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Representative Scott Saiki Senator Ronald Kouchi
House Speaker Senate President
Hawaii State Capitol. Room 431 Hawaii State Capitol. Room 409
415 South Beretania Street 415 South Beretania Street
Honolulu, Hawaii 96813 Honolulu. Hawaii 96813

Re: Senate Concurrent Resolution No. 70 and Senate Resolution No. 48 (SCR 70/SR4$)

Aloha ‘olua mal.

SCR7O/SR48: Requesting the Office of Hawaiian Affairs to conduct an independent
fiscal audit of all Limited liability Corporations created or controlled by the Office to report the
findings and recommendations of the audit to the Legislature no later than 20 days prior to the
convening of the regular session of 2020.

The Office of Hawaiian Affairs (OHA) testimony during the 2t)19 session noted the
following: 1)1 OHA 1 Is subject to an Audit by the State Auditor every frntr ears’; 2) Is subject
to a Stcite Review every five years; 3) Annually contracts with an independent audit firm to

conclttct a financial audit of OHA—; and 4) contracted with cm independent audit firm to conduct

a review of OHA disbursements. Limited Liability Coinpanies (LLCs) created by OHA engage,
contract, cmd pay for their own tiidependent audits. LLC audit reports are provided to OfIAfi.’r
in(ttlsion in OHA 5 basi(fihlallcictl statements a,ict footnotes. OHA ‘s independent auditor relies
on the LLC attthtors opinion. C)HA ‘s audited bcisic financial stutenients, inc/tiding footnotes
ciizd LLC infi,rmatio,i, are ptthtished anizuctltv on its website.1 Independent financial audits of
all LLCs created by OHA are already condttcted.

Section 10-14.55. Hawai’i Revised Statues. “Audit and report.”
2 The “clean” audit opinion “based on our lindependent OHA auditors) and the report of the other [independent LLC
auditorsi” as of June 30. 2017. may he found on OHAs website J.ptj19of32xyI33sXo4xzaQgfl4-
wpgne.netdna-ssLcom/wp-contentpioads/O11A-20L7-FS-Findf.

Chapter 428 — Uniform Limited Liability Company Act
The Financial Statements and Report of Independent ( crttticd Public Accountants of the ()ffice ot I L1\\ alum

:\ffairs ( )l IA are for the fiscal ear ended lime 3t;, I he reports are prepared h\ ( )l I.\ s Resource \lanacivent
[inc of Business. UI IA Is responsible for the aLLuiaL\ of this information. its ecuapteteness and fairness.incIuding
all disclosures. ‘I lie report includes tte independent auditors report. uianacenent s discussion and atial ‘is
C \lh )\. A. basic financial statements and notes to the financial statetueiv
https ://www.oha.or/abouUaboutfinanciaI -statements!
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To comply with our obligations under SCR7O/SR48, enclosed are the most recent audit
reports for the OHA and LLCs as further described below.

OHA. The OHA is currently undergoing its annual financial audit for the fiscal year
ended June 30, 2019. Independently engaged and contracted audits for the LLC’s, for the year
ended December 2018 were completed in August 2019 and related audit and financial
information have been furnished to the OHA’s independent auditor for inclusion in the OHA’s
fiscal year 2019 audited financial statements, under the business-type activities. The OHA
expects completion of the OHA audit fieldwork, and issuance of the tscal year 2019 financial
Statements with Independent Auditor’s Report in february 2020. Therefore, enclosed is the
Office of Hawaiian Affair’s Financial Statements with Independent Auditor’s Report for the
Year Ended June 30, 2018—the most recently available. The OHA’s audit reports are aLso
avaiLable on the OHA website at https://www.oha.org/financials

LLCs. Independent audit reports for LLCs are published on its website at:
http://www.hiilei .org/Ke-Kumu-OihanReports/AnnLIat-Audits. However, for your
convenience, we’ve provided hard, bound copies of the following reports that were provided to
the OHA by the LLCs: 1) Hi’iLei Aloha LLC and Sub-Entities; 2) Hi’ipaka LLC, a sub-entity of
Hi’ilei aloha LLC; and 3) Ho’okipaipai LLC.

Please do not hesitate to contact me at 594-1973 or sylviah@oha.org. or have your staff
contact Interim Chief financial Officer, Gloria Li at 594- t955 or gIorial@oha.org, should there
he any questions regarding this correspondence or its attachments.

‘0 wau iho no me ka ‘oia’i’o.

Sylvia M. Hussey, Ed.D.
Ka Pouhana, Chief Executive Officer

SH:sh

Attachments

cc: Trustee Colette Machado, Chair, Board of Trustees
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     Independent Auditor’s Report 

To the Member and Managers 
Hi‘ilei Aloha LLC and Sub-Entities 

Report on the Financial Statements 

I have audited the accompanying consolidated financial statements of Hi‘ilei Aloha LLC and its sub-
entities (all nonprofit organizations), a component unit of the Office of Hawaiian Affairs, State of 
Hawai‘i, which comprise the consolidated statements of net  position as of December 31, 2018 and 
2017, and the related consolidated statements of revenues, expenses, and changes in net position, and 
of cash flows for the years then ended, and the related notes to the financial statements. 

Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial 
statements in accordance with accounting principles generally accepted in the United States of 
America; this includes the design, implementation, and maintenance of internal control relevant to the 
preparation and fair presentation of consolidated financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditor’s Responsibility  
My responsibility is to express an opinion on these consolidated financial statements based on my 
audits. I conducted my audits 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 I plan 
and perform the audit to obtain reasonable assurance about whether the consolidated financial 
statements are free from material misstatement.   

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the consolidated financial statements. The procedures selected depend on the auditor’s judgment, 
including the assessment of the risks of material misstatement of the consolidated financial statements, 
whether due to fraud or error. In making those risk assessments, the auditor considers internal control 
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in 
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, I express no 
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of significant accounting estimates made by management, as well as evaluating the 
overall presentation of the consolidated financial statements. 

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my 
audit opinion. 
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Opinion 
In my opinion, the consolidated financial statements referred to above present fairly, in all material 
respects, the financial position of Hi‘ilei Aloha LLC and its sub-entities as of December 31, 2018 and 
2017, and the changes in their financial position and their cash flows for the years then ended in 
accordance with accounting principles generally accepted in the United States of America.  

Other Matter – Omission of Management’s Discussion and Analysis 
Management has omitted management's discussion and analysis that accounting principles generally 
accepted in the United States of America require to be presented to supplement the basic financial 
statements. Such missing information, although not a part of the basic financial statements, is required 
by the Governmental Accounting Standards Board who considers it to be an essential part of the 
financial reporting for placing the basic financial statements in an appropriate operational, economic, 
or historical context. My opinion on the basic financial statements is not affected by this missing 
information. 

Other Reporting Required by Government Auditing Standards  

In accordance with Government Auditing Standards, I have also issued my report dated August 30, 
2019 on my consideration of Hi‘ilei Aloha LLC and its sub-entities’s internal control over financial 
reporting and on my tests of their 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 my 
testing of internal control over financial reporting and compliance and the results of that testing, and 
not to provide an opinion on internal control over financial reporting or on compliance. That report is 
an integral part of an audit performed in accordance with Government Auditing Standards in 
considering Hi‘ilei Aloha LLC and its sub-entities’s internal control over financial reporting and 
compliance. 

       
  
Honolulu, Hawai‘i 
August 30, 2019
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2018 2017
Assets

Current Assets
Cash 3,228,745$      2,931,809$       
Accounts receivable, net of allowance for doubtful 

accounts of $15,000 in 2018 and $2,825 in 2017 383,552 212,382
Receivable - Ho‘okīpaipai LLC 61,931           34,942            
Inventories 132,425         123,040
Prepaid expenses 187,060 130,132

Total current assets 3,993,713 3,432,305

Cash Restricted for Property Acquisition 15,025 97,046             
Capital Assets

Buildings and improvements 3,445,360      3,104,262
Furniture, fixtures and equipment 923,806 926,734
Vehicles 227,402 244,742

4,596,568 4,275,738
Less accumulated depreciation (2,489,934) (2,197,309)

2,106,634 2,078,429
Land 13,072,711 13,003,821

Total capital assets 15,179,345 15,082,250

Other Assets - lease security deposit 10,394 9,994               

Total assets 19,198,477$     18,621,595$     

Liabilities and Net Position

Current Liabilities
Accounts payable 148,216$         168,852$         
Accrued liabilities 309,510 329,051
Deferred revenue 89,587 39,986            

Total current liabilities 547,313 537,889
Net Position

Unrestricted 3,456,794 2,904,410
Restricted - property acquisition 15,025           97,046            
Net investment in capital assets 15,179,345 15,082,250

Total net position 18,651,164 18,083,706
Total liabilities and net position 19,198,477$     18,621,595$     
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2018 2017
Operating revenue and support

Sales
Gift store and food service 2,324,790$      2,171,221$       
Cost of sales, including gift store and food service

departmental expenses (2,450,832)     (2,307,154)       
Gross margin (loss) (126,042)          (135,933)          

Admissions and tours 4,671,269        4,344,144        
Shuttle service  272,563         240,932
Special events and other 189,116         58,906
Less bad debt expense (23,726)          (2,254)             

Total net sales 4,983,180        4,505,795        

Capacity building consulting and training services 552,026         479,684          
Parking, rental and other 368,000         403,120          
Audio visual production 21,583           97,907            
Grants and donations 149,112         81,069
Flood insurance recoveries, net of losses incurred 34,286           49,935            

Other revenue and support 1,125,007        1,111,715        
Total operating revenue and support 6,108,187        5,617,510        

Operating expenses
Program Services - Hi‘ipaka LLC

Cultural 854,415         831,476
Botanical 1,401,788      1,249,379
Preservation and stewardship 1,320,104      1,279,688

Program Services - Hi‘ilei LLC: capacity building 787,577         626,460
4,363,884      3,987,003        

Management and general 1,866,143      1,490,995
Fundraising 18,502           17,300            

Total operating expenses 6,248,529        5,495,298        
Operating income (loss) (140,342)          122,212           

Nonperating activity
Grants from member - Office of Hawaiian Affairs 707,800         162,800          

Change in net position 567,458           285,012           
Net position

Beginning of year 18,083,706    17,798,694      
End of year 18,651,164$     18,083,706$     
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2018 2017
Cash flows from operating activities

Receipts from customers, grantors and funders 8,361,233$      7,862,326$       
Payments to suppliers, vendors and service providers (4,423,828) (3,893,934)
Payments to employees for salaries and benefits (4,006,460) (3,652,645)
Insurance recoveries - flood damage 34,286 141,584

Net cash provided by (used in) operating activities (34,769) 457,331
Cash flows from capital and related financing activities

Acquisitions of property and equipment (465,258)        (470,806)         
Net cash used in capital and related financing activities (465,258) (470,806)

Cash flows from noncapital financing activities
Grants from the Office of Hawaiian Affairs 700,000         162,800          

Cash provided by noncapital financing activities 700,000 162,800
Cash flows from investing activities

Advances to Ho‘okīpaipai LLC (55,000)          (34,942)           
Repayments of advances to Ho‘okīpaipai LLC 69,942           -                  

Net cash provided by (used in) noncapital financing activities 14,942 (34,942)
Increase in cash 214,915 114,383

Cash and cash equivalents
Beginning of year 3,028,855 2,914,472
End of year 3,243,770$       3,028,855$       
Cash and cash equivalents consist of:

Cash 3,228,745$      2,931,809$       
Restricted cash 15,025 97,046

3,243,770$       3,028,855$       

Reconciliation of operating income (loss) to net cash used in
operating activities

Operating income (loss) (140,342)$        122,212$         
Adjustments to reconcile operating income (loss) to net cash

provided by (used in) operating activities
Depreciation of property and equipment 369,209         317,664          
Loss (gain) on disposal of equipment (1,046)            7,967              
Donated advertising services 7,800             -                  
Change in: 

Receivables (213,101)        9,016              
Inventories (9,385)            (6,033)             
Prepaid expenses (56,928)          (46,018)           
Lease security deposit (400)                -                  
Accounts payable (20,636)          42,080            
Accrued liabilities (19,541)          31,862            
Deferred revenue 49,601           (21,419)           

Net cash provided by (used in) operating activities (34,769)$           457,331$          

Schedule of Noncash Investing and Financing Activities
Grant from the Office of Hawaiian Affairs

Donated advertising services 7,800$             -$                     
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1. Organization and Summary of Significant Accounting Policies   

Hi‘ilei Aloha LLC (Company or Hi‘ilei) was established on October 1, 2007, for the study, 
protection, development, enhancement and promotion of Hawaiian culture, resources, values, 
customs and practices, and for related purposes. The Company is a limited liability company with 
the Office of Hawaiian Affairs (OHA) as its sole member. The Company’s governing body consists 
of three “Managers” who are senior management officials of OHA.  In 2019, OHA approved 
amending the Company’s Operating Agreement to state that the Managers shall not be OHA 
employees. 

In December 2007, the Company created Hi‘ipaka LLC, a Hawai‘i limited liability company, as a 
sub-entity whose mission is to preserve and perpetuate the human, cultural and natural resources of 
Waimea Valley, O‘ahu for future generations through education and stewardship. In January 2008, 
the Company created Hi‘ipoi LLC, a Hawai‘i limited liability company, as a sub-entity whose 
primary purpose is to foster cultural, educational, and business opportunities related to taro farming 
and the production of poi and taro products, primarily in West Kauai.  Hi‘ipoi was dissolved in 
2017.  In May 2010, the Company created Hi‘ikualono LLC, a Hawai‘i limited liability company, 
as a sub-entity whose primary purpose is to preserve Hawaiian culture and natural resources 
through land stewardship activities; this entity has been inactive since formation.  In 2019, OHA 
approved a plan to dissolve Hi‘ikualono LLC. 

Revenues are generated primarily from sales of admission to Waimea Valley and the activities and 
events (hikes, education programs, tours, gift and food service sales, etc.) held there.  Revenues are 
also generated by providing capacity building services under contracts and grants.  Hi‘ilei also 
receives grants from OHA. 

Based on its relationship with OHA, the Company is considered to be a component unit of OHA 
for financial reporting purposes. 

Principles of Consolidation 
The consolidated financial statements include the accounts of the Company, Hi‘ipaka LLC 
(Hi‘ipaka), and, through its dissolution, Hi‘ipoi LLC (Hi‘ipoi)(collectively the Companies). All 
significant inter-company transactions and balances have been eliminated. 

Basis of Accounting 
The consolidated financial statements of the Companies have been prepared on the accrual basis of 
accounting consistent with enterprise fund accounting and accounting principles generally accepted 
in the United States of America, as prescribed by the Governmental Accounting Standards Board 
(GASB).  

Use of Estimates in the Preparation of Financial Statements 
The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period.  Actual results could differ from those estimates. 
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Cash and Cash Equivalents 
The Companies consider all highly liquid debt investments with original maturities of three months 
or less when purchased to be cash equivalents. 

Concentrations of Credit Risk 
The Companies maintain separate legal entity cash accounts with a financial institution in the State 
of Hawai‘i.  Balances are insured up to $250,000 per account holder by the Federal Deposit 
Insurance Corporation (FDIC).  Hi‘ipaka’s bank account balances were in excess of $250,000 at 
December 31, 2018 and 2017 and amounted to $3,060,975 and $2,790,798, respectively. 

Receivables 
Accounts receivable are stated at the amount management expects to collect from outstanding 
balances. The carrying amount of accounts receivable is reduced by an allowance for doubtful 
accounts that reflects management's best estimate of the amounts that will not be collected based 
upon prior experience, a review of delinquent accounts, and management's assessment of the credit 
worthiness of its customers.  Management considers accounts past due when they are outstanding 
beyond 60 days with no payment.  Interest is generally not charged on past due accounts.  Balances 
that are still outstanding after management has used reasonable collection efforts are written-off 
through a charge to the allowance account and a credit to accounts receivable. The Companies’ 
allowance for doubtful accounts was $15,000 and $2,825 at December 31, 2018 and 2017, 
respectively, and was established based on a review of specific delinquent accounts.   

Inventories 
Inventories consist of items held for sale in Hi‘ipaka’s gift stores and snack shop.  Inventories are 
stated at the lower of cost (first-in, first-out method) or net realizable value. 

Capital Assets 
Property is stated at cost if purchased.  Property transferred to the Company from OHA as part of 
the Company’s formation is stated at OHA’s carrying basis.  Property purchased with a cost in 
excess of $1,000 and a useful life exceeding one year is capitalized.  Depreciation is computed 
using the straight-line method over the estimated useful lives of such assets (5 to 7 years for 
furniture, fixtures, equipment and vehicles, 5 to 7 years for leasehold improvements, and 10 to 30 
years for building and improvements).  Expenditures for maintenance, repairs, restoration, and 
minor renewals are charged to expense; expenditures for betterments are capitalized.  Property 
retired or otherwise disposed of is removed from the appropriate asset and related accumulated 
depreciation accounts. Gains and losses from the disposition of assets are reflected in current 
operations. 

Impairment Review 
Long-lived assets such as property and equipment are reviewed for impairment when events or 
circumstances indicate that their carrying value may not be recoverable.  Estimated undiscounted 
future cash flows are used to determine if an asset is impaired, in which case the asset’s carrying 
value would be reduced to fair value.  No impairment charges have been recorded. 

Revenue Recognition 
Hi‘ipaka’s admission and tours revenues are recognized based on the date of admission to Waimea 
Valley.  Hi‘ipaka’s gift and food service sales are recognized at the time of sale as sales returns are 
inconsequential.  Revenue from special events and venue rentals are recognized when the event 
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occurs.  Capacity building consulting and training services provided by Hi‘ilei are recognized as 
costs are incurred or upon final completion of the contracted service.  Revenues are recognized net 
of all discounts and allowances, including bad debts if any. Contributions are recognized as support 
in the period in which eligibility requirements imposed by the donor have been met, which is 
generally when received.  Amounts received prior to revenue recognition are recorded as deferred 
revenue. 

Expenses 
The costs of conducting programs and other services have been summarized on a functional basis 
in the statements of revenues, expenses, and changes in net position.  Hi‘ipaka’s program service 
expenses consist of cultural, botanical and the preservation and stewardship of Waimea Valley.  
Cultural expenses include various programs and educational activities.  Botanical expenses include 
all activities related to the flora and fauna of the Valley. Preservation and stewardship expenses 
include all activities pertaining to maintaining, restoring and improving the physical infrastructure 
and safety of the Valley. Hi‘ipaka also incurs costs related to its gift stores, restaurant and snack 
shop, which serve to support its programmatic initiatives and enhance the visitor experience.  
These costs include cost of goods sold, salaries and other departmental expenses.  Hi‘ilei’s program 
service expenses include costs associated with community capacity building.  Management and 
general expenses represent those costs associated with oversight, business management, general 
recordkeeping, budgeting, advertising and other related administrative activities.  Fundraising 
represents costs associated with obtaining grants and donations.  Certain costs have been allocated 
between programs and supporting services based on various methodologies, including relative 
personnel costs or other estimates. 

When an expense is incurred for purposes for which both restricted and unrestricted resources are 
available to pay the expenses, resources are generally applied proportionate to the benefit realized. 
For instances in which such a determination is not feasible or if there are cost compliance issues, 
unrestricted resources are applied first. 

Operating and Nonoperating Revenues and Expenses 
Operating revenues and expenses result from the activities described above.  Nonoperating 
activities relate to grants and other amounts paid by OHA to the Company and its sub-entities; and 
OHA’s grants to its sub-entity Ho‘okele Pono LLC and Ho‘okele Pono’s sub-entity Ho‘okīpaipai 
LLC, which may pass through the Company to the sub-entities as an administrative 
accommodation.  These grants are recognized when received or paid. Donations received that are 
restricted for capital asset acquisition are reflected as capital contributions and reported separately 
from operating and nonoperating activity. 

Advertising Costs  
The cost of advertising production is expensed the first time the advertising takes place.  Total 
advertising expense amounted to $378,716 and $295,419 in 2018 and 2017, respectively.  

General Excise Tax 
General excise tax collected from customers is reflected in revenues.  General excise taxes paid to 
the State of Hawai‘i is reflected in cost of sales and other expenses. 
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Income Taxes 
The Company and Hi‘ipaka have both received determination letters from the Internal Revenue 
Service (IRS) that their stated purposes are tax-exempt under Section 501(c)(3) of the Internal 
Revenue Code.  Accordingly, the Company and Hi‘ipaka are exempt from federal income taxes, 
except on unrelated business income.  The Company and Hi‘ipaka each file form 990 with the IRS. 

The Companies adhere to generally accepted accounting principles (GAAP) pertaining to uncertain 
tax positions.  Those principles call for uncertain tax positions to be recognized in the financial 
statements only if those positions are more likely than not to be sustained upon regulatory 
examination.  Management is not aware of any uncertain tax positions taken on previously filed tax 
returns.  Such tax returns are generally open for examination by the IRS until the statute of 
limitations (three years) expires. 
 
Reclassifications 
Reclassifications have been made to certain amounts presented in the 2017 financial statements to 
conform with the 2018 presentation.  These reclassifications did not affect the change in net 
position as previously reported.  
 
Subsequent Events 
Management has reviewed and considered whether events occurring after year end should be 
reflected or disclosed in these financial statements.  The date through which this review was 
conducted was August 30, 2019, the date the financial statements were available to be issued. 
 

2. Retirement Plan 
 
The Companies maintain a 401(k) profit sharing plan.  Employees become eligible upon six 
months of employment and may contribute to the plan to the extent allowed by law. Under the 
plan, the Companies match employees' contributions up to 4% of salary. Contribution expense 
amounted to $67,850 and $68,570 for the years ended December 31, 2018 and 2017. 

 
3. Restricted Assets and Lease Agreement 

In 2016, Hi‘ipaka commenced a process to acquire a real estate parcel adjacent to its Waimea 
Valley property.  This process culminated in 2019 with the acquisition of the property.  Donations 
from the community of $119,687, net of fundraising expenses, were raised for this purpose in 2016.  
State and City grants were also received in 2019 to help fund the acquisition.  An unrelated third 
party nonprofit organization held title to the property pending completion of the transaction. The 
Company had entered into a lease agreement with the title holder, with monthly payments of 
$2,000 beginning February 2017 ($22,000 paid in 2017, and $12,000 paid in 2018).  Donated funds 
restricted for this transaction have been reflected as restricted net position in the statements of net 
position. 
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4. Capital Assets 
 
Capital asset activity for the years ended December 31, 2018 and 2017 was as follows: 
 

Balance Balance
January 1,  December 31,  

2018 Additions Deductions 2018
Capital assets not depreciated:

Land 13,003,821$      68,890$            -$                   13,072,711$      
Total capital assets not

depreciated 13,003,821      68,890             -                    13,072,711       

Capital assets being depreciated
Buildings and improvements 3,104,262 341,098           -                    3,445,360
Furniture, fixtures and equipment 926,734 38,385             (41,313)             923,806
Vehicles 244,742 48,257             (65,597)             227,402

Total capital assets being
depreciated 4,275,738 427,740           (106,910)          4,596,568

Less accumulated depreciation (2,197,309) (369,209)          76,584              (2,489,934)
Capital assets being

depreciated, net 2,078,429 58,531             (30,326)             2,106,634
Total capital assets, net 15,082,250$       127,421$            (30,326)$            15,179,345$       

Balance Balance
January 1,  December 31,  

2017 Additions Deductions 2017
Capital assets not depreciated:

Land 13,003,821$     -$                  -$                   13,003,821$      
Total capital assets not

depreciated 13,003,821      -                   -                    13,003,821       

Capital assets being depreciated
Buildings and improvements 2,810,110 294,152           -                    3,104,262
Furniture, fixtures and equipment 863,659 100,639           (37,564)             926,734
Vehicles 168,727 76,015             -                    244,742

Total capital assets being
depreciated 3,842,496 470,806           (37,564)             4,275,738

Less accumulated depreciation (1,909,242) (317,664)          29,597              (2,197,309)
Capital assets being

depreciated, net 1,933,254 153,142           (7,967)               2,078,429
Total capital assets, net 14,937,075$       153,142$            (7,967)$              15,082,250$       

 
Depreciation expense amounted to $369,209 and $317,664 in 2018 and 2017, respectively.  
 
In connection with the initial acquisition of Waimea Valley by OHA for purposes of preserving and 
protecting the Valley and its historical and archaeological sites and artifacts, a conservation 
easement covering the Valley was granted to the City and County of Honolulu and the State of 
Hawai‘i.  The purpose of the easement is to protect and preserve the Conservation Values (as 
defined in the easement) of the property, through the rights of inspection, monitoring and similar 
enforcement actions. 
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In 2017, Hi‘ipaka sustained damage from flooding, including the loss of equipment, and water and 
mud damage to property dwellings.  Hi‘ipaka received insurance proceeds of $141,584 to 
remediate the water and mud damage. Repairs were largely performed by Hi‘ipaka personnel.  
Total cost of repair (excluding in-house labor costs) and loss on damaged equipment amounted to 
$91,649.  The net gain recorded for accounting purposes of $49,935 was utilized to replace 
damaged equipment and partially cover in-house labor costs of repair.  In 2018, Hi‘ipaka received 
additional insurance proceeds of $34,286 for business interruption coverage. 
 

5. Transactions with Member and Sub-Entities  

The Company’s member, OHA, provides grants to the Company and its sub-entities.  Such grants 
amounted to $707,800 in 2018 and $162,800 in 2017.  OHA also provides grants to its sub-entity 
Ho‘okele Pono LLC and Ho‘okele Pono’s sub-entity Ho‘okīpaipai LLC.  Certain of these grants 
may pass through the Company to the sub-entities as an administrative accommodation.  
 
In 2015, Hi‘ipaka and OHA executed an agreement whereby Hi‘ipaka sub-leases property located 
in Hale‘iwa, Hawai‘i from OHA. The agreement expires March 2033 but can be cancelled by OHA 
at any time, or by either party upon the failure to successfully re-negotiate payment terms at 
defined dates.  The agreement calls for Hi‘ipaka to pay annual lease rent to OHA during OHA’s 
fiscal years ended June 30, 2016, 2017 and 2018 of $7,514, $7,739 and $7,971, respectively, with 
rent to be renegotiated thereafter.  The Company made payments aggregating $19,468 in 2017 
under this lease agreement.  No payments were made in 2018.  As part of this agreement, Hi‘ipaka 
is responsible for providing building management services, including operating and maintenance 
costs.  OHA has agreed to compensate Hi‘ipaka $62,400 for these services for the period July 1, 
2015 to June 30, 2017, $41,200 for the period July 1, 2017 to June 30, 2018, and $41,200 for the 
period July 1, 2018 to June 30, 2019.  Funding beyond June 30, 2019 shall be negotiated at a future 
date.  Payments received from OHA under this agreement amounted to $46,800 in 2017 and zero in 
2018.   
 
The Company provides management and administrative services to Ho‘okele Pono and 
Ho‘okīpaipai.  Fees charged for these services amounted to $40,634 in 2018 and $34,553 in 2017.  
The Company also provided working capital advances to Ho‘okīpaipai of $55,000 in 2018 and 
$34,942 in 2017, of which $69,942 was repaid in 2018.  
 

6. Lease Commitments   

The Company leases office space under a lease agreement that expires in October 2019, with an 
option to extend to October 2021.  The lease agreement provides that the Company shall pay base 
rent, plus a proportionate share of building operating expenses and general excise tax. Minimum 
base rent payable in 2019 is $54,447.   

Rental expense, including building operating expenses and general excise tax, totaled $108,747 and 
$100,383  for the years ended December 31, 2018 and 2017.   
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The Company sub-leases certain of its office space to Ho‘okīpaipai LLC under an agreement that 
renews annually so long as Ho‘okīpaipai continues to operate its Procurement Technical Assistance 
Center (PTAC).  This agreement is expected to terminate September 30, 2019.  Rent paid by 
Ho‘okīpaipai under this agreement amounted to $21,984 in 2018 and $21,758 in 2017, 
respectively.   
  
Hi‘ipaka sub-leased part of the Hale‘iwa property discussed in Note 5 to an unrelated third party 
tenant.  The agreement, as amended in June 2017, expired June 2018.  Rental income was $5,458 
in 2018 and $8,514 in 2017. 
 

7. Limited Liability Companies 

Since the Companies are limited liability companies, no member, manager, agent, or employee of 
the Companies shall be personally liable for debts, obligations, or liabilities of the Companies 
whether arising in contract, tort, or otherwise for the acts or omissions of any other member, 
director, manager, agent, or employee of the Companies, unless the individual has signed a specific 
personal guarantee. The duration of the Companies is perpetual. 
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8. Condensed Financial Statements 

The following condensed financial information summarizes the individual entities comprising the 
Company’s consolidated financial position, results of operations and cash flows as of and for the 
years ended December 31, 2018 and 2017: 

Condensed Statements of Net Position 

2018
Hi‘ilei Hi‘ipaka Total

Assets
Current assets 327,784$       3,665,929$    3,993,713$     
Cash restricted for property acquisition -                   15,025         15,025           
Capital assets, net 28,659 15,150,686 15,179,345    
Other assets - lease security deposit 10,394         -                    10,394           

Total assets 366,837$        18,831,640$   19,198,477$   

Liabilities and Net Position
Current and total liabilities 84,253$         463,060$       547,313$        
Net position

Unrestricted 253,925 3,202,869 3,456,794      
Restricted - property acquisition -                   15,025 15,025           
Net investment in capital assets 28,659         15,150,686  15,179,345    

Total net position 282,584 18,368,580 18,651,164
Total liabilities and net position 366,837$        18,831,640$   19,198,477$    

2017
Hi‘ilei Hi‘ipaka Total

Assets
Current assets 297,763$       3,134,542$    3,432,305$     
Cash restricted for property acquisition -                   97,046         97,046           
Capital assets, net 57,373         15,024,877  15,082,250    
Other assets - lease security deposit 9,994           -                    9,994             

Total assets 365,130$        18,256,465$   18,621,595$   

Liabilities and Net Position
Current and total liabilities 127,093$       410,796$       537,889$        
Net position

Unrestricted 180,664 2,723,746 2,904,410      
Restricted - property acquisition -                   97,046 97,046           
Net investment in capital assets 57,373         15,024,877  15,082,250    

Total net position 238,037 17,845,669 18,083,706
Total liabilities and net position 365,130$        18,256,465$   18,621,595$   
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Condensed Statements of Revenues, Expenses and Changes in Net Position 

2018
Hi‘ilei Hi‘ipaka Total

Revenue and support
Sales

Gift store, food service and other 668$              2,324,122$    2,324,790$     
Cost of sales (1,257)          (2,449,575)   (2,450,832)     

Gross margin (loss) (589)               (125,453)        (126,042)        
Admissions and tours -                   4,671,269    4,671,269      
Other, net 10,860         816,676 827,536         

Grants and donations 52                149,060       149,112         
Consulting and training services 552,026       -                    552,026         
Flood insurance recoveries, net -                   34,286         34,286           

Total  revenue and support 562,349         5,545,838      6,108,187      

Expenses
Depreciation expense 31,363         337,846       369,209         
Other operating expenses 1,186,439 4,692,881    5,879,320      

Total expenses 1,217,802      5,030,727      6,248,529      
Operating income (loss) (655,453)        515,111         (140,342)        

Nonperating activity
Grants from OHA 700,000 7,800           707,800         

Change in net position 44,547           522,911         567,458         
Net assets

Beginning of fiscal year 238,037         17,845,669    18,083,706    
End of fiscal year 282,584$        18,368,580$   18,651,164$   

 

 

 

 

 

 

 

 



Hi‘ilei Aloha LLC and Sub-Entities 
(Nonprofit Organizations) 
Notes to Consolidated Financial Statements 
December 31, 2018 and 2017 

15 

Condensed Statements of Revenues, Expenses and Changes in Net Position (Continued) 

2017
Hi‘ilei Hi‘ipaka Hi‘ipoi Total

Revenue and support
Sales

Gift store, food service and other 5$                  2,171,216$    -$                    2,171,221$    
Cost of sales 105              (2,307,259)   -                    (2,307,154)     

Gross margin (loss) 110                (136,043)        -                     (135,933)        
Admissions and tours -                   4,344,144    -                    4,344,144     
Other, net 5,635           792,976 -                    798,611        

Grants and donations 6,512           74,557         -                    81,069          
Consulting and training services 479,684       -                   -                    479,684        
Flood insurance recoveries, net -                   49,935 -                    49,935          

Total  revenue and support 491,941         5,125,569      -                     5,617,510      

Expenses
Depreciation expense 15,230 302,434 -                    317,664        
Other operating expenses 969,152 4,208,437    45                 5,177,634     

Total expenses 984,382         4,510,871      45                  5,495,298      
Operating income (loss) (492,441)        614,698         (45)                 122,212         

Nonperating activity
Grants from OHA 152,800       10,000         -                    162,800        
Grant to Hi‘ipaka (21,223)        21,223         -                    -                    

Change in net position (360,864)        645,921         (45)                 285,012         
Net assets

Beginning of fiscal year 598,901         17,199,748    45                  17,798,694    
End of fiscal year 238,037$        17,845,669$   -$                    18,083,706$   
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Condensed Statements of Cash Flows 

2018
Hi‘ilei Hi‘ipaka Total

Net cash provided by (used in)
Operating activities (686,371)$      651,602$       (34,769)$         
Capital and related financing activities (2,649)          (462,609)      (465,258)        
Noncapital financing activities 692,200       7,800           700,000         
Investing activities 14,942         -                    14,942          

Total change in cash 18,122           196,793         214,915         
Cash and cash equivalents
Beginning of year 157,490 2,871,365 3,028,855      
End of year 175,612$        3,068,158$     3,243,770$     

 
2017

Hi‘ilei Hi‘ipaka Total
Net cash provided by (used in)
Operating activities (459,354)$      916,685$       457,331$        
Capital and related financing activities (25,984)        (444,822)      (470,806)        
Noncapital financing activities 152,800       10,000         162,800         
Investing activities (34,942)        -                    (34,942)          

Total change in cash (367,480)        481,863         114,383         
Cash and cash equivalents
Beginning of year 524,970 2,389,502 2,914,472      
End of year 157,490$        2,871,365$     3,028,855$     
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P.O. Box 11149 
Honolulu HI 96828 
Telephone (808) 721 5483 
E-mail jim@cpajph.com 

 
 
 

Independent Auditor’s Report 
on Internal Control over Financial Reporting 

and on Compliance and Other Matters Based on an  
Audit of Financial Statements Performed in 

Accordance with Government Auditing Standards 

To the Member and Managers 
Hi‘ilei Aloha LLC and Sub-Entities 

I have audited, in accordance with the 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, the financial statements of Hi‘ilei Aloha LLC and 
Sub-Entities (the “Organization”), which comprise the statement of net position as of December 31, 2018, 
and the related statements of revenues, expenses, and changes in net position, and of cash flows for the 
year then ended, and the related notes to the financial statements, and have issued my report thereon dated 
August 30, 2019.   

Internal Control over Financial Reporting 

In planning and performing my audit of the financial statements, I considered the Organization’s internal 
control over financial reporting (internal control) to determine the audit procedures that are appropriate in 
the circumstances for the purpose of expressing my opinion on the financial statements, but not for the 
purpose of expressing an opinion on the effectiveness of the Organization’s internal control. Accordingly, 
I do not express an opinion on the effectiveness of the Organization’s internal control.  

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement 
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A 
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit attention by those charged with 
governance. 

My consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. Given these limitations, during my audit I did not identify any 
deficiencies in internal control that I consider to be material weaknesses.  However, material weaknesses 
may exist that have not been identified. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Organization’s financial statements are free 
from material misstatement, I performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material 
effect on the determination of financial statement amounts. However, providing an opinion on compliance 
with those provisions was not an objective of my audit, and accordingly, I do not express such an opinion. 
The results of my tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards.   

Purpose of this Report 

The purpose of this report is solely to describe the scope of my testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the Organization’s 
internal control or on compliance. This report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering the Organization’s internal control and compliance. 
Accordingly, this communication is not suitable for any other purpose. 

        

Honolulu, Hawaii 
August 30, 2019 
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Honolulu HI 96828 
Telephone (808) 721 5483 
E-mail jim@cpajph.com 

 
 

     Independent Auditor’s Report 

To the Member and Managers 
Hi‘ipaka LLC 

Report on the Financial Statements 

I have audited the accompanying financial statements of Hi‘ipaka LLC (a nonprofit organization), a 
component unit of Hi‘ilei Aloha LLC and the Office of Hawaiian Affairs, State of Hawai‘i, which 
comprise the statements of net  position as of December 31, 2018 and 2017, and the related statements 
of revenues, expenses, and changes in net position, and of cash flows for the years then ended, and the 
related notes to the financial statements. 

Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this 
includes the design, implementation, and maintenance of internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor’s Responsibility  
My responsibility is to express an opinion on these financial statements based on my audits. I 
conducted my audits in accordance with auditing standards generally accepted in the United States of 
America.  Those standards require that I plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free from material misstatement.   

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity’s internal control. Accordingly, I express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my 
audit opinion. 
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Opinion 
In my opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Hi‘ipaka LLC as of December 31, 2018 and 2017, and the changes in its financial 
and its cash flows for the years then ended in accordance with accounting principles generally accepted 
in the United States of America.  

Other Matter – Supplementary Information  
My audits were conducted for the purpose of forming an opinion on the financial statements as a 
whole. The schedules of functional expenses on pages 13-14 are presented for purposes of additional 
analysis and are not a required part of the financial statements. Such information is the responsibility of 
management and was derived from and relates directly to the underlying accounting and other records 
used to prepare the financial statements. The information has been subjected to the auditing procedures 
applied in the audits of the financial statements and certain additional procedures, including comparing 
and reconciling such information directly to the underlying accounting and other records used to 
prepare the financial statements or to the financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United States of America. 
In my opinion, the information is fairly stated in all material respects in relation to the financial 
statements as a whole. 

Other Matter – Omission of Management’s Discussion and Analysis 
Management has omitted management's discussion and analysis that accounting principles generally 
accepted in the United States of America require to be presented to supplement the basic financial 
statements. Such missing information, although not a part of the basic financial statements, is required 
by the Governmental Accounting Standards Board who considers it to be an essential part of the 
financial reporting for placing the basic financial statements in an appropriate operational, economic, 
or historical context. My opinion on the basic financial statements is not affected by this missing 
information. 

Other Reporting Required by Government Auditing Standards  

In accordance with Government Auditing Standards, I have also issued my report dated August 30, 
2019 on my consideration of Hi‘ipaka LLC’s internal control over financial reporting and on my tests 
of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and 
other matters.  The purpose of that report is to describe the scope of my testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering Hi‘ipaka LLC’s internal 
control over financial reporting and compliance. 

  

Honolulu, Hawai‘i 
August 30, 2019
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2018 2017
Assets

Current Assets
Cash 3,053,133$      2,774,319$       
Accounts receivable, net of allowance for doubtful 

accounts of $15,000 in 2018 and $2,825 in 2017 298,630 108,093
Inventories 132,425 123,040
Prepaid expenses 181,741 129,090

Total current assets 3,665,929 3,134,542

Cash Restricted for Property Acquisition 15,025 97,046             
Capital Assets

Buildings and improvements 3,396,571 3,055,473
Furniture, fixtures and equipment 878,097 842,360
Vehicles 227,402 217,742

4,502,070 4,115,575
Less accumulated depreciation (2,424,095) (2,094,519)

2,077,975 2,021,056
Land 13,072,711 13,003,821

Total capital assets 15,150,686 15,024,877
Total assets 18,831,640$     18,256,465$     

Liabilities and Net Position
Current Liabilities

Accounts payable 130,655$         94,488$           
Accrued liabilities 242,818 276,322
Deferred revenue 89,587           39,986            

Total current liabilities 463,060 410,796
Net Position

Unrestricted 3,202,869 2,723,746
Restricted - property acquisition 15,025           97,046            
Net investment in capital assets 15,150,686 15,024,877

Total net position 18,368,580 17,845,669
Total liabilities and net position 18,831,640$     18,256,465$      
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2018 2017
Operating revenue and support

Sales
Gift store and food service 2,324,122$      2,171,216$       
Cost of sales, including gift store and food service

departmental expenses (2,449,575) (2,307,259)
Gross margin (loss) (125,453) (136,043)

Admissions and tours 4,671,269 4,344,144
Shuttle service 272,563 240,932
Special events and other 189,116 58,906
Less bad debt expense (23,726) (2,254)

Total net sales 4,983,769 4,505,685

Parking, rental and other 357,140 397,485
Audio visual production 21,583 97,907
Grants and donations 149,060 74,557
Flood insurance recoveries, net of losses incurred 34,286 49,935            

Other revenue and support 562,069 619,884
Total operating revenue and support 5,545,838 5,125,569

Operating expenses
Program services

Cultural 854,415 831,476
Botanical 1,401,788 1,249,379
Preservation and stewardship 1,320,104 1,279,688

3,576,307 3,360,543
Management and general 1,435,918 1,133,028
Fundraising 18,502           17,300            

Total operating expenses 5,030,727 4,510,871
Operating income 515,111 614,698

Nonoperating activity
Grants from Office of Hawaiian Affairs and/or

Hi‘ilei Aloha LLC 7,800             31,223            
Change in net position 522,911 645,921

Net position
Beginning of year 17,845,669 17,199,748
End of year 18,368,580$     17,845,669$     
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2018 2017
Cash flows from operating activities

Receipts from customers, grantors and funders 7,855,312$      7,392,823$     
Payments to suppliers, vendors and service providers (3,786,766) (3,443,077)
Payments to employees for salaries and benefits (3,443,430) (3,174,645)
Insurance recoveries - flood damage 34,286           141,584

Net cash provided by operating activities 659,402 916,685
Cash flows from capital and related financing activities

Expenditures for property and equipment (462,609) (444,822)
Net cash used in capital and related financing activities (462,609) (444,822)

Cash flows from noncapital financing activities
Grants from Office of Hawaiian Affairs -                      10,000          

Net cash provided by noncapital financing activities -                       10,000           
Increase in cash 196,793 481,863

Cash and cash equivalents
Beginning of year 2,871,365 2,389,502
End of year 3,068,158$       2,871,365$     

Cash and cash equivalents consist of:
Cash 3,053,133$      2,774,319$     
Restricted cash 15,025           97,046          

3,068,158$       2,871,365$     

Reconciliation of operating income to net cash 
provided by operating activities

Operating income 515,111$         614,698$       
Adjustments to reconcile operating income to net cash

provided by operating activities
Depreciation and amortization 337,846 302,433
Loss (gain) on disposal of equipment (1,046) 7,967
Donated advertising services 7,800 -                    
Change in: 

Accounts receivable (190,537) 21,836
Inventories (9,385) (6,033)
Prepaid expenses (52,651) (39,312)
Accounts payable 36,167 (22,989)
Accrued liabilities (33,504) 27,002
Deferred revenue 49,601           11,083          

Net cash provided by operating activities 659,402$          916,685$        

Schedule of Noncash Investing and Financing Activities
Grant from the Office of Hawaiian Affairs

Donated advertising services 7,800$              -$                   
Grant from Hi‘ilei Aloha LLC - 

Equipment and service contract acquired for Hi'ipaka LLC -                      21,223          



Hi‘ipaka LLC 
(A Nonprofit Organization) 
Notes to Financial Statements 
December 31, 2018 and 2017 

6 

1. Organization and Summary of Significant Accounting Policies   

Hi‘ipaka LLC (Company) was established on December 6, 2007, and began operations in February 
2008.  The Company’s purpose is to preserve and perpetuate the human, cultural and natural 
resources of Waimea Valley, O‘ahu for future generations through education and stewardship.  The 
Company is a limited liability company with Hi‘ilei Aloha LLC (Hi‘ilei) as its sole member.  
Hi‘ilei is a limited liability company with the Office of Hawaiian Affairs (OHA) as its sole 
member. The Company’s governing body consists of three “Managers” who are senior 
management officials of OHA.  In 2019, OHA approved amending the Company’s Operating 
Agreement to state that the Managers shall not be OHA employees.  

Revenues are generated primarily from sales of admission to Waimea Valley and the activities and 
events (hikes, education programs, tours, gift shop sales, food and beverage sales, etc.) held there.  
The Company has historically received grants from OHA, primarily through Hi‘ilei, to support 
major restoration efforts, disaster mitigation activities, capital improvements and targeted 
programmatic activities; however in recent years the Company has been more self sufficient and 
less reliant on OHA for financial support.  

The Company is included in Hi‘ilei’s consolidated financial statements which in turn are included 
in OHA’s financial statements as a component unit for financial reporting purposes.      

Basis of Accounting 
The financial statements of the Company have been prepared on the accrual basis of accounting 
consistent with enterprise fund accounting and accounting principles generally accepted in the 
United States of America, as prescribed by the Governmental Accounting Standards Board 
(GASB).  

Use of Estimates in the Preparation of Financial Statements 
The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period.  Actual results could differ from those estimates. 

Cash and Cash Equivalents 
The Company considers all highly liquid debt investments with original maturities of three months 
or less when purchased to be cash equivalents. 

Concentrations of Credit Risk 
The Company maintains cash accounts with a financial institution in the State of Hawai‘i.  
Balances are insured up to $250,000 per account holder by the Federal Deposit Insurance 
Corporation (FDIC).  The Company’s bank balance at December 31, 2018 and 2017, irrespective 
of outstanding checks and deposits in transit, was $3,060,975 and $2,790,798, respectively.    
 
Receivables 
Accounts receivable are stated at the amount management expects to collect from outstanding 
balances. The carrying amount of accounts receivable is reduced by an allowance for doubtful 
accounts that reflects management's best estimate of the amounts that will not be collected based 
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upon prior experience, a review of delinquent accounts, and management's assessment of the credit 
worthiness of its customers.  Management considers accounts past due when they are outstanding 
beyond 60 days with no payment.  Interest is generally not charged on past due accounts.  Balances 
that are still outstanding after management has used reasonable collection efforts are written-off 
through a charge to the allowance account and a credit to accounts receivable.  The Company’s 
allowance for doubtful accounts was $15,000 and $2,825 at December 31, 2018 and 2017, 
respectively, and was established based on a review of specific delinquent accounts.   

Inventories 
Inventories consist of items held for sale in the Company’s gift stores, restaurant and snack shop.  
Inventories are stated at the lower of cost (first-in, first-out method) or net realizable value. 

Capital Assets 
Property and equipment is stated at cost if purchased.  Property transferred to the Company from 
OHA as part of the Company’s formation is stated at OHA’s carrying basis.  Property purchased 
with a cost in excess of $1,000 and a useful life exceeding one year is capitalized.  Depreciation is 
computed using the straight-line method over the estimated useful lives of such assets (5 to 7 years 
for furniture, fixtures, equipment and vehicles, and 10 to 30 years for building and improvements).  
Expenditures for maintenance, repairs, restoration, and minor renewals are charged to expense; 
expenditures for betterments are capitalized. Property retired or otherwise disposed of is removed 
from the appropriate asset and related accumulated depreciation accounts. Gains and losses from 
the disposition of assets are reflected in current operations.  

Impairment Review 
Long-lived assets such as property and equipment are reviewed for impairment when events or 
circumstances indicate that their carrying value may not be recoverable.  Estimated undiscounted 
future cash flows are used to determine if an asset is impaired, in which case the asset’s carrying 
value would be reduced to fair value.  No impairment charges have been recorded. 

Revenue Recognition 
Admission and tours revenues are recognized based on the date of admission to the Valley.  Gift 
and food service sales are recognized at the time of sale as sales returns are inconsequential.  
Revenue from special events and venue rentals are recognized when the event occurs.  Revenues 
are recognized net of all discounts and allowances, including bad debts if any. Grants and 
contributions are recognized as support in the period in which eligibility requirements imposed by 
the donor have been met, which is generally when received. Amounts received prior to revenue 
recognition are recorded as deferred revenue. 
 
Expenses 
The costs of conducting programs and other services have been summarized on a functional basis 
in the statements of revenues, expenses, and changes in net position.  The Company’s program 
service expenses consist of cultural, botanical and the preservation and stewardship of Waimea 
Valley.  Cultural expenses include various programs and educational activities.  Botanical expenses 
include all activities related to the flora and fauna of the Valley. Preservation and stewardship 
expenses include all activities pertaining to maintaining, restoring and improving the physical 
infrastructure and safety of the Valley. The Company also incurs costs related to its gift stores, 
restaurant and snack shop, which serve to support the Company’s programmatic initiatives and 
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enhance the visitor experience.  These costs include cost of goods sold, salaries and other 
departmental expenses. Management and general expenses represent those costs associated with 
oversight, business management, general recordkeeping, budgeting, advertising and other related 
administrative activities.  Fundraising expenses represent costs associated with obtaining grants 
and donations.  Certain costs have been allocated between programs and supporting services based 
on various methodologies, including relative personnel costs or other estimates. 

When an expense is incurred for purposes for which both restricted and unrestricted resources are 
available to pay the expenses, resources are generally applied proportionate to the benefit realized. 
For instances in which such a determination is not feasible or if there are cost compliance issues, 
unrestricted resources are applied first. 

Operating and Nonoperating Revenues and Expenses 
Operating revenues and expenses result from the activities described above.  Nonoperating 
activities relate to grants and other amounts received from Hi‘ilei (member) and/or Hi‘ilei’s 
member, OHA. These revenues are recognized when received.  Donations received that are 
restricted for capital asset acquisition are reflected as capital contributions and reported separately 
from operating and nonoperating activity. 

Advertising Costs  
The cost of advertising production is expensed the first time the advertising takes place.  Total 
advertising expense amounted to $374,247 and $289,619  in 2018 and 2017, respectively.  

General Excise Tax 
General excise tax collected from customers is reflected in revenues.  General excise taxes paid to 
the State of Hawai‘i is reflected in cost of sales and other expenses. 

Income Taxes 
The Company is tax exempt under section 501(c)(3) based on an IRS determination letter dated 
March 2012. Accordingly, the Company is exempt from federal income taxes, except on unrelated 
business income.   

The Company adheres to generally accepted accounting principles (GAAP) pertaining to uncertain 
tax positions.  Those principles call for uncertain tax positions to be recognized in the financial 
statements only if those positions are more likely than not to be sustained upon regulatory 
examination.  Management is not aware of any uncertain tax positions taken on previously filed tax 
returns.  Such tax returns are generally open for examination by the IRS until the statute of 
limitations (three years) expires.  
 
Reclassifications 
Reclassifications have been made to certain amounts presented in the 2017 financial statements to 
conform with the 2018 presentation.  These reclassifications did not affect the change in net 
position as previously reported. 
 
Subsequent Events 
Management has reviewed and considered whether events occurring after year end should be 
reflected or disclosed in these financial statements.  The date through which this review was 
conducted was August 30, 2019, the date the financial statements were available to be issued. 
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2. Capital Assets 
 
Capital asset activity for the years ended December 31, 2018 and 2017 was as follows: 
 

Balance Balance
January 1,  December 31,  

2018 Additions Deductions 2018
Capital assets not depreciated:

Land 13,003,821$      68,890$             -$                        13,072,711$       
Total capital assets not

depreciated 13,003,821      68,890             -                        13,072,711        

Capital assets being depreciated
Buildings and improvements 3,055,473 341,098 -                        3,396,571
Furniture, fixtures and equipment 842,360 35,737 -                        878,097
Vehicles 217,742 48,257 (38,597) 227,402

Total capital assets being
depreciated 4,115,575 425,092 (38,597)             4,502,070

Less accumulated depreciation (2,094,519) (337,847) 8,271 (2,424,095)
Capital assets being

depreciated, net 2,021,056 87,245 (30,326) 2,077,975
Total capital assets, net 15,024,877$       156,135$            (30,326)$             15,150,686$       

 
Balance Balance

January 1,  December 31,  
2017 Additions Deductions 2017

Capital assets not depreciated:
Land 13,003,821$      -$                       -$                        13,003,821$       

Total capital assets not
depreciated 13,003,821      -                       -                        13,003,821        

Capital assets being depreciated
Buildings and improvements 2,766,516 288,957 -                        3,055,473
Furniture, fixtures and equipment 786,759 93,165 (37,564)             842,360
Vehicles 141,727 76,015 - 217,742

Total capital assets being
depreciated 3,695,002 458,137 (37,564)             4,115,575

Less accumulated depreciation (1,821,683) (302,433) 29,597 (2,094,519)
Capital assets being

depreciated, net 1,873,319 155,704 (7,967) 2,021,056
Total capital assets, net 14,877,140$       155,704$            (7,967)$               15,024,877$       

 

Depreciation expense amounted to $337,846 and $302,433 in 2018 and 2017, respectively.  
 
In connection with the initial acquisition of Waimea Valley by OHA for purposes of preserving and 
protecting the Valley and its historical and archaeological sites and artifacts, a conservation 
easement covering the Valley was granted to the City and County of Honolulu and the State of 
Hawai‘i.  The purpose of the easement is to protect and preserve the Conservation Values (as 
defined in the easement) of the property, through the rights of inspection, monitoring and similar 
enforcement actions. 
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In 2017, the Company sustained damage from flooding, including the loss of equipment, and water 
and mud damage to property dwellings.  The Company received insurance proceeds of $141,584 to 
remediate the water and mud damage. Repairs were largely performed by Company personnel.  
Total cost of repair (excluding in-house labor costs) and loss on damaged equipment amounted to 
$91,649.  The net gain recorded for accounting purposes of $49,935 was utilized to replace 
damaged equipment and partially cover in-house labor costs of repair.  In 2018, the Company 
received additional insurance proceeds of $34,286 for business interruption coverage.  
 
 

3. Restricted Assets and Lease Agreement 
 
In 2016, the Company commenced a process to acquire a real estate parcel adjacent to its Waimea 
Valley property.  This process culminated in 2019 with the acquisition of the property.  Donations 
from the community of $119,687, net of fundraising expenses, were raised for this purpose in 2016.  
State and City grants were also received in 2019 to help fund the acquisition.  An unrelated third 
party nonprofit organization held title to the property pending completion of the transaction. The 
Company had entered into a lease agreement with the title holder, with monthly payments of 
$2,000 beginning February 2017 ($22,000 paid in 2017, and $12,000 paid in 2018).  Donated funds 
restricted for this transaction have been reflected as restricted net position in the statements of net 
position. 
 

4. Transactions with OHA  

In 2015, the Company and OHA executed an agreement whereby the Company sub-leases property 
located in Hale‘iwa, Hawai‘i from OHA.  The agreement expires March 2033 but can be cancelled 
by OHA at any time, or by either party upon the failure to successfully re-negotiate payment terms 
at defined dates.  The agreement calls for the Company to pay annual lease rent to OHA during 
OHA’s fiscal years ended June 30, 2016, 2017 and 2018 of $7,514, $7,739 and $7,971, 
respectively, with rent to be renegotiated thereafter.  The Company made payments aggregating 
$19,468 in 2017 under this lease agreement.  No payments were made in 2018.  As part of this 
agreement, the Company is responsible for providing building management services, including 
operating and maintenance costs.  OHA has agreed to compensate the Company $62,400 for these 
services for the period July 1, 2015 to June 30, 2017, $41,200 for the period July 1, 2017 to June 
30, 2018, and $41,200 for the period July 1, 2018 to June 30, 2019.  Funding beyond June 30, 2019 
shall be negotiated at a future date.  Payments received from OHA under this agreement amounted 
to $46,800 in 2017 and zero in 2018.  OHA also provided a $10,000 grant to the Company in 2017 
in support of certain program activities; and provided in-kind advertising support in 2018 of 
$7,800. 
 

5. Sub-Lease Agreement 

The Company sub-leased part of the Hale‘iwa property discussed in Note 4 to an unrelated third 
party tenant.  The agreement, as amended in June 2017, expired June 2018.  Rental income was 
$5,458 in 2018 and $8,514 in 2017.  
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6. Retirement Plan 
 
The Company maintains a 401(k) profit sharing plan.  Employees become eligible upon six months 
of employment and may contribute to the plan to the extent allowed by law. Under the plan, the 
Company matches employees' contributions up to 4% of salary. Contribution expense amounted to 
$59,107 and $59,080 in 2018 and 2017, respectively. 

 

7. Limited Liability Company 

Since the Company is a limited liability company, no member, manager, agent, or employee of the 
Company shall be personally liable for debts, obligations, or liabilities of the Company whether 
arising in contract, tort, or otherwise for the acts or omissions of any other member, director, 
manager, agent, or employee of the Company, unless the individual has signed a specific personal 
guarantee. The duration of the Company is perpetual. 
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(A Nonprofit Organization) 
Schedule of Functional Expenses  
Year Ended December 31, 2018    

 

Stewardship Total Management
and Program and 

Cultural Botanical Preservation Services General Fundraising Total

Salaries, payroll taxes and benefits 430,220$          855,961$         544,484$         1,830,665$      597,839$          18,502$           2,447,006$      
Advertising -                      -                     -                     -                      374,247         -                     374,247         
Bank fees 969                 1,863             1,226             4,058              1,388             -                     5,446             
Computer expenses 11,642            22,385           14,733           48,760            16,674           -                     65,434           
Depreciation & amortization 65,337            125,628         82,690           273,655          30,406           -                     304,061         
Dues and subscriptions 4,980              9,575             6,303             20,858            7,135             -                     27,993           
Employee expenses 350                 2,500             -                     2,850              24,605           -                     27,455           
Equipment and vehicle expenses 15,355            29,526           19,435           64,316            21,999           -                     86,315           
Food and honoraria 157,629          -                     -                     157,629          18,419           -                     176,048         
Insurance 63,058            121,248         79,804           264,110          29,345           -                     293,455         
Licenses 826                 1,588             1,045             3,459              1,183             -                     4,642             
Lifeguard services -                      -                     234,126         234,126          -                     -                     234,126         
Mileage 132                 254                167                553                 189                -                     742                
Other expenses 45,510            5,115             3,448             54,073            3,771             -                     57,844           
Payroll services 8,672              16,675           10,975           36,322            12,424           -                     48,746           
Postage 732                 1,407             926                3,065              1,049             -                     4,114             
Professional and consulting fees -                      10,083           18,905           28,988            139,915         -                     168,903         
Repairs, maintenance and restoration -                      71,460           202,240         273,700          60,810           -                     334,510         
Special events expenses 9,533 18,330 12,065 39,928            13,657 -                     53,585           
Supplies 7,400              46,528           46,945           100,873          34,533           -                     135,406         
Taxes other than income -                      -                     -                     -                      385                -                     385                
Telephone 3,810              7,326             4,822             15,958            5,460             -                     21,418           
Travel 89                   171                113                373                 127                -                     500                
Uniforms 757                 1,456             958                3,171              1,085             -                     4,256             
Utilities 26,996            51,906           34,165           113,067          38,674           -                     151,741         
Volunteer expenses 418 803                529                1,750 599 -                     2,349

854,415$          1,401,788$       1,320,104$       3,576,307$       1,435,918$        18,502$            5,030,727$       

Program Services
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Hi‘ipaka LLC 
(A Nonprofit Organization) 
Schedule of Functional Expenses  
Year Ended December 31, 2017    

 

Stewardship Total Management
and Program and 

Cultural Botanical Preservation Services General Fundraising Total

Salaries, payroll taxes and benefits 415,107$          752,643$         540,403$         1,708,153$      540,938$         17,300$           2,266,391$      
Advertising -                      -                     -                     -                      289,619         -                     289,619         
Bank fees 770                 1,331             1,002             3,103              1,035             -                     4,138             
Computer expenses 11,708            20,240           15,241           47,189            15,740           -                     62,929           
Depreciation & amortization 60,720            104,959         79,035           244,714          27,476           -                     272,190         
Dues and subscriptions 5,481              9,476             7,136             22,093            7,372             -                     29,465           
Employee expenses -                      1,868             219                2,087              19,622           -                     21,709           
Equipment and vehicle expenses 9,126              15,754           11,861           36,741            11,600           -                     48,341           
Food and honoraria 152,171          -                     -                     152,171          4,316             -                     156,487         
Insurance 87,386            151,032         113,732         352,150          39,128           -                     391,278         
Licenses 509                 881                663                2,053              685                -                     2,738             
Lifeguard services -                      -                     240,709         240,709          -                     -                     240,709         
Mileage 165                 286                215                666                 222                -                     888                
Other expenses 19,404            10,686           8,140             38,230            8,346             -                     46,576           
Payroll services 8,941              15,458           11,640           36,039            12,025           -                     48,064           
Postage 747                 1,292             973                3,012              1,005             -                     4,017             
Professional fees -                      6,420             33,963           40,383            36,748           -                     77,131           
Repairs, maintenance and restoration 6,657              29,744           116,462         152,863          21,592           -                     174,455         
Special events expenses 9,688 16,749 12,612 39,049            13,028 -                     52,077           
Supplies 8,066              50,344           40,338           98,748            35,691           -                     134,439         
Taxes other than income 7                     12                  9                    28                   9                    -                     37                  
Telephone 3,947              6,823             5,138             15,908            5,308             -                     21,216           
Travel 102                 176                133                411                 137                -                     548                
Uniforms 1,427              2,468             1,858             5,753              1,920             -                     7,673             
Utilities 28,872            49,916           37,588           116,376          38,827           -                     155,203         
Volunteer expenses 475 821 618 1,914 639 -                     2,553

831,476$          1,249,379$       1,279,688$       3,360,543$       1,133,028$       17,300$            4,510,871$       

Program Services
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P.O. Box 11149 
Honolulu HI 96828 
Telephone (808) 721 5483 
E-mail jim@cpajph.com 

 
 

Independent Auditor’s Report 
on Internal Control over Financial Reporting 

and on Compliance and Other Matters Based on an  
Audit of Financial Statements Performed in 

Accordance with Government Auditing Standards 

To the Member and Managers 
Hi‘ipaka LLC 

I have audited, in accordance with the 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, the financial statements of Hi‘ipaka LLC (the 
“Organization”), which comprise the statement of net position as of December 31, 2018, and the related 
statements of revenues, expenses, and changes in net position, and of cash flows for the year then ended, 
and the related notes to the financial statements, and have issued my report thereon dated August 30, 
2019.   

Internal Control over Financial Reporting 

In planning and performing my audit of the financial statements, I considered the Organization’s internal 
control over financial reporting (internal control) to determine the audit procedures that are appropriate in 
the circumstances for the purpose of expressing my opinion on the financial statements, but not for the 
purpose of expressing an opinion on the effectiveness of the Organization’s internal control. Accordingly, 
I do not express an opinion on the effectiveness of the Organization’s internal control.  

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement 
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A 
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit attention by those charged with 
governance. 

My consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. Given these limitations, during my audit I did not identify any 
deficiencies in internal control that I consider to be material weaknesses. However, material weaknesses 
may exist that have not been identified. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Organization’s financial statements are free 
from material misstatement, I performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material 
effect on the determination of financial statement amounts. However, providing an opinion on compliance 
with those provisions was not an objective of my audit, and accordingly, I do not express such an opinion. 
The results of my tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards.   

Purpose of this Report 

The purpose of this report is solely to describe the scope of my testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the Organization’s 
internal control or on compliance. This report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering the Organization’s internal control and compliance. 
Accordingly, this communication is not suitable for any other purpose. 

        

Honolulu, Hawaii 
August 30, 2019 
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     Independent Auditor’s Report 

To the Member and Managers 
Ho‘okīpaipai LLC 

Report on the Financial Statements 

I have audited the accompanying financial statements of Ho‘okīpaipai LLC (the “Company”)(a 
nonprofit organization), a component unit of the Office of Hawaiian Affairs, State of Hawai‘i, which 
comprise the statements of net  position as of December 31, 2018 and 2017, and the related statements 
of revenues, expenses, and changes in net position, and of cash flows for the years then ended, and the 
related notes to the financial statements. 

Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this 
includes the design, implementation, and maintenance of internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor’s Responsibility  
My responsibility is to express an opinion on these financial statements based on my audits. I 
conducted my audits 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 I plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free from 
material misstatement.   

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity’s internal control. Accordingly, I express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my 
audit opinion. 
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Opinion 
In my opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Ho‘okīpaipai LLC as of December 31, 2018 and 2017, and the changes in its 
financial position and its cash flows for the years then ended in accordance with accounting principles 
generally accepted in the United States of America.  

Emphasis of Matter Regarding Going Concern  
As discussed in Note 1 to the financial statements, subsequent to year end the board of trustees of the 
Office of Hawaiian Affairs approved a Plan of Dissolution affecting the Company and its member 
Ho‘okele Pono LLC.  Both organizations are expected to begin the dissolution process on or before 
October 31, 2019.  As the Plan of Dissolution was not approved as of December 31, 2018, the 
accompanying financial statements have been prepared utilizing the going concern basis of accounting, 
rather than the liquidation basis of accounting. Based on the Plan of Dissolution, management has 
stated in Note 1 that there is substantial doubt about the organization’s ability to continue as a going 
concern. Management’s evaluation of the events and conditions and management’s plans regarding this 
matter, as well as the effects on the financial statements, are also described in Note 1. The financial 
statements do not include any adjustments that might be required from the use of the liquidation basis 
of accounting or that might otherwise result from the planned dissolution of the Company.  My opinion 
is not modified with respect to this matter. 

Other Matter – Supplementary Information 
My audits were conducted for the purpose of forming an opinion on the financial statements as a 
whole. The schedules of functional expenses on pages 12-13 are presented for purposes of additional 
analysis and are not a required part of the financial statements. Such information is the responsibility of 
management and was derived from and relates directly to the underlying accounting and other records 
used to prepare the financial statements. The information has been subjected to the auditing procedures 
applied in the audits of the financial statements and certain additional procedures, including comparing 
and reconciling such information directly to the underlying accounting and other records used to 
prepare the financial statements or to the financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United States of America. 
In my opinion, the information is fairly stated in all material respects in relation to the financial 
statements as a whole. 

Other Matter – Omission of Management’s Discussion and Analysis 
Management has omitted management's discussion and analysis that accounting principles generally 
accepted in the United States of America require to be presented to supplement the basic financial 
statements. Such missing information, although not a part of the basic financial statements, is required 
by the Governmental Accounting Standards Board who considers it to be an essential part of the 
financial reporting for placing the basic financial statements in an appropriate operational, economic, 
or historical context. My opinion on the basic financial statements is not affected by this missing 
information. 
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Other Reporting Required by Government Auditing Standards  

In accordance with Government Auditing Standards, I have also issued my report dated August 30, 
2019 on my consideration of Ho‘okīpaipai LLC’s internal control over financial reporting and on my 
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and 
other matters.  The purpose of that report is to describe the scope of my testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on 
internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering Ho‘okīpaipai LLC’s 
internal control over financial reporting and compliance. 

       
      
Honolulu, Hawai‘i 
August 30, 2019
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2018 2017
Assets

Current Assets
Cash 24,175$           4,240$             
Receivable - cooperative agreement 188,870 66,134
Prepaid expenses 1,797             856                 

Total current assets 214,842 71,230

Total assets 214,842$          71,230$            

Liabilities and Net Position

Current Liabilities
Accrued payroll and vacation liabilities 18,119$           13,827$           
Due to Hi‘ilei Aloha LLC 61,931           34,942            
Accounts payable 92,602           -                      

Total current liabilities 172,652 48,769
Net Position - Unrestricted 42,190 22,461

Total liabilities and net position 214,842$          71,230$            
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2018 2017
Operating Revenue

Cooperative agreement - Federal government 291,036$         100,613$         
Conference registration fees -                      14,710            

Total operating revenue 291,036 115,323

Operating Expenses
Program services - small business technical assistance 433,497 196,062
Management and general 67,336 60,793

Total operating expenses 500,833 256,855
Operating income (loss) (209,797) (141,532)

Nonperating activity
Grants from Office of Hawaiian Affairs and Hi‘ilei Aloha LLC 229,526 56,600

Change in net position 19,729 (84,932)

Net position
Beginning of year 22,461 107,393
End of year 42,190$            22,461$            
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2018 2017
Cash flows from operating activities

Receipts from customers, grantors and funders 168,300$         80,918$           
Payments to suppliers, vendors and service providers (110,146) (101,805)
Payments to employees for salaries and benefits (246,203) (145,758)

Net cash used in operating activities (188,049) (166,645)
Cash flows from noncapital financing activities

Cash grants from Office of Hawaiian Affairs (OHA) and
Hi‘ilei Aloha LLC 222,926 50,000

Advances from Hi‘ilei Aloha LLC 55,000 34,942
Repayments of advances from Hi‘ilei Aloha LLC (69,942)          -                      

Net cash provided by noncapital financing activities 207,984 84,942
Net increase (decrease) in cash 19,935 (81,703)

Cash and cash equivalents
Beginning of year 4,240 85,943
End of year 24,175$            4,240$              

Reconciliation of operating income (loss) to net cash
used in operating activities

Operating income (loss) (209,797)$        (141,532)$        
Adjustments to reconcile operating income (loss) to

net cash used in operating activities
Expenses paid by Hi‘ilei and OHA 6,600 6,600
Change in: 

Receivables (122,736) (34,405)
Prepaid expenses (941) 94
Payables 138,825 2,598

Net cash used in operating activities (188,049)$         (166,645)$         

Schedule of Noncash Financing Activities
Grants from Office of Hawaiian Affairs and

Hi‘ilei Aloha LLC - payment of Company expenses 6,600$             6,600$             
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1. Organization and Summary of Significant Accounting Policies   

Ho‘okīpaipai LLC (the “Company”) was established on May 11, 2010, and began operations in 
May 2011.  Its purpose is to engage in community economic development activity in the State of 
Hawai‘i, primarily through the operation of a Hawai‘i Procurement Technical Assistance Center 
(PTAC) under a program sponsored by the Defense Logistics Agency (DLA), U.S. Department of 
Defense.  

The Company is a limited liability company with Ho‘okele Pono LLC (Ho‘okele Pono) as its sole 
member.  Ho‘okele Pono is a limited liability company with the Office of Hawaiian Affairs (OHA) 
as its sole member.  The Company’s governing body consists of three “Managers” who are senior 
management officials of OHA. 

The Company’s primary source of funding comes from OHA grants and the Defense Logistics 
Agency. The Company also receives working capital advances from Hi‘ilei Aloha LLC (Hi‘ilei), 
which is a limited liability company with OHA as its sole member. 

Based on its relationship with OHA, the Company is considered to be a component unit of OHA 
for financial reporting purposes. 

Plan of Dissolution 
In May 2019, the board of trustees of OHA approved a Plan of Dissolution (the “Plan”) affecting 
the Company and its member Ho‘okele Pono LLC.  Both organizations are expected to begin the 
dissolution process on or before October 31, 2019.  Management intends to complete its 
obligations under its current cooperative agreement with DLA, which ends September 30, 2019 and 
to effect an orderly cessation of the Company’s affairs in accordance with the Plan.  Management 
has evaluated the effects of the Plan on its financial statements and has concluded that: 1) there is 
substantial doubt as to the Company’s ability to continue as a going concern beyond 2019; and 2) 
no adjustments to the carrying bases of assets and liabilities is required, as all such accounts are 
current in nature.   

Basis of Accounting 
The financial statements of the Company have been prepared on the accrual basis of accounting 
consistent with enterprise fund accounting and accounting principles generally accepted in the 
United States of America, as prescribed by the Governmental Accounting Standards Board 
(GASB).  As the Plan of Dissolution described above was not approved as of December 31, 2018, 
the accompanying financial statements have been prepared utilizing the going concern basis of 
accounting, rather than the liquidation basis of accounting. 

Use of Estimates in the Preparation of Financial Statements 
The preparation of financial statements in conformity with accounting principles generally 
accepted in the United States of America requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period.  Actual results could differ from those estimates. 
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Cash and Cash Equivalents 
The Company considers all highly liquid debt investments with original maturities of three months 
or less when purchased to be cash equivalents.  Cash balances are held with a banking institution in 
the State of Hawai‘i and are insured up to $250,000 by the FDIC. Account balances generally do 
not exceed the FDIC’s insurance limit. 

Receivables 
Receivables under the organization’s federal cooperative agreement consist of costs that were 
incurred prior to year-end for which payment has not been received. When necessary, the carrying 
amount of receivable is reduced by an allowance for doubtful accounts that reflects management's 
best estimate of the amounts that will not be collected based upon prior experience and 
management's assessment of the credit worthiness of the counterparty.  Management considers 
accounts past due when they are outstanding beyond 60 days with no payment.  Interest is 
generally not charged on past due accounts.  Balances that are still outstanding after management 
has used reasonable collection efforts are written-off through a charge to the allowance account and 
a credit to receivables. The allowance for doubtful accounts was zero at December 31, 2018 and 
2017. 

Long-Lived Assets 
The Company capitalizes assets having a useful life of more than one year and a cost of $1,000 or 
more.  To date, no such assets have been acquired. 
 
Revenue Recognition 
The Company recognizes revenue under its cooperative agreement when all eligibility 
requirements imposed by DLA have been met, that is as reimbursable costs are incurred.  Event 
registration fee revenue is recognized when the related event occurs. Costs charged to and 
reimbursed by DLA under the cooperative agreement are subject to audit by DLA, which could 
result in the disallowance of previously reimbursed costs.  Management believes all costs charged 
to DLA to date are allowable and reimbursable under the terms of the cooperative agreement.   
 
Functional Allocation of Expenses 
The costs of conducting programs and other services have been summarized on a functional basis 
in the statement of revenues, expenses, and changes in net position.  Program service expense 
includes direct costs pertaining to the operation of the PTAC, which involves providing technical 
assistance to entities interested in contracting with the Federal government.  Management and 
general expense represents those costs associated with oversight, business management, general 
recordkeeping, budgeting and other related administrative activities.  Certain costs have been 
allocated between programs and supporting services based on various methodologies, including 
relative personnel costs or other estimates. 

Operating and Nonoperating Revenues and Expenses   
Operating revenues and expenses generally result from the activities associated with operating the 
PTAC, including revenues from DLA.  Nonoperating activities relate to grants received from OHA 
and/or Hi‘ilei.  Certain of the OHA grants may pass through Hi‘ilei as an administrative 
accommodation.  These grants are recognized when received. 
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Income Taxes 
The Company has received a determination letter from the Internal Revenue Service dated April 
25, 2011, stating that it is tax exempt under section 501(c)(3) of the Internal Revenue Code.  

The Company adheres to generally accepted accounting principles (GAAP) pertaining to uncertain 
tax positions.  Those principles call for uncertain tax positions to be recognized in the financial 
statements only if those positions are more likely than not to be sustained upon regulatory 
examination.  Management is not aware of any uncertain tax positions taken or to be taken on its 
income tax returns.  Such tax returns are generally open for examination by the IRS until the statute 
of limitations (three years) expires.  
 
Subsequent Events 
Management has reviewed and considered whether events occurring after year end should be 
reflected or disclosed in these financial statements.  The date through which this review was 
conducted was August 30, 2019, the date the financial statements were available to be issued. 
 

2. Retirement Plan 
 
The Company maintains a 401(k) profit sharing plan.  Employees become eligible upon six months 
of employment and may contribute to the plan to the extent allowed by law. Under the plan, the 
Company matches employees' contributions up to a specified percentage of salary. Employer 
matching contributions amounted to $3,800 and $3,557 in 2018 and 2017, respectively.    
     

3. Transactions with OHA and Hi‘ilei   

The Company receives grants to support its operations from OHA.  Funding from OHA is in the 
form of cash grants, which amounted to $222,926 in 2018 and $50,000 in 2017, and payment of 
Company advertising expenses which amounted to $6,600 in both 2018 and 2017.  Hi‘ilei provides 
management and administrative services to the Company for a fee, which amounted to $39,841 in 
2018 and $34,553 in 2017.  Additionally, Hi‘ilei provided working capital advances of $55,000 and 
$34,942 in 2018 and 2017, respectively, of which $69,942 was repaid in 2018.    
 
The Company rents office space from Hi‘ilei and other third parties (see also Note 4).  The 
agreement with Hi‘ilei renews annually so long as the Company continues to operate the PTAC 
under the DLA agreement.  This agreement is expected to terminate September 30, 2019. Total rent 
expense was $33,767 and $21,758 in 2018 and 2017, respectively, including $21,984 and $21,758 
under the Hi‘ilei agreement.     
 

4. Lease Agreement 

The Company has a noncancelable lease agreement for office space in Hilo, Hawaii, expiring 
March 31, 2021.  Terms of the agreement call for the Company to pay base rent plus a share of 
common area maintenance expenses.  Minimum base rent payments due under this agreement are 
$3,406 in 2019, $3,495 in 2020, and $879 in 2021.   
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5. Limited Liability Company 

Since the Company is a limited liability company, no member, manager, agent, or employee of the 
Company shall be personally liable for debts, obligations, or liabilities of the Company whether 
arising in contract, tort, or otherwise for the acts or omissions of any other member, director, 
manager, agent, or employee of the Company, unless the individual has signed a specific personal 
guarantee. 
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Program Management
Services and General Total

Salaries 207,098$         -$                      207,098$         
Payroll taxes 16,344 -                      16,344
Employee benefits 27,053 -                      27,053

Total salaries and related expenses 250,495 -                       250,495

Advertising 6,600             -                      6,600              
Computer and website expenses 15,421           -                      15,421            
Conferences and events 16,713 -                      16,713            
Contract services 92,557           40,904           133,461          
Dues and subscriptions 2,957 -                      2,957              
Insurance 1,315 8,211             9,526              
Mileage and parking 195 -                      195                 
Other expenses 47                  263                 310                 
Payroll services 3,599             -                      3,599              
Professional fees -                     17,958           17,958            
Rent 33,767           -                      33,767            
Supplies and printing 4,171             -                      4,171              
Telephone 2,265             -                      2,265              
Travel 3,395 -                      3,395

433,497$          67,336$             500,833$          
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Program Management
Services and General Total

Salaries 97,916$           -$                      97,916$           
Payroll taxes 7,915 -                      7,915
Employee benefits 12,162 -                      12,162

Total salaries and related expenses 117,993 -                       117,993

Advertising 6,600             -                      6,600              
Computer and website expenses 14,996           -                      14,996            
Conference and events 19,209 -                      19,209            
Contract services -                     35,081           35,081            
Dues and subscriptions 4,150 -                      4,150              
Insurance 968                7,754             8,722              
Mileage and parking 390 -                      390                 
Other expenses 105                -                      105                 
Payroll services 2,114             -                      2,114              
Professional fees -                     17,958           17,958            
Rent 21,758           -                      21,758            
Supplies and printing 1,056             -                      1,056              
Telephone 584                -                      584                 
Travel 6,139 -                      6,139

196,062$          60,793$             256,855$          
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P.O. Box 11149 
Honolulu HI 96828 
Telephone (808) 721 5483 
E-mail jim@cpajph.com 

 

Independent Auditor’s Report 
on Internal Control over Financial Reporting 

and on Compliance and Other Matters Based on an  
Audit of Financial Statements Performed in 

Accordance with Government Auditing Standards 

To the Member and Managers 
Ho‘okīpaipai LLC 

I have audited, in accordance with the 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, the financial statements of Ho‘okīpaipai LLC (the 
“Organization”), which comprise the statement of net position as of December 31, 2018, and the related 
statements of revenues, expenses, and changes in net position, and of cash flows for the year then ended, 
and the related notes to the financial statements, and have issued my report thereon dated August 30, 
2019.  My report included an emphasis of a matter paragraph regarding a plan to begin the process of 
dissolving the Organization in 2019.  

Internal Control over Financial Reporting 

In planning and performing my audit of the financial statements, I considered the Organization’s internal 
control over financial reporting (internal control) to determine the audit procedures that are appropriate in 
the circumstances for the purpose of expressing my opinion on the financial statements, but not for the 
purpose of expressing an opinion on the effectiveness of the Organization’s internal control. Accordingly, 
I do not express an opinion on the effectiveness of the Organization’s internal control.  

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement 
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A 
significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit attention by those charged with 
governance. 

My consideration of internal control was for the limited purpose described in the first paragraph of this 
section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. Given these limitations, during my audit I did not identify any 
deficiencies in internal control that I consider to be material weaknesses. However, material weaknesses 
may exist that have not been identified. 
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Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the Organization’s financial statements are free 
from material misstatement, I performed tests of its compliance with certain provisions of laws, 
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material 
effect on the determination of financial statement amounts. However, providing an opinion on compliance 
with those provisions was not an objective of my audit, and accordingly, I do not express such an opinion. 
The results of my tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards.   

Purpose of this Report 

The purpose of this report is solely to describe the scope of my testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the Organization’s 
internal control or on compliance. This report is an integral part of an audit performed in accordance with 
Government Auditing Standards in considering the Organization’s internal control and compliance. 
Accordingly, this communication is not suitable for any other purpose. 

        

Honolulu, Hawaii 
August 30, 2019 
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