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Auditor’s Summary
Financial Audit of the Department of Land and 
Natural Resources
Financial Statements, Fiscal Year Ended June 30, 2018

Financial Highlights
FOR THE FISCAL YEAR ended June 30, 2018, DLNR reported total 
revenues of $207.3 million, along with $5 million in transfers from other 
state departments, and total expenses and transfers of $184.5 million, 
resulting in an increase in net position of $23.8 million.  Revenues 
consisted of: (1) $99 million from State appropriations, net of lapses,  
(2) $49.8 million from charges for services, (3) $28.8 million from 
operating grants and contributions, (4) $15.2 million from nonimposed 
employee fringe benefits, (5) $500,000 from capital grants, and  
(6) $14 million from taxes, interest, and other income.

THE PRIMARY PURPOSE of the audit was to form an opinion on the fairness of the presentation of the financial 
statements for the Department of Land and Natural Resources, as of and for the fiscal year ended June 30, 2018.  
The audit was conducted by N&K CPAs, Inc. 

About the 
Department
The Department of Land and 
Natural Resources’ (DLNR) 
mission is to enhance, protect, 
conserve, and manage Hawai‘i’s 
unique and limited natural, 
cultural and historic resources 
held in public trust for current 
and future generations of the 
people of Hawai‘i.  DLNR 
manages and administers 
the State’s parks, historical 
sites, forests, forest reserves, 
fisheries, wildlife sanctuaries, 
game management areas, public 
hunting areas, and natural area 
reserves and is responsible for 
nearly 1.3 million acres of state 
lands, beaches, and coastal 
waters as well as 750 miles of 
coastline.  DLNR is headed by 
the Board of Land and Natural 
Resources.
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Total expenses and transfers of $184.5 million consisted of: (1) $78.2 million for environmental 
protection, (2) $62.1 million for cultural and recreation, (3) $23.6 million for economic development,  
(4) $10.6 million for government-wide support, (5) $5.2 million for individual rights, and  
(6) $4.3 million for public safety.  Total transfers from other sources amounted to $500,000.

As of June 30, 2018, total assets of $821.4 million exceeded total liabilities of $71.8 million by  
$749.6 million.  Total assets included cash of $299.6 million, receivables of $3.7 million, and land  
and net capital assets of $518.1 million.  Total liabilities included vouchers and accrued payables  
of $21.9 million, amounts due to the State of $10 million, general obligation bonds payable of  
$36.2 million, and unearned revenues of $3.7 million.

Auditors’ Opinion
DLNR RECEIVED AN UNMODIFIED OPINION that its financial statements were presented fairly,  
in all material respects, in accordance with generally accepted accounting principles.

Findings
THE AUDITORS IDENTIFIED four material weaknesses in internal control over financial reporting 
that are required to be reported in accordance with Government Auditing Standards.  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.  The material weaknesses are described on 
pages 65-70 of the report. The department’s corrective action plan can be found at page 73.

There were no instances of noncompliance or other matters that are required to be reported under 
Government Auditing Standards.

For the complete report and financial statements visit our website at:
http://files.hawaii.gov/auditor/Reports/2018_Audit/DLNR2018.pdf
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Department of Land and Natural Resources 
State of Hawaii 

MANAGEMENT'S DISCUSSION AND ANALYSIS (Continued) 
Fiscal Year Ended June 30, 2018 

DEPARTMENT -WIDE FINANCIAL ANALYSIS 

As noted earlier, changes in net position may serve over time as a useful indicator of the 
DLNR's financial position. As of the year ended June 30, 2018, the DLNR's total net position 
was approximately $749.4 million. 

The largest part of the DLNR's net position reflects its investment in capital assets (land, 
buildings, improvements, and equipment), less any related debt used to acquire those assets 
that are still outstanding. The DLNR uses these capital assets to provide services to citizens; 
consequently, these assets are not available for future spending. Although the DLNR's 
investment in capital assets is reported net of related debt, it should be noted that the resources 
needed to repay this debt must be provided from other sources, since the capital assets 
themselves cannot be used to liquidate these liabilities. 

The following is a comparative statement of net position: 

Government-wide Statements of Net Position 
Fiscal years 2018 and 2017 

(Amounts in millions) 

Governmental activities 
Increase 

2018 2017 (decrease) 

Assets: 
Current $ 303.2 $ 284.4 $ 18.8 
Noncurrent ( capital assets, net 

of depreciation) 518.1 514.5 3.6 

Total assets $ 821.3 $ 798.9 $ 22.4 

Liabilities: 
Current $ 29.9 $ 25.7 $ 4.2 

Noncurrent 42.0 9.1 32.9 

Total liabilities 71.9 34.8 37.1 

Net position: 
Investment in capital assets 481.8 513.1 (31.3) 
Restricted 28.3 29.1 (0.8) 

Unrestricted 239.3 221.9 17.4 

Total net position 749.4 764.1 {14.7) 

Total liabilities 
and net position $ 821 .3 $ 798.9 $ 22.4 
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Department of Land and Natural Resources 
State of Hawaii 

MANAGEMENT'S DISCUSSION AND ANALYSIS (Continued) 
Fiscal Year Ended June 30, 2018 

The DLNR's net position decreased by $14.7 million for the year ended June 30, 2018. The 
$31 .3 million decrease in investment in capital assets is primarily due to the recognition of 
previously unrecorded debt. The $17.4 million increase in unrestricted net position is due to 
additional appropriations from the Legislature and an increase in allotments for specific 
appropriations to provide more funding for various programs. 

Analysis of the DLNR's Operations: The following table provides a summary of the DLNR's 
operations for the year ended June 30, 2018: 

Government-wide Changes in Net Position 
Fiscal years 2018 and 2017 

(Amounts in millions) 
Governmental activities 

Revenues: 
Program revenues: 

Charges for services 
Operating grants and 

contributions 
Capital grants and 

contributions 
General revenues: 

State allotted appropriations, 
net of lapses 

Non-imposed employee 
wages and fringe benefits 

Conveyance taxes 
Liquid fuel taxes 
Transient accomodations taxes 
Interest and investment 

earnings 

Total 

Transfers, net 

Expenses: 
Economic development 
Environmental protection 
Cultural and recreation 
Public safety 
Individual rights 
Government wide support 

Total 

$ 

$ 

$ 

$ 

Change in net position $ 

Net Position: 
Beginning of year 
Prior period adjustment 
Beginning of year , as restated 

End of year 

$ 

$ 

$ 

11 

2018 2017 

49.8 $ 

28.8 

0.5 

99.0 

15.2 
6.8 
2.0 
4.5 

0.7 

207.3 $ 

0.5 

23.6 
78.2 
62.1 

4.3 
5.2 

10.6 

184.0 

23.8 $ 

764.1 $ 
(38.5) 

725.6 $ 

749.4 $ 

41 .0 $ 

35.1 

3.9 

72.0 

13.2 
6.8 
1.9 
2.4 

0.7 

177.0 $ 

(3.7) 

20.9 
81 .9 
59.3 

3.4 
5.5 

18.7 

189.7 

(16.4) $ 

780.5 $ 

780.5 $ 

764.1 $ 

Increase 
(decrease) 

8.8 

(6.3) 

(3.4) 

27.0 

2.0 
0.0 
0.1 
2.1 

30.3 

4.2 

2.7 
(3.7) 
2.8 
0.9 

(0.3) 
(8.1) 

(5.7) 

40.2 

(16.4) 
(38.5) 

(54.9) 

(14.7) 



Department of Land and Natural Resources 
State of Hawaii 

MANAGEMENT'S DISCUSSION AND ANALYSIS (Continued) 
Fiscal Year Ended June 30, 2018 

The DLNR's results of operations for the year ended June 30, 2018 resulted in a decrease in 
net position of $14.7 million. 

There was an $8.8 million increase in charges for services and decreases of $6.3 million and 
$3.4 million in operating grants and contributions and capital grants and contributions. The 
increase of $27.0 million in State allotted appropriations, net of lapses, is a result of additional 
funding appropriated by the legislature to cover costs of various programs. There was a 
decrease of $5.7 million in total expenditures mainly due to cost savings resulting from vacant 
positions and increased restrictions on general spending. 

FINANCIAL ANALYSIS OF THE DEPARTMENT'S GOVERNMENTAL FUNDS 

A fund is a grouping of related accounts that is used to maintain control over resources that 
have been segregated for specific activities or objectives. As noted earlier, the DLNR uses fund 
accounting to ensure and demonstrate compliance with finance and related legal requirements. 

The General Fund is the primary operating fund of the DLNR. As of June 30, 2018, there was a 
$15.1 million encumbrance balance that remained after the current year's net gain in the 
General Fund and is reflected as assigned fund balance in accordance with GASB Statement 
No. 54. 

The DLNR has three major and several non-major special funds. A fund is categorized as major 
if the percentages of its assets, liabilities, revenues, or expenditures exceed pre-defined 
percentages when compared to the corresponding total of all funds in that category. The 
DLNR's three major special revenue funds are 1) Federal Grant Fund, 2) Ocean-Based 
Recreation Fund, and 3) Special Land Development Fund. 

The Federal Grant Fund accounts for funds received from a variety of federal grantor agencies 
for specific purposes ranging from restoration, protection, and acquisition of natural resources to 
assistance following a natural disaster. Total federal grant expenditures for the year 
approximated $24.3 million from nearly 147 individual grants. 

The Ocean-Based Recreation Fund accounts for revenues collected to implement the boating 
and ocean recreation program. Deposits into this fund include a portion of the liquid fuel tax 
used by recreational boaters. Revenues were approximately $18.9 million and expenditures 
were approximately $14.4 million. 

The Special Land Development Fund accounts for revenues collected from general lease rents, 
sales of easements, rents from the issuance of right-of-entry permits and revocable permits, and 
other administrative charges. The fund also receives a portion of the highway fuel tax and 
transient accommodations tax revenues. Revenues were approximately $20.8 million and 
expenditures were approximately $8.0 million. 

The Capital Projects Fund received approximately $45.5 million in State allotted appropriations, 
net of lapses, and federal grants for capital projects. Capital projects funds are used to account 
for financial resources to acquire or construct major capital facilities. 
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Department of Land and Natural Resources 
State of Hawaii 

MANAGEMENT'S DISCUSSION AND ANALYSIS (Continued) 
Fiscal Year Ended June 30, 2018 

FINANCIAL ANALYSIS OF THE DEPARTMENT'S FIDUCIARY NET POSITION 

These agency funds account for assets held by the DLNR in a trustee or agent capacity for 
other State departments, individuals, and organizations. 

Comparison of Statements of Fiduciary Net Position - Agency Funds 
(in millions) 

Agency Funds 

ASSETS 

Cash and short-term cash investments held 

in State Treasury 
Receivables: 

General leases and licenses, net of allowances 

Total Assets 

LIABILITIES 

Due to State Treasury 
Due to other State Agencies 
Unearned revenues 

Deposits 

Total Liabilities 

$ 

$ 

$ 

$ 

2018 2017 

11 .9 $ 34.8 

0.7 0.9 

12.6 $ 35.7 

6.5 $ 30.1 
1.2 0.6 
1.1 1.3 
3.8 3.7 

12.6 $ 35.7 

Change 

$ (22.9) 

(0.2) 

$ (23.1) 

$ (23.6) 
0.6 

(0.2) 
0.1 

$ (23.1) 

In compliance with Executive Order 06-06, which carries out the requirements of Act 178, SLH 
2006, the DLNR established holding accounts to accumulate the general fund's share of 
receipts derived from the use of ceded land. The DLNR uses these funds to cover the difference 
in payments made by all state agencies and the total amount owed to the Office of Hawaiian 
Affairs. During fiscal year 2018, cash and short term investments decreased by $22.9 million 
due to the remittance of excess funds to the State of Hawaii treasury. Additionally, the DLNR 
transferred $26.6 million to the State of Hawaii general fund, representing its portion of ceded 
land proceeds. 

BUDGETARY HIGHLIGHTS 

General Fund - Actual expenditures for general funded programs were $2.9 million less than the 
budgeted expenditures due to budget restrictions and vacancy savings. 

Federal Funds - Federal grants usually require that the DLNR expend funds first then submit a 
claim. Therefore, if expenditures are lower than expected, then actual revenue will similarly be 
lower than budgeted. Lower than budgeted expenditures may be the result of project 
reprioritizations and/or staff shortages. 

16 



Department of Land and Natural Resources 
State of Hawaii 

MANAGEMENT'S DISCUSSION AND ANALYSIS (Continued) 
Fiscal Year Ended June 30, 2018 

Ocean-Based Recreation Fund - This special fund is the primary operating fund for the Division 
of Boating and Ocean Recreation (DOBOR). Actual expenditures for the DOBOR were $4.1 
million less than the budgeted expenditures mainly due to the vacant positions and their 
corresponding fringe benefits. Expenditures of this special fund are supported by the revenue it 
generates; a lower than anticipated revenue collection means curtailment of its expenditures, 
resulting in expenditure levels being less than budgeted. 

CAPITAL ASSETS AND DEBT ADMINISTRATION 

As of June 30, 2018, the DLNR had invested approximately $518.1 million (net of accumulated 
depreciation) in a broad range of capital assets. There was a net increase of $3.6 million as of 
the year ended June 30, 2018. A major portion of the change is due to a $12.2 million increase 
in non-depreciable assets, resulting from $22.4 million of construction in progress costs offset 
by $10.2 million of projects completed. Depreciable assets increased by $13.4 million resulting 
from a $10.5 million increase in land improvements, a $2.1 million net increase in furniture and 
equipment, a $0.4 million net increase in vehicles, and a $0.4 million increase in buildings and 
improvements. 

See Note E to the financial statements for a description of capital assets activities for the fiscal 
year ended June 30, 2018. 

Long-term obligations consist of accrued vacation and State of Hawaii reimbursable general 
obligation bonds. 

Post-retirement health care and insurance benefits paid by the State on behalf of the DLNR for 
the fiscal years ended June 30 2018, 2017, and 2016 was approximately $4,137,000, 
$3,476,000, and $4,005,000, respectively. 

The accrued vacation balance as of June 30, 2018 was $8.5 million, a decrease of $0.5 million 
from fiscal year 2017. As of June 30, 2018, the value attributed to fringe benefits was $15.2 
million. 

The outstanding balance of the State of Hawaii general obligation bonds allocated to the DLNR is 
approximately $36.2 million as of June 30, 2018. These bonds are backed by the full faith, credit, 
and taxing power of the State. Repayment of allocated bond debts is made to the State of Hawaii 
general fund. 

The recognition of 2016 series EU general obligation bonds have resulted in a prior period 
adjustment to the DLNR beginning net position as of July 1, 2017. See Note Oto the financial 
statements for additional details. 

See Note H to the financial statements for a description of the outstanding State of Hawaii general 
obligation bonds allocated to the DLNR as of June 30, 2018. 
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Department of Land and Natural Resources 
State of Hawaii 

MANAGEMENT'S DISCUSSION AND ANALYSIS (Continued) 
Fiscal Year Ended June 30, 2018 

CURRENTLY KNOWN FACTS, DECISIONS, OR CONDITIONS 

For the period ended June 30, 2018, management has determined that there are currently no 
known facts, decisions, or conditions that would have a material financial impact on the DLNR. 

FINANCIAL CONTACT 

This financial report is designed to provide a general overview of the DLNR's finances for all 
interested parties. Questions concerning any of the information provided in this report or requests 
for additional information should be addressed to the Department of Land and Natural Resources, 
Administrative Services Office, P.O. Box 621, Honolulu, Hawaii 96809. 
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Department of Land and Natural Resources 
State of Hawaii 

STATEMENT OF NET POSITION 

Current assets 
Cash and cash equivalents 
Receivables 

Federal grants 

June 30, 2018 

ASSETS 

General leases and licenses, net of allowance for 

losses of $1,097,462 

Total current assets 

Noncurrent assets 
Capital assets, net of accumulated depreciation 

Total noncurrent assets 

Total assets 

LIABILITIES AND NET POSITION 

Current liabilities 
Vouchers and contracts payable 
Accrued wages and employee benefits 
Interest payable 
Accrued compensated absences, current portion 
General obligation bonds, current portion 
Due to other State agencies 
Due to State Treasury 
Unearned revenues 

Total current liabilities 

Noncurrent liabilities 
General obligation bonds, less current portion 
Accrued compensated absences, less current portion 
Note payable to State Treasury 

Total noncurrent liabilities 

Total liabilities 

Net position 
Net investment in capital assets 
Restricted 
Unrestricted 

Total net position 

Total liabilities and net position 

See accompanying notes to the basic financial statements. 
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$ 

$ 

$ 

$ 

Governmental 
Activities 

299,556,639 

2,889,717 

766,260 

303,212,616 

518,060,362 

518,060,362 

821,272,978 

9,629,481 
3,561,861 

253,855 
2,992,542 
1,658,407 

824,748 
7,253,221 
3,747,895 

29,922,010 

34,567,561 
5,474,445 
1,909,135 

41,951,141 

71,873,151 

481,834,394 
28,272,280 

239,293,153 

749,399,827 

821,272,978 



Governmental activities: 
Economic development 
Environmental protection 
Cultural and recreation 
Public safety 
Individual rights 

Government-wide support 

Department of Land and Natural Resources 
State of Hawaii 

STATEMENT OF ACTIVITIES 
Fiscal Year Ended June 30, 2018 

Expenses 

$ 23,605,1 98 
78,235,768 
62,1 03,388 
4,289,959 
5,249,719 

10,605,716 

$ 

Charges for 

Services 

641,955 
290,361 

22,434,1 83 
602,497 

8,1 89,514 
17,654,754 

Program revenues 

Operating, 

Grants and 

Contributions 

$ 1,350,322 
19,594,194 
7,338,083 

494,110 
3,764 

63,747 

Capital 

Grants and 

Contributions 

$ 

529,670 

Total governmental activities $ 184,089,748 $ 49,813,264 $ 28,844,220 $ 529,670 

General revenues: 
State allotted appropriations, net of lapses 
Nonimposed employee wages and fringe benefits 
Conveyance taxes 
Liquid fuel taxes 
Transient accomodations taxes 
Interest and investment earnings 

Total general revenues 

Transfers 

Change in net position 

Net position at June 30, 2017, as previously reported 

Prior period adjustment 

Net position at June 30, 2017, as restated 

Net position at June 30, 2018 

See accompanying notes to the basic financial statements. 
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Net revenue 

(expenses) 

and change 

in net position 

Governmental 

activities 

$ (21,612,921) 
(58,351 ,213) 
(31,801 ,452) 

(3,193,352) 
2,943,559 
7,112,785 

$ (104,902,594) 

99,002,969 
15,193,351 
6,800,000 
1,971 ,559 
4,500,000 

746,719 

128,214,598 

528,960 

23,840,964 

764,120,965 

(38,562,102) 

725,558,863 

$ 749,399,827 



��



Department of Land and Natural Resources 
State of Hawaii 

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET 
TO THE STATEMENT OF NET POSITION 

Total fund balances - governmental funds 

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

Capital assets used in governmental 
activities are not financial resources 
and, therefore, are not reported in the 

governmental funds. 

Capital Assets 
Governmental capital assets 
Less accumulated depreciation 

Accrued compensated absences are not 
due in the current period and therefore 

June 30, 2018 

are not reported in the governmental funds. 

Interest payable 
is expensed on the government-wide 
statement of activities 

Bonds payable 
is not due in the current period and, 
therefore, is not reported in the funds. 

Net position of governmental activities 

$ 765,312,232 
(247,251,870) 

See accompanying notes to the basic financial statements. 
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$ 

$ 

276,286,275 

518,060,362 

(8,466,987) 

(253,855) 

(36,225,968) 

749,399,827 
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Department of Land and Natural Resources 
State of Hawaii 

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN 
FUND BALANCES OF 

GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 
Fiscal Year Ended June 30, 2018 

Net change in fund balances - total government funds 

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

Governmental funds report capital outlays as expenditures. 
However, in the statement of activities the cost of those 
assets are depreciated over their estimated useful lives 
as depreciation expense. 

Expenditures for capital assets 
Less current fiscal year depreciation 

Change in compensated absences reported in the 
statement of activities do not require the use of current 
financial resources and, therefore, are not reported 
as expenditures in governmental funds 

Bond principal retirements 

Change in net position of governmental activities 

$ 26,280,513 
(22,677,568) 

See accompanying notes to the basic financial statements. 
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$ 

$ 

20,019,129 

3,602,945 

38,289 

180,601 

23,840,964 



Department of Land and Natural Resources 
State of Hawaii 

STATEMENT OF REVENUES AND EXPENDITURES -
BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS) - GENERAL FUND 

Fiscal Year Ended June 30, 2018 

Actual on Variance 

Budgeted Amounts Budgetary Favorable 

Original Final Basis (Unfavorable) 

REVENUES 

State allotments $ 57,573,925 $ 58,067,386 $ 55,199,230 $ (2,868, 156) 

EXPENDITURES 

Economic development 6,665,613 6,812,462 6,215,284 597,178 

Environmental protection 39,756,652 39,615,111 38,247,278 1,367,833 

Culture and recreation 10,949,410 11,429,355 10,632,174 797,181 

Government-wide support 202,250 210,458 57,054 153,404 
57,573,925 58,067,386 55,151,790 2,915,596 

Excess of revenues over 
expenditures $ -- $ -- $ 47,440 $ 47,440 

See accompanying notes to the basic financial statements. 
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Department of Land and Natural Resources 
State of Hawaii 

STATEMENT OF REVENUES AND EXPENDITURES -
BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS)-FEDERAL FUNDS 

Fiscal Year Ended June 30, 2018 

Actual on Variance 

Budgeted Amounts Budgetary Favorable 

Original Final Basis (Unfavorable) 

REVENUES 

Federal grants $ 30,288,000 $ 19,700,544 $ 19,700,544 $ 
30,288,000 19,700,544 19,700,544 

EXPENDITURES 

Economic de-.elopment 3,378,035 1,874,359 809,683 1,064,676 

Em,;ronmental protection 18,079,221 11,979,480 6,279,065 5,700,415 

Culture and recreation 8,570,718 5,597,406 3,244,762 2,352,644 

Public safety 260,026 249,299 43,411 205,888 

30,288,000 19,700,544 10,376,921 9,323,623 

Excess of re-.enues o-.er 

expenditures $ - $ - $ 9,323,623 $ 9,323,623 

See accompanying notes to the basic financial statements. 
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Department of Land and Natural Resources 
State of Hawaii 

STATEMENT OF REVENUES AND EXPENDITURES -
BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS) - OCEAN-BASED RECREATION FUND 

Fiscal Year Ended June 30, 2018 

Actual on Variance 

Budgeted Amounts Budgetary Favorable 

Original Final Basis (Unfavorable) 

REVENUES 

Re-.enues $ 17,404,731 $ 18,484,647 $ 18,484,647 $ 
17,404,731 18,484,647 18,484,647 

EXPENDITURES 

Culture and recreation 17,404,731 18,484,647 14,382,845 4,101,802 

17,404,731 18,484,647 14,382,845 4,101,802 

Excess of re-.enues o-.er 

expenditures $ - $ - $ 4,101,802 $ 4,101,802 

See accompanying notes to the basic financial statements. 
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Department of Land and Natural Resources 
State of Hawaii 

STATEMENT OF REVENUES AND EXPENDITURES -
BUDGET AND ACTUAL (NON-GAAP BUDGETARY BASIS) - SPECIAL LAND 

DEVELOPMENT FUND 
Fiscal Year Ended June 30, 2018 

Actual on Variance 

Budgeted Amounts Budgetary Favorable 

Original Final Basis (Unfavorable) 

REVENUES 

Revenues $ 12,474,435 $ 21,478,294 $ 21,478,294 $ 
12,474,435 21,478,294 21,478,294 

EXPENDITURES 

Culture and recreation 12,474,435 21,478,294 9,305,003 12,173,291 
12,474,435 21,478,294 9,305,003 12,173,291 

Excess of revenues over 
expenditures $ -- $ -- $ 12,173,291 $ 12,173,291 

See accompanying notes to the basic financial statements. 
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Department of Land and Natural Resources 
State of Hawaii 

STATEMENT OF FIDUCIARY NET POSITION -AGENCY FUNDS 
June 30, 2018 

ASSETS 

Cash and cash equivalents 
Receivables: 

General leases and licenses, net of allowance 
for losses of $471,974 

Total assets 

LIABILITIES 

Due to State Treasury 
Due to other State agencies 
Unearned revenues 
Deposits 

Total liabilities 

See accompanying notes to the basic financial statements. 
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Agency 
Funds 

$ 11,943,765 

740,841 

$ 12,684,606 

$ 6,516,324 
1,217,059 
1,135,839 
3,815,384 

$ 12,684,606 
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Department of Land and Natural Resources 
State of Hawaii 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
June 30, 2018 

NOTE C • BUDGETING AND BUDGETARY CONTROL (Continued) 

To the extent not expended or encumbered, general fund appropriations generally lapse at 
the end of the fiscal year for which the appropriations were made. The State Legislature 
specifies the lapse date and any other particular conditions relating to terminating the 
authorization for other appropriations. 

For purposes of budgeting, the DLNR's budgetary fund structure and accounting principles 
differ from those utilized to present the financial statements in conformity with GAAP. Since the 
budgetary basis differs from GAAP, budget and actual amounts in the statements budgetary 
comparison statements are presented on the budgetary basis. 

A reconciliation of revenues in excess of expenditures on a budgetary basis for the year 
ended June 30, 2018, to revenues in excess of expenditures presented in GAAP, is set forth 
as follows: 

Federal Ocean Based Special Land 
General Grants Fund Recreation Development 

Excess of re1.enues 01.er expenditures -

actual on a budgetary basis $ 47,440 $ 9,323,623 $ 4,101 ,802 $ 12,173,291 

Reserl.ed for encumbrance at fiscal year end 15,805,207 5,171 ,549 2,045,316 2,020,256 

Expenditures for liquidation of prior fiscal 

year encumbrances (15,496,942) (13,485,710) (2,090,723) (1 ,513,365) 

Net accrued re1.enues and expenditures (513,456) (1 ,005,932) 416,435 149,254 

Excess of re1.enues 01.er (under) expenditures - GAAP basis $ (157,751) $ 3,530 $ 4,472,830 $ 12,829,436 

NOTE D • RECEIVABLES 

At June 30, 2018, receivables for general leases and licenses for governmental funds 
consisted of the following: 

Rents, fees and licenses $ 1,863,722 
Less allowance for doubtful accounts (1,097,462) 

$ 766,260 

The DLNR also has two general lease installment settlement agreements with lessees for 
accounts receivable of the agency fund for $123,255 and $112,034 at June 30, 2018. These 
agreements provide for interest rates at 5.0% and 1.0%, respectively. The agreements are due 
in April 2027 and September 2020, respectively. The DLNR does not expect to collect 
$176,400 within one year. 

At June 30, 2018, receivables for general leases and licenses for fiduciary funds consisted 
of the following: 

Rents, fees and licenses 
Less allowance for doubtful accounts 
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$ 1,212,815 
(471,974) 

$ 740,841 



Department of Land and Natural Resources 
State of Hawaii 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
June 30, 2018 

NOTE E - CAPITAL ASSETS 

For the fiscal year ended June 30, 2018, capital assets activity for the DLNR was as follows: 

Balance Balance 

July 1, 2017 Additions Deductions June 30, 2018 

Government activities: 

Capital asset, not being depreciated: 

Land and improvements $ 235,328,506 $ $ $ 235,328,506 

Construction in progress 111 ,388,313 22,478,603 {10,232,652) 123,634,264 

Total capital assets not being depreciated 346,716,819 22,478,603 (10,232,652) 358,962,770 

Capital assets, being depreciated: 

Land improvements 275,129,396 10,531,424 285,660,820 

Buildings and improvements 70,394,654 410,691 70,805,345 

Furniture and equipment 22,202,117 2,078,667 (29,962) 24,250,822 

Vehicles 25,253,467 1,013,780 (634,772) 25,632,475 

Total capital assets being depreciated 392,979,634 14,034,562 (664,734) 406,349,462 

Less accumulated depreciation for: 

Land improvements (153,956,415) ( 17,238,477) (171 ,194,892) 

Buildings and improvements (35,240,927) (1 ,807,034) (37,047,961) 

Furniture and equipment (16,369,850) (1,605,967) 29,962 (17,945,855) 

Vehicles (19,671,844) (2,026,090) 634,772 (21 ,063,162) 

Total accumulated depreciation (225,239,036) (22,677,568) 664,734 (247,251 ,870) 

Government activities, net $ 514,457,417 $ 13,835,597 $ (10,232,652) $ 518,060,362 

Depreciation expense was charged to functions as follows: 

Amount 

Economic development $ 8,816,708 
Environmental protection 2,937,331 
Culture and recreation 8,217,544 
Public safety 2,403,224 
Individual rights 90,399 
Government-wide support 212,362 

$ 22,677,568 

NOTE F -DUE TO OTHER STATE AGENCIES 

The DLNR receives revenue from numerous leases of State lands and properties. These 
include leases of ceded lands which are held in trust for native Hawaiians by the State. 
The State is required to pay 20% of revenues generated from ceded lands to the Office of 
Hawaiian Affairs (OHA), State of Hawaii, which administers and manages the proceeds 
related to the ceded lands. DLNR accounts for the revenues derived from ceded lands and 
determines the amounts due which are paid to OHA. 
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Department of Land and Natural Resources 
State of Hawaii 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
June 30, 2018 

NOTE F • DUE TO OTHER STATE AGENCIES (Continued) 

As of June 30, 2018, the DLNR held cash of approximately $7,733,000 received as ceded 
land revenues in the current year and prior years. These amounts are reported on the 
statement of fiduciary net position - agency funds and are reflected in the due to State 
Treasury, due to other State agencies, and unearned revenue liability accounts. 

During the fiscal year ended June 30, 2018, DLNR's special revenue funds were charged by 
the B&F, approximately $3,651,000 in central service and administration fees. As of June 30, 
2018, the DLNR owed the B&F approximately $825,000. 

NOTE G • DUE TO STATE TREASURY 

The DLNR is a sub-recipient to Federal Transit Administration grants for small boat harbor 
improvement projects on the Island of Maui. The B&F previously approved two interest
free loans to the DLNR of up to $2,000,000 each and another interest-free loan of up to 
$1,000,000 whereby the B&F would advance funds to the DLNR for the sole purpose of 
paying project costs subject to federal reimbursement. In October 2013, the loans were 
consolidated into a single interest-free loan of up to $5,000,000. The loan is renewable 
annually, subject to the review and approval of the Director of Finance. As of June 30, 2018, 
the outstanding balance on this note payable was $1,559,135. 

The DLNR also received a temporary loan from the B&F to prepay costs that are 
reimbursable by federal grants. The outstanding balance on this loan was $350,000 as of 
June 30, 2018. 

NOTE H • LONG-TERM LIABILITIES 

The change in long-term liabilities during the fiscal year ended June 30, 2018, was as follows: 

General 
Accrued Obligation 
Vacation Bonds 

Balance at July 1, 2017 $ 8,505,276 $ 36,406,569 
Additions 3,934,856 
Reductions (3,973,145) (180,601) 
Balance at June 30, 2018 8,466,987 36,225,968 
Less: current portion (2,992,542) (1,658,407) 

$ 5,474,445 $ 34,567,561 

The accrued vacation liability will be liquidated by the DLNR's governmental funds. The 
general obligation bonds will be liquidated by the Ocean-Based Recreation Fund. 
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Department of Land and Natural Resources 
State of Hawaii 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
June 30, 2018 

NOTE H • LONG-TERM LIABILITIES (Continued) 

The following are portions of the State of Hawaii general obligation bonds allocated to the 
DLNR under Acts of various Session Laws of Hawaii. These bonds are backed by the full 
faith, credit and taxing power of the State. Repayment of allocated bond debts are made to 
the State general fund. The details of these general obligation bonds at June 30, 2018 are 
as follows: 

Series CP bonds dated October 1, 1997; due in varying annual 
installments beginning in April 2002, with final payment in April 
2021; partially refunded by the issuance of refunding General 
Obligation Bonds, series DG, dated June 15, 2005; interest at 

Amount 

5.00% payable semi-annually. $ 15 

Series DI bonds dated March 2006; due in varying annual installments 
beginning in September 2009 through March 2026; interest at 
various interest rates payable semi-annually. 

Series DJ bonds dated April 2007; due in varying annual installments 
beginning in October 2009 through April 2027; interest at various 
interest rates payable semi-annually. 

Series EU bonds dated October 2015; due in varying annual 
installments beginning October 2018 through October 2035; 
interest at various interest rates payable semi-annually. 

869,615 

356,338 

35,000,000 

$ 36,225.968 

Debt service requirements to maturity on the general obligation bonds are as follows: 

Principal Interest Total 

2019 $ 1,658,407 $ 1,061,322 $ 2,719,729 
2020 1,699,570 1,016,260 2,715,830 
2021 1,746,041 970,145 2,716,186 
2022 1,792,819 922,496 2,715,315 
2023 1,844,960 873,660 2,718,620 

2024-2028 9,689,171 3,575,087 13,264,258 
2029-2033 10,575,000 2,083,313 12,658,313 
2034-2036 7,220,000 377,409 7,597,409 

Total $ 36,225,968 $ 10,879,692 $ 47,105,660 

Interest cost amounted to $1,083,961 was expensed for the fiscal year ended 
June 30, 2018. 
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Department of Land and Natural Resources 
State of Hawaii 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
June 30, 2018 

NOTE J • NONIMPOSED EMPLOYEE WAGES AND FRINGE BENEFITS 

Payroll fringe benefit costs that are funded by state appropriations are assumed by the 
State and are not charged to the DLNR's operating funds. These costs, totaling 
approximately $15,193,000 for the fiscal year ended June 30, 2018, have been reported as 
revenues and expenditures in the general fund of the DLNR. 

NOTE K • INTERFUND TRANSFERS 

lnterfund transfers for the year ended June 30, 2018 consisted of the following: 

Transfers In Transfers Out 

Major Governmental Funds: 

Federal Grant Fund $ $ 3,530 

Ocean-Based Recreation Fund 20,178,704 22,524,327 

Special Land Development Fund 1,870,189 9,404,996 

Capital Projects Fund 2,003,530 

Other Governmental Funds 58,505,288 50,095,898 

$ 82,557,711 $ 82,028,751 

Transfers are used to move revenues from the fund that statute or budget requires to 
collect them to the fund that statute or budget requires to expend them. 

lnterfund due from/to other funds consist of the following as of June 30, 2018: 

Receivable Fund Payable Fund Amount 

Special Land Development Fund Capital Projects Fund $ 1,999,986 
Ocean-Based Recreation Fund Federal Grants Fund 1,244,841 
Other Governmental Funds Federal Grants Fund 1,328,463 

Total all funds $ 4,573,290 
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Department of Land and Natural Resources 
State of Hawaii 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
June 30, 2018 

NOTE M • RETIREMENT BENEFITS (Continued) 

The State is required to contribute the annual required contribution (ARC) of the 
employer, an amount that is actuarially determined. The ARC represents a level of 
funding that, if paid on an ongoing basis, is projected to cover normal cost each year and 
amortize any unfunded actuarial liabilities (or funding excess) over a period not to exceed 
thirty years. 

Measurement of the actuarial valuation and the ARC are made for the State as a whole 
and are not separately computed for the individual state departments and agencies such 
as the DLNR. The State has only computed the allocation of the other postemployment 
benefit (OPEB) costs to component units and proprietary funds that are reported 
separately in the State's CAFR. Therefore, the OPEB costs for the DLNR was not 
available and are not included in the financial statements. The State's CAFR includes the 
note disclosures and required supplementary information on the State's OPEB plans. 

The DLNR's contributions made to the plan were approximately $4,137,000 for the fiscal 
year ended June 30, 2018. 

NOTE N • RISK MANAGEMENT 

The DLNR is exposed to various risks of loss related to torts; theft of, damage to, or 
destruction of assets; errors or omissions; and workers' compensation. The State records a 
liability for risk financing and insurance related losses if it is determined that a loss has been 
incurred and the amount can be reasonably estimated. The State retains various risks and 
insures certain excess layers with commercial insurance companies. The excess layers 
insured with commercial insurance companies are consistent with the prior fiscal year. 
Settled claims have not exceeded the coverage provided by commercial insurance 
companies in any of the past three fiscal years. A summary of the State's underwriting risks 
is as follows: 

Property Insurance - The State has an insurance policy with a variety of insurers in a 
variety of layers for property coverage. The deductible for coverage is 3% of loss subject to 
a $1 million per occurrence minimum. This policy includes windstorm, earthquake, flood 
damage, terrorism, and boiler and machinery coverage. The limit of loss per occurrence is 
$200 million, except for terrorism which is $50 million per occurrence and a $10,000 
deductible. The State also has a crime insurance policy for various types of coverages with 
a limit of loss of $10 million per occurrence with a $500,000 deductible per occurrence, 
except for claims expense coverage which has a $100,000 per occurrence and a $1,000 
deductible. Losses not covered by insurance are paid from legislative appropriations of the 
State's General Fund. 
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Department of Land and Natural Resources 
State of Hawaii 

NOTES TO THE BASIC FINANCIAL STATEMENTS 
June 30, 2018 

NOTE N • RISK MANAGEMENT (Continued) 

General Liability (including torts) - Liability claims under $10,000 and automobile claims 
up to $15,000 are handled by the Risk Management Office of the Department of Accounting 
and General Services. All other claims are handled by the Department of the Attorney 
General. The State has personal injury and property damage liability, including automobile 
and public errors and omissions, insurance policy in force with a $4 million self-insured 
retention per occurrence. The annual aggregate per occurrence is $9 million and for crime 
loss, $10 million with no aggregate limit. Losses under the deductible amount or over the 
aggregate limit are paid from legislative appropriations of the State's General Fund. 

Cyber Liability Insurance - The State is insured for various types of cyber-related activities 
with a loss limit of $50 million with a deductible of $500,000 per occurrence. This policy 
includes (with sub-limits) system failure business interruption, dependent business 
interruption system failure, and Payment Card Industry - Data Security Standard coverage. 

Self-Insured Risks - The State generally self-insures its automobile no-fault and workers' 
compensation losses. Automobile losses up to $15,000 are administered by Risk 
Management Office. The State administers its workers' compensation losses. The State 
records a liability for risk financing and insurance related losses, including incurred but not 
reported, if it is determined that a loss has been incurred and the amount can be reasonably 
estimated. 

At June 30, 2018, the State recorded an estimated loss for workers' compensation, 
automobile and general liability claims as long-term debt as the losses will not be liquidated 
with currently expendable available financial resources. The estimated losses will be paid 
from legislative appropriations of the State's General Fund. 

NOTE O • RESTATEMENT 

In October 2015, the State issued general obligation bond series EU for $35 million for the 
acquisition of land by the DLNR. The DLNR's Turtle Bay Conservation Fund is responsible for 
making the debt service payments to the State to make payments on these bonds. In fiscal 
year 2017, the DLNR understated the bonds and interest payable related to this bond. 

The Capital Projects Fund accounts for all financial resources used for all capital project 
activities of the DLNR. As a result, the Capital Projects Fund will incur expenses on behalf of 
other funds that subsequently reimburse the Capital Projects Fund or receive funds in advance 
from other funds to conduct the projects. In fiscal year 2017, the DLNR understated receivables 
for amounts due from other funds for expenditures incurred on projects conducted and 
overstated amounts received in advance from other funds for projects in which expenditures 
had not yet been incurred. In addition, for completed projects that had received funds in 
advance from the State Treasury or other sources, the funds should have been returned to the 
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PART II 

REPORT ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MA TIERS 

61 



7 )

*29(510(17�$8',7,1*�67$1'$5'6

*RYHUQPHQW� $XGLWLQJ� 6WDQGDUGV

GHILFLHQF\�LQ�LQWHUQDO�FRQWURO

PDWHULDO�
ZHDNQHVV

VLJQLILFDQW�GHILFLHQF\



*RYHUQPHQW�$XGLWLQJ�6WDQGDUGV

*RYHUQPHQW�$XGLWLQJ�6WDQGDUGV�



PART Ill 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 

64 



Department of Land and Natural Resources 
State of Hawaii 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS 
Fiscal Year Ended June 30, 2018 

Ref. No. Financial Statement Internal Control Findings 

2018-001 Improve Recordkeeping to Prepare Accrual Basis Financial Statements 

Criteria: 

Management is responsible for establishing and maintaining internal control over 
financial reporting to permit the preparation of the DLNR's financial statements in 
conformity with accounting principles generally accepted in the United States of 
America. These accounting principles require government-wide financial statements 
to be prepared on an accrual basis and the governmental fund financial statements 
to be prepared on a modified accrual basis. The performance of reconciliations is a 
standard internal control procedure over financial reporting. 

Condition: 

During our audit, management restated balances in the capital projects fund related 
to amounts due to another fund and the State Treasury. The adjustment for 
approximately $3.9 million was recorded to the beginning fund balance and 
approximately $1 .9 million was recorded to beginning net position as of July 1, 2017 
in the DLNR's financial statements as of June 30, 2018. 

Management also restated balances related to a bond payable and the related 
interest due to the Department of Budget and Finance for the acquisition of land. The 
DLNR recorded the land, however, they did not record the bond the State used to 
fund the acquisition. The adjustment for $35 million for the bond payable was 
recorded to beginning net position as of July 1, 2017. The accrued interest due to 
Budget and Finance of approximately $1.4 million was recorded to beginning net 
position and beginning fund balance as of July 1, 2017. 

Cause: 

The DLNR did not perform a reconciliation of the balances held in the capital 
improvement fund prior to the current year. The DLNR did not include the bond 
issuance due to oversight in preparation of the debt schedules. 

Effect: 

Due to the lack of the reconciliation in the prior years, the DLNR overstated the fund 
balance in the capital projects fund and understated the balance due to the State 
Treasury. In addition, the oversight in the preparation of the schedules lead to the 
understatement of the bonds payable. 

Identification as a Repeat Finding, if applicable: 

See finding 2017-001 included in the Summary Schedule of Prior Audit Findings. 
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Department of Land and Natural Resources 
State of Hawaii 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 
Fiscal Year Ended June 30, 2018 

Ref. No. Financial Statement Internal Control Findings (Continued) 

2018-001 Improve Recordkeeping to Prepare Accrual Basis Financial Statements 
(Continued) 

Recommendation: 

The DLNR should improve the coordination within the department in its 
recordkeeping process in preparing accrual basis accounting schedules. All 
accounting schedules prepared on an accrual basis should be reviewed and 
reconciled to the supporting account totals in a timely manner. Accounting 
procedures should be consistently applied throughout the department and 
reconciliation procedures and format should be standardized to simplify the review 
and approval process. 

Views of Responsible Official(s) and Planned Corrective Action: 

Management agrees with the finding and recommendation. See Corrective Action Plan 
on page 73. 

2018-002 Reconcile Security Deposits to Cash Held 

Criteria: 

The performance of reconciliations is a standard internal control procedure over 
financial reporting. Reconciliations between detailed security deposit listings to the 
amounts of cash held as of security deposits held would detect discrepancies of 
funds not being properly remitted back to former lessees or not appropriately applied 
to delinquent rents and fees. 

Condition: 

The DLNR collects security deposits related to the lease of various State lands and 
facilities including small boat harbor facilities. The divisions that collect the security 
deposits upon entering lease agreements maintain listings of these cash security 
deposits. The cash security deposits are to be returned to the lessee upon 
termination of their lease if no balances are owed for rents or other charges. These 
funds are deposited into the State Treasury in the Temporary Deposits account and 
the Boating Security Deposits account. No reconciliations are performed between the 
security deposit lists and the amount of cash held. 

Cause: 

The DLNR had not performed reconciliations for several years and difference 
between the balance in the account and the reconciliation has grown. 

66 



Department of Land and Natural Resources 
State of Hawaii 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 
Fiscal Year Ended June 30, 2018 

Ref. No. Financial Statement Internal Control Findings (Continued) 

2018-002 Reconcile Security Deposits to Cash Held (Continued) 

Effect: 

As of June 30, 2018, the cash balances for the Temporary Deposits account and the 
Boating Security Deposits account were more than the listings of security deposits. 
Funds that possibly should be applied to delinquent rents and fees are being held in 
the respective DLNR Deposit accounts. 

Identification as a Repeat Finding, if applicable: 

See finding 2017-003 included in the Summary Schedule of Prior Audit Findings. 

Recommendation: 

The DLNR should perform reconciliations between the security deposit listings to the 
respective amount of cash held in the Temporary Deposits account and Boating 
Security Deposits account. Amounts of security deposits identified for past tenants 
that were delinquent in rents and fees should be transferred and applied to those 
delinquent rents and fees. Reconciliations should be done monthly in order to 
properly remit funds back to tenants or apply them to back rents and fees on a timely 
basis. 

Views of Responsible Official(s) and Planned Corrective Action: 

Management agrees with the finding and recommendation. See Corrective Action Plan 
on page 73. 

2018-003 Update Allowance for Uncollectible Accounts and Formalize Procedures to 
Follow up on Delinquent Receivable Accounts 

Criteria: 

Accounting principles generally accepted in the United States of America require that 
receivables should be stated at its net realizable value. For receivables, net 
realizable value is the amount that can be expected to be collected. 

HRS Section 40-82 requires that lists of uncollectible accounts be submitted to the 
Attorney General before they can be removed from the records as a receivable after 
all efforts have been done to collect the receivable and the Land Board determined 
and approved the receivable is not collectible. 
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Department of Land and Natural Resources 
State of Hawaii 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 
Fiscal Year Ended June 30, 2018 

Ref. No. Financial Statement Internal Control Findings (Continued) 

2018-003 Update Allowance for Uncollectible Accounts and Formalize Procedures to 
Follow up on Delinquent Receivable Accounts (Continued) 

Condition: 

We noted that the accounts receivable aging schedules for rentals of State lands and 
small boat harbors contained receivable accounts in which the Land Division or the 
Boating and Ocean Recreation Division had identified as not collectible. The listing 
contained some receivables from 2004 and also included notes on the status of 
collection efforts or whether the lessee was bankrupt or deceased. However the 
receivable amounts still remain on the receivable listings due to not obtaining proper 
approvals for write-offs from either the Land Board or submission to the Attorney 
General. 

The amount of the allowance for uncollectible accounts did not include amounts that 
are currently delinquent. Because some of the current delinquencies may not be 
collected at all, the allowance should include amounts for this uncollectibility. 

Cause: 

The DLNR does not have formal written standardized procedures for the follow-up of 
delinquent receivables and for the write-off of uncollectible balances. This leads to 
timing and processing discrepancies in the write-off process. The DLNR also does 
not currently have a debt collector contracted, which results in a slower process of 
determining which accounts have been truly deemed uncollectible and should then 
go through the approval process to be written off. 

Amounts included in the allowance for uncollectible accounts appear to be only old 
receivables in which there is absolute certainty that no collection will be made rather 
than also include portions of current delinquencies. It does not factor the 
uncollectibility of current delinquencies into what is net realizable value. 

Effect: 

The gross receivable balance reported in the Ocean Boating and Recreation fund as 
a receivable and the amounts reported in the Agency fund are comprised of 
balances that will never be collected. 

Identification as a Repeat Finding, if applicable: 

See finding 2017-004 included in the Summary Schedule of Prior Audit Findings. 

Recommendation: 

The allowance for uncollectible accounts should be updated to include portions of 
current receivable delinquencies. The DLNR should also formalize in writing the 
procedures to follow up on delinquent receivables. This may include contracting a 
collection agency, if needed to expedite the process of determining which accounts 
are uncollectible and then properly seeking Land Board approval for the receivable to 
be written off followed by submission of the listing to the Attorney General. 

Views of Responsible Official(s) and Planned Corrective Action: 

Management agrees with the finding and recommendation. See Corrective Action Plan 
on page 74. 
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Department of Land and Natural Resources 
State of Hawaii 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 
Fiscal Year Ended June 30, 2018 

Ref. No. Financial Statement Internal Control Findings (Continued) 

2018-004 Improve Documentation and Procedures for Accounts Receivable System 

Criteria: 

Documentation provides substance to activities related to legal matters, audits, 
disputes, and rules and regulations. Documentation reduces operational ambiguity. It 
also provides a record and trail of what was performed and whether any issues arose 
during the process. Reconciliations between two different systems or between 
records of details to summary records provide the opportunity to detect whether 
there are differences and discrepancies. 

Established written procedures as documentation provide personnel with a clear and 
easily understood plan of action required to carry out or implement an activity or 
function. Well-written procedures will also help eliminate common misunderstandings 
by identifying processes required and the steps required to properly complete the 
process. 

In addition, having written standard operating procedures documented makes it 
easier to train new employees, provides consistency in the performance of 
operational activities or tasks, and potentially reduces mistakes due to improper 
performance of tasks. It allows management to guide operations without constant 
supervisory intervention. 

Condition: 

We noted that during the current fiscal year, the Boating and Ocean Recreation 
Division implemented a new property management software to account for the 
rentals of State lands and facilities at small boat harbors. The receivable report from 
the new property management software was inaccurate and tenant payments were 
not properly applied to the tenant balances. 

Cause: 

The Boating and Ocean Recreation Division did not maintain documentation of the 
transfer of balances between the old system and the new system. In addition, the 
Division had not finalized the policies and procedures over the new system which led 
to errors in the new system. 

Effect: 

As of June 30, 2018, the Boating and Ocean Recreation Division's property 
management software's balance for the tenant receivable balance is inaccurate. 

Identification as a Repeat Finding, if applicable: 

Not applicable. 
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Department of Land and Natural Resources 
State of Hawaii 

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 
Fiscal Year Ended June 30, 2018 

Ref. No. Financial Statement Internal Control Findings (Continued) 

2018-004 Improve Documentation and Procedures for Accounts Receivable System 
(Continued) 

Recommendation: 

The Boating and Ocean Recreation Division should complete the documentation of 
the opening balance in the new property management system and finalize written 
policies and procedures for the new system to ensure the accuracy of the tenant 
receivable balances. 

Views of Responsible Official(s) and Planned Corrective Action: 

Management agrees with the finding and recommendation. See Corrective Action Plan 
on page 74. 
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DA VID V. ICE 
OOVERNORQI. 

IIAWAII 

STATE OF HAWAII 
DEPARTME T OF LAND A D ATURAL RESO RCES 

POST OFFICE BOX 621 
HO OLUL U, HAWA CT 96809 

November 13, 2019 

Mr. Blake S. lsobe, Managing Principal 
N&K CPAs, Inc. 
1001 Bishop Street, Suite 1700 
Honolulu, Hawaii 96813 

Dear Mr. lsobe: 
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The Department of Land and Natural Resources has reviewed your audit findings and 
recommendations. We respectfully submit the enclosed corrective action plan for the 
fiscal year ended June 30, 2018. 

If you have any questions, please contact Cynthia Gomez, Fiscal Management Officer, 
at (808) 587-0340 or email at cynthia.c.qomez@hawai i.gov. 

Sincerely yours, 

Suzai ~.9 LL£, 
Chairperson , BLNR 
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DEPARTMENT OF LAND AND NATURAL RESOURCES 
CORRECTIVE ACTION PLAN 
JUNE 30, 2018 

PART Ill SCHEDULE OF FINDINGS 

2018-001 Improve Recordkeeping to Prepare Accrual Basis Financial 
Statements 

Corrective Action Plan: 

(Page 65) 

Concur. The Department of Land and Natural Resources (DLNR) continues to work on 
improving the coordination within the department to improve the recordkeeping process when 
preparing accrual basis accounting schedules. The Administrative Services Office (ASO) will 
work closely with the various divisions to ensure they maintain adequate accounting schedules 
and adhere to generally accepted accounting principles. The DLNR will work to develop a 
standardized, well-defined, and efficient business process to ensure that financial information is 
reported accurately and timely. 

Responsible Official(s): Cynthia C. Gomez, Fiscal Management Officer 

Anticipated Completion Date: Ongoing 

2018-002 Reconcile Security Deposits to Cash Held (Page 66) 

Corrective Action Plan: 

Concur. The DLNR Division of Boating and Ocean Recreation (DOBOR) has reconciled the 
security deposits in the Boating Security Deposits account and will perform reconciliations 
quarterly or semi-annually. Security deposits are applied to any outstanding balance and any 
remaining balance is refunded to the customer. Reconciling items will be adjusted to accurately 
reflect the total security deposits held on the Boating Security Deposits account. 

It is standard operating policy for Land Division to close an account after expenses, unless there 
are cleanup costs or other monetary defaults outstanding. Only after the property/land is 
cleaned up and defaults cured, will the division return any remaining funds to the 
lessee/permittee. Land Division and ASO are continually working together to reconcile the 
balances in the Temporary Deposits accounts. Appropriate adjustments will be made to 
reconcile security deposit lists and the amount of cash held. 

Responsible Official(s): 

Anticipated Completion Date: 

Kevin Yim, Boating Staff Officer, DOBOR 
Russell Tsuji , Administrator, Land Division 
Cynthia C. Gomez, Fiscal Management Officer 

Ongoing 
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DEPARTMENT OF LAND AND NATURAL RESOURCES 
CORRECTIVE ACTION PLAN 
JUNE 30, 2018 

2018-003 Update Allowance for Uncollectible Accounts and Formalize 
Procedures to Follow-up on Delinquent Receivable Accounts 

Corrective Action Plan: 

(Page 67) 

Concur. DOBOR will update the allowance for uncollectible accounts to include portions of 
current receivable delinquencies using its new Property Management software. DOBOR has 
submitted accounts to the Board of Land and Natural Resources for approval to write-off and 
then to the Department of the Attorney General for the accounts to be written off. DOBOR has 
used a collection agency in the past with marginal results. DOBOR and Land Division (Land) 
have also attempted to solicit a collection agency in the past but were unsuccessful due to a 
lack of bidders. DOBOR is open to using a collection agency and will develop written 
procedures to follow up on delinquent receivables. 

Land will update the allowance for uncollectible accounts to include portions of current 
receivable delinquencies. Land is exploring all avenues on collections. Land has met with the 
Department of the Attorney General and is also evaluating whether to request an additional 
position through the legislature to hire a staff person specializing in collections. Land has formal 
written standard procedures for the write-off of uncollectible balances and will update these 
procedures with formal written standards procedures for the follow up of delinquent receivables. 

Responsible Official(s): 

Anticipated Completion Date: 

Kevin Yim, Boating Staff Officer, DOBOR 
Russell Tsuji, Administrator, Land Division 

June 30, 2020 

2018-004 Improve Documentation and Procedures for Accounts 
Receivable System 

Corrective Action Plan: 

(Page 69) 

Concur. The new accounts receivable system is not fully operational and DOBOR is still in the 
process of completing the documentation of the opening balance and finalizing written policies 
and procedures for the new system. 

Responsible Official(s): Kevin Yim, Boating Staff Officer, DOBOR 

Anticipated Completion Date: June 30, 2020 
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS 
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Department of Land and Natural Resources 
State of Hawaii 

STATUS REPORT 
Fiscal Year Ended June 30, 2017 

This section contains the current status of our prior audit recommendations. The 
recommendations are referenced to the pages of the previous audit report for the fiscal 
year ended June 30, 2017, dated April 3, 2019. 

SECTION II - FINANCIAL STATEMENT FINDINGS 

Recommendations 

2017-001 Improve Recordkeeping to Prepare Accrual Basis 
Financial Statements 

The DLNR should improve the coordination within the 
department of its recordkeeping process when 
preparing accrual-basis accounting schedules which 
should also be reviewed and reconciled to the 
supporting account totals in a timely manner. 
Accounting procedures should be consistently applied 
throughout the department and reconciliation 
procedures and format should be standardized to 
simplify the review and approval process. 

2017-002 Improve Accounting for Construction in Progress 

The DLNR should establish formal procedures to 
ensure that errors in the FAIS reports and completed 
construction work in progress and projects are 
communicated timely by the divisions to the 
administrative service office in order to properly 
capitalize, depreciate capital assets and expense 
costs for completed projects in the appropriate 
accounting period. 

2017-003 Reconcile Security Deposits to Cash Held 

The DLNR should perform reconciliations between the 
security deposit listings to the respective amount of 
cash held in the Temporary Deposits account and the 
Boating Security Deposits account. 

2017-004 Update Allowance for Uncollectible Accounts and 
Formalize Procedures to Follow-up on Delinquent 
Accounts 

The allowance for uncollectible accounts should be 
updated to include portions of current receivable 
delinquencies. The DLNR should also develop formal 
written procedures to follow-up on delinquent 
receivables. 
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Status 

Not accomplished, refer to current 
finding number 2018-001 . 

Accomplished. 

Not accomplished, refer to current 
finding number 2018-002 

Not accomplished, refer to current 
finding number 2018-003. 



Department of Land and Natural Resources 
State of Hawaii 

STATUS REPORT (Continued) 
Fiscal Year Ended June 30, 2017 

Recommendations 

2017-005 Remit Funds Due to Others on a Timely Basis 

Status 

Ceded land related revenues should be remitted 
quarterly to OHA. For funds collected from years prior 
to the current year, if the total amount of funds already 
remitted to OHA met the State's annual obligation to 
OHA, these funds should be transferred to B&F who 
maintains a trust account for funds collected from 
ceded lands in excess of the annual required OHA 
payment. 

Accomplished. 
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