














50

Position: |Effective Date:

|Categories:

ALOHA TOWER DEVELOPMENT CORP. |January 5, 2005
EXECUTIVE OFFICER

-

COMPETITIVE SEALED BIDDING; $25,000 & ABOVE (WITH DIRECTOR'S APPROVAL)
Competitive SEALED PROPOSALS; $25,000 & ABOVE (WITH DIRECTOR'S APPROVAL)
[SMALL PURCHASES; UNDER $25,000

PROFESSIONAL SERVICES: UNLIMITED (WITH DIRECTOR'S APPROVAL)

SOLE SOURCE; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)
EMERGENCY: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

HCDA CHAIR January 5, 2005

|COMPETITIVE SEALED BIDDING; $25,000 & ABOVE, CONSTRUCTION $25,000.00 AND |
ABOVE (WITH DIRECTOR’S APPROVAL)

COMPETITIVE SEALED PROPOSALS; $25,000 & ABOVE, CONSTRUCTION $25,000 AND
ABOVE (WITH DIRECTOR'S APPROVAL)

SMALL PURCHASES: UNDER $25,000; CONSTRUCTION UNDER $25,000
PROFESSIONAL SERVICES; UNLIMITED (WITH DIRECTOR'S APPROVAL)

SOLE SOURCE: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)
EMERGENCY; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

HCDA EXECUTIVE DIRECTOR __|January 5, 2005

COMPETITIVE SEALED BIDDING; $25,000 & ABOVE, CONSTRUCTION $25,000.00 AND'
ABOVE (WITH DIRECTOR'S APPROVAL)

COMPETITIVE SEALED PROPOSALS; $25,000 & ABOVE, CONSTRUCTION $25,000 AND
ABOVE (WITH DIRECTOR'S APPROVAL)

SMALL PURCHASES: UNDER $25,000, CONSTRUCTION UNDER $25,000
PROFESSIONAL SERVICES; UNLIMITED (WITH DIRECTOR'S APPROVAL)

SOLE SOURCE: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)
EMERGENCY; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

HCDA ADMIN SERVICES OFFICER January 5, 2005

[SMALL PURCHASES; UNDER $15,000

HSDC CHAIR January 5, 2005

COMPETITIVE SEALED BIDDING; $25,000 & ABOVE (WITH DIRECTOR'S APPROVAL)
COMPETITIVE SEALED PROPOSALS: $25,000 & ABOVE (WITH DIRECTOR'S
APPROVAL)

SMALL PURCHASES; UNDER $25,000

|PROFESSIONAL SERVICES: UNLIMITED (WITH DIRECTOR'S APPROVAL)

SOLE SOURCE; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)
EMERGENCY: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

HSDC PRESIDENT January 5, 2005

COMPETITIVE SEALED BIDDING; $25,000 & ABOVE (WITH DIRECTOR'S APPROVAL)
COMPETITIVE SEALED PROPOSALS: $25,000 & ABOVE (WITH DIRECTOR'S
APPROVAL)

SMALL PURCHASES; UNDER $25,000

PROFESSIONAL SERVICES: UNLIMITED (WITH DIRECTOR'S APPROVAL)

{SOLE SOURCE; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)
\EMERGENCY: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

HTDC CHAIR |January 5, 2005

|COMPETITIVE SEALED BIDDING: $25,000 & ABOVE (WITH DIRECTOR'S APPROVAL)
{COMPETITIVE SEALED PROPOSALS: $25,000 & ABOVE (WITH DIRECTOR'S
{APPROVAL)

SMALL PURCHASES; UNDER $25,000

{PROFESSIONAL SERVICES: UNLIMITED (WITH DIRECTOR'S Approval)

SOLE SOURCE; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)
EMERGENCY: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

HTDC EXECUTIVE DIRECTOR January 5, 2005

COMPETITIVE SEALED BIDDING; $25,000 & ABOVE, CONSTRUCTION $25,000.00 &.
ABOVE (WITH DIRECTOR'S APPROVAL)

|COMPETITIVE SEALED PROPOSALS: $25,000 & ABOVE, CONSTRUCTION $25,000.00 &
ABOVE (WITH DIRECTOR'S APPROVAL)

SMALL PURCHASES; UNDER $25,000, CONSTRUCTION UNDER $25,000.00
PROFESSIONAL SERVICES: UNLIMITED (WITH DIRECTOR'S APPROVAL)

SOLE SOURCE: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)
EMERGENCY; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

HTDC PROJECT DEVELOPMENT January 5, 2005
MANAGER o

SMALL PURCHASES: UP TO AND INCLUDING $15,000

HTDC ACCOUNTANT January 5, 2005

SMALL PURCHASES; UP TO AND INCLUDING $15,000

LAND USE COMMISSION - CHAIR January 5, 2005

COMPETITIVE SEALED BIDDING: $25,000 & ABOVE (WITH DIRECTOR'S APPROVAL)
COMPETITIVE SEALED PROPOSALS: $25,000 & ABOVE (WITH DIRECTOR'S
APPROVAL)

SMALL PURCHASES: UNDER $25,000, CONSTRUCTION UNDER $25,000
PROFESSIONAL SERVICES; UNLIMITED (WITH DIRECTOR'S APPROVAL)

SOLE SOURCE: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S Approval.)
EMERGENCY: $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

OFFICER

LAND USE COMMISSION EXECUTIVE  |January 5, 2005

TSMALL PURCHASES; UP TO AND INCLUDING $15,000




Position: Effective Date:

_|Categories:

NELHA EXECUTIVE DIRECTOR |January S, 2005

|COMPETITIVE SEALED BIDDING; $25,000 & ABOVE, CONSTRUCTION $25,000 &
ABOVE (WITH DIRECTOR'S APPROVAL)

COMPETITIVE SEALED PROPOSALS; $25,000 & ABOVE, CONSTRUCTION $25,000.00 &
ABOVE (WITH DIRECTOR'S APPROVAL)

SMALL PURCHASES; UNDER $25,000, CONSTRUCTION UNDER $25,000
|PROFESSIONAL Services; UNLIMITED (WITH DIRECTOR'S APPROVAL)

|SOLE SOURCE; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)
|EMERGENCY; $25,000 AND ABOVE (WITH CPO AND DIRECTOR'S APPROVAL)

NELHA CEROS TECHNICAL DIRECTOR |January 5, 2005

|COMPETITIVE SEALED BIDDING: $25,000 & ABOVE, CONSTRUCTION $25,000 &
ABOVE

|COMPETITIVE SEALED PROPOSALS: $25,000 ZABOVE, CONSTRUCTION $25,000 &
|ABOVE

SMALL PURCHASES; UNDER $25,000, CONSTRUCTION UNDER $25,000
PROFESSIONAL SERVICES; UNLIMITED

SOLE SOURCE; $25,000 AND ABOVE (WITH CPO APPROVAL)
EMERGENCY; $25,000 AND ABOVE (WITH CPO APPROVAL)

INELHA OPERATIONS MANAGER [Tanuary 5, 2005

{SMALL PURCHASES; UP TO AND INCLUDING $15,000

NELHA FISCAL OFFICER [January 5, 2005

|SMALL PURCHASES; UP TO AND INCLUDING $15,000

TOURISM LIAISON {January 5, 2005

[SMALL PURCHASES; UP TO AND INCLUDING $15,000
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Comments on
Agency Response

Response of the Affected Agency

We transmitted a draft of this report to the Department of Business,
Economic Development & Tourism on April 13, 2009. A copy of
the transmittal letter is included as Attachment 1. The response of
the department is included as Attachment 2. The High Technology
Development Corporation included a separate response which is also
included in Attachment 2.

The department disagrees with our characterization of both findings
within the report; however it generally agreed and accepted our
recommendations and identified actions already taken and to be taken
with regard to the report’s recommendations.

While the department complied with appropriation transfer requirements,
it did so after the Legislature made clear that these programs
(International Affairs and the Creativity Academies) were not a priority.
The department ignores the fact that other programs were affected by

the transfers; HTDC’s response noted it was not even aware of funding
reductions. Moreover, the department’s equating of the introduction

of legislation with legislative intent is incorrect. “Legislative intent”
requires the completion of the entire process to enact legislation.

Contrary to the department’s response of “...no finding in the Report
of non-compliance with the Hawai‘i Public Procurement Code[,]” we
cited numerous instances of non-compliance. For example, our report
highlights non-compliance in obtaining approvals, justifications in

the shortened response times with RFPs, and evidence of competitive
bid. This lack of acknowledgement of errors is consistent with the
apathetic procurement environment we describe. The department’s
failure to abide by its own implementation of the procurement code as
well as management’s lack of emphasis is indicative of the poor control
environment.

We stand by our findings.

53



ATTACHMENT 1

MARION M. HIGA
State Auditor

STATE OF HAWAI'I
OFFICE OF THE AUDITOR
465 S. King Street, Room 500

(808) 587-0800
Honolulu, Hawai‘i 96813-2917

FAX: (808) 587-0830

April 13, 2009
COPY

The Honorable Theodore Liu, Director

Department of Business, Economic
Development & Tourism

No. 1 Capitol District

250 South Hotel Street

Honolulu, Hawai‘i 96813

Dear Mr. Liu:

Enclosed for your information are three copies, numbered 6 to 8, of our confidential draft report,
Investigation of the Procurement and Expenditure Practices of the Department of Business,
Economic Development & Tourism and Selected Attached Agencies. We ask that you telephone
us by Wednesday, April 15, 2009, on whether or not you intend to comment on our
recommendations. If you wish your comments to be included in the report, please submit them
no later than Friday, April 17, 2009.

The Governor, and presiding officers of the two houses of the Legislature have also been
provided copies of this confidential draft report.

Since this report is not in final form and changes may be made to it, access to the report should
be restricted to those assisting you in preparing your response. Public release of the report will
be made solely by our office and only after the report is published in its final form.

Sincerely,

Marion M. Higa
State Auditor

Enclosures

54



ATTACHMENT 2

LINDA LINGLE

GOVERNOR

THEODOREE. LIU

DIRECTOR

DEPARTMENT OF BUSINESS, A o
ECONOMIC DEVELOPMENT & TOURISM

No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 96813 Telephone:  (808) 586-2355

Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804 Fax: (808) 586-2377

Web site: www.hawaii.gov/dbedt

April 20, 2009
’ RECEIVED
Ms. Marion M. Higa
State Auditor 2009 APR 20 AMI0: 02
Office of the Auditor
465 South King Street, Room 500 OFC. OF THE AUDITOR
Honolulu, Hawaii 96813-2917 STATE OF HAWAII

RE:  Departmental Comments on Draft Report, Investigation of the Procurement and
Expenditure Practices of the Department of Business, Economic Development &
Tourism and Selected Attached Agencies (“Report”)

Dear Ms. Higa:

The department appreciates the thorough and exhaustive investigation conducted by the
Office of the Auditor’s staff.

With regard to the Report’s first objective’, the department notes that this exhaustive
investigation resulted in a finding of “numerous errors™, but that the errors “were not
individually significant™. While the department disagrees with the Report’s subjective finding
of an “apathetic procurement environment” * during the period under review, it takes seriously
the finding that “taken as a whole, illustrate a management environment that does not clearly

emphasize the code’s importance’™.

The department has already taken steps® to more clearly emphasize the procurement
code’s importance and accepts the Report’s recommendations relating to procurement. Set forth
below is the department’s actions already taken and to be taken with regard to the Report’s
recommendations.

! «To determine whether the Department of Business, Economic Development & Tourism, and the specific attached
agencies of the High Technology Development Corporation, the High Technology Innovation Corporation, and the
Hawaii Strategic Development Corporation employ procurement practices that are in compliance with the
provisions of the Hawaii Public Procurement Code”, page 11
* Summary of Findings 2., page 14
3 3 paragraph, page 20

For example, the Report’s many references to the department’s own Procurement/Contracts Manual as being more
strict or stringent than the Hawaii Public Procurement Code and the department’s development of internal contracts
management tools such as the Contracts Administration Verification Report, are inconsistent with the finding of an
“apathetic environment”.
5 3 paragraph, page 20
8 The Report covers a period July 2005 through August 2008. A recent letter from the State’s chief procurement
officer to Senator Donna Mercado Kim, dated April 17, 2009, states that DBEDT’s recent procurement “actions
ensure that their employees are aware of and comply with the procurement code and rules.”

55



56

Ms. Marion M. Higa
April 20, 2009
Page 2

The department notes no finding in the Report of non-compliance with the Hawaii Public
Procurement Code.

With regard to the Report’s Second Objective’, the department disagrees with the
Report’s finding that it “uses transfer authority to fund projects denied by the Legislature.”

Six examples were cited, of which three were transfers to meet normal operating
requirements of existing programs and three (two of which are extensively discussed in the
Report) were not “denied by the legislature” but rather were not funded due to budgetary
constraints.

Contrary to the Report’s findings, the department believes there was clear legislative
interest and support for these two programs. Both the International Affairs and the Creativity
Academies programs were fully based on and reflect bills introduced by legislators.

In 2006, the Chair of the House Committee on International Affairs introduced the bill®
that established the Office of International Affairs (OIA). The 2006 Legislature passed this bill
and the Governor signed it into law as Act 172.

In 2008, legislators introduced the bill “to support development of the creativity
academies program” °. This bill was unanimously voted through all of the subject matter
committees and moved into conference committee.

The legislative histories show widespread and near unanimous support for the both
bills''. In 2007, legislators criticized DBEDT for not implementing Act 172 and again
introduced bills to fund the program. Following this clear legislative intent, DBEDT contracted
with the Pacific Asian Affairs Council (PAAC) to implement the program required by Act 172.

As the Report notes in several sections, every Governor has had the authority to transfer
operating funds between appropriations to allow for flexibility, provided that proper procedures
were followed, including timely reporting of such transfers to the Legislature. In all of the six
examples cited, these procedures were followed fully, including reporting the transfers to the
Legislature as required by law.

7 «To determine whether the Department of Business, Economic Development & Tourism, and the specific attached
agencies of the High Technology Development Corporation, the High Technology Innovation Corporation, and the
Hawaii Strategic Development Corporation expend funds consistent with departmental mission and legislative
intent,” page 12

® Summary of Findings 1, page 14

® HB 1889, introduced by Representative Helene Hale

' HB 2587, introduced by Representative Ryan Yamane and Representative Lynn Finnegan

! One committee report on Creativity Academies cited "strong support of innovative programs that will provide the
most benefit to the students of Hawaii". See legislative history for HB 2587, 2008 Legislative Session.



Ms. Marion M. Higa
April 20, 2009
Page 3

As the Report notes, the executive and legislative branches “often do not agree on where
and how moneys are spent ... especially in the case of matters of business growth and
development”.'? The Report takes these differences of opinion as the basis for a finding that
infers wrongdoing that is not unsubstantiated by fact.

As to the Report’s Recommendations on procurement, DBEDT has already taken steps to
address items noted and continues to undertake measures that are in accord with the
recommendations offered. A report will be sent to the Legislature prior to the convening of the
2010 Session to update the members. Department staff continues to seek clarification from the
State Procurement Office when there are areas of ambiguity in the procurement code as part of

our process of improvement to the department’s procurement practices and procedures.

Set forth below are the Reports recommendations on procurement, the department’s
actions taken thereon to-date, and proposed actions over the next six months.

Report Recommendation

Action Taken to-Date

Actions to be Taken

Ensure all staff and management
dealing with procurement of goods,
services, and construction are
familiar with and properly trained in
the requirements of the Hawaii
Public Procurement Code.

All staff and management dealing
with procurement have been
required to receive formal
procurement training from SPO.

Delegation of authority for
procurements is now made only
upon confirmation by the SPO that
the individual requesting delegation
has received the required training.

The Department will follow all
SPO requirements on
procurement training.

Additional departmental
procurement classes will be
offered, with support of the SPO.

Revise the current Procurement/
Contracts Manual to clarify
procedure and roles and
responsibilities of individuals within
branches, divisions, and central
support offices. Procedures should
include detail such as forms to
complete, time-frames, chain of
command, retention policy, and how
to address questions. Upon
completion of Procurement/
Contracts Manual update, a
department-wide training should be
held to ensure all staff is aware of
requirements.

Action was held pending outcome
of the Report.

DBEDT has adopted a document
tracking system that will aid the
department’s procurement and
contracting process and contracts
file-keeping and maintenance.

Per the Report, the Department is
considering ending use of a
DBEDT-specific Procurement/
Contract Manual. Instead
DBEDT will adopt SPO
procedures as department
procedures.

Develop an internal
administrative directives
memorandum, similar to B&F’s
budget execution and policies,
that will clearly define roles and
responsibilities for internal
procedures within the department.

Clearly establish responsible parties
within each division to ensure that
policies and procedures are followed
and that the maintenance of records
related to procurement are closely
adhered to.

Delegation of authority for
procurement was formally reissued
in January 2009 based upon each
person receiving delegation having
received SPO training in the
specific area of delegation.

DBEDT will develop a
department check list for
procurement files to be reviewed
by SPO. DBEDT will also
investigate using its document
tracking system as a repository
for required records.

2 First full paragraph, page 14
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Ms. Marion M. Higa
April 20, 2009
Page 4

Report Recommendation

Action Taken to-Date

Actions to be Taken

Our internal administrative
directives memo will clearly
define individual’s roles and
responsibilities in procurement,
contracting and other
departmental procedures.

Develop procedures to ensure that
procurements and subsequent
resulting contracts are appropriately
monitored and, as necessary, employ
a process to audit compliance.

All staff and management dealing
with procurement are now required
to receive procurement training
from SPO.

Our Contracts and Fiscal sections
will work closely to perform post
audit functions of departmental
activities.

If the procurement and contracting
process continues to have a
decentralized focus, develop
procedures to ensure responsible
parties are adequately trained and
have technical expertise to conduct
procurement for the State. As
necessary, revise position
descriptions in order to hold
individuals accountable to the
procurement choices made.

All staff and management dealing
with procurement are now required
to receive procurement training
from SPO.

This will be included in our
annual administrative directives
memorandum

In instances where individuals
procuring items have intentionally
violated procurement requirements,
the department should seek
appropriate remedies, including
disciplinary action, to ensure there is
an understanding between staff and
management that fraud, waste, and
abuse will not be tolerated.

The Department has followed SPO
guidelines on reporting and taking
action on fraud, waste, and abuse.

The Department will continue to
follow SPO guidelines on
reporting and taking action on
fraud, waste, and abuse.

Thank you for the opportunity of making these comments.

Very truly yourf,

< I—

Theodore E. Liu

c: The Honorable Linda Lingle, Governor
The Honorable Colleen Hanabusa, Senate President
The Honorable Calvin Say, Speaker of the House
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HIGH TECHNOLOGY DEVELOPMENT CORPORATION

April 16, 2009

Marion Higa

State Auditor

State of Hawaii Office of the Auditor
465 S. King Street, Room 500
Honolulu, HI 96813-2917

Subject:  Response to the Draft Audit Report per SCR 212, SD 2 of 2008 Legislative Session
Dear Ms. Higa:

HTDC sincerely appreciates the time and effort spent by the State auditors to review our
procurement practices. While HTDC Board of Directors has not had the chance to review the draft of
the audit report and discuss it as a group, HTDC would like to provide the following point of
information to be included in the audit report:

HTDC is listed as a source of funding for some of DBEDT's activities whose legislative
approval was questioned by the auditors (page 15). HTDC would like to clarify that
we did not approve the transfer of our payroll savings to fund these activities, nor did
we have prior knowledge of DBEDT's intent to transfer these funds.

Further, HTDC respectfully offers the following observations:

The mistakes described in this audit resulted from errors in paperwork or from
dutifully following procedures which the staff understood to be correct, and had
reasons to believe they were correct. Many of the confusion seems to be rooted in the
fact that DBEDT's policies at times differ from State Procurement circulars from
which HTDC staff also refer to.

Although there was miscommunication of procedures, the report also showed no evidence of
mismanagement of funds, reflecting the staff's dedication to use public funds responsibly. We look
forward to minimizing these errors in the future by cooperating with and assisting DBEDT to putin
place a consistent set of procurement procedures which can be implemented in a reasonable manner
and timeframe to accomplish the tasks the community expects of HTDC.

Sincerely,

Yu agashima
Executive Director

2800 Woodlawn Drive, Suite 100, Honolulu, Hi 96822 | Ph: (808) 539-3806 | Fax:(808)539-3611 | info@htdc.org | www.htdc.org
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