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CHOO, OSADA & LEE, CPAs, INC.

CERTIFIED PUBLIC ACCOUNTANTS

3536 HARDING AVENUE TELEPHONE (808) 734-1921
SUITE 605
HONOLULU, HAWAIL 96816

February 14, 2003

Ms. Sandra Lee Kunimoto
Chairperson, Board of Agriculture
Department of Agriculture

State of Hawaii

Dear Ms. Kunimoto:

This is our report on the financial and compliance audit of the Department of Agriculture of the State of
Hawaii (Department) for the fiscal year ended June 30, 2002. Our audit was performed in accordance with
the terms of our contract with the Department, and with the requirements of the Single Audit Act

Amendments of 1996.

AUDIT OBJECTIVES

The primary purpose of our audit was to form an opinion on the fairness of the presentation of the
Department's financial statements for the fiscal year ended June 30, 2002, and to comply with the audit
requirements established under the Single Audit Act Amendments of 1996 in Office of Management and
Budget (OMB) Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.

The specific objectives of the audit were:

1) To provide a basis for an opinion on the fairness of the presentation of the Department's financial
statements.

2) To satisfy the audit requirements of OMB Circular A-133.

3) To determine whether expenditures have been made and all revenues and other receipts to which the
Department is entitled have been collected and accounted for in accordance with the laws, rules and
regulations, and policies and procedures of the State of Hawaii and, where applicable, the Federal

government.

4) To evaluate the adequacy of the Department's system of internal accounting control in assuring that
there is effective control over and proper accounting of revenues, expenditures, assets and liabilities.

5) To determine whether the Department has complied with the fiscal provisions of grant agreements and
applicable Federal laws, regulations and circulars with regard to Federal grant activities.
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AUDIT SCOPE

Our audit was performed in conformity with generally accepted auditing standards, Government Auditing
Standards issued by the Comptroller General of the United States, and the provisions of Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations as they pertain to financial and compliance audits. The scope of our audit included tests of
the transactions and accounting records for the fiscal year ended June 30, 2002. In addition, we reviewed
the existing systems and procedures of accounting, reporting and internal controls to provide us with a basis
to report on whether the Department had complied with the material terms and conditions of Federal grant

agreements.

choo, (laado & L—t, Grae b,

Honolulu, Hawaii
February 14, 2003



CHOO, OSADA & LEE, CPAs, INC.

CERTIFIED PUBLIC ACCOUNTANTS

3536 HARDING AVENUE TELEPHONE (808) 734-1921
SUITE 605
HONOLULU, HAWAII 36816

INDEPENDENT AUDITORS' REPORT ON FINANCIAL STATEMENTS AND SCHEDULE OF
EXPENDITURES OF FEDERAL AWARDS

To the Board of Agriculture
State of Hawaii

We have audited the accompanying financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the Department of Agriculture of the State of Hawaii
(Department) as of and for the year ended June 30, 2002, which collectively comprise the Department’s
basic financial statements as listed in the table of contents. These financial statements are the responsibility
of the Department's management. Our responsibility is to express opinions on these financial statements

based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note 2, the financial statements of the Department are intended to present the financial
position and results of operations of only that portion of the funds and account groups of the State of Hawaii
that are attributable to the transactions of the Department.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate remaining
fund information of the Department as of June 30, 2002 and the respective changes in financial position
thereof for the year then ended in conformity with accounting principles generally accepted in the United

States of America.

The Management’s Discussion and Analysis and other required supplementary information on pages Sto 10
and 32 to 33 are not a required part of the basic financial statements but are supplementary information
required by the Governmental Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management regarding the methods of measurement and
presentation of the required supplementary information. However, we did not audit the information and

express no opinion on it.



As described in Note 2 to the financial statements, the Department adopted the provisions of Governmental
Accounting Standards Board Statement No. 34, Basic Financial Statements-and Management’s Discussion
and Analysis-For State and Local Governments; Statement No. 37, Basic Financial Statements-and
Management’s Discussion and Analysis-For State and Local Governments: Omnibus; and Interpretation No.
6, Recognition and Measurement of Certain Liabilities and Expenditures in Governmental Fund Financial
Statements, as of July 1, 2001. This results in a change in the format and content of the basic financial

statements.

In accordance with Government Auditing Standards, we have also issued our report dated February 14,
2003, on our consideration of the Department’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should be read in conjunction
with this report in considering the results of our audit.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Department’s basic financial statements. The accompanying Schedule of Expenditures of
Federal Awards is presented for purposes of additional analysis as required by the U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the financial statements of the Department. Such information
has been subjected to the auditing procedures applied in the audit of the financial statements and, in our
opinion, is fairly stated, in all material respects, in relation to the financial statements taken as a whole.

cHhov, Oecitla 4—/\-—%,%,%«_.

Honolulu, Hawaii
February 14, 2003



MANAGEMENT’S DISCUSSION AND ANALYSIS

Our discussion and analysis of the Department of Agriculture of the State of Hawaii (Department)’s financial
performance provides an overview of the Department’s financial activities for the fiscal year ended June 30,
2002. Please read it in conjunction with the introduction on pages 1-2 and the Department’s financial
statements, which begin on page 11.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The Statement of Net Assets and the Statement
of Activities (on pages 11 and 12) provide information about the activities of the Department as a whole and
present a longer-term view of the Department’s finances. Fund financial statements start on page 13. For
governmental activities, these statements tell how these services were financed in the short term as well as
what remains for future spending. Fund financial statements also report the Department’s operations in more
detail than the government-wide statements by providing information about the Department’s most significant
funds. The remaining statements provide financial information about activities for which the Department acts
solely as a trustee or agent for the benefit of those outside of the government.

Reporting the Department as a Whole

Our analysis of the Department as a whole begins on page 7. One of the most important questions asked
about the Department’s finances is, “Is the Department as a whole better off or worse off as a result of the
year’s activities?” The Statement of Net Assets and the Statement of Activities report information about the
Department as a whole and about its activities in a way that helps answer this question. These statements
include all assets and liabilities using the accrual basis of accounting, which is similar to the accounting
used by most private-sector companies. All of the current year’s revenues and expenses are taken into
account regardless of when cash is received or paid.

These two statements report the Department’s net assets and changes in them. You can think of the
Department’s net assets — the difference between assets and liabilities — as one way to measure the
Department’s financial health, or financial position. Over time, increases or decreases in the Department’s
net assets are one indicator of whether its financial health is improving or deteriorating. You will need to
consider other nonfinancial factors, however, such as changes in legislation affecting the Department’s
animal quarantine program and the conditions of the Department’s agricultural parks and irrigation and
drainage systems, to assess the overall health of the Department.

We have reported the Department governmental activities in the Statement of Net Assets and the Statement
of Activities. All of the Department’s basic services are reported here, including the animal industry,
agricultural loan, quality assurance, agricultural development, agricultural resource management and plant
industry divisions, aquaculture development program and general administration.  General fund
appropriations, fees, agricultural loan interest, and state and federal grants finance most of these activities.
The Department is not considered to have business-type activities and component units.



MANAGEMENT’S DISCUSSION AND ANALYSIS - continued

Reporting the Department’s Most Significant Funds

e  Our analysis of the Department’s major funds begins on page 9. The fund financial statements
begin on page 13 and provide detailed information about the most significant funds — not the
Department as a whole. Generally, the Department’s funds are required to be established by State
law. However, the Department establishes many other funds to show that it is meeting legal
responsibilities for using certain taxes, grants, and other money (like grants received from the U.S.
Department of Agriculture). The Department’s basic services are reported in governmental funds,
which focus on how money flows into and out of those funds and the balances left at year-end that
are available for spending. These funds are reported using an accounting method called modified
accrual accounting, which measures cash and all other financial assets that can readily be
converted to cash. The governmental fund statements provide a detailed short-term view of the
Department’s general government operations and the basic services it provides. Governmental
fund information helps you determine whether there are more or fewer financial resources that can
be spent in the near future to finance the Department’s programs. We describe the relationship (or
differences) between activities (reported in the Statement of Net Assets and the Statement of
Activities) and governmental funds on the Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances — Governmental Funds to the Statement of Activities
on page 15.

The Department as Trustee

The Department is the trustee, or fiduciary, for private-purpose trust and agency funds. All of the
Department’s fiduciary activities are reported in a separate statement of fiduciary net assets on pages 16. A
statement of changes in fiduciary net assets is also included on page 17 for the Department’s private -
purpose trust funds. We exclude these activities from the Department’s other financial state ments because
the Department cannot use these assets to finance its operations. The Department is responsible for
ensuring that the assets reported in these funds are used for their intended purposes.



MANAGEMENT’S DISCUSSION AND ANALYSIS - continued

THE DEPARTMENT AS A WHOLE

The Department’s condensed financial information of its governmental activities for the year ended June
30, 2002 are provided in Tables 1 and 2 below.

Table 1
Net Assets
(in Millions)
Current and other assets $ 37.2
Loans receivable 19.9
Capital assets 42.7
Total assets $ 99.8
Long-term liabilities $ 32
Other liabilities 43
Total liabilities 7.5
Net assets:
Invested in capital assets 42.7
Restricted 50.5
Unrestricted (deficit) .9
Total net assets 92.3
Total liabilities and net assets $ 99.8
Table 2
Changes in Net Assets
(in Millions)
Revenue
Program revenues:
Charges for services $ 73
Operating grants and contributions 2.7
Capital grants and contributions 9.1
General revenues:
State allotted appropriations 12.6
Intergovernmental revenues 1.0
Total revenues 327



MANAGEMENT’S DISCUSSION AND ANALYSIS - continued

Table 2 - continued
Changes in Net Assets
(in Millions)

Program expenses
Productivity improvement and

management assistance $93
Product development and marketing 3.1
General support for agriculture 5.0
Agricultural water development and

irrigation services 2.2
Pollution control 1.5
Protection of the consumer 0.6
Aquaculture development 0.5
Agriculture loans 9

Total expenses 23.1

Increase in net assets $ 0.

A comparative analysis of the Department’s overall financial position and results of operations with the
prior year has not been provided because prior year information is not available. In future years, a
comparative analysis of government-wide data will be presented.

Governmental Activities

Table 3 presents the cost of each of the Department’s five largest programs as well as each program’s net
cost (total cost less revenues generated by the activities). The net cost shows the financial burden that was
placed on Hawaii’s taxpayers by each of these functions.

Table 3
Governmental Activities
(in Millions)
Total Cost Net Cost
of Services of Services
Productivity improvement and
management assistance $ 93 54
Product development and marketing 3.1 2.8
General support for agriculture 5.0 4.1
Agricultural water development and
irrigation services 2.2 (9.3)
Pollution control 1.5 6
All others 20 3
Totals $23.1 3.9



MANAGEMENT’S DISCUSSION AND ANALYSIS - continued

THE DEPARTMENT’S FUNDS

The Department’s governmental funds (as presented in the balance sheet on page 13) reported a combined
fund balance of $32.4 million. In addition, these other changes in fund balances should be noted:

e The Department received $9.1 million of State allotted appropriations and federal grants and spent
$8.2 million this year on irrigation and drainage system capital projects, increasing the fund balance
in that capital projects fund by the same amount. The Department anticipates that these funds will
be expended in the near future to complete the projects. Although such capital expenditures reduce
available fund balances, they create new assets for the Department as reported in the Statement of
Net Assets and as discussed in Note 2 to the financial statements.

e Cash disbursed from the Agriculture Loan Program increased by $1.8 million, primarily due to a
loan made as part of a program approved by the legislature of the State of Hawaii to help
agricultural businesses on Kauai.

e The Department received $1.7 million from the Federal government to promote agriculture
specialty crops, but revenues were deferred since the Department did not expend the funds until
2003.

General Fund Budgetary Highlights

Over the course of the year, the Department’s general fund budget was revised several times. The first
revision, usually made annually, raised spending ceilings due to collective bargaining increases. The other
revisions were appropriation transfers from other Department programs to the agricultural resource
management program to help pay for emergency repairs to irrigation systems. The Department used cost
savings arising primarily from personnel vacancies in other programs to fund the transfers.

With this adjustment, the actual charges to appropriations (expenditures) were $115,000 below the final
budget amounts, or less than 1% of total budgeted expenditures.

The Department’s General Fund balance of $1.7 million reported on pages 14 differs from the General
Fund’s budgetary fund balance of $-0- reported in the budgetary comparison schedule on page 32. This is
principally because the budgetary fund balance includes $1.9 million of encumbrances reported as
expenditures for budgetary purposes.



MANAGEMENT’S DISCUSSION AND ANALYSIS - continued

CAPITAL ASSETS

At the end of June 30, 2002, the Department had $43 million invested in a broad range of capital assets,
including land, agricultural parks, buildings, equipment and motor vehicles (See Table 4 below.) This amount
represents a net increase (including additions and deductions) of $7 million over last year.

Table 4
Capital Assets at Year-end
(Net of Depreciation, in Millions)

Land $ 219
Buildings 7.8
Land improvements 3.9
Furniture and equipment 5
Motor vehicles 3
Construction in progress 8.2
Total $42.6

This year’s major additions included $8.2 million for construction of irrigation and drainage infrastructure,
paid for with proceeds of general obligation bonds and federal grants.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Department’s general fund budget is expected to remain relatively constant for 2003; however due to
the condition of Hawaii’s economy, restrictions in the Department’s general fund appropriations may occur.

Federal funds are expected to increase by $3,000,000 in 2003 for the operation and maintenance of pump
stations. Subsequent to June 30, 2002, $4.8 million was transferred from the Agriculture Loan special fund
to the State general fund.

CONTACTING THE DEPARTMENT’S FINANCIAL MANAGEMENT

This financial report is designed to provide users of our report with a general overview of the Department’s
finances and to show the Department’s accountability for the money it receives. If you have questions about
this report or need additional financial information, contact the Department’s Administrative Office at 1651
South King Street, Honolulu, Hawaii.

-10 -



DEPARTMENT OF AGRICULTURE
STATE OF HAWAII

STATEMENT OF NET ASSETS
JUNE 30, 2002

ASSETS

Cash and cash equivalents

Receivables, net

Prepaid expenses

Loans receivable, net

Capital assets
Land, improvements, and construction in progress
Other capital assets, net of depreciation

Total assets

LIABILITIES
Accounts payable and accrued liabilities
Due to State General Fund
Due to agency fund
Deferred revenues
Long-term liabilities
Due within one year
Due in more than one year

Total liabilities

NET ASSETS

Invested in capital assets

Restricted for:
Capital projects
Agricultural loan program
Other purposes

Unrestricted( 961,841)

Total net assets

Total liabilities and net assets

Governmental
Activities

$ 36,552,180
473,131
150,656

19,916,267

30,144,852
12,506,387

$ 99,743.473

$ 2,534,851
9,750

2,475
1,713,603

1,268,570
2,030,299

7,559,548

42,651,239
7,903,821
35,663,651
6,927,055
92,183,925

$ 99743473

The accompanying notes are an integral part of these financial statements.
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DEPARTMENT OF AGRICULTURE
STATE OF HAWAIIL

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2002

Functions/Programs

Governmental activities

Productivity improvement and
management assistance

Product development and marketing

General support for agriculture

Agricultural water development and
irrigation services

Pollution control

Protection of the consumer

Aquaculture development

Agriculture loans

General revenues:
State allotted appropriations
Intergovernmental revenues
Transfers

Change in net assets
Net assets — beginning
Net assets — ending

Program Revenues

Charges Operating Capital
For Grants and Grants and

Expenses Services Contributions  Contributions
$ 9,322,149 3,575,952 301,757 -
3,050,552 210,859 28,147 -
4,985,138 802,450 46,386 -

2,193,089 1,033,324 1,387,915 9,065,191
1,546,097 599,980 357,769 -
607,319 - - -
495,995 8,196 59,217 -
883,448 1,098,170 561,957 -

$ 23.083.787 7.328.931 2,743,148 9.065,191

The accompanying notes are an integral part of these financial statements.
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Net (Expense)
Revenue and Changes
in Net Assets

Governmental
Activities

( 5,444,440)
( 2,811,546)
( 4,136,302)

9,293,341
( 588,348)
( 607,319)
( 428,582)
776.679
(3.946,517)

12,599,865
1,005,653

(___38.000)
13.567.518

9,621,001
82,562,924
$92,183,925



DEPARTMENT OF AGRICULTURE

STATE OF HAWAIIL
BALANCE SHEET - GOVERNMENTAL FUNDS
JUNE 30, 2002
Financial Promote Irrigation
Assistance Agriculture  and Drainage Other Total
For Specialty ~ System Capital Governmental — Governmental
General Agriculture Crops Projects Funds Funds
ASSETS
Cash and cash equivalents $ 2,443,092 15,923,668 1,652,862 9,011,855 7,520,703 36,552,180
Prepaid expenses 150,656 - - - - 150.656
Total assets $ 2,593,748 15,923,668 1,652,862 9,011,855 7,520,703 36,702,836
LIABILITIES AND FUND EQUITY
Liabilities
Vouchers payable $ 510,497 - - 1,107,710 302,820 1,921,027
Accrued payroll 413,473 33,081 - 325 166,946 613,825
Due to State General Fund 9,750 - - - 9,750
Deferred revenues - - 1,652.862 - 60,741 1,713.603
Total liabilities 933.720 33,081 1,652,862 1,108,035 530,507 4,258,205
Fund balances (deficit)
Reserved for encumbrances 1,924,768 2,357,625 - 2,017,720 628,624 6,928,737
Reserved for continuing appropriations - 13,532,962 - 5,886,100 6,361,572 25,780,634
Unreserved (_264.740) - - - - (_264,740)
Total fund balances 1,660,028 15,890,587 - 7.903.820 6.990.196 32,444,631
Total liabilities and fund balances $ 2,593,748 15,923,668 1,652,862 9.011,855 7,520,703
Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds 42,651,239
Receivables in the statement of activities that do not provide current
financial resources are not reported as receivables in the funds 473,131
Agricultural loans not available to pay for current-period expenditures
and therefore are deferred in the funds 19,913,793
Some liabilities, such as compensated absences, are not due and payable in the current
period and therefore are not reported in the funds (_3.298.869)
Net assets of governmental activities 92,183,925

The accompanying notes are an integral part of these financial statements.
-13-



DEPARTMENT OF AGRICULTURE
STATE OF HAWAII

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND

BALANCES - GOVERNMENTAL FUNDS
YEAR ENDED JUNE 30, 2002

Financial Promote Irrigation
Assistance Agriculture  and Drainage Other Total
For Specialty ~ System Capital ~ Governmental Governmental
General Agriculture Crops Projects Funds Funds
Revenues
State allotted appropriations $ 12,824,539 - - 5,000,000 - 17,824,539
Intergovernmental 1,005,653 - - 4,065,191 1,920,009 6,990,853
Interest on agricultural loans - 1,026,185 - - - 1,026,185
Agricultural loan repayments - 4,240,039 - - - 4,240,039
Charges for services - - - - 6,290,036 6,290,036
Investment earnings - 561,957 - - 261,182 823,139
Total revenues 13,830,192 5,828,181 - 9.065.191 8,471,227 37.194,791
Expenditures
Current
Productivity improvement and management assistance 5,765,835 - - - 3,274,339 9,040,174
Product development and marketing 2,875,238 - - - 211,631 3,086,869
General support for agriculture 2,431,849 - - - 1,014,696 3,446,545
Agricultural water development and irrigation services 333,678 - - - 2,287,056 2,620,734
Pollution control 702,470 - - - 850,909 1,553,379
Protection of the consumer 615,139 - - - - 615,139
Aquaculture development 438,480 - - - 58,293 496,773
Agricultural loans - 5,114,177 - - - 5,114,177
Capital outlay - - - 8,190,525 - 8,190,525
Total expenditures 13,162,689 5,114,177 - 8,190,525 7,696,924 34,164,315
Excess of revenues over expenditures 667.503 714.004 - 874.666 774.303 3.030.476
Other financing sources
Lapsed appropriations ( 224,674) - - - - ( 224,674)
Operating transfers in - - - - 630,958 630,958
Operating transfers out (__630,958) - - - (__38,000) (668.,958)
(__855,632) - - - 592,958 (0262,674)
Excess of revenues and other sources over (under)
expenditures and other uses (__188,129) 714,004 - 874,666 1,367,261 2,767,802
Fund balances at July 1, 2001 1,848,157 15,176.583 - 7.029.154 5,622,935 29.676.829
Fund balances at June 30, 2002 $ 1,660,028 15,890,587 - 7,903,820 6,990,196 32,444,631

The accompanying notes are an integral part of these financial statements.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND
BALANCES - GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

YEAR ENDED JUNE 30, 2002

Net change in fund balances — total governmental funds $ 2,767,802

Capital assets used in governmental activities are not financial resources
and therefore are not reported in the funds 7,085,135

Revenues in the statement of activities that do not provide current
financial resources are not reported as revenues in the funds ( 59,275)

Issuance of agricultural loans are expenditures and repayment
of agricultural loans are revenues in the governmental funds, but are
reported as an increase or decrease of loans receivable in the
statement of net assets 86,020

Some expenses reported in the statement of activities, such as
compensated absences, do not require the use of current financial
resources and therefore are not reported as expenditures in

governmental funds ( 258,681)
Change in net assets of governmental activities $ 9,621,001

The accompanying notes are an integral part of these financial statements.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII
STATEMENT OF FIDUCIARY NET ASSETS
JUNE 30, 2002
Private-
Purpose
Trusts Agency
ASSETS
Cash and cash equivalents $ 40,331 74,657
Loans receivable, net - 233,680
Due to special funds - 2,475
Total assets $ 40,331 310,812
LIABILITIES AND NET ASSETS
Liabilities
Vouchers payable $ - 18,037
Accrued payroll, workers
compensation and vacation payable 14,501
Due to others 56,620
Due to State General Fund - 236,155
Total liabilities 14,501 310,812
Net assets 25,830 -
$ 40,331 310,812

The accompanying notes are an integral part of these financial statements.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
JUNE 30, 2002

Private-
Purpose
Trusts
Revenues

Other revenues $357,912

Expenditures
Expendable trust funds 349,461
Excess of revenues over expenditures 8,451
Net assets at July 1, 2001 17,379
Net assets at June 30, 2002 $ 25.830

The accompanying notes are an integral part of these financial statements.
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DEPARTMENT OF AGRICULTURE
STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2002

NOTE 1 - NATURE OF ORGANIZATION

The mission of the Department of Agriculture of the State of Hawaii (Department) is to stimulate growth in
agriculture with programs that provide the foundation for agricultural enterprises to build successful businesses.
The Department administers and oversees operations that include plant and animal quarantine programs,
agricultural loan, agricultural park, aquaculture development and irrigation systems programs, and pesticide
enforcement, certification and development programs.

The Board of Agriculture (Board) is responsible for the direction of the Department’s activities. The ten member
Board is appointed by the Governor with the consent of the Senate to serve four year terms and may be appointed
to an additional term.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting entity
The Department’s financial statements reflect only its activities. The State Comptroller maintains the central

accounts for all State funds and publishes a comprehensive annual financial report for the State which includes the
Department’s financial activities.

The Department’s financial statements include the activities of the Agribusiness Development Cor poration, a
separate public instrumentality affiliated with the Department for administrative purposes.

Basis of presentation

The Department complies with generally accepted accounting principles (GAAP). GAAP includes all relevant
Governmental Accounting Principles Board (GASB) pronouncements. For the fiscal year ended June 30, 2002,
the Department implemented the new financial reporting requirements of GASB Statement Nos. 34 Basic
Financial Statements-and Management’s Discussion and Analysis-For State and Local Governments; Statement
No. 37, Basic Financial Statements-and Management’s Discussion and Analysis-For State and Local
Governments: Omnibus; and Interpretation No. 6, Recognition and Measurement of Certain Liabilities and
Expenditures in Governmental Fund Financial Statements, as of July 1, 2001. As a result, an entirely new
financial presentation format has been implemented. The accounting and reporting framework due to the new
pronouncements are discussed in subsequent subsections of this note.

Government-wide financial statements
The statement of net assets and the statement of activities display information about the reporting government as a
whole. They include all funds of the reporting entity except for fiduciary funds.

Fund financial statements

Fund financial statements of the Department are organized on the basis of funds, each of which is considered to be
a separate accounting entity. The operations of each fund are accounted for with a separate set of self-balancing
accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures. Each major fund is
presented in a separate column. Nonmajor funds are aggregated and presented in a single column.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Governmental funds

Governmental funds are those through which the acquisition, use and balances of the Department’s expendable
financial resources and the related liabilities are accounted. The measurement focus is on the flow of current
financial resources. The following are the Department’s governmental fund types:

General fund - The general fund is the general operating fund of the Department and is always classified as a
major fund. It is used to account for all financial activities except those required to be accounted for in
another fund. The general fund presented is a part of the State’s general fund and is limited only to those
appropriations and obligations of the Department.

Special revenue funds - Special revenue funds are used to account for the proceeds of specific revenue
sources (other than expendable trust funds) that are legally restricted to expenditures for specified purposes.

Capital projects funds - Capital projects funds are used to account for financial resources to be used for the
acquisition or construction of major capital facilities.

Fiduciary funds
Trust and agency funds - Trust and agency funds are used to account for assets held by the Department in a trustee

or agency capacity. These include expendable trust funds which account for cash collected and expended by the
Department as trustee and agency funds which account for the cash collected and expended by the Department in
a custodial capacity.

Major funds
The following are the activities of the major funds accounted for in the fund financial statements:

General - See above for description.

Special revenue funds -
Financial assistance for agriculture - Accounts for revenues and expenditures of providing agriculture
loans in the State of Hawaii.
Promote Agriculture Specialty Crops — Accounts for revenues and expenditures of promoting
agriculture specialty crops of the State of Hawaii.

Capital projects funds —

Irrigation and drainage system — Accounts for resources restricted for the acquisition or construction
of irrigation and drainage systems.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Basis of accounting

The government-wide financial statements of the Department are presented on the accrual basis of accounting.
Under the accrual basis of accounting, revenues are recognized when earned and expenses are recorded when the
liability is incurred or economic asset used. Revenues, expenses, gains, losses, assets, and liabilities resulting
from exchange and exchange-like transactions are recognized when the exchange takes place.

The fund financial statements, which include governmental funds, expendable trust funds, and agency funds, are
presented on the modified accrual basis of accounting. Under the modified accrual basis of accounting, revenues
are recorded when susceptible to accrual, i.e., both measurable and available, usually when the appropriations are
allotted. Expenditures are generally recognized when the related liability is incurred, except for accumulated
unpaid vacation and workers compensation benefits, which are recognized as an expenditure when payable from
expendable available resources.

In applying the susceptible to accrual concept to federal grant revenues, the legal and contractual requirements of
the numerous individual programs are used as guidance. Under most of the Department’s federal programs,
moneys must be expended for a specific purpose or project; therefore, revenue is recognized to the extent that
expenditures are recognized.

Cash and cash equivalents
Cash and cash equivalents reported in the balance sheet includes cash in the State Treasury and cash in a Hawaii-
based bank.

The State of Hawaii maintains a cash pool that is available for all funds. Each fund type’s portion of this pool is
displayed on the balance sheet within cash and cash equivalents. Those funds are pooled with funds from other
State of Hawaii agencies and departments and deposited in approved financial institutions by the Director of
Finance. Deposits not covered by federal deposit insurance are fully collateralized by government securities held
in the name of the State of Hawaii by third party custodians.

Hawaii Revised Statutes (HRS) authorize the Director of Finance to invest any moneys of the State, which in the
Director’s judgment, are in excess of the amounts necessary for meeting the immediate requirements of the State,
in obligations of or guaranteed by the U.S. Government, obligations of the State, federally-insured savings and
checking accounts, time certificates of deposit and repurchase agreements with federally-insured financial
institutions.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Fixed assets

Fixed assets (primarily land, buildings, improvements, furniture and equipment) on the government-wide financial
statements are accounted for as capital assets. All fixed assets are recorded at historical cost, or estimated
historical cost if actual is unavailable. Depreciation on all exhaustible fixed assets is recorded as an allocated
expense in the statement of activities and accumulated depreciation reflected in the statement of net assets.
Depreciation is provided over the assets’ estimated useful lives using the straight-line method of depreciation.
The range of estimated useful lives by type of asset is as follows:

Buildings 30 years
Land improvements 15 years
Furniture and equipment 7 years
Motor vehicles 5 years

GASBS No. 34 requires the Department to report and depreciate new infrastructure assets effective with the
beginning of the current year. Infrastructure assets include irrigation and drainage systems, etc. These
infrastructure assets are likely to be the largest asset class of the Department. Neither their historical cost nor
related depreciation has historically been reported in the financial statements. The retroactive reporting of
infrastructure is subject to an extended implementation period and is first effective for fiscal years ending in 2006.
The Department has elected to implement the general provisions of GASBS No. 34 in the current year and plans
to implement the retroactive infrastructure provisions in the fiscal year ending June 30, 2003.

Fixed assets on the fund financial statements are recorded as capital outlay expenditures of the governmental fund
upon acquisition.

Compensated absences

Vacation pay is accrued as earned by employees. Vacation pay can accumulate at the rate of one and three-
quarters working days for each month of service up to 720 hours at calendar year-end, and is convertible to pay
upon termination of employment. The liability for these compensated absences is recorded as long-term liabilities
in the government-wide financials statements. The current portion of this liability is estimated based on historical
trends. In fund financial statements, the amounts expected to be liquidated with expendable available financial
resources are accrued in the respective funds.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

Fund balances
Reserved amounts in fund balance represent amounts that are not appropriable for expenditure or legally
segregated for a specific future use. Portions of the fund balances are reserved for the following:

e Encumbrances for outstanding commitments which generally are liquidated in the subsequent fiscal
year.

e L oans receivable which are not currently available for expenditure at the balance sheet date.

e Expendable trust fund balances which are restricted to the purpose of the account.

e Continuing appropriations for unencumbered allotment balances representing amounts that have been
released and made available for encumbrance or expenditure and are legally segregated for a specific
future use.

Appropriations
Appropriations represent an authorization granted by the State legislature permitting a State agency, within

established fiscal and budgetary controls, to incur obligations and to make expenditures. Appropriations are
allotted quarterly. The allotted appropriations lapse if not expended by or encumbered at the end of the fiscal
year, except for allotted appropriations related to capital improvement projects.

Employee benefit expenditures
Employee benefit expenditures related to the Department' s employees are paid by another state agency and are not
reflected in the financial statements unless reimbursed under Federal contracts.

Intrafund and interfund transactions

Significant transfers of financial resources between activities included within the same fund are offset within that
fund. Transfers of revenues from funds authorized to receive them to funds authorized to expend them have been
recorded as operating transfers in the financial statements.

NOTE 3 - BUDGETING AND BUDGETARY CONTROL

The budget of the Department is a detailed operating plan identifying estimated costs and results in relation to
estimated revenues. The budget includes (1) the programs, services and activities to be provided during the fiscal
year, (2) the estimated revenues available to finance the operating plan and (3) the estimated spending
requirements of the operating plan. The budget represents a process through which policy decisions are made,
implemented and controlled. Revenue estimates are provided to the State Legislature at the time of budget
consideration and are revised and updated throughout the fiscal year. Amounts reflected as budgeted revenues are
those estimates as compiled by the Department. Budgeted expenditures are derived primarily from a biennial
general appropriations act as amended by any supplemental or other specific appropriations acts.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 3 - BUDGETING AND BUDGETARY CONTROL - continued
The Department follows these procedures in establishing the budgetary data reflected in the financial statements:

The Budget - Not less than 30 days before the State Legislature convenes in every odd-numbered year, the
Governor submits to the State Legislature, and to each member thereof, a budget which contains the program and
budget recommendations of the Governor for each succeeding biennium. The budget in general contains: the
State program structure; statements of statewide objectives; financial requirements for the next biennium to carry
out the recommended programs; a summary of State receipts and revenues in the last completed fiscal year; a
revised estimate for the fiscal year in progress, and an estimate for the succeeding biennium.

Legislative Review - The State Legislature considers the Governor’s proposed program and financial plan and
budget, evaluates alternatives to the Governor’s recommendations, adopts programs and determines the State
budget. It may, from time to time, request the Department of Budget and Finance and any agency to conduct such
analysis of programs and finances as will assist in determining the State’s program and financial plan and budget.

Program Execution - Except as limited by policy decisions of the Governor, appropriations by the State
Legislature, and other provisions of law, the agencies responsible for the programs administer the programs and
are responsible for their proper management. The appropriations by the State Legislature for a biennium are
allocated between the two fiscal years of the biennium in the manner provided in the budget or appropriations act
and as further prescribed by the Director of Finance. No appropriation transfers or changes between programs or
agencies can be made without legislative authorization. Authorized transfers or changes, when made, should be
reported to the State Legislature.

All expenditures of these appropriated funds are made pursuant to the appropriation in the biennial budget as
amended by subsequent supplemental appropriations. The final legally adopted budget represents the original
appropriations, supplemental appropriations, transfers and other legally authorized legislative and executive
changes.

Budgetary control is maintained at the appropriation line item as established in the appropriation acts. The
Governor is authorized to transfer appropriations within a State agency; however, transfers of appropriations
between State agencies generally require legislative authorization. Records and reports reflecting the detail level
of control are maintained by and are available at the Department.

To the extent not expended or encumbered, general fund appropriations generally lapse at the end of the fiscal

year for which appropriations were made. The State legislature specifies the lapse date and any other particular
conditions relating to terminating the authorization for other appropriations.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 3 - BUDGETING AND BUDGETARY CONTROL - continued

Budgets adopted by the State Legislature for the general and major special revenue funds are presented in the
budgetary comparison schedule. The Department’s annual budget is prepared on the modified accrual basis of
accounting with several differences, principally related to the encumbrances of purchase order and contract
obligations as expenditures for budgetary purposes. These differences represent departures from generally
accepted accounting principles (GAAP). A reconciliation between non-GAAP budgetary actual and GAAP actual

is as follows:

Excess of revenues and other sources over
expenditures and other uses —
actual on budgetary basis

Reserved for encumbrances at fiscal year-end

Revenue and expenditure accruals for the year
not recognized for budgetary purposes, net
of prior year accruals

Lapsed appropriations

Expenditures for prior fiscal years’ encumbrances

Excess of revenues and other sources over
expenditures and other uses - GAAP basis

-4 -

General
Fund

$ 115,270

1,924,768

681,927

( 224,673)

(2,685,422)

$_ 188,128

Financial Promote
Assistance Agriculture
For Specialty
Agriculture Crops
(1,443,833) 1,652,862
2,357,625 -
6,000 1,652,862
(.193,788) -
714,004 -




DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO THE FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 3 - BUDGETING AND BUDGETARY CONTROL - continued

Funds for the Department appropriated from the State’s general revenues for the fiscal y ear ended June 30, 2002,
were authorized under the following appropriations:

Act 259, Session Laws of Hawaii (SLH) of 2001 for
the operating budget of the Department:
Productivity improvement and management

assistance $ 5,095,503
Product development and marketing 2,606,546
General support for agriculture 2,173,961
Agricultural water development and
irrigation services 261,684
Pollution control 642,626
Protection of the consumer 632,037
Aquaculture development 473,182
Act 166, SLH of 2001, for agricultural support activities
by the Hawaii Agriculture Research Center 500,000
Act 208, SLH of 2001, for the operations and maintenance
of agriculture-related infrastructure on Kauai 300,000
Act 161, SLH of 2001, for pumping of water for
the Molokai irrigation system 100,000
Act 197, SLH of 2001, for pineapple research 39,000
Budget total $ 12,824,539

NOTE 4 - CASH AND CASH EQUIVALENTS

Information relating to insurance and collateral of cash deposits is determined on a statewide basis and not for
individual departments or divisions.

At June 30, 2002, the carrying amount of the Department’s cash and cash equivalents, which approximates the
bank balance, was $36,542.,430.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO THE FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 5 - LOANS RECEIVABLE

At June 30, 2002, loans receivable consisted of the following:

Special

Revenue Agency

Hawaii Agriculture Loan Program $ 19,294,968 -

Hawaii Aquaculture Loan Program 944,028 -

Hawaii Agricultural Products Loan Program 77,517 -
Independent Sugar Growers Loan Program - 169,969
Emergency Loan Program 63,711

Accrued interest 703,922 -
21,020,435 233,680

Less allowance for doubtful

receivables 1,104,168 -

$19.916,267 233,680

The Department grants credit in the form of loans to farmers, all of whom are located in the State of Hawaii. The
loans are collateralized by real estate, equipment, crops and other assets of the borrower.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 6 - CAPITAL ASSETS
Capital asset activity for the year ended June 30, 2002 was as follows:

Balance Balance
July 1, 2001 Increases Decreases June 30, 2002

Governmental activities
Capital assets not being depreciated

Land $21,934,577 25,000 5,250 21,954,327
Construction in progress - 8,190,525 - 8,190,525
Total capital assets not being
depreciated 21,934,577 8,215,525 5,250 30,144,852
Other capital assets
Buildings 13,911,023 - - 13,911,023
Land improvements 19,035,163 - - 19,035,163
Furniture and equipment 3,975,259 196,367 517,838 3,653,788
Motor vehicles 2,424,056 133,960 171,163 2,386,853
Total other capital assets at
historical cost 39,345,501 330,327 689,001 38,986,827
Less accumulated depreciation
Buildings 5,714,766 424,815 - 6,139,581
Land improvements 14,343,268 780,411 - 15,123,679
Furniture and equipment 3,435,265 111,172 437,280 3,109,157
Motor vehicles 2,161,086 101,954 155,017 2,108,023
Total accumulated depreciation 25,654,385 1,418,352 592,297 26,480,440
Governmental activities capital assets, net $ 35,625,693 7,127,500 101,954 42.651.239

Depreciation expense for the year ended June 30, 2002 was charged to governmental activities as follows:

Productivity improvement and management

assistance $ 326,444
Product development and marketing 26,711
General support for agriculture 112,382
Agricultural water development and

irrigation services 876,866
Pollution control 3,904
Protection of the consumer 34,850
Agricultural loans 37,195

$ 1.418,352
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 7 - LEASES

The Department, as lessor, has noncancelable lease agreements for parcels of land at agricultural parks located
throughout the State of Hawaii. The lease agreements have minimum and, where applicable, additional rent based
on a percentage of revenues and terms of up to 55 years. Minimum future lease revenue for fiscal years after June
30, 2002 is as follows:

2003 $ 388,000
2004 357,000
2005 358,000
2006 360,000
2007 360,000
Thereafter 10,439,000

$ 12,262,000

Rental income from leases at the agricultural parks for the year ended June 30, 2002 amounted to $315,717,
including $10,792 for additional rent based on a percentage of revenues.

NOTE 8 - LONG-TERM LIABILITIES
Long term liability activity for the year ended June 30, 2992, was as follows:

Balance Balance
July 1, 2001 Increases Decreases June 30, 2002

Governmental activities
Compensated absences $ 3,040,189 258.680 - 3,298,869

Compensated absences liabilities will be liquidated primarily by the general fund. In the past, approximately 80%
has been paid by the general fund and the remainder by various other governmental funds.

NOTE 9 - RETIREMENT PLAN

Substantially all eligible employees of the Department are members of the Employees' Retirement System of the
State of Hawaii (ERS), a cost-sharing multiple-employer public employee retirement plan. The ERS provides
retirement, disability and survivor benefits for State employees, teachers, professors, county employees, police
officers, firefighters, judges and elected officials. All contributions, benefits, and eligibility requirements are
governed by Chapter 88 of the Hawaii Revised Statutes.
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STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 10- RETIREMENT PLAN - continued

Measurement of assets and actuarial valuations are prepared for the entire ERS and are not separately computed
for individual participating employers such as the Department. The ERS issues a publicly available report that
includes financial statements and required supplementary information for the ERS. That report may be obtained
by writing to Employees’ Retirement System of the State of Hawaii, 201 Merchant Street, Suite 1400, Honolulu,
Hawaii 96813 or by calling 1-808-586-1735.

Prior to June 30, 1984, the plan consisted of only a contributory option. In 1984, legislation was enacted to add a
new noncontributory option for members of the ERS who are also covered under social security. Persons
employed in positions not covered by social security are excluded from the noncontributory option. The
noncontributory option provides for reduced benefits and covers most eligible employees hired after June 30,
1984. Employees hired before that date were allowed to continue under the contributory option or to elect the
new noncontributory option and receive a refund of employee contributions. All benefits vest after five and ten
years of credited service for the contributory and noncontributory options, respectively. Most members of the
contributory plan are required to contribute 7.8% of their salary.

Required employer contributions to the ERS are based on actuarially determined rates that should provide
sufficient resources to pay member pension benefits when due. The funding method used to calculate the total
employer contribution required is the entry age normal actuarial cost method. Under this method, the total
employer contribution is comprised of the ‘“normal cost” plus the level annual payment required to amortize the
unfunded actuarial accrued liability over the remaining period to June 30, 2016. The employer normal cost is the
level percentage of payroll contribution required to pay all benefits. Actuarial gains and losses resulting from
differences between actual and assumed experience are reflected in the employer unfunded accrued liability.

For the years ended June 30, 2002, 2001, and 2000, the actuarially determined contribution requirements for the
ERS were as follows:

For year ended June 30,

2002 $167,458,900
2001 8,132,000
2000 22,392,000

The contribution requirements are prepared for the entire ERS and are not separately computed for individual
participating employers such as the Department. The Department’s general fund share of the retirement system
expense for the year ended June 30, 2002, was included as an item to be expended by the Department of Budget
and Finance and is not reflected in the Department’s general fund financial statements. No contri butions were
expended from Special Revenue and Expendable Trust Funds for the year ended June 30, 2002.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 11- POST-RETIREMENT HEALTH CARE AND LIFE INSURANCE BENEFITS

In addition to providing pension benefits, the State provides certain health care and life insurance benefits to
retired State employees. Contributions are based upon negotiated collective bargaining agreements, and are
funded by the State as accrued. The Department' s general fund share of expense for postetirement benefits for
the fiscal year ended June 30, 2002 has not been separately computed and is not reflected in the Department’s
general fund financial statements.

NOTE 12 - ACCUMULATED SICK LEAVE

Sick leave accumulates at the rate of one and three-quarters working days for each month of service without limit.
It can be taken only in the event of illness and is not convertible to pay upon termination of employment.
However, a State employee who retires or leaves government service in good standing with sixty days or more of
unused sick leave shall be entitled to additional service credit in the Employee’s Retirement System.
Accumulated sick leave at June 30, 2002 was approximately $10,305,000.

NOTE 13 - DEFERRED COMPENSATION PLAN

The State established a deferred compensation plan pursuant to Internal Revenue Code Section 457 which enables
State employees to defer a portion of their compensation. The State of Hawaii, Department of Human Resources
Development, has the fiduciary responsibility for administering the plan. The deferred compensation is not
available to employees until termination, retirement, death or unforeseeable emergency. All amounts of
compensation deferred under the plan, all property and rights purchased with those amounts, and all income
attributable to those amounts, property, or rights are (until paid or made available to the employees or other
beneficiary) solely the property and rights of the State (without being restricted to the provisions of benefits under
the plan), subject to the claims of the State' s general creditors. Participants' rights under the plan are equal to those
of the general creditors of the State in an amount equal to the fair market value of the deferred account for each
participant. The assets of the plan and the deferred compensation payable are recorded in the State of Hawaii’s
Employee Benefits Agency Fund.
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STATE OF HAWAII

NOTES TO FINANCIAL STATEMENTS - continued
JUNE 30, 2002

NOTE 14 - COMMITMENTS AND CONTINGENCIES

The Department is involved in various actions, the outcome of which, in the opinion of management, will not
have a material adverse effect on the Department’s financial position. Losses, if any, are either covered by
insurance or will be paid from legislative appropriations of the State’s general fund.

The State maintains certain insurance coverages to satisfy bond indenture agreements as well as for other
purposes, but is substantially self-insured for all other perils including workers’ compensation. The State follows

GASB Statement No. 10, “Accounting and Financial Reporting for Risk Financing and Related Insurance Issues”
which establishes accounting and financial reporting standards for risk financing and insurance related activities of
state governmental entities and requires the recordation of a liability risk for financing and insurance related
losses, including those incurred but not reported, if it is determined that a loss has been incurred and the amount
can be reasonably estimated. Previously, these losses were recorded on a pay-as-you-go basis. The State retains
various risks and insures certain excess layers with commercial insurance companies. At June 30, 2002, the State
recorded an estimated loss for workers’ compensation, automobile and general liability claims in the statement of
net assets as the losses will be not be liquidated with currently expendable available financial resources. The
estimated losses will be paid from legislative appropriations of the State’s general fund. The Department’s share

of workers’ compensation losses are appropriated annually in the general fund. Workers compensation
expenditures for the year ended June 30, 2002 were $9,163.

NOTE 15 - SUBSEQUENT EVENTS

Subsequent to June 30, 2002, $4,800,000 was transferred from the Agricultural Loan Program to the State General
Fund.
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DEPARTMENT OF AGRICULTURE
STATE OF HAWAIIL

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES

(BUDGET AND ACTUAL) - GENERAL FUND

YEAR ENDED JUNE 30, 2002

Budgetary fund balance at July 1, 2001

Revenues
State allotted appropriations
Intergovernmental

Expenditures

Productivity improvement and management
assistance

Product development and marketing

General support for agriculture

Agricultural water development and
irrigation services

Pollution control

Protection of the consumer

Aquaculture development

Excess of revenues
over expenditures

Other financing sources
Operating transfers in (out)

Excess of revenues and other sources over
expenditures and other uses

Lapsed appropriations

Budgetary fund balance at June 30, 2002

The accompanying notes are an integral part of these financial statements.

Budgeted Amounts
Original Final
12,824,539 12,824,539
- 1,005,653
12,824,539 13,830,192
5,095,503 5,516,945
2,606,546 2,654,916
2,522,403 2,722,048
221,284 480,008
642,626 704,238
632,037 691,897
473,182 429,182
12,193,581 13,199,234
630,958 630,958
(__630,958) (__630,958)
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Actual Amounts

Variance with

Budgetary Final Budget
Basis Postive (Negative)
12,824,539 -
1,005,653 -
13.830,192 -
5,492,440 24,505
2,584,659 70,257
2,711,221 10,827
478,508 1,500
702,585 1,653
689,505 2,392
425,046 4,136
13,083,964 115,270
746,228 115,270
(_630,958) -
115,270 115,270
(_115,270) (115,270)



DEPARTMENT OF AGRICULTURE

STATE OF HAWAIIL

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
(BUDGET AND ACTUAL) - MAJOR SPECIAL REVENUE FUNDS

YEAR ENDED JUNE 30, 2002

Actual Amounts

Budgeted Amounts Budgetary
Original Final Basis
Financial Assistance for Agriculture
Revenues
Charges for services and investment income $ 15,908,354 15,940,354 5,828,181
Expenditures
Agricultural loans 15,908,354 15,940,354 7.272,014
Excess of revenues and other sources over
expenditures and other uses $ - - (1,443.833)
Promote Agriculture Specialty Crops
Revenues
Charges for services and investment income $ 1,650,000 1,650,000 1,652,862
Expenditures
Productivity improvement and management
assistance 1,650,000 1,650,000 -
Excess of revenues and other sources over
expenditures and other uses $ - - 1,652,862

The accompanying notes are an integral part of these financial statements.

-33-

Variance with
Final Budget
Postive (Negative)

(10,112,173)
8,668,340

(1.443.833)

2,862

1,650,000

1,652,862



DEPARTMENT OF AGRICULTURE
STATE OF HAWAII

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2002

Federal Grantor/Pass-through
Grantor/Program Title

Department of Agriculture (USDA)
Cooperative National Plant Pest Survey
and Detection
Seed Inspection Services
Hawaii Brown Tree Snake Detector Program

Upcountry Maui Watershed
Drainage, Waimanalo Irrigation System
Lower Hamakua Watershed, Hawaii

Shell Egg Surveillance
Cooperative Pesticide Recordkeeping

Control of Fountain Grass through Chemical and
Physical Means

Passed through the State Department of Land
and Natural Resources and Oceanic Institute
Disease Management for Hawaiian
Aquaculture

Exploration for Biological Control of Melon Fly
In Indo-Malayan Region

Total Department of Agriculture

Federal
CFDA
Number

10.025

10.904

10.162

10.163

10.664

10.950

10.001

The accompanying note is an integral part of this schedule.

* Denotes a major program.
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Grant
Number

02-8511-0009-CA
PO #45-9147-6-9990
99-73-15-5388-GR
01-73-15-5388-GR
02-73-15-5388-GR

69-9251-9-454
69-9251-0-488
65-9251-1-512
65-9251-1-514
65-9251-1-516
65-9251-1-519
65-9251-1-540
65-9251-1-549
65-9251-1-563
65-9251-1-564

12-25-A-3310

12-25-A-4053

00-DG-11052000-146

97-38500-4042

58-5320-1-530

Expenditures

$ 9,079
1,826
1,753

52,003
145
64,806

940,711
124,922
105,011
443,021
1,501,681
153,108
58,850
101,324
174,548
113,735
3,716,911

11,391

12,296

10,049

59,045

24,608

3,899,106



DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS - continued
YEAR ENDED JUNE 30, 2002

Federal
Federal Grantor/Pass-through CFDA Grant
Grantor/Program Title Number Number Expenditures
Environmental Protection Agency (EPA)
Consolidated Pesticide Compliance Monitoring
and Program Cooperative Agreements 66.700 E-009159-02-0 $ 245,731
E-009419-00-0 75,000
Total Environmental Protection Agency 320,731
Department of Interior
Research and Development for the Brown
Tree Snake 15.875 2001 Interior
Appropriations Act 63,831
2002 Interior
Appropriations Act 45,414
Total Department of Interior 109,245
Department of Commerce
Voluntary Inspection Services for Fish and
Fishery Products Not available = 45ABNMAOB1070 2,204
Total Department of Commerce 2,204
Department of Defense
Operation and Maintenance Work at the Nohili
And Kawaiele Pump Stations Not available ~ N62742-01-C-3515 1,068,340
Total Department of Defense 1,068,340
$ 5,399,626

* Denotes a major program.

The accompanying note is an integral part of this schedule.
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

NOTE TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
JUNE 30, 2002

BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the
Department and is presented on the modified 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.
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CHOO, OSADA & LEE, CPAs, INC.

CERTIFIED PUBLIC ACCOUNTANTS

3536 HARDING AVENUE TELEPHONE (808) 734-13821

SUITE 605
HONOLULU, HAWAII 96816

REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT

AUDITING STANDARDS

To the Board of Agriculture
State of Hawaii

We have audited the financial statements of the Department of Agriculture of the State of Hawaii (Department),
as of and for the year ended June 30, 2002, and have issued our report thereon dated February 14, 2003. We
conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the

Comptroller General of the United States.

Compliance
As part of obtaining reasonable assurance about whether the Department’s financial statements are free of

material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grants, including applicable provisions of the Hawaii Procurement Code (Chapter 103D of the
Hawaii Revised Statutes) and procurement rules, directives and circulars, 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 that are
required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting
In planning and performing our audit, we considered the Department’s internal control over financial

reporting in order to determine our auditing procedures for the purpose of expressing our opinion on the
financial statements and not to provide assurance on the internal control over financial reporting. Our
consideration of the internal control over financial reporting would not necessarily disclose all matters in the
internal control over financial reporting that might be material weaknesses. A material weakness is a
condition in which the design or operation of one or more of the internal control components does not reduce
to a relatively low level the risk that misstatements in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal control
over financial reporting and its operation that we consider to be material weaknesses.
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This report is intended solely for the information and use of the Board of Agriculture, management, others
within the organization and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

Chov, Aeada d Let, Lrean, Ame. .

Honolulu, Hawaii
February 14, 2003
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CHOO, OSADA & LEE, CPAs, INC.

CERTIFIED PUBLIC ACCOUNTANTS

3536 HARDING AVENUE TELEPHONE (808) 734-1921%
SUITE 605
HONOLULU, HAWAILI 96816

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR PROGRAM AND
INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Board of Agriculture
State of Hawaii

Compliance
We have audited the compliance of the Department of Agriculture State of Hawaii (Department) with the

types of compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular
A-133 Compliance Supplement that are applicable to each of its major federal programs for the year ended
June 30, 2002. The Department’s major federal programs are identified in the summary of auditor’s results
section of the accompanying schedule of findings and questioned costs. Compliance with the requirements of
laws, regulations, contracts and grants applicable to each of its major federal programs is the responsibility
of the Department’s management. Our responsibility is to express an opinion on the Department’s
compliance based on our audit.

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 Department’s
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination on the Department’s compliance with those requirements.

In our opinion, the Department complied, in all material respects, with the requirements referred to above
that are applicable to each of its major federal programs for the year ended June 30, 2002. However, the
results of our auditing procedures disclosed instances of noncompliance that are required to be reported
under OMB Circular A-133 which are described in the accompanying schedule of findings and questioned

costs as items 02-1 and 02-2.

Internal Control Over Compliance
The management of the Department is responsible for establishing and maintaining effective internal control

over compliance with requirements of laws, regulations, contracts and grants applicable to federal programs.

In planning and performing our audit, we considered the Department’s internal control over compliance
with requirements that could have a direct and material effect on a major federal program in order to
determine our auditing procedures for the purpose of expressing our opinion on compliance and to test and
report on internal control over compliance in accordance with OMB Circular A-133.
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Our consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low level the risk
that noncompliance with applicable requirements of laws, regulations, contracts and grants that would be
material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of the Board of Agriculture, management, others
within the organization and federal awarding agencies and pass-through entities and is not intended to be and
should not be used by anyone other than these specified parties.

Chioo, Deada d [<t,pate, fore.

Honolulu, Hawaii
February 14, 2003



DEPARTMENT OF AGRICULTURE
STATE OF HAWAII

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2002

Section I - Summary of Auditor’s Results

Financial Statements

Type of auditor’s report issued: unqualified
Internal control over financial reporting:
Material weaknesses identified? yes X no
Reportable conditions identified
not considered to be material weaknesses? yes X  none reported
Noncompliance material to financial statements noted? yes X no
Federal Awards
Internal control over major programs:
Material weaknesses identified? yes X no
Reportable conditions identified
not considered to be material weaknesses? yes X  none reported
Type of auditor’s report issued on compliance for
major programs: unqualified
Any audit findings disclosed that are required to be
reported in accordance with Circular A-133,
Section .510(a)? X  yes no
Identification of major programs:
CFDA Number Name of Federal Program or Cluster
Department of Defense
Not available Operation and Maintenance Work at the Nohili
And Kawaiele Pump Stations
Department of Agriculture
10.904 Watershed Protection and Flood Protection
Dollar threshold used to distinguish between
Type A and Type B programs: $ 300,000
Auditee qualified as low-risk auditee? yes X  no
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DEPARTMENT OF AGRICULTURE

STATE OF HAWAII

SCHEDULE OF FINDINGS AND QUESTIONED COSTS - continued
YEAR ENDED JUNE 30, 2002

Section II - Financial Statement Findings

No matters were reported.

Section I1I - Federal Award Findings and Questioned Costs

Finding No. 02-1 UPCOUNTRY MAUI WATERSHED; DRAINAGE, WAIMANALO IRRIGATION SYSTEM;
LOWER HAMAKUA WATERSHED, HAWAIL. CFDA: 10.904 AND OPERATION AND MAINTENANCE
WORK AT THE NOHILI AND KAWAIELE PUMP STATIONS, PMRF, KAUAL HAWAIIL. CFDA: NONE

Condition

According to Office of Management and Budget Circular A-133, Part 3(I), “Contractors receiving individual
awards of $100,000 or more and all subrecipients must certify that the organization and its principals are not
suspended or debarred.” Suspension and debarment certifications from contractors receiving Federal monies in
excess of $100,000 were not obtained.

Recommendation
We recommend that the Department obtain suspension and debarment certifications from all contractors
submitting bids for contracts exceeding $100,000.

Finding No. 02-2 OPERATION AND MAINTENANCE WORK AT THE NOHILI AND
KAWAIELE PUMP STATIONS, PMRF, KAUAIL HAWAIIL. CFDA: NONE

Condition

According to Office of Management and Budget Circular A-87 Cost Principles for State, Local, and Indian
Tribal Governments, costs must “be adequately documented.” The Agribusiness Development Corporation
(ADC) pays for electricity costs that benefit both the federal program and private companies. The companies
reimburse ADC for their share of the electricity. Worksheets used to document the allocation did not agree with
the actual amounts charged to the federal program.

Recommendation

We recommend that monthly time logs be prepared to document electricity usage. Worksheets used to calculate
the allocations should be reviewed for accuracy and filed with the journal entries as supporting documentation for
the allocations.

Questioned costs
$19,600
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DEPARTMENT OF AGRICULTURE
STATE OF HAWAII

SUMMARY SCHEDULE OF PRIOR YEAR FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2002

Section I - Findings Related To Federal Programs

No matters were reported.
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SANDRA LEE KUNIMOTO

LINDA LINGLE
Governor Chairperson, Board of Agriculture
DIANE LEY
Deputy to the Chairperson

State of Hawaii
DEPARTMENT OF AGRICULTURE
1428 South King Street
Honolulu, Hawaii 96814-2512
Phone: (808) 973-8600 Fax: (808) 973-9613

March 28, 2003

Choo, Osada & Lee, CPAs, Inc.
3536 Harding Avenue, Suite 605
Honolulu, HI 96816

Gentlemen:

Thank you for the opportunity to review and provide comments on the draft report of the Financial
and Compliance Audit of the Department of Agricuiture for the fiscal year ended June 30, 2002.

We commend the Choo, Osada & Lee staff for the cooperative and professional manner in which
they conducted themselves during this audit.

Please feel free to call Elaine Abe of my staff at 973-9606 if there are any questions, or if
additional information is needed.

}S/;ndra Lee Kunimoto, Chairperson
Board of Agricuiture



SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2002

Section Il - Financial Statement Findings

No matters were reported.
Section Il - Federal Award Findings and Questioned Costs

Finding No. 02-1 UPCOUNTRY MAUI WATERSHED; DRAINAGE, WAIMANALO
IRRIGATION SYSTEM; LOWER HAMAKUA WATERSHED, HAWAIL. CFDA: 10.200
AND OPERATION AND MAINTENANCE WORK AT THE NOHILI AND KAWAIELE
PUMP STATIONS, PMRF, KAUAI, HAWAIl. CFDA: NONE

Condition
According to Office of Management and Budget Circular A-133, Part 3(l), “Contractors

receiving individual awards of $100,000 or more and all subrecipients must certify that
the organization and its principais are not suspended or disbarred.” Suspension and
debarment certifications from contractors receiving Federal monies in excess of $100,000

were not obtained.

Recommendation
We recommend that the Department obtain suspension and debarment certifications

from all contractors submitting bids for contracts exceeding $100,000.

Response:
The Agricultural Resource Management Division will request suspension and debarment

certifications from all contractors submitting bids for contracts exceeding $100,000.

The Agribusiness Development Corporation (ADC) will request the completion of
suspension and debarment certification from contractors submitting bids for contracts

exceeding $100,000 beginning April 1, 2003.

Finding No. 02-2 OPERATION AND MAINTENANCE WORK AT THE NOHILI AND
KAWAIELE PUMP STATIONS, PMRF, KAUAI, HAWAII. CFDA: NONE

Condition
According to Office of Management and Budget Circular A-87 Cost Principles for State,

Local, and Indian Tribal Governments, costs must “be adequately documented.” The
Agribusiness Development Corporation (ADC) pays for electricity costs that benefit both
the federal program and private companies. The companies reimburse ADC for their
share of the electricity. Worksheets used to document the aflocation did not agree with
the actual amounts charged to the federal program.

Recommendation
We recommend that monthly time logs be prepared to document electricity usage.

Worksheets used to calculate the allocations should be reviewed for accuracy and filed
with the journal entries as supporting documentation for the allocations.

Questioned costs
$19,600
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Response:
The Agribusiness Development Corporation (ADC) requested monthly time logs from

Kekaha cooperative members. Subsequently, not all monthly time logs were submitted
by cooperative members resulting in the worksheets not equaling the allocation of costs,
thus the questioned costs of $19,600. Beginning April 1, 2003 ADC will implement the
auditor's recommendations to request monthly logs from Kekaha cooperative members
for expenses paid with private, state, and/or federal funds. Please note, ADC is no
longer utilizing federal funds to cover electrical expenses related to the operation of the

Kekaha irrigation ditch system.



