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OCTOBER 26, 2015 RESPONSE TO ENERGY AND
COMMERCE COMMITTEE, SUBCOMMITTEE ON
OVERSIGHT AND INVESTIGATIONS: QUESTIONS FOR

THE RECORD

The below are the responses as requested, for the record:

The Honorable Susan W. Brooks

Question 1

In Indiana we have a significant problem below 150% of the federal povery level (FPL) enrolled in
the Indiana Marketplace, the majority of which —those below 138% of the FPL --- should have
moved to the Health Indiana Plan (HIP) once it became available. The Administration, however,

maintains a ‘passive’ re-enrollment where individuals are kept in the Marketplace even if they don’t

update their financial information; in many cases individuals are not informed that they actually

qualify for the less costly HIP program.

How do you view this omission? Is this a leadership issue? It is an intentional lack of transparency:



Answer: Healthcare.gov does not accept any form of automatic enrollment or carry-over enrollment as
described in the question for states that are transitioning from operating their own enrollment systems
to Healthcare.gov. In general, individuals receiving APTC often do not understand their options
either for less costly or for broader coverage. This is not uncommon in many states. For example,
Hawaii also is home to a significant population (approximately 40,000) of migrants from the Compact
of Free Association (COFA) States who are enrolled on the Connector. Many of these individuals are
below 138% and have chronic health conditions that remain untreated. Not only will it be extremely
challenging to re-enroll this population, but also Healthcare.gov is not designed to intake and assist
these populations in a way that is sensitive to their linguistic or cultural makeup. Much like Indiana,
Healthcare.gov is unable to adapt to our state Premium Assistance Program (PAP), which is designed to
assist with premium payments for this low-income population. We know that premium costs for this
population have increased significantly, in part due to “cost-shifting,” where maintained both
“grandfathered” or “grandmothered” (transition plans) for their commercial clients in order to
separate risk and increase premiums on the middle class, which cannot afford 30% increases in health
premiums. (see Health Affairs Blog for “cost-

shifting”: http://healthaffairs.org/blog/2015/10/26/health-risk-continues-to-improve-in-covered-
california/)

Question 2

In Indiana, initial projections showed that 500,000 Hoosiers were eligible for tax subsidies through
the federal marketplace. Instead, recent numbers show that enrollment is less than 150,000.

a. 350,000 is more than a minor calculation error. In your experience, how would you explain
this vast discrepancy?

Answer: While | can’t explain what happened in Indiana, | can tell you that Hawaii had a similar
experience, though on a much smaller scale for the following reasons:

a. There was no disciplined and formal “market analysis” performed prior to
the decision to establish a State Based Exchange;

b. Instead there were “anecdotal” citations from studies that did not even
attempt to reconcile the data with actual population demographics

c. Definitions of “uninsured” and “under-insured” were not applied
consistently — this is especially true when the studies attempted to use data
from 3" party sources such as the Kaiser Foundation;

d. In Hawaii, we performed new market research in less than 60 days and
determined that the original work was so seriously flawed that it was not
useful in any way whatsoever.

The Honorable Tim Murphy
Question 1

Please provide the committee with a detailed breakdown of the establishment and operational costs for the
exchange that you represent.

[See below.]



Federal Grants

Summary of Grant Funding Expended, Obligated and Unobligated
From Grant Inception Dates through August 31, 2015

Unliquidated Unobligated
Grant Summaries: Expended Obligations Balance Total
Level One (1st) $ 14,440,144 $ - $ - $ 14,440,144
Level One (2nd) 61,815,492 - - 61,815,492
Level Two 64,360,741 789,435 62,436,458 128,086,634
$ 141,116,377 $ 789,435 $ 62,436,458 § 204,342,270
Unliquidated Unobligated
Grant Activity: Expended Obligations Balance Total
Personnel Costs $ 10,728,400 $ - $ 4,870,383 § 15,598,783
IT Contracts 90,316,922 789,435 36,519,993 127,626,350
Non-IT Contracts 25,516,102 - 15,316,973 40,833,075
DHS Costs Allocated for Shared Services 4,957,653 - 2,242,347 7,200,000
Other (Including Marketplace Assister
Sub-Grants) 9,597,300 - 3,486,762 13,084,062
$ 141,116,377 $ 789,435 $ 62,436,458 § 204,342,270

Federal Grant Funding Discussion:

o The 1* and 2™ Level One grants were fully expended in November 2013 and December 2014, respectively.

o  Level Two grant funding of approximately $62 million was unobligated as of August 31, 2015. Estimated utilization
of approximately $9 million of grant funding is budgeted for the remaining ten (10) month period of fiscal year 2016.

o In April 2015, the Level Two grant was extended through December 31, 2015 for certain allowable consumer
outreach expenses and other marketplace establishment costs. On September 30, 2015, the Connector submitted to
CCIIO a request for a no-cost extension of the Level Two grant through June 30, 2016.

Summary Cash Flow: Extended Services Operating/Transition Budget

Beginning Cash Balance, July 1,2015
Support and Revenue:
Federal Grants
Issuer Fees
State Appropriation
Total Support and Revenue
Expenditures:
Personnel Costs
IT Contracts
Consumer Assistance / Outreach Contracts
Medicaid Outreach Reimbursement for Shared-Services
Other Contracts
Facilities & Administrative Expenses
Total Expenditures

Net Cash Proceeds (Deficit)

Ending Cash Balances, June 30,2016 and October 31,2016

July to
Fiscal Year 2016 October 2016
Grant Funded
Establishment / Non-Grant Non-Grant
Transition Funding Funding Total

$ - 5,815,000 $ 530,115 $§ 5,815,000
9,442,759 - - 9,442,759

- 535,000 - 535,000

- 2,000,000 - 2,000,000

9,442,759 2,535,000 - 11,977,759
598,923 2,320,150 391,489 3,310,562
5,582,042 4,686,248 - 10,268,290
2,955,967 2,608,278 - 5,564,245
- (3,300,000) - (3,300,000)

30,128 997,655 90,000 1,117,783

275,700 507,553 107,200 890,453
9,442,759 7,819,885 588,689 17,851,333
- (5,284,885) (588,689) (5,873,574)
$ 530,115 $ (58,574) $ (58,574)




Questions 2

Is the exchange which you represent required to perform an audit examining how grant money was spent,
either at the state or federal level? If so, please provide the committee with copies of any and all applicable
audits.

Please see attached financial audits performed by outside auditors. Currently, the U.S. Treasury Inspector
General has requested information from the Connector on our eligibility and enrollment transactions. We
are compiling and sending those responses. The Government Accountability Office (GAO) requested that the
Connector complete a survey, which was delivered in the fall of 2014.

As we testified, CMS has performed activities they have characterized as “audits,” however we know of no
audit performed by CMS that would meet generally accepted accounting or government audit standards for
a contractor performing work, in the nature performed by Connector with funding provided by the US
Government. As required under our federal grant, the Connector performs an A-133 audit and has attached
the results of those audits. No such similar audit was performed for or by CMS or the State of Hawaii under
the standards listed above.



Appendix A — 2014 Audit





























































































Appendix B — 2013 Audit
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HAWAII HEALTH CONNECTOR
INTRODUCTION

For the Year Ended June 30, 2013

Hawaii Health Connector (Connector) was incorporated in the State of Hawaii in August 2011 as a nonprofit
Hawaii corporation. The Connector’s application for tax-exempt status under Section 501(c)(3) of the U.S.
Internal Revenue Code was approved by the U.S Internal Revenue Service in February 2014. The
Connector’s mission is to help the people of Hawaii live happier and healthier lives by making quality health
insurance accessible to all, making the acquisition of health insurance affordable and simpler, and by
improving the integration between public and private health insurance plans. The Connector was established
by Act 205 of the 2011 Hawaii State Legislature to be Hawaii’s health insurance exchange as mandated by
the federal Patient Protection and Affordable Care Act of 2010.

The Connector receives federal awards directly from the U.S. Department of Health and Human Services for
its State Planning and Establishment Grants for the Affordable Care Act’s Exchanges program.

This report is the result of a single audit of the Connector conducted in accordance with auditing standards
generally accepted in the United States of America; the Government Auditing Standards issued by the
Comptroller General of the United States; and the provisions of Office of Management and Budget (OMB)
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.

This report includes the financial statements of the Connector for the year ended June 30, 2013, with
comparative information as of June 30, 2012 and for the period from July 8, 2011 to June 30, 2012, and the
accompanying notes to the financial statements and independent auditors’ report. It also includes the
independent auditors’ reports required by the Government Accountability Office’s Government Auditing
Standards, and the schedule of expenditures of federal awards and independent auditors’ reports required by
OMB Circular A-133, for the year ended June 30, 2013. There are no findings or questioned costs and
therefore no corrective action plan is reported by the auditors under those captions in the final sections of this
report.
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INDEPENDENT AUDITORS’ REPORT ON FINANCIAL STATEMENTS

Board of Directors of Hawaii Health Connector:

Report on the Financial Statements

We have audited the accompanying financial statements of Hawaii Health Connector (Connector), a nonprofit
Hawaii corporation, which comprise the statement of financial position as of June 30, 2013, and the related
statements of activities, functional expenses, and cash flows for the year then ended, and the related notes to
the financial statements.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

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

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Topa Financial Center
700 Bishop Street, Suite 1040
Honolulu, Hawaii 96813
Telephone (808) 531-1040

4 Facsimile (808) 531-1041
WWW.Cwassociatescpas.com



Opinion on the Financial Statements

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Connector as of June 30, 2013, and the changes in its net assets and its cash flows for the year
then ended in accordance with accounting principles generally accepted in the United States of America.

Report on Prior Period Comparative Information

The prior period comparative information has been derived from the financial statements of the Connector as
of June 30, 2012 and for the period from July 8, 2011 to June 30, 2012, which were audited by other auditors,
whose report dated March 25, 2013, expressed an unmodified opinion on those financial statements.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated February 21, 2014,
on our consideration of the Connector’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Connector’s internal control over financial reporting and
compliance.

QW) Ouiseull), Dhe

February 21, 2014

Y CW Associates

A Hawaii Certified Public Accounting Corporation



HAWAII HEALTH CONNECTOR

STATEMENT OF FINANCIAL POSITION

As of June 30, 2013

(With Prior Period Comparative Information)

ASSETS

CURRENT ASSETS

Cash

Grants and other receivables
Prepaid expenses

Total current assets

CONNECTOR SOFTWARE AND SOFTWARE LICENSES, net
PROPERTY AND EQUIPMENT, net

TRADEMARK

LEASE SECURITY DEPOSITS

TOTAL ASSETS

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES
Accounts payable
Accrued liabilities

Total current liabilities

NET ASSETS
Unrestricted net assets
Total net assets

TOTAL LIABILITIES AND NET ASSETS

2013 2012
$ 10,445 $ 24580
18,317,926 955,921
41,304 11,291
18,369,675 991,792
18,823,018 -
498,058 44,911
23,561 -
15,814 9,457
$37,730,126 $1,046,160
$15,855,009 $ 852,906
2,449,489 112,595
18,304,498 965,501
19,425,628 80,659
19,425,628 80,659
$37,730,126 $1,046,160

See accompanying notes to the financial statements.



HAWAITI HEALTH CONNECTOR
STATEMENT OF ACTIVITIES

For the Year Ended June 30, 2013

(With Prior Comparative Information for the period from July 8, 2011 to June 30, 2012)

CHANGES IN UNRESTRICTED NET ASSETS
Revenue and support
Government grants and contracts
Contributions and other revenue
Total revenue and support

Expenses
Program services
Management and general
Total expenses
Increase in unrestricted net assets
INCREASE IN NET ASSETS
NET ASSETS — Beginning of period

NET ASSETS — End of period

See accompanying notes to the financial statements.

2013 012
$34,281,554 $ 1,464,771
2,003 18,862
34,283,557 1,483,633
11,017,896 301,915
3,920,692 1,101,059
14,938,588 1,402,974
19,344,969 80,659
19,344,969 80,659
80,659 -
$19,425,628 $ 80,659




HAWAIT HEALTH CONNECTOR
STATEMENT OF FUNCTIONAL EXPENSES

For the Year Ended June 30, 2013
(With Prior Comparative Information for the period from July 8, 2011 to June 30, 2012)

Management

Program and 2013 2012

Services General Total Total
Project management fees $ 7,646,060 $ - $ 7,646,060 $ -
Salaries and benefits 1,827,278 819,037 2,646,315 226,274
Legal fees - 2,196,737 2,196,737 605,002
Public relations and outreach 1,029,936 - 1,029,936 -
Other professional fees - 760,498 760,498 496,057
Occupancy 141,332 67,555 208,887 15,737
Conferences and travel 193,938 - 193,938 35,330
Supplies, maintenance and repairs 64,712 27,734 92,446 4,923
Depreciation 44411 19,033 63,444 1,040
Telephone and internet 28,106 12,045 40,151 15,591
Other expenses 42,123 18,053 60,176 3,020
Total $11,017896 $§ 3,920,692 $14,938,588  $1,402,974

See accompanying notes to the financial statements.



HAWAII HEALTH CONNECTOR
STATEMENT OF CASH FLOWS

For the Year Ended June 30, 2013
(With Prior Comparative Information for the period from July 8, 2011 to June 30, 2012)

013 012

CASH FLOWS FROM OPERATING ACTIVITIES

Increase in net assets $19,344,969 $ 80,659
Adjustments to reconcile increase in net assets
to net cash provided by operating activities:

Depreciation 63,444 1,040
Increase in:
Grants, contracts, and other receivables (17,362,005) (955,921)
Prepaid expenses (30,013) (11,291)
Increase in:
Accounts payable 15,002,103 852,906
Accrued liabilities 2,336,894 112,595
Net cash provided by operating activities 19,355,392 79,988
CASH FLOWS FROM INVESTING ACTIVITIES
Additions to software and software licenses (18,823,018) -
Additions to property and equipment (516,591) (45,951)
Additions to trademarks (23,561) -
Increase in lease security deposits (6,357) (9,457)
Net cash used by investing activities (19,369,527) (55,408)
NET INCREASE (DECREASE) IN CASH (14,135) 24,580
CASH - Beginning of period 24,580 -
CASH - End of period $ 10,445 $ 24,580

SUPPLEMENTAL INFORMATION
Expenses paid on behalf of the Connector $ - § 3,862

See accompanying notes to the financial statements.



HAWAII HEATLH CONNECTOR
NOTES TO THE FINANCIAL STATEMENTS

For the Year Ended June 30, 2013
(With Prior Comparative Information for the period from July 8, 2011 to June 30, 2012)

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization and Activity

Hawaii Health Connector (Connector) commenced operations in July 2011, and was incorporated in the State
of Hawaii in August 2011 as a nonprofit Hawaii corporation. The Connector’s application for tax-exempt
status under Section 501(c)(3) of the U.S. Internal Revenue Code was approved by the U.S. Internal Revenue
Service in February 2014. The Connector’s mission is to help the people of Hawaii live happier and healthier
lives by making quality health insurance accessible to all, making the acquisition of health insurance
affordable and simpler, and by improving the integration between public and private health insurance plans.
The Connector was established by Act 205 of the 2011 Hawaii State Legislature to be Hawaii’s health
insurance exchange as mandated by the federal Patient Protection and Affordable Care Act of 2010.

Basis of Accounting

The Connector reports information regarding its financial position and activities according to three classes of
net assets: unrestricted net assets, temporarily restricted net assets (none in 2013 and 2012), and permanently
restricted net assets (none in 2013 and 2012). Contributions are recorded as unrestricted, temporarily
restricted, or permanently restricted support depending on the existence and/or nature of any donor
restrictions. Support is reported when pledged and is considered to be available for unrestricted use unless
restricted by the donor. Donor restricted support is reported when pledged as an increase in temporarily
restricted or permanently restricted net assets, depending on the nature of the restriction. When a temporary
restriction is satisfied or expires, temporarily restricted net assets are reclassified to unrestricted net assets.
Revenue from government grants and contracts is recognized to the extent of expenditures made in
accordance with the related agreements (including expenditures for software, software licenses, trademarks,
and property and equipment, which are capitalized and amortized or depreciated, if applicable, for financial
reporting purposes). Revenue received in excess of such expenditures is deferred. Other expenses are
recorded when the related liability is incurred. Expenses are allocated on a functional basis between program
services and supporting services based on estimates by management. Expenses that can be identified with the
program or supporting service are charged directly to the program or supporting service using natural expense
classifications. Other expenses that are common to several functions are allocated by various bases according
to a defined methodology.

Use of Estimates

The accompanying financial statements have been prepared in accordance with accounting principles
generally accepted in the United States of America. The preparation of financial statements in accordance
with such generally accepted accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates, and it is reasonably possible that such estimates may
change within the near term.

10



HAWAII HEATLH CONNECTOR
NOTES TO THE FINANCIAL STATEMENTS
For the Year Ended June 30, 2013
(With Prior Comparative Information for the period from July 8, 2011 to June 30, 2012)

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Concentrations of Credit Risk

Financial instruments that potentially subject the Connector to credit risk include cash and grants and other
receivables. At June 30, 2013 and 2012, the Connector’s cash on deposit with financial institutions was fully
insured by federal deposit insurance. Management evaluates the credit standings of these financial
institutions to ensure that all funds are adequately safeguarded as required by federal regulations. Receivables
are determined to be collectible or uncollectible based on an assessment by management of the facts and
circumstances related to the individual receivable amounts. At June 30, 2013 and 2012, management
determined that no allowance for doubtful accounts was required.

Software and Software Licenses

Software and software licenses are stated at cost. Amortization of software and software licenses is computed
using the straight-line method over estimated useful lives of 5 years and begins when the software and
software licenses are placed in service. Software and software licenses are reviewed for impairment
whenever events or changes in circumstances indicate that the related carrying amounts may not be
recoverable.

Property and Equipment

Property and equipment is stated at cost. Depreciation is computed using the straight-line method over
estimated useful lives of the shorter of 5 years or the remaining lease term for leasehold improvements and 3
to 7 years for office furniture and equipment. Property and equipment and other long-lived assets are
reviewed for impairment whenever events or changes in circumstances indicate that the related carrying
amounts may not be recoverable. Expenditures for repairs and maintenance are expensed. Major
improvements are capitalized.

Trademark

The Connector’s trademark is stated at the cost of legal fees and related amounts incurred to register the
trademark with the Hawaii State Department of Commerce and Consumer Affairs. Management intends to
renew the trademark’s registration for each successive five-year renewal period that the Connector is
conducting its authorized activities. Accordingly, the trademark has an indefinite life and accordingly, is not
subject to amortization.

Hawaii General Excise Tax

The State of Hawaii imposes a general excise tax of 4% on certain gross receipts within the State, plus an
additional 0.5% on certain gross receipts within the City and County of Honolulu. The gross receipts of the
Connector for the years ended June 30, 2013 and 2012 were exempt from the Hawaii general excise tax.

11



HAWAII HEATLH CONNECTOR
NOTES TO THE FINANCIAL STATEMENTS

For the Year Ended June 30, 2013
(With Prior Comparative Information for the period from July 8, 2011 to June 30, 2012)

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Income Taxes

The Connector’s application for tax-exempt status under Section 501(c)(3) of the U.S. Internal Revenue Code
was approved of the U.S. Internal Revenue Service in February 2014. Qualifying contributions to the
Connector may be tax deductible.

Accounting principles generally accepted in the United States of America require uncertain tax positions to be
recognized in the financial statements if they are more likely than not to fail upon regulatory examination.
Management has evaluated the Connector’s tax positions as of June 30, 2013 and 2012 and for the periods
then ended by reviewing its income tax returns and conferring with its tax advisors, and determined that the
Connector had no uncertain tax positions required to be reported in accordance with such generally accepted
accounting principles. The income returns are open for examination by taxing authorities until their
respective statutes of limitation expire.

NOTE B - GRANTS AND OTHER RECEIVABLES

At June 30, 2013 and 2012, grants and other receivables consisted of the following:

013 2012
Grants receivable $18,309,976 $955,443
Other receivables 7,950 478
Grants and other receivables $18,317,926 $955,921

Amounts received for government grants and contracts are subject to audit and adjustment by government
agencies. Any disallowed claim, including amounts already collected, may constitute a liability.
Management expects such amounts, if any, to be immaterial to the financial statements. Revenue and support
is derived principally from government grants and contracts, the loss of which could have a material adverse
effect on the Connector.

12



HAWAII HEATLH CONNECTOR
NOTES TO THE FINANCIAL STATEMENTS
For the Year Ended June 30, 2013
(With Prior Comparative Information for the period from July 8, 2011 to June 30, 2012)
NOTE C — SOFTWARE AND SOFTWARE LICENSES

At June 30, 2013 and 2012, software and software licenses consisted of the following:

013 2012
Software $ 9,642,060 $ -
Software licenses 9,180,958 -
Total 18,823,018 -
Accumulated amortization - -
Software and software licenses, net $18,823,018 $ -

The Connector entered into software and software license agreements that grant non-transferable, non-
exclusive licenses to operate, access, and use the licensed software for the operation of a health insurance
exchange for the State of Hawaii as mandated by the federal Patient Protection and Affordable Care Act of
2010. The cost of the development of the health insurance exchange, which was still in progress at June 30,
2013, is expected to amount to approximately $48,000,000. In addition, the Connector has an operation and
maintenance contract with the software vendor to maintain and operate the health insurance exchange from
October 1, 2013 to September 30, 2016 at an expected total cost of approximately $14,000,000.

NOTE D — PROPERTY AND EQUIPMENT

At June 30, 2013 and 2012, property and equipment consisted of the following:

2013 012
Leasehold improvements $ 48,883 $10,555
Office furniture and equipment 513,659 35,396
Total 562,542 45,951
Accumulated depreciation (64,484) (1,040)
Property and equipment, net $498,058 $44 911

NOTE E - LINE-OF-CREDIT
During September 2013, the Connector obtained a $150,000, revolving line-of-credit with First Hawaiian

Bank, available to September 2014 with interest at the Bank’s prime rate, 4.375% in September 2013, plus
0.50%.

13



HAWAII HEATLH CONNECTOR
NOTES TO THE FINANCIAL STATEMENTS

For the Year Ended June 30, 2013
(With Prior Comparative Information for the period from July 8, 2011 to June 30, 2012)

NOTE F — LEASES

The Connector leases facilities under operating leases expiring April 2017. Lease expense amounted to
$165,474 and $9,131 for the periods ended June 30, 2013 and 2012, respectively. At June 30, 2013, future

minimum lease payments approximated $185,300 in 2014, $181,300 in 2015, $193,500 in 2016 and $163,900
in 2017.

NOTE G - FINANCIAL STATEMENT PRESENTATION

Certain amounts in the 2012 financial statements have been reclassified to conform to the 2013 presentation
to further detail operating expenses. Management has evaluated subsequent events through the date of the
independent auditors’ report, which is the date the financial statements were available to be issued. The
Connector operates in the State of Hawaii. National and international events can have severe, adverse effects
on economic conditions in Hawaii. The effects, if any, on the financial statements of the Connector from such
changes in economic conditions are not presently determinable.

14



HAWAII HEALTH CONNECTOR
REPORT REQUIRED BY GAO GOVERNMENT AUDITING STANDARDS

For the Year Ended June 30, 2013

15



Q\? CW Associates

A Hawaii Certified Public Accounting Corporation

INDEPENDENT AUDITORS’ 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

Board of Directors of Hawaii Health Connector:

We have audited, in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to the financial audits contained in Government Auditing Standards issued by the
Comptroller General of the United States, the financial statements of Hawaii Health Connector (Connector), a
nonprofit Hawaii corporation, which comprise the statement of financial position as of June 30, 2013, and the
related statements of activities, functional expenses, and cash flows for the year then ended, and the related
notes to the financial statements, and have issued our report thereon dated February 21, 2014.

Internal Control over Financial Reporting

Management of the Connector is responsible for establishing and maintaining effective internal control over
financial reporting (internal control). In planning and performing our audit of the financial statements, we
considered the Connector’s internal control to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Connector’s internal control. Accordingly, we do not
express an opinion on the effectiveness of the Connector’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 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.

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.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Connector’s financial statements are free of
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.

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 report is not suitable
for any other purpose.

0w Qbuscarle), CPhe

February 21, 2014

\‘V) CW Associates

A Hawaii Certified Public Accounting Corporation
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HAWAII HEALTH CONNECTOR
REPORTS REQUIRED BY OMB CIRCULAR A-133

For the Year Ended June 30, 2013
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A Hawaii Certified Public Accounting Corporation

INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE
FOR EACH MAJOR PROGRAM; REPORT ON INTERNAL
CONTROL OVER COMPLIANCE; AND REPORT
ON THE SCHEDULE OF EXPENDITURES OF FEDERAL
AWARDS REQUIRED BY OMB CIRCULAR A-133

Hawaii Health Connector:

Report on Compliance for Each Major Federal Program

We have audited the compliance of Hawaii Health Connector (Connector), a nonprofit Hawaii corporation,
with the types of compliance requirements described in the U. S. Office of Management and Budget (OMB)
Circular A-133 Compliance Supplement that could have a direct and material effect on its major federal
program for the year ended June 30, 2013. The Connector’s major federal program is identified in the
summary of audit results section of the accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants
applicable to its major federal program.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for the Connector’s major federal program based on
our audit of the type 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 Connector’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 on compliance for the major federal
program. However, our audit does not provide a legal determination of the Connector’s compliance.

Topa Financial Center

700 Bishop Street, Suite 1040
Honolulu, Hawaii 96813
Telephone (808) 531-1040
Facsimile (808) 531-1041
Www.cwassociatescpas.com
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Opinion on the Major Federal Program

In our opinion, the Connector complied, in all material respects, with the types of compliance requirements
referred to above that could have a direct and material effect on its major federal program for the year ended
June 30, 2013.

Report on Internal Control over Compliance

Management of the Connector is responsible for establishing and maintaining effective internal control over
compliance with the type of compliance requirements referred to above. In planning and performing our audit
of compliance, we considered the Connector’s internal control over compliance with the types of
requirements that could have a direct and material effect on its major federal program to determine the
auditing procedures that are appropriate in the circumstance for the purpose of expressing an opinion on
compliance for the 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
Connector’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 and therefore, material weaknesses or significant
deficiencies may exist that were not identified. 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.

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 Connector as of and for the year ended June 30, 2013, and
have issued our report thereon dated February 21, 2014, which contained an unmodified opinion on those
financial statements. Our audit was conducted for the purpose of forming an opinion on the financial
statements as a whole. 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 financial
statements. Such information is the responsibility of management and was derived from and relates directly
to the underlying accounting and other records used to prepare the financial statements.

@ CW Associates

A Hawaii Certified Public Accounting Corporation
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Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133 (Continued)

The information has been subjected to the auditing procedures applied in the audit of the financial statements
and certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the information is fairly stated, in all material respects, in relation
to the financial statements as a whole.

W) el he

February 21, 2014

Qf) CW Associates

A Hawaii Certified Public Accounting Corporation
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HAWAII HEALTH CONNECTOR
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

For the Year Ended June 30, 2013

Federal Agency or
CFDA Pass-through Federal
Program Title Number Number Expenditures
Department of Health and Human Services
Direct Programs:
State Planning and Establishment Grants for
the Affordable Care Act's Exchanges* 93.525*% N/A* $34,227228 *
Total Expenditures of Federal Awards $34,227,228

The accompanying schedule of expenditures of federal awards was prepared on the accrual basis of
accounting in accordance with accounting principles generally accepted in the United States of America.

* Denotes major programs, comprising 100% of total expenditures of federal awards.

Of the federal expenditures presented in the schedule of expenditures of federal awards, a subrecipient was
provided federal awards as follows:

Federal Agency or Federal
CFDA Pass-Through Expenditure
Program Title Number Number Passed-Through
Department of Health and Human Services
State Planning and Establishment Grants for
the Affordable Care Act's Exchanges 93.525 I HBEIE120126-01-00 $135,808
Total Department of Health and Human Services $135,808
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HAWAII HEALTH CONNECTOR
FINDINGS AND QUESTIONED COSTS

For the Year Ended June 30, 2013
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HAWAII HEALTH CONNECTOR
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the Year Ended June 30, 2013

SUMMARY OF AUDIT RESULTS

The auditors expressed an unmodified opinion on the financial statements of Hawaii Health Connector
(Connector).

No deficiencies or combinations of deficiencies material to the Connector’s internal control over financial
reporting were reported by the auditors.

No instances of noncompliance material to the Connector’s financial statements were reported by the auditors.

The auditors expressed an unmodified opinion on compliance for the Connector’s major federal award
program.

No deficiencies or combinations of deficiencies material to the Connector’s internal control over compliance
were reported by the auditors.

No audit findings related to the Connector’s major federal award program was reported by the auditors.

The program tested as a major program was the State Planning and Establishment Grants for the Affordable
Care Act’s Exchanges Program (federal CFDA #93.525), a direct program, which comprise 100% of total
expenditures of federal awards.

The threshold for distinguishing Types A and B programs was $1,026,817 (3% of federal expenditures).

Entities may be eligible for consideration as a low-risk auditee after two consecutive years of annual single
audits that report no material weaknesses in internal control or compliance, and no material questioned costs,
after submitting the reporting packages and data collection forms to the Federal Audit Clearinghouse by the
due dates. The Connector was not eligible for consideration as a low-risk auditee because it was not subject
to single audits in the two prior years.

FINDINGS - FINANCIAL STATEMENTS AUDIT

In the current year, no deficiencies or combinations of deficiencies material to the Connector’s internal
control over financial reporting and no instances of noncompliance material to the Connector’s financial
statements were reported by the auditors.

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAMS AUDIT

In the current year, the auditors expressed an unqualified opinion on compliance for the Connector’s major

federal award programs. No deficiencies or combinations of deficiencies material to the Connector’s internal
control over compliance were reported by the auditors in the current year.
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HAWAII HEALTH CONNECTOR
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

For the Year Ended June 30, 2013

FINDINGS — FINANCIAL STATEMENTS AUDIT

In the prior period, the following were identified as material weaknesses to the internal control over financial
reporting of Hawaii Health Connector (Connector) and of noncompliance to the financial statements of the
Connector reported by the prior auditors.

Reference Number — Finding No. 2012-1
Description of Finding: Year-End Accruals (Significant Deficiency)

Finding — We noted that the Connector had not accrued certain costs for legal and other professional services
that totaled approximately $479,000 as of June 30, 2012. Furthermore, we noted that the Connector
improperly recorded approximately $362,000 in furniture and equipment as of June 30, 2012 that was
received subsequent to that date. Appropriate audit adjustments were recorded as of June 30, 2012.

Cause and Effect — The Connector did not have a formalized process in place to ensure proper cutoff for
transactions recorded in the general ledger.

Multiple adjustments were necessary to properly state the financial statements.

Recommendation — We recommend that the Connector implement a formalized process at fiscal year-end to
ensure appropriate cutoff to ensure transactions are recorded in the proper period, including review by
personnel knowledgeable in U.S. generally accepted accounting principles.

Management’s Comment — The Hawaii Health Connector (Connector) will prepare a formal fiscal year-end
process to ensure that appropriate cutoff transactions are recorded at the proper period.

Current Status

The Connector has hired experienced Accounting and Finance personnel during fiscal year 2013 to include a
Chief Financial Officer (CFO)(CPA and MBA) with 20+ years of professional experience, an Accounting and
Payroll Manager (CPA) with 10 years of experience, four ( 4) additional Finance staff, and a
Procurement/Contracts Administrator to support the entity's growth, establish organizational infrastructure,
and to establish policies and procedures in order to provide accurate and timely financial information. The
Connector has established formal policies and procedures for all significant transaction cycles to include
period-end closing processes. All financial transaction cycle policies and procedures include period-end
reconciliations, cutoff procedures, and supervisor review and approval requirements to ensure the propriety
and completeness of the Connector's financial reporting.

The Connector has established a Finance team that possesses the necessary expertise and knowledge of U.S.

Generally Accepted Accounting Principles (GAAP) to properly establish accounting policies and internal
controls over financial reporting for the entity.
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HAWAII HEALTH CONNECTOR
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS (Continued)

For the Year Ended June 30, 2013

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAMS AUDIT

State Planning and Establishment Grants for the Affordable Care Act’s Exchanges CFDA No. 93.525
Reference Number — Finding No. 2012-2

Description of Finding: Procurement and Suspension and Debarment (Significant Deficiency)

Finding — The Connector did not have formal policies and procedures governing the procurement process
until May 2012. However, the Connector had an informal policy in place that required three bids or quotes to
be obtained prior to any procurement action. Prior to May 2012, the Connector followed the specific
guidance fin the U.S. Office of Management and Budget (“OMB”) Circular No. 102, Grants and Cooperative
Agreements with State and Local Governments, for transactions that exceeded the small purchase threshold of
$100,000 as the procurement procedures were performed by the State of Hawaii, Department of Commerce
and Consumer Affairs, the pass-through entity, on behalf of the Connector.

We also noted that the Connector failed to follow its own procurement policies and procedures, which

required the use of purchase orders and travel request forms, when procuring services or items in excess of
$1,000.

We also noted that Connector personnel did not review the Excluded Parties List System (“EPLS”) for
covered transactions to ensure that its vendors were not debarred or suspended from receiving payments on
federally funded awards. However, we noted no contracts were awarded to suspended or debarred entities for
the contracts we tested for the State Planning and Establishment Grants for the Affordable Care Act’s
Exchanges program.

Cause and Effect — The Connector did not have formal policies and procedures governing its procurement
process. When the Connector implemented policies and procedures over procurement in May 2012, the
Connector did not comply with the policies established, as personnel were not familiar with those policies and
procedures.

Criteria — 2 CFR 44, Procurement Procedures, requires the Connector to establish written procurement
procedures and ensure that contracts are executed with responsible contractors by reviewing the EPLS for
debarred or suspended parties or require vendors to sign a federal suspension and debarment certification.

Recommendation — We recommend that the Connector stress the importance of complying with internal
policies and procedures, and provide training related to the procurement and suspension and debarment
requirements to all personnel involved with the procurement of federally funded contracts.

Furthermore, we recommend that the Connector supplement its current procurement policy to require a

review of the EPLS for all contracts or transactions that exceed $25,000 or include a certification from the
vendor stating that it is not suspended nor debarred from contracts funded through federal awards.
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HAWAII HEALTH CONNECTOR
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS (Continued)

For the Year Ended June 30, 2013

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAMS AUDIT
(Continued)

Reference Number — Finding No. 2012-2 (Continued)

Management’s Comment — We will recommend that the procurement policy be revised to include a review of
the Excluded Parties List System for all contracts or transactions that exceed $25,000. The Connector follows
the suspension and debarment procedures and major contracts are subjected to check with the state’s list
before contracts are signed. Our contracts folder will have a folder checklist to include that verifications have
been carried out that the companies are not included in suspension and debarment list.

Current Status

The Connector established a formal Procurement Policy effective January 1, 2012 which was reviewed and
approved by the Connector's Board of Directors (BOD). The Procurement Policy established various levels
of required authorizations and documentation based on the dollar amount of the procurement. The
Procurement Policy includes solicitation, methodology, cost/price analysis, BOD and regulatory review
processes, and authorization procedures as required by 2 CFR 215.44.

The Connector's Procurement Policy includes a Contract Provisions section which provides guidance for the
Connector to assess if the contractor is responsible and whether they possesses the potential ability to perform
successfully under the terms and conditions of the contract. Specifically, the policy includes Debarment and
Suspension provisions (under E.O.s 12549 and 12689) in Article XI of the Procurement Policy requiring that
all contractors with awards greater than $100,000 provide certification of their exclusion status and that of
their principals prior to the award.

Reference Number — Finding No. 2012-3
Description of Finding: Unallowable Costs Charged to the Federal Program

Finding — We noted instances of unallowable costs totaling $205 that were paid with federal funds for finance
and interest charges on credit cards.

Cause and Effect — We noted that the Connector does not have formal policies and procedures in place to
ensure compliance with OMB Circular A-122, Cost Principles for Non-Profit Organizations (“Circular A-
122”). We noted reviews of expenditures and purchases were performed to ensure that these expenditures
were properly recorded for financial statement purposes, however, the personnel reviewing the expenditures
were not necessarily knowledgeable with the cost principles included in Circular A-122, resulting in $205 of
questioned costs.

Criteria — To comply with Circular A-122, Attachment B, paragraph 23, costs incurred for interest on
borrowed capital are unallowable and should not be charged to the federal award.
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HAWAII HEALTH CONNECTOR
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS (Continued)

For the Year Ended June 30, 2013

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAMS AUDIT
(Continued)

Reference Number — Finding No. 2012-3 (Continued)

Recommendation — We recommend that the Connector provide a listing of allowable and unallowable costs to
all employees who are involved in procuring items or services with federal funds.

Management’s Comment — The Connector will conduct communication meetings to discuss allowable and
unallowable costs with current team members and future staff. The Purchase Order will be revised to include
a section on the suspension and debarment certification from the vendor. Travel Request form is modified
and will be included in the Travel Policy of HR Manual and the Accounting Policies and Procedures.

Current Status

The Connector has established Purchase and Disbursement policies and procedures and Employee Expense
Reimbursement policies and procedures which specifically identify non-allowable expenses as included in
Circular A-122. The Purchase and Disbursement policies and procedures include the contents of Circular A-
122, Attachment B, Selected Items of Cost and are provided to all Finance personnel and members of
management with budget/purchasing responsibilities. The Employee Expense Reimbursement policies and
procedures are made available to all Employees on the Connector’s Internal SharePoint. All federally funded
cash disbursements are reviewed and approved by the CFO and the Executive Director (ED) prior to
requesting federal funds to ensure the propriety and allowability of costs.

Reference Number — Finding No. 2012-4
Description of Finding: Cash Management

Finding — The Connector does not have formal policies and procedures in place to govern its cash
management process. We noted the Connector erroneously duplicated eight invoices totaling approximately
$22,000 when requesting cash advances from DCCA, the pass-through entity. The federal funds were
received by the Connector and held for several months before these transactions were identified and corrected
as of June 30, 2012.

Cause and Effect — Although the Connector receives federal funding on a cash advance basis, the Connector
did not minimize the amount of time between receipt of federal funds and disbursement of funds, which often
ranged from two to four weeks. The Connector’s management noted the advances requested were necessary
for ongoing operations of the Connector as the timing of payments from DCCA were unknown due to delays
in the actual payment of requests by the State of Hawaii, Department of Accounting and General Services,
which makes payments on behalf of other state departments. Management noted that the federal granting
agency was kept aware of the situation and has granted the Connector a waiver for violations of this
requirement.
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HAWAII HEALTH CONNECTOR
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS (Continued)

For the Year Ended June 30, 2013

FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAMS AUDIT
(Continued)

Reference Number — Finding No. 2012-4 (Continued)

Criteria — To comply with OMB Circular A-11 0, Uniform Administrative Requirements for Grants and
Agreements with Institutions of Higher Education, Hospitals and Other Non-Profit Organizations, cash
advances to a recipient organization shall be limited to the minimum amounts needed and be timed to be in
accordance with the actual, immediate cash requirements of the recipient organization.

Recommendation — We recommend that the Connector implement policies and procedures to ensure that
federal cash advances are requested only for immediate funding needs and disbursed immediately after
receipt. As the federal granting agency reassigned the grant in question to the Connector as the direct
recipient of the federal awards under this program in March 2013, the Connector should have the ability to
comply with the cash management requirement subsequent to the reassignment.

Management’s Comment — The Hawaii Health Connector was recently designated the 1st level one grant
grantee on record. With the ability to drawdown funds from this grant, the Connector will be able to control
the handling of funds in accordance with the cash management federal regulations.

Current Status

The Connector has implemented formal cash management policies and procedures which restrict requests of
federal cash funding to a) actual amounts specifically identified to pay current accounts payable and payroll
expenses and b) in very limited situations, for estimated expenses to be incurred within a few days period for
which a definite dollar amount has not yet been established. The Connector’s cash management policy
requires CFO and ED review and approval of the draw document and supporting invoices prior to requesting
federal award funding. The policy also requires that the CFO document the date of funding and the date the
checks are signed on the federal draw request form. The Connector does not maintain cash balances of
federal funds.
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HAWAITI HEALTH CONNECTOR
CORRECTIVE ACTION PLAN

For the Year Ended June 30, 2013
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HAWAII HEALTH CONNECTOR
CORRECTIVE ACTION PLAN

For the Year Ended June 30, 2013

CORRECTIVE ACTION PLAN

A corrective action plan for the year ended June 30, 2013 for Hawaii Health Connector (Connector) was not
required because there were no current year findings or questioned costs.
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Q’) CW Associates

A Hawaii Certified Public Accounting Corporation

HAWAII HEALTH CONNECTOR
REPORT TO THE BOARD OF DIRECTORS

For the Year Ended June 30, 2013

Hawaii Health Connector:

We have audited the financial statements of Hawaii Health Connector (Connector) as of and for the year
ended June 30, 2013, and have issued our report thereon dated February 21, 2014. Professional standards
require that we provide you with information about our responsibilities under auditing standards generally
accepted in the United States of America, as well as certain information related to the planned scope and
timing of our audit. We have communicated such information in our engagement letter dated November 8,
2013. Professional standards also require that we communicate to you the following information related.

Qualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. The significant
accounting policies used by the Connector are described in Note A to the financial statements. Except for
accounting policies related to software and software licenses, and trademarks, no new significant accounting
policies were adopted and the application of existing significant accounting policies was not changed during
the year ended June 30, 2013. We noted no transactions entered into during the year for which there is a lack
of authoritative guidance or consensus. All significant transactions have been recognized in the financial
statements in the proper period.

Accounting estimates are an integral part of the financial statements prepared by management and are based
on management's knowledge and experience about past and current events and assumptions about future
events. Certain accounting estimates are particularly sensitive because of their significance to the financial
statements and because of the possibility that future events affecting them may differ significantly from those
expected. The most sensitive estimates affecting the financial statements of the Connector for the year ended
June 30, 2013 were the collectability of grants and other receivables, depreciation, the recognition of grant
revenue, and the allocation of expenses among activities in the statement of functional expenses. We
evaluated the key factors and assumptions used to develop the above accounting estimates in determining that
they are reasonable in relation to the financial statements taken as a whole.

The disclosure in the financial statements of the classification of net assets and the allocation of expenses
among activities in the statement of functional expenses were considered to be particularly sensitive because
of their significance to financial statement users.

Topa Financial Center
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Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing and completing our
audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the
audit, other than those that are trivial, and communicate them to the appropriate level of management. We
provided management with a schedule summarizing uncorrected misstatements of the financial statements, if
any. Management has determined that their effects are immaterial, both individually and in the aggregate, to
the financial statements taken as a whole. No adjusting journal entries were proposed during the audit.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management as a financial
accounting, reporting, or auditing matter, whether or not resolved to our satisfaction, that could be significant
to the financial statements or the auditors’ report. We are pleased to report that no such disagreements arose
during the course of the audit.

Management Representations

Management has provided us with certain representations about the financial statements and related matters in
a Management Representation Letter as required by auditing standards generally accepted in the United States
of America.

Management Consultations with Other Independent Accountants

In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a "second opinion" on certain situations. If a consultation involves application of
an accounting principle to the financial statements or a determination of the type of auditor's opinion that may
be expressed on those statements, our professional standards require the consulting accountant to check with
us to determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Information in Documents Containing Audited Financial Statements

With respect to the supplementary information accompanying the financial statements, we made certain
inquiries of management and evaluated the form, content, and methods of preparing the information to
determine that the information complies with accounting principles generally accepted in the United States of
America, the method of preparing it has not changed from the prior period, and the information is appropriate
and complete in relation to our audit of the financial statements. We compared and reconciled the
supplementary information to the underlying accounting records used to prepare the financial statements or to
the financial statements themselves.

Other Audit Findings or Issues

We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as your auditors. These discussions occurred in the
normal course of our professional relationship and our responses were not a condition to our retention.

Q\*’/ CW Associates

A Hawaii Certified Public Accounting Corporation



With the release of Statement on Auditing Standards (SASs) Nos. 122-125, the Auditing Standards Board
(ASB) has substantially completed its project to redraft all of the auditing sections in Codification of
Statements on Auditing Standards (contained in AICPA Professional Standards). The Clarified Auditing
Standards are now in effect. One substantive change resulting from the clarification is to the auditors’ report,
which now includes required headings and specific language within the report. Please contact us if you have
any questions regarding the Clarified Auditing Standards.

%k %k %k *k k

This information is intended solely for the use of the Board of Directors and management of the Connector
and is not intended to be and should not be used by anyone other than these specified parties.

() Quraly), Cphe

February 21, 2014

@ CW Associates
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