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December 1, 2014

To the Chair and Members of
the County Council of Kaua‘i, Hawai‘i
Lihue, Kaua‘i, Hawai‘i

We have completed our financial audit of the basic financial statements of the County of
Kaua‘i ( the County), as of and for the fiscal year ended June 30, 2014. Our report
containing our opinion on those basic financial statements is included in the County’s
Comprehensive Annual Financial Report . We submit herein our reports on the County’s
internal control over financial reporting and compliance, the County’s compliance with
requirements that could have a direct and material effect on each of its major federal
programs, and our report on the schedule of expenditures of federal awards.  

OBJECTIVES OF THE AUDIT

The primary purpose of our audit was to form an opinion on the fairness of the presentation
of the County’s basic financial statements as of and for the fiscal year ended June 30, 
2014, and to comply with the requirements of the Office of Management and Budget
OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations , 

which establishes audit requirements for state and local governments that receive federal
financial assistance . More specifically, the objectives of the audit were as follows: 

1. To provide a basis for an opinion on the fairness of the presentation of the
County’s financial statements. 

2. To determine whether expenditures and other disbursements have been
made and all revenues and other receipts to which the County is entitled
have been collected and accounted for in accordance with the laws, rules and
regulations, and policies and procedures of the County, the State of Hawai‘i
and the federal government (where applicable). 

3. To determine whether the County has established sufficient internal controls
to properly manage federal financial assistance programs and to comply with
the applicable laws and regulations. 

4. To determine whether the County has complied with the laws and regulations
that may have a material effect on the financial statements and on its major
federal financial assistance programs. 
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SCOPE OF THE AUDIT

Our audit was performed in accordance with auditing standards generally accepted in the
United States of America as prescribed by the American Institute of Certified Public
Accountants; Government Auditing Standards , issued by the Comptroller General of the
United States; and the provisions of OMB Circular A-133 . The scope of our audit included
an examination of the transactions and accounting records of the County for the fiscal year
ended June 30, 2014 . 

ORGANIZATION OF THE REPORT

This report is presented in five parts as follows: 

Part I - Our report on internal control over financial reporting and on
compliance and other matters. 

Part II - Our report on compliance with requirements that could have a
direct and material effect on each major program and on internal
control over compliance. 

Part III - The schedule of findings and questioned costs. 

Part IV  - The summary schedule of prior audit findings. 

Part V  - The corrective action plan. 

We wish to express our sincere appreciation for the excellent cooperation and assistance
extended by the staff of the County. 

Sincerely, 

N&K, CPAs, INC. 

Blake Isobe
Principal
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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

INDEPENDENT AUDITOR’S REPORT

To the Chair and Members of
the County Council of Kaua‘i, Hawai‘i
Lihue, Kaua‘i, Hawai‘i

We 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 the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the County
of Kaua‘i, Hawai‘i (the County), as of and for the year ended June 30, 2014, and the
related notes to the financial statements, which collectively comprise the County’s basic
financial statements and have issued our report thereon dated December 1, 2014. Our
report includes a reference to other auditors who audited the financial statements of the
Department of Water, which is the County’s discretely presented component unit, as
described in our report on the County’s financial statements. This report does not include
the results of the other auditor’s testing of internal control over financial reporting and
compliance and other matters that are reported on separately by those auditors.  

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the
County’s internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our
opinions on the financial statements, but not for the purpose of expressing an opinion
on the effectiveness of the County’s internal control. Accordingly, we do not express an
opinion on the effectiveness of the County’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.  
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Our 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 our audit we did not identify any deficiencies in internal control that
we consider to be material weaknesses. However, material weaknesses may exist that
have not been identified. We did indentify certain deficiencies in internal control, 
described in the accompanying schedule of findings and questioned costs as items
2014-001 and 2014-002 that we consider to be significant deficiencies. 

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the County’s financial
statements are free from material misstatement, we 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 our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or
other matters that are required to be reported under Government Auditing Standards . 

In addition, we noted other matters involving internal control and its operation that we
have reported to management of the County, in a separate letter dated December 1, 
2014. 

County’s Response to Findings

The County’s response to the findings identified in our audit is described in Part V, 
Corrective Action Plan of this report. The County’s response was not subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we
express no opinion on it. 

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal
control and compliance and the results of that testing, and not to provide an opinion on
the effectiveness of the entity’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 entity’s internal control and compliance. Accordingly, this
communication is not suitable for any other purpose. 

Honolulu, Hawai‘i
December 1, 2014
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PART II

REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE

AND ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
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REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB

CIRCULAR A-133 AND ON THE SCHEDULE OF EXPENDITURES OF
FEDERAL AWARDS

INDEPENDENT AUDITOR’S REPORT

To the Chair and Members of
the County Council of Kaua‘i, Hawai‘i
Lihue, Kaua‘i, Hawai‘i

Report on Compliance for Each Major Federal Program

We have audited the County of Kaua‘i’s ( the County) compliance with the types of
compliance requirements described in the OMB Circular A-133 Compliance Supplement
that could have a direct and material effect on each of the County’s major federal
programs for the year ended June 30, 2014. The County’s major federal programs are
identified in the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs.  

Management’s Responsibility

The County’s management is responsible for compliance with the requirements of laws, 
regulations, contracts, and grants applicable to its federal programs. 

Auditor’s Responsibility

Our responsibility is to express an opinion on compliance for each of the County’s major
federal programs based on our audit of the types of compliance requirements referred
to above. We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to financial
audits contained in Government Auditing Standards , issued by the Comptroller General
of the United States; and OMB Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations . Those standards and OMB Circular A-133 require that we
plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could
have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about the County’s compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. 

N&K CPAs, Inc. 
ACCOUNTANTS | CONSULTANTS

AMERICAN SAVINGS BANK TOWER
1001 BISHOP STREET, SUITE 1700

HONOLULU, HAWAII 96813-3696
T  (808) 524-2255 F  (808) 523-2090
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We believe that our audit provides a reasonable basis for our opinion on compliance for
each major federal program. However, our audit does not provide a legal determination
of the County’s compliance with those requirements. 

Opinion on Each Major Federal Program

In our opinion, the County, complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect
on each of its major federal programs for the year ended June 30, 2014.  

Report on Internal Control Over Compliance

Management of the County is responsible for establishing and maintaining effective
internal control over compliance with the types of compliance requirements referred to
above. In planning and performing our audit of compliance, we considered the County’s
internal control over compliance with the types of requirements that could have a direct
and material effect on each major federal program to determine the auditing procedures
that is appropriate in the circumstances for the purpose of expressing an opinion on
compliance for each major federal program and to test and report on internal control
over compliance in accordance with OMB Circular A-133, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. 
Accordingly, we do not express an opinion on the effectiveness of the County’s internal
control over compliance. 

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

Our consideration of internal control over compliance was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control over compliance that might be material weaknesses or
significant deficiencies. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified. 
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The purpose of this report on internal control over compliance is solely to describe the
scope of our testing of internal control over compliance and the results of that testing based
on the requirements of OMB Circular A-133. Accordingly, this report is not suitable for any
other purpose. 

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular
A-133

We have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the County of
Kaua‘i ( the County), as of and for the fiscal year ended June 30, 2014, and the related
notes to the financial statements, which collectively comprise the County’s basic financial
statements. We issued our report thereon dated December 1, 2014, which contained
unmodified opinions on those financial statements. We did not audit the financial
statements of the Department of Water, which is the County’s discretely presented
component unit. Our audit was conducted for the purpose of forming opinions on the
financial statements that collectively comprise the County’s basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by OMB Circular A-133 and is not a required part of the
basic 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 basic financial statements. The information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the
schedule of expenditures of federal awards is fairly stated in all material respects in relation
to the basic financial statements as a whole. 

Honolulu, Hawai‘i
December 1, 2014
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NOTE A - BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant
activities of the County and is presented on the accrual basis of accounting. The information
in this schedule is presented in accordance with the requirements of OMB Circular A-133, 
Audits of States, Local Governments, and Non-Profit Organizations . Because the schedule
presents only a selected portion of the operations of the County, it is not intended to and
does not present the financial position, changes in net assets, or cash flows of the County. 

NOTE B - SUBRECIPIENTS

Of the federal expenditures presented in the schedule of expenditures of federal awards, the
County provided federal awards to subrecipients as follows: 

CFDA
Number

U .S . Department of Labor

Workforce Investment Act YouthActivities17.259$ 100,277

Workforce Investment Act AdultProgram17.258132,567

Workforce Investment Act DislocatedWorkers17.260 118,639

Total U.S. Department of Labor 351,483

U.S. Department of Housing and Urban Development

Community Development Block Grant/State

Programs and Non-entitlement Grants inHawaii14.228 287,456

Total U.S. Department of Housing and Urban Development 287,456

U.S. Department of Health and Human Services

Special Programs for the Aging, Title III, Part B, Grants for Supportive Services93.04472,222

Special Programs for the Aging, Title III, Part C, NutritionServices93.045175,306

Special Programs for the Aging, Title III, PartD93.0435,288

Special Programs for the Aging, Title III, Part E 93.05232,843

Coordination and Development of Primary CareOffices93.130 40,989

Total U.S. Department of Health and Human Services 326,648

Total Provided to Subrecipients $ 965,587

Amount
Provided to

Federal Grantor/Program/GrantSubrecipients
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NOTE C - LOANS OUTSTANDING

The County had the following newly issued loan balances outstanding as of June 30, 2014. 
These loan program amounts are also included in the federal expenditures presented in the
schedule of expenditures of federal awards. 

CFDA

Number

Community Development BlockGrants14.228$ 467,893

Cluster/Program TitleOutstandingAmount

NOTE D - OUTSTANDING LOAN BALANCES

The State Revolving Fund Loans are for the construction of necessary wastewater
treatment facilities and projects. As of June 30, 2014, the outstanding principal
amounted to $19,166,416 that bears interest at 0.50 percent to 3.50 percent. The loans
require semi-annual principal and interest payments and loan fees through fiscal year
2034. The County has 10 projects funded with these loans.  
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PART III

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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SECTION I - SUMMARY OF AUDITOR’S RESULTS

Financial Statements

Type of auditor’s report issued: Unmodified
Internal control over financial reporting: 

Material weakness(es) identified?    yes    no
Significant deficiency(ies) identified?     yes none reported

Noncompliance material to financial statements
noted?      yes    no

Federal Awards

Internal control over major programs: 
Material weakness(es) identified?    yes    no
Significant deficiency(ies) identified?    yes    none reported

Type of auditor’s report issued on compliance
for major programs: Unmodified

Any audit findings disclosed that are required to
be reported in accordance with Section
510(a)  of OMB Circular A-133?    yes    no

Identification of major programs: 

CFDA Number Name of Federal Program or Cluster

14.228 Community Development Block
Grants - State’s Program and Non-
Entitlement Grants in Hawai‘i

14.239 HOME Investment Partnerships
Program

14.871 Section 8 Housing Choice Vouchers
20.205 Highway Planning and Construction
20.500 Federal Transit – Capital Investment

Grants
20.509 Formula Grants for Rural Areas
66.202 Congressionally Mandated Projects
97.067 Homeland Security Grant Program

Dollar threshold used to distinguish between Type A
and Type B programs: $ 741,575

Auditee qualified as a low-risk auditee?    yes    no



County of Kaua‘i, Hawai‘i
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (Continued) 

Fiscal Year Ended June 30, 2014

34

SECTION II - FINANCIAL STATEMENT FINDINGS

Ref. 
No. Internal Control Findings

2014-001 Compile Vacation and Sick Leave Records Properly - Significant Deficiency

The County prepared a summary leave schedule to compute its accrued
compensated absence liability balance and reported the liability to the Department
of Finance. The liability was based on the balance of earned hours per individual
leave records multiplied by each employee’s hourly salary rate. Each department in
the County uses a different manual process to maintain and report the vacation and
sick leave records which resulted in errors in the amount of hours and dollars
reported to the Department of Finance. The following were the conditions noted
during our review of vacation and sick leave files: 

There were 25 instances (out of 60 samples) where vacation or sick leave hours per
the employee’s leave log were not properly supported by leave application forms. 
The following are the departments/agencies and the number of instances: 

Elderly Affairs - 8 instances (out of 10 samples) 

Planning - 9 instances (out of 10 samples) 

Public Works - 8 instances (out of 10 samples) 

Recommendation

The County should provide adequate oversight over the vacation and sick leave
balances being reported against the personnel and payroll records to ensure
accuracy and completeness before reporting the balance to the Department of
Finance. The County should implement a standardized process and schedule to
track employees’ leave hours. Management should also provide additional guidance
to employees tasked with the facilitation of these functions to ensure the timely
reconciliation and recording of leave applications to employee logs. 
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SECTION II - FINANCIAL STATEMENT FINDINGS (Continued) 

Ref. 
No. Internal Control Findings

2014-002 Improve Internal Controls over Financial Agreements - Significant Deficiency

The County entered into an agreement with a company for the development and
upgrading of the County’s wastewater treatment plant in March 2009. In exchange
for performing the development and upgrading of the wastewater treatment plant, 
the County agreed to provide the company with up to $3,071,250 in Wastewater
Treatment Capacity Assessment (WTCA) Fees credits. 

During our audit and review of the agreement, we noted that the company
completed the development and upgrades to the wastewater treatment plant and
dedicated such improvements to the County on April 9, 2014. During our audit, we
noted that the dedicated property and related liability for the WTCA fees due to the
company were not recorded. 

Proper information and communication to the Department of Finance should exist to
properly record and account for all financial transactions. Based on our discussion
with the Department of Finance, we noted that the department was unaware of the
agreement until a letter was sent by the company to the Director of Finance and
Chief of Wastewater Management requesting a refund of the WTCA fees. During
our audit and discussion with the Department of Finance, the addition of the $3.2
million capital asset, along with a liability for the $758,550 in WTCA fees due to the
company was adjusted for in the County’s financial records. 

Recommendation

The County should ensure that all agreements that relate to financial information
are provided to the Department of Finance. The proper information and
communication of relevant information to the Department of Finance would allow for
proper and timely recording of the County’s financial records. 
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PART IV

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
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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, 2013, dated December 12, 2013. 

SECTION II - FINANCIAL STATEMENT FINDINGS

Recommendations Status

2013-01 Compile Vacation and Sick Leave Records
Properly (page 29) 

The County should validate the amounts of vacation
and sick leave balances being reported against the
personnel and payroll records to ensure accuracy
and completeness before reporting the balance to the
Department of Finance. The County should
implement a standardized process and schedule to
track employees’ leave hours. The County should
also increase the number of random quality control
reviews of leave records to ensure that vacation and
sick leave records are accurately reported. 

Partially accomplished. Refer
to finding 2014-001. 
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CORRECTIVE ACTION PLAN
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DEPARTMENT OF FINANCE

County of Kaua‘i,State of Hawai‘i

4444 Rice Street, Suite 280, L hu‘e, Hawai‘i 96766

TEL 808) 241 4200 FAX 808) 241 6529

December 1, 2014

Blake S. Isobe

N K CPAs, Inc.

American Savings Bank Tower

1001 Bishop Street, Suite 1700

Honolulu, HI 96813 3696

Dear Mr. Isobe:

Attached are the County of Kaua‘i’s responses and corrective action plans related to your fiscal

year 2014 audit report OMB A 133 Single Audit Report’s Current Finding and

Recommendations. We appreciate the opportunity to comment on the audit report.

Sincerely,

Steven A. Hunt

Director of Finance

Attachment

Bernard P. Carvalho, Jr.
Mayor

Nadine K. Nakamura
Managing Director

Steven A. Hunt
Director of Finance

Sally A. Motta
Deputy Director of Finance
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2014-001 COMPILE VACATION AND SICK LEAVE RECORDS PROPERLY

Auditor’s
Recommendation: The County should provide adequate oversight over the vacation and sick

leave balances being reported against the personnel and payroll records
to ensure accuracy and completeness before reporting the balance to the
Department of Finance. The County should implement a standardized
process and schedule to track employees’ leave hours. Management
should also provide additional guidance to employees tasked with the
facilitation of these functions to ensure the timely reconciliation and
recording of leave applications to employee logs. 

Corrective Action: In response to Internal Control Findings Ref. No . 2014-01, on October
2013 the Accountant III in the Finance Department, Payroll Section along
with departmental personnel were assigned the task of validating vacation
and sick leave balances through the process of comparing departments
manual summary records and Payroll/Personnel computerize AS/400
system. The ultimate goal would be migration from the current manual
processing to a fully automated on line system. 

The County of Kauai has 20 Departments and Agencies and 16 of these
Departments and Agencies have gone through the reconciliation and
validation process and now are participating in the parallel test process
every pay period. The parallel test process is the final stage before leave
balances are certified correct. The Accountant III continues to work
closely with the remaining 4 Departments and Agencies to reconcile
summary leave records. 

The Central Payroll Accountant continues to work on pay codes such as
workers compensation, leave sharing, leave without pay, which have
been areas resulting in past variances. Updates to existing leave policies
and procedures will be shared to ensure timely certification of leave
applications. In addition, random sample testing of time sheets and leave
records will be conducted to ensure compliance. 

The Accountant III provides Accrual Reports to all Departments and
Agencies as well as provides guidance in maintaining proper accrual
reporting. 

A detail and summary leave hours and liability schedule report will be
generated for each Department and Agency to validate for accuracy and
completeness prior to submitting to the Finance Department.  

End Date:    On-going

Responding
Person(s):   Ken Villabrille, Central Payroll Accountant, Department of Personnel

Services, (808) 241-4209

Carolyn Carveiro, Accountant III, Department of Personnel Services,  
808) 241-4090
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2014-002 IMPROVE INTERNAL CONTROLS OVER FINANCIAL AGREEMENTS

Auditor’s
Recommendation: The County should ensure that all agreements that relate to financial

information are provided to the Department of Finance. The proper
information and communication of relevant information to the Department
of Finance would allow for proper and timely recording of the County’s
financial records. 

Corrective Action:  A formal communication will be prepared to inform all department heads
that any agreements that financially obligate the County of Kaua‘i must be
reviewed and approved by the Director of Finance before execution.  
Additionally, the County Attorney and the County Clerk will be individually
advised of this requirement, since the agreement in question was
approved by representatives for these departments without inclusion of
the Director of Finance. 

In addition, a memorandum shall be sent to both department heads and
fiscal staff reminding them that all construction on County properties must
be reported to the Department of Finance for inclusion on our fixed asset
inventory list.  

Status:   Internal memorandums will be drafted and sent all departments on or
before December 31, 2014 and the wastewater treatment plant
improvements are being added to the fixed asset list.  Public Works
Wastewater division, however, must consider and budget for the eligible
refunds in future budgets. 

End Date:   On-going

Responding Steven A. Hunt, Director of Finance, Department of Finance
Person(s):   ( 808)-241-4200

Sally A. Motta, Deputy Director of Finance, Department of Finance
808) 241-4281


