up, the FAD administrator 
stated the following in a 2/4/10 email:g

“monthly reports to the Director (Exhibit 2) (while we 
believe that additional reports were provided to the 
Director beyond August 2007, we could not locate 
copies of those reports).” 61
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