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THE OFFICE
OF THE LEGISLATIVE AUDITOR

The office of the legislative auditor is a public
agency attached to the Hawaii State legislature. It
is established by Article VI, Section 8, of the
Constitution of the State of Hawaii. The expenses of
the office are financed through appropriations made
by the legislature,

The primary function of this office is to strengthen the

legislature’s capabilities in making rational decisions

with respect to authorizing public programs, setting
program levels, and establishing fiscal policies

and in conducting an effective review and appraisal

of the performance of public agencies.

The office of the legislative auditor endeavors to

fulfill this responsibility by carrying on the

following activities.

1. Conducting examinations and tests of state
agencies’ planning, programming, and budgeting
processes to determine the quality of these
processes and thus the pertinence of the actions
requested of the legislature by these agencies.

2. Conducting examinations and tests of state
agencies’ implementation processes to determine
whether the laws, policies, and programs of the
State are being carried out in an effective,
efficient and economical manner,

3. Conducting systematic and periodic examinations
of all financial statements prepared by and for
all state and county agencies to attest to their
substantial accuracy and reliability.

4. Conducting tests of all internal control systems
of state and local agencies to ensure that such
systems are properly designed to safeguard the
agencies’ assets against loss from waste, fraud,
error, etc.; to ensure the legality, accuracy and
reliability of the agencies’ financial transaction
records and statements; to promote efficient
operations; and to encourage adherence to
prescribed management policies.

5. Conducting special studies and investigations as
may be directed by the legislature.

Hawaii’s laws provide the legislative auditor with
broad powers to examine and inspect all books,
records, statements, documents and all financial affairs
of every state and local agency. However, the office
exercises no control functions and is restricted to
reviewing, evaluating, and reporting its findings and
recommendations to the legislature and the governor.
The independent, objective, and impartial manner

in which the legislative auditor is required to conduct
his examinations provides the basis for placing
reliance on his findings and recommendations.

LEGISLATIVE AUDITOR

LEGISLATIVE AUDITOR
IDLANI PALACE
HONOLULU, HAWAI SBB813



FOREWORD

This financial audit report is the result of our examination of the
financial books and accounts of the Hawaii Visitors Bureau for the
fiscal year ended June 30, 1967 and the period from July 1, 1967 to
January 31, 1968. The audit was conducted pursuant to a request
made by the Speaker of the State House of Representatives on
February 14, 1968.

In this financial audit we have omitted our normal procedure of
testing for the reasonable accuracy and reliability of the subject
agency’s financial statements since this was already done by a private
public accounting firm. Our efforts, therefore, were directed toward
the accomplishment of the following objectives: (1) to ascertain the
amount and to clarify the nature of the agency’s deficit balance;
(2) to identify the factors that have brought about this condition;
(3) to evaluate the agency’s fiscal management practices; and (4) to
recommend such remedial actions as are necessary and appropriate.

On March 19, 1968, our preliminary report was transmitted to the
Hawaii Visitors Bureau and the State department of planning and
economic development for their review and comments. Their
responses to us are shown in Part V of this report as Memoranda of
Comments of Affected Agencies. We are pleased to note that the
Hawaii Visitors Bureau has accepted all of our recommendations and
has taken steps to strengthen its financial administration.

Our examination was greatly facilitated by the excellent coopera-
tion and assistance rendered to our staff auditors by the officers and
employees of the Hawail Visitors Bureau and the State department of
planning and economic development. To Mr. Robert Allen, manag-
ing director of the Hawaii Visitors Bureau, and Dr. Shelley Mark,
director of the department of planning and economic development,
we express our sincere appreciation.

Clinton T. Tanimura
Legislative Auditor
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PART I. INTRODUCTION AND SOME BACKGROUND

Chapter 1

INTRODUCTION

During the past few months, much public at-
tention has been focused upon the fiscal position
and administration of the Hawaii Visitors Bu-
reau. The bureau has been charged with laxity in
fiscal control and with accumulating a large
deficit. Opinions have differed as to the size of
the deficit and as to the adequacy of the bureau’s
fiscal management. To clear the air, the Speaker
of the House of Representatives, in mid-February,
1968, requested this office to conduct a com-
prehensive examination of the financial adminis-
tration of the Hawaii Visitors Bureau. This is a
report on that examination.

Objectives of the Audit

Qur audit had the following objectives:

1. To ascertain the amount of the bureau’s
deficit balance.

2. To analyze, identify and report the factors
which contributed to the bureau’s deficit.

3. To examine the bureau’s fiscal management
practices and to recommend such actions as ap-
propriate to correct such deficiencies as may
exist,

Scope of Audit

Our audit included the examination of the
bureau’s financial records for and the trans-
actions covering the fiscal year July 1, 1966 to

June 30, 1967 and for the period from July 1,
1967 to January 31, 1968. An annual audit of
the financial records and statements is performed
by an independent certified public accountant
firm for the purpose of attesting to the reason-
able accuracy of the financial statements. Our
efforts were not intended to duplicate the work
of the independent accountant. Our examination
was restricted to ascertaining the size of the
bureau’s deficit, to a detailed analysis of selected
financial transactions and to a general review of
the financial condition and fiscal management
practices of the bureau. It should be noted that
our examination was strictly a financial one and
did not include a review of the effectiveness of
the bureau or the efficiency with which the
bureau is carrying out its programs in promoting
tourism for Hawaii.

Organization of the Report

This report is organized into four parts. Part [
consists of -this introduction (chapter 1) and
some background on the bureau’s programs
(chapter 2).

Part II (chapters 3 to 6) contains our findings
and comments regarding the bureau’s fund man-
agement, its financial statements, and its fiscal
operations, in general.

Part I1I (chapters 7 to 9) contains our findings
and comments on some specific classes of ex-
penditures made by the bureau.

Part IV (chapters 10 and 11) contains a sum-
mary of our findings and comments and a note



on what the bureau is doing to correct its fiscal
deficit.

Definition of Terms

Certain accounting terms and abbreviations
are used frequently throughout this report. The
terms and their definitions, and the abbrevia-
tions and their references are as follows:

Encumbrances means obligations in the form
of purchase orders, contracts, or commitments
which are chargeable to the year in which they
are budgeted. These obligations cease to be an
encumbrance when paid or when they become
actually due and payable,

State refers to the State of Hawaii.

HVB and bureau refer to the Hawaii Visitors
Bureau.

DPED refers to the State department of plan-
ning and economic development.

PTMRI refers to the Pacific Tourism, Market-
ing & Research Institute, a department of HVB.

R & R refers to the armed forces rest and
recuperation program.

Chapter 2
SOME BACKGROUND

Organization

The Hawaii Visitors Bureau had its start as
early as 1903 when a Joint Tourist Committee,
composed of representatives from the Chamber
of Commerce and the then Merchants® Associa-
tion, was organized. The major purpose of the

committee was to formulate plans for the Sys-
tematic advertising of the Territory (of Hawaii).1
In the same year, the Territorial government
appropriated $15,000 for the work of the com-
mittee. Governmental support to the program
has continued since that time. The operations of
the Joint Tourist Committee remained under the
Chamber of Commerce until 1959, In 1959, the
committee was dissolved, and the Hawaii Visitors
Bureau was organized as a non-profit corporation
to assume the functions previously performed
by the Joint Tourist Committee.

The operations of the bureau is headed by an
executive vice president and managing director,
who is appointed by the bureau’s board of
directors, The other officers of the corporation
serve on a part-time, voluntary basis. The board
of directors, which is responsible for the bureau’s
policy matters, consists of 22 members, elected
by the voting membership of the bureau.

Prior to 1959, when HVB was not yet in
existence and the tourist promotion programs
were being administered by the Joint Tourist
Committee, the legislative acts which appro-
priated funds for the committee’s operations
contained a proviso that the Joint Tourist Com-
mittee’s executive board or committee include
five members appointed by the governor. These
appropriation acts also spelled out the terms and
conditions respecting the services to be provided
by the Joint Tourist Committee.

Active participation by the State in the opera-
tions of the Joint Tourist Committee was termi-
nated by Act 16, Session Laws of Hawaii 1959

lAn Evalugtion of Hawaii Visitors Bureau Programs, Report
to the Fourth State Legislature, State of Hawaii, Hawaii Visitors
bureau, December 31, 1967, pp. 13-14.



(First Special Session). By this time, the Joint
Tourist Committee had been replaced by the
Hawaii Visitors Bureau. Act 16 provided that no
employee or officer of the State shall serve asa
member of the HVB executive board or com-
mittee. The act also changed the method of
appropriating moneys for tourist promotion.
Instead of a direct appropriation to a non-
governmental agency, the act authorized the
State agency charged with tourism development
to enter into a contract with HVB to provide for
the promotion and development of tourism.
This change in State-bureau relationship was the
result of a desire by the legislature to exercise
greater control over the funds appropriated to
the bureau.

The bureau’s main office is in the Waikiki
Plaza building. An information center is also
located in Waikiki to service that area. It has
four mainland regional offices located in San
Francisco, Los Angeles, Chicago and New York.
HVB offices are also maintained on each of the
neighbor islands of Hawaii, Maui and Kauai. The
bureau isstaffed by approximately 75 employees
to carry out its programs.

Role of State

Recognizing the emerging importance of tour-
ism on the economy of Hawaii, the legislature
in 19572 created the Territorial planning office.
The act which created the office specified that
the director of the planning office shall, among
other things, plan for the integrated and coordi-
nated development and expansion of the tourist
industry. The functions and duties of the

2A:l 150, Session Laws 1957, Regular Session.

Territorial planning office are now lodged in and
performed by the department of planning and
economic development.

As the agency charged with tourism develop-
ment, the department of planning and economic
development contracts with HVB for the promo-
tion and development of tourism.> Until 1965,
the annual contract with HVB consisted of a
single document which spelled out all of the
services to be rendered by HVB, including adver-
tising services. HVB then contracted with an ad-
vertising agency for advertising services. Since
1965, two contractual documents have been exe-
cuted. The basic contract with the bureau now
covers all services, except advertising. Advertising
services are covered in a separate contract exe-
cuted by DPED, HVB and the advertising agency
concerned,

Programs

The HVB has divided its activities into nine
programs:

Administration

Advertising, publicity and promotion

Regional sales offices

Convention solicitation and servicing

Visitor satisfaction

Research

Community relations

3Act 16, Session Laws of Hawaii 1959. Unlike prior appro-
priation acts, the appropriation acts for fiscal years 1965-66
et. seq., have not specifically named HVB as the organization
with which the department of planning and economic develop-
ment should contract for tourism promotion. These later acts
have merely stated that the department may contract for tourism
promotion and that the department itself shall not engage in
fourism promotion other than by such contract or contracts.



Pacific Tourism Marketing & Research Insti-
tute (PTMRI)
Aloha R & R,

1. Administration program. This program in-
cludes all activities for the coordination and
overall management of the various programs of
HVB. It also includes central fiscal services for
the organization.

2. Advertising program. The advertising pro-
gram includes the promotion of Hawaii through
advertisements in national magazines, periodicals
and other media. The program also covers the
printing and distribution of promotional litera-
ture such as brochures and posters and sell
Hawaii and her people.

3. Regional sales offices and convention
solicitation. The regional sales offices expend
their efforts in person-to-person contacts with
mainland carriers, hotels and travel agents. In
addition, the regional offices attempt to sell
Hawaii as a convention site and help coordinate
group movements from the mainland to Hawaii.

4. Visitor satisfaction program. The basic
purpose of the visitor satisfaction program is to
agsist in the financing and promotion of pageants
and festivals, such as the Aloha Week, the Cherry
Blossom Festival, Narcissus Festival and the
Fiesta Filipina.

5. Research. The HVB’s research activities
consist mainly of compiling and summarizing
travel and tourist data gathered through surveys
and other methods of research. The kinds of
information obtained include, among others, the
reaction of tourists on their visit to Hawaii, the
amounts and nature of spending by visitors, and
the occupancy percentage of Hawaii hotels.

6. Community relations. The community
relations program acquaints the local public and
businesses with the activities and benefits of the
HVB programs.

7.PTMRL. In May, 1966, the HVE's board
of directors authorized the creation of the
Pacific Tourism, Marketing and Research Insti-
tute (PTMRI), as a division of the bureau. The
program provides professional consultative sery-
ice and assistance to other Pacific countries in
tourism development. A fee is charged for its
studies, surveys and services. It is thought that
the movement of people to and through the
Pacific will specifically benefit Hawaii.

8. R & R. The Aloha R & R program had its
start in August, 1966, after Hawaii was designated
as one of the R & R sites. The bureau’s activi-
ties include the printing and distribution of
literature which provide some guide and direc-
tion to the R & R veterans and their families
during their stay here. The bureau also provides
staff assistance in coordinating and promoting
the R & R program.

Financing HVB

Since 1903, the two principal sources of finan-
ces for HVB operations have been the State
appropriations and private membership subscrip-
tions. Table I below shows the State and private
contributions over a ten-year period: 1957-58 to
1967-68. As the table reflects, State contribu-
tion has increased substantially from $478,377
in 1957-58 to $1,439,000 in 1967-68. In com-
parison, private contributions increased over the
same period from $374,375 in 1957-58 to
§$534,750 (estimated) in 1967-68. In recent
years, the ratio of State to private contributions
has been approximately three to one.



TABLE I
SCHEDULE OF STATE APPROPRIATIONS
AND PRIVATE SUBSCRIPTIONS

____State Appropriations ___Private Subscriptions ____
Fiscal
Year
Ended % of % of
June 30 Amount Total Amount Total
1958 § 478377 56 $374,375 44
1959 441,628 49 459,999 51,
1960 758,250 64 435,419 36
1961 1,104,928 71 442,283 29
1962 1,194,500 83 244,291 17
1963 1,230,000 78 342,873 22
1964 1,230,000 79 322,608 21
1965 1,100,000 71 328910 23
1966 1,200,000 78 329,957 22
1967 1,332,830 74 470,020 26
1968* 1,439,000 73 534,750 27
*Estimated

Total

$ 852,752
901,627
1,193,669
1,547,211
1,438,791
1,572,873
1,552,608
1,428,910
1,529,957
1,802,850
1,973,750



Table II below shows the private subscription
amounts for the years 1965-66 and 1966-67,
classified by types of subscribers’ businesses.

TABLE I, SCHEDULE OF HVB BASE SUBSCRIPTIONS
Year Ended June 30, 1967
With Comparative Figures for 1966

1967 1966
No. of Sub- No. of Sub-
scribers Amount % scribers Amount %
Type of Business
Oahu and Mainland
(]2 . 81 § 79,370 18.3 69 $ 70438 21.8
Air Transportation 21 48,850 1152 17 35,975 1.2
Utilities ... 3 29,800 6.9 3 21,450 6.6
Factor Agencies .. 5 27,320 6.3 21,320 6.6
Wholesale, other than Petroleum 105 24,116 5.6 107 21,278 6.6
Banks 7 23,888 5.5 17,225 5.3
Construction 55 17,399 4.0 38 10,446 3.2
Restaurants, Bars, Night Clubs 58 13,342 3.1 35 8,645 27
Printing and Publishing 27 11,159 2.6 18 7,882 2.4
Water Transportation 8 10,437 2.4 5 10,305 3.2
THONS 1yovceseevesnerens Various 9,190 2.1 Various 60 A1
Wholesale, Petroleum 6 9,150 2.1 8,600 2.7
Department Stores ..... 10 8,838 2.0 5,350 1.7
Tour and Travel Agents 49 8,006 1.8 60 7,630 2.4
Garment Manufacture 34 5,931 1.4 16 2,899 9
Real Estate .o 72 5371 1.3 57 4,452 1.4
Ground Transportation 16 5,410 12 10 3,480 11
Clothing Stores 24 5,221 1.2 15 3,881 1.2
Photography 16 5,050 1.2 11 3,432 L1
Credit Agenc 32 5,020 J:1 21 3,495 1.1
All Others ... 44,158 10.2 30,723 9.5
Total Oahu and Mainlan $397,432 91.5 $299,506 92.8
Neighbor Islands 23,633 5.4 9,389 29
Hawaii Calls 13,200 3.1 13,750 4.3
Total Base Subscriptions! . $434,265 100% $322,645 100%
Total All Subscriptions? .. 470,020 329957

1y base subscription is the minimum amount committed by a subscriber as an annual subscription,

2'l'n1al all subscriptions includes base subscriptions and any amounts given by subscribers over and above the base subscription. A
detail breakdown of these additional amounts is not readily available. Nevertheless, inclusion of the additional amounts would not sig-
nificantly alter the amounts and percentages included in this table.

Source: The base subscription data were obtained from the HVB master list of subscribers, July 31, 1967.



PART II. FINDINGS AND COMMENTS ON FUND MANAGEMENT AND OPERATIONS

Chapter 3

METHODS OF ACCOUNTING

The principal financial statements of the bu-
reau, and of most commercial organizations, are
(1) the balance sheet and (2) the statement of
revenue and expenditures. The bureau’s financial
statements are prepared on what is referred to as
the accrual method of accounting and reporting.
For the State, and for the purposes of this re-
port, as we will illustrate, the method which we
call the budget basis of accounting and reporting
is more meaningful than the accrual method. We
have, therefore, in reporting our findings, recast
the bureau’s, accrual-based, financial statements
to the budget basis. In every instance, however,
we have tried to explain the significance of our
findings in terms of both the accrual and the
budget-based methods of accounting and report-
ing.

Before we turn to our findings, it will be
helpful to the reader if we describe, generally,
but as clearly as possible, the essential differences
between the accrual method and the budget-
based method of accounting and reporting. An
understanding of the main differences at the
outset should aid the reader in more readily
grasping the significance of our findings. We
attempt to describe those differences in this
chapter.

The main differences between the two meth-
ods of accounting may be described in terms of

how the assets, liabilities, fund balances (deficits),
and revenue and expenditures are accounted for
and reported.

Accrual Method

1. Assets. The accrual method is an accepted
method of accounting. It is commonly used by
commercial enterprises. It recognizes as assets,
all properties and rights which an organization
owns or to which it has a rightful claim. In other
words, the accounting and reporting fully dis-
close as assets all properties or claims owned by
an organization, including items such as cash,
receivables from debtors, amount of supplies or
merchandise on hand, capital assets and prepaid
costs. Prepaid costs are amounts spent for items,
property and claims, the benefit of which will be
received in a future period.

The balance sheet of the bureau at June 30,
1967 (Table III) shows that, under the accrual
basis, its assets totaled $263,693. Included in the
assets of the bureau are, in summary amounts,
the following:

Cash - $ 19,531
Amounts due from subscribers and others ... 67,390
Inventories of promotional material on

hand at June 30, 1967 which will be

consumed in the subsequent period ........ 40,087
Prepaid expenses and deferred charges for

which benefit will be received in the

future period ($14,982 plus $54,616) ..... 69,598
Capital assets (cost, less accumulated

depreciation) ....oemssesesdessetasssitsnrssssisnsns 67,087

Total assets . §263.693




2. Liabilities. The accrual method generally
recognizes and accounts for all liabilities at the
time the goods or services ordered are delivered
or performed. Generally, a legal claim must exist
before a liability is recognized. The bureau’s
liabilities at June 30, 1967 are shown on the
balance sheet (Table IIT) to include the following
items:

Amounts payable to creditors

Payroll and other taxes due to the federal
and State government:

Other sundry liabilities ... %
Total liabilities ......cwereseereesreesrieaernns

§205,447

3. Fund balance (deficit). In the accrual meth-
od of accounting, the fund balance represents
the residual or the net equity of the organization
—that is, the excess of all assets over all liabili-
ties. The fund balance in a commercial enter-
prise, under the accrual method, represents
what belongs to the owners of the organization.

Deficit balance, on the other hand, represents
the amount by which the total liabilities exceed
the total assets. The balance sheet of the bureau
at June 30, 1967 (Table III), under the accrual
method, shows a deficit balance of $72,367.
This deficit balance may be viewed as the
amount by which the bureau would have been
short to pay creditors if the bureau had dis-
continued business on June 30, 1967, and had
sold all of its assets for $263,693, the amount
noted in the books as the value of the assets.!

1This illustration may be an oversimplification, and is offered
only to explain the significance of the fund balance or deficit
balance.

4. Revenue and expenditures. The accrual
method recognizes income when it is earned,
regardless of whether or not cash has been col-
lected. Thus, with respect to the bureau, the
amounts due from subscribers and other debtors
of $61,072 are included in the statement of rev-
enue and expenditures (Table IV) for the fiscal
year ended June 30, 1967. The disbursement or
obligation of funds for operating expenses, such
as salaries, rent, supplies and taxes, are generally
charged or allocated to the year when the ex-
penditure is incurred; except in instances when
the cost of an expenditure benefits the opera-
tions beyond the year in which the expenditure
is incurred. In the latter event, the cost is allo-
cated over the period the benefit will accrue.

Budget Based Method

One of the difficulties with financial state-
ments presented on the accrual basis is that they
do not readily reflect the operational solvency
of an organization. The budget basis of present-
ing financial information is intended to do that.
This method is in line with the method by which
funds are accounted for by government agencies.

1. Assets. The budget-based method recog-
nizes as assets only cash and other assets, such
as subscriptions receivable, which are converted
into cash in the normal course of operations,
One difference of the budget-based method
from governmental accounting should be noted
here. In governmental accounting, an amount
due from a debtor is often not recognized as an
asset until the cash is collected. However, with
respect to HVB, we have included the receivables
of $64,230 as assets, because they will in due



process be converted into cash. Another reason
for the inclusion of the receivables as an asset
is that the amount of pledges due from the sub-
scribers was included in the budget plans for the
fiscal year 1966-67, and the budget basis of ac-
counting is intended in part to indicate the
bureaw’s financial position in relation to its
budget. The exclusion of the pledges, therefore,
would not be proper.

Expenditures which benefit future operations,
such as inventory of materials, prepaid expenses
and deferred charges are not considered as assets
since they will not be converted into cash in the
normal course of the bureau’s operations. Since
the legislature appropriates funds on an annual
basis for expenditures to be incurred for the
year, the technical method of accounting for or
allocating expenditures to the period receiving
the benefit is not of primary concern to the
legislature. For example, the cost of new film
productions was budgeted in the amount of
$30,000 for the fiscal year 1966-67. The bureau
received delivery and made a payment of $15,000
for one of the films. The remaining $15,000
budgeted was obligated for the second film at
June 30, 1967, the delivery of which was made
after that date. On the budget basis, the entire
$30,000 is treated as an expenditure in the year
in which it was expended or obligated, regardless
of when benefit will be received. This is proper
from the standpoint of fund management.

Capital assets, such as furniture and equip-
ment, are not included as assets on the budget
basis. Although they represent properties owned
by the organization and have utility, they are
not expected to be converted into cash in the
normal course of the bureau’s operations.

2. Liabilities and encumbrances. The budget-
based method, like the accrual method, recog-
nizes all liabilities at the time the goods or
services ordered are delivered or performed. In
addition, the budget-based method accounts for
all encumbrances (defined earlier in the report).
As illustrated eatlier in this chapter, the bureau
had obligated $15,000 at June 30, 1967 for the
purchase of the remaining portion of the film
production. Although this was not a legal liabil-
ity at that time, since the second film had not
then been received, it is recognized as an encum-
brance since funds for that amount had been
committed and set aside for a specific purpose
on June 30, 1967.

3. Fund balance (deficit). The budget-based
method, as mentioned above, attempts to show
the solvency or liquidity of an organization.
The solvency is reflected in the fund balance
or deficit balance. When the cash and other
equivalent assets exceed the liabilities and other
earmarked funds, the balance is called the fund
balance. Conversely, where the liabilities exceed
the assets, the balance is termed a deficit balance.
On the budget basis, at June 30, 1967, the Ha-
waii Visitors Bureau had a deficit balance of
$267,299.

4. Revenues and expenditures. Revenues arc
recognized on the same basis with respect to the
budget and accrual bases.

Subscription revenue is recognized at the
time pledges are made by subscribers. With
respect to State appropriation, revenue is recog-
nized at the time allotments are made by the
State to the bureau.



As mentioned earlier, expenditures are ac-
counted for differently between the budget and
accrual bases. Expenditures on the budget basis
reflect all disbursements, obligations and commit-
ments of funds for the operation of the bureau’s
activities, regardless of whether the benefit will
accrue beyond the fiscal year of the expendi-
ture. This method of accounting for expenditures
is in conformity with the approved budget plans
for expenditures.

The excess of revenue over expenditures is
called surplus. Conversely, when the expendi-
tures exceed the revenue, the balance is called
a deficit. This surplus or deficit resulting from
the operational activities for each fiscal year is
added to (where a surplus occurs) or deducted
from (where a deficit occurs) the previous year’s
accumulated fund balance (or deficit balance as
the case may be).



Chapter 4

BALANCE SHEET

The balance sheet of the Hawaii Visitors Bu-
reau as of June 30, 1967 is shown in Table III.

It is presented, for comparison purposes, on
both the budget basis and the accrual basis of
accounting. A discussion of the major classifica-
tions and the differences between the two meth-
ods follow the table.

TABLE III. BALANCE SHEET
June 30, 1967

Actual Amount
Accrual Basis Budget Basis
Asscts: ASSETS =
Cash $ 19,531 § 19,531
Receivables:
Subscriptions, less allowance of $2,500 for doubtful subscriptions ... 41,059 41,059
ther 26,331 23,171
67,390 64,230
Inventorics of promotional material, etc. 40,087 -
Prepaid expenses 14,982 —
Deferred charges:
Cost of new film prod

Cost of campaign fund drive

15,000 -

39,616

54,616
Equipment and leasehold improvements, at cost:
urniture and fixtures 100,888 -
hold i nts 38, =
139,131 =
Less accumulated depreciation and amortization ..., 72.044 —
Net equipment and leasehold impr 67.087 =
Total assets $263,693 5 83,761
LIABILITIES AND FUND BALANCE
Liabilities:
Accounts payable $295,447 5295447
Taxes accrued and withheld 39,146 39,146
Other 1,467 1,467
Total liabilities 336,060 336,060
Reserve for et L 15,000
Fund balance [deficit] :
Fund balance [deficit], b of year 55417 [34,380]
Excess of expenditures over revenue 127,784 232919
Fund balance [deficit] end of year 72,367) 267,299]
Total linbilities and fund balance 263,693 $ 83,761



Cash
The cash balance shown on the balance sheet
is comprised of:

Cash in DANKS et 514,056
Imprest and petty cash fund 5,475
Total cash $19,531

The bureau currently transacts business and
maintains bank accounts with eight banks in
Honolulu, In addition, the bureau maintains
employee imprest and petty cash funds at sev-
eral of its offices. The imprest and petty cash
funds are used to make immediate payment of
minor expenditures incurred in the daily course
of business. It should be noted that there is no
distinction or separation made in cash receipts
or expenditures between private subscriptions
and State moneys.

Receivables

1. Subscriptions receivable. The accounting
records of the bureau show a balance of $§43,559
as the amount of private subscriptions due but
uncollected as of June 30, 1967. The bureau
estimates that approximately $2,500 of this
amount will be uncollectible. Accordingly, the
bureau, by a bookkeeping entry, has made an
allowance for this $2,500. The total amount of
the receivablesis thus reduced by $2,500, leaving
a balance of $41,059.

2. Other receivables. The §26,331 shown on
the balance sheet under the accrual basis, is a
summary of the following:

qu{jcab]e to the Pacific Tourism Marketing

esearch Institute 2 $17,513
Sales of Promotional Literature ... 3,816
Advance Travel and Expense Allowances ...... 3,160
Salary Ad s 1,380
Others 462
Tatal Other Receivables ...ooveueueeeneeas $26,331

The $17,513 shown above as being applicable
to the PBacific Tourism Marketing and Research
Institute, is discussed in chapter 5.

There is a difference of $3,160 in ofher
receivables, between the accrual and budget
bases (§26,331 minus $23,171). This difference
represents the amount of advances made to
employees for travel and expense allowances.
As of June 30, 1967, the trips for which these
advances were made had already occurred. For
budget purposes, therefore, we treat these ad-
vances as having been expended. On the accrual
basis, this amount would be recognized as an
expense only when expense reports are submit-
ted as evidence of the expenditures.

Inventories of Promotional Materials, Etc.

The bureau, as of June 30, 1967, inventoried
all major items of literature and other promo-
tional materials on hand and recorded the cost
thereof of 540,087 as an asset. It thus appears
as an item under the accrual basis in the balance
sheet. In prior years, the inventory at the end of
the year was not shown as an asset, because the
amounts were relatively insignificant. However,
the substantial increase in purchases of literature
and promotional material during the fiscal year
1966-67, led to a sufficiently large inventory to



be on hand at June 30, 1967 to warrant its in-
clusion on the balance sheet. As mentioned
earlier, although accounting principles support
showing the inventory as an asset, it should not
be shown as such for budget purposes.

Prepaid Expenses and Deferred Charges

Prepaid expenses and deferred charges repre-
sent payments made in advance for which bene-
fits will be derived in future periods.

1. Prepaid expenses. Prepaid expenses include
rental and other deposits, and other sundry pre-
paid items which are summarized below:

Rental and other deposits cunieeneiireeseseonens $10,758

Cost of services and expenses relating to
visual aid project ... 3,814
Other prepaid expenses ... 410
Total prepaid expenses $14 982

2. Deferred charges. a. New film productions.
For the fiscal year 1966-67, $30,000 was bud-
geted for new film productions, The bureau
decided during the year to use all of the $30,000.
As of June 30, 1967, it received one of the two
films it had ordered. The sum of $15,000 was
expended for this film. The balance sheet shows
this expenditure of $15,000, on the accrual
basis, as a deferred charge. The deferral is on the
presumption that future periods will benefit
from this expenditure. Since a film of this nature
generally has utility in the bureau’s promotional
activities for a period in excess of a year, there
appears to be a basis for the allocation of the
cost over several years. Since the period of
benefit is not readily determinable, the bureau
has selected a three-year period over which to
allocate the cost. On the budget basis, of course,

the $15,000 is treated as an expense, and it
does not appear as an asset.

As of June 30, 1967, the bureau had not re-
ceived the second film, also costing $15,000,
The film was received and the $15,000 paid
subsequent to June 30, 1967. On the accrual
basis, since cost is not picked up until a legal
liability comes into existence, and since legal
liability to pay for a film does not arise until
the film is delivered, the $15,000 for the second
film does not appear on the balance sheet.
However, on the budget basis, since the second
film had already been ordered and the expendi-
ture of $15,000 for this second film had been
committed, as of June 30, 1967, the $15,000
for this second film is reflected in the liability
section of the balance sheet as a reserve for
encumbrance.

b. Cost of campaign fund drive. The bureau
employed a professional organization to conduct
a fund drive in April 1966. It cost the bureau
$60,013 to conduct this fund drive, including
$19,200 in fees for the services of the profes-
sional organization and $40,813 in reimbursable
expenses incurred by the organization. The
bureau chose to pro-rate the cost of the fund
drive over a three-year period, beginning July 1,
1966. The sum of $20,397 was charged to fiscal
year 1966-67, leaving a balance of 339,616 at
June 30, 1967, which is the amount shown on
the balance sheet as a deferred charge.

The bureau chose to defer portions of the
professionally conducted fund drive cost, be-
cause professionally conducted drives are un-
usual and do not occur on a regular basis and
the groundwork and techniques developed by



the professional organization are expected to
benefit the bureau in its future bureau-conducted
fund raising activities.

As previously explained, on the budget basis
of accounting, money actually spent is not
carried on the balance sheet as an asset under
deferred charges, even if benefits of the expendi-
ture may be realized in future years.

Equipment and Leasehold Improvements

On the accrual basis of accounting, assets of a
long-term character which are intended to con-
tinue to be held or used, such as a building,
leasehold improvements, machinery, furniture
and other equipment, are capitalized and depre-
ciated. The cost of the asset is pro-rated over the
estimated life of such asset with each period
being charged with a part of such cost. It is for
this reason that the undepreciated and un-
amortized portions of furniture, fixtures and
leasehold improvements appear on the balance
sheet under the accrual basis. However, on the
budget basis, the cost of an asset purchased is
not capitalized nor depreciated but treated as an
expenditure in the period when the purchase is
made.

Thus, the net investment of equipment and lease-
hold improvements in the amount of $67,087
is not reflected on the budget basis.

]Thc inclusion of capital assets on the balance sheet would
have the corresponding effect of increasing the fund balance.
Since a capital asset is intended to provide utility and not to be
sold and converted into cash, the inclusion of it may be mis-
leading as explained in an earlier chapter.

The net $67,087 shown under the accrual
basis includes the undepreciated and unamortized
portions of the $10,523, for office furniture and
fixtures, and $850, for minor leasehold improve-
ments, expended by the bureau in fiscal year
1966-67.

Liabilities

Under both the accrual and budget bases of
accounting, the total liabilities shown on the
balance sheet in the amount of $336,060 are
recognized. Of the total liabilities outstanding,
$295,447 represents accounts payable, which is
discussed further under chapter 7.

Reserve for encumbrance.  The reserve for
encumbrance of $15,000 represents the cost of
a new film, ordered but not yet received as of
June 30, 1967. This matter is discussed under
deferred charges, above,

Fund Balance (Deficit)

As of June 30, 1967, the accumulated fund
deficit on the budget basis amounted to $267,299
as compared to a deficit of $72,367 on the ac-
crual basis. The difference of $194,932 (8267,299
minus $72,367) is the net result of the adjust-
ments made to recast the balance sheet from the
accrual basis to the budget basis of accounting.
A summary of these adjustments follows.



Deficit balance — accrual basis

$ 72,367
Add items not recognized as assets under the budget basis of accounting:
Advances for travel and expense account allowance
included as an asset $ 3,160
Inventory of promotional material 40,087
Prepaid expenses 4,982
Deterred charges:
Cost of new film production 15,000
Cost of campaign fund drive 39,616
Equipment and leasehold improvement at cost:
Cost of equipment and leaschold improvements (after
deducting depreciation) 67,087
179,932
Add bered item not d under the accrual basis of accounting :
Cost of new film production 15,000 194,932
Deficit balance — budget basis $267,29%

As reflected on the balance sheet, the accumu-
lated fund deficit of $72,367 on the accrual
basis essentially represents the difference of all of
the assets owned whether it be in cash, inventory
or property and all of the labilities incurred
which were outstanding as of June 30, 1967.

On the other hand, the accumulated fund
deficit of $267,299 on the budget basis repre-
sents the net deficiency in liquid assets required
to meet obligations. Liquid assets are those assets
which are and can be readily converted to cash
($83,761) to meet current obligation (§336,060
plus $15,000).

Of the two, we believe that the deficit figure
of $267,299 has greater significance to the State
than the deficit figure of §72,367. It is its liquid
or cash position which determines whether the
bureau can pay as it goes. It is the amount of
cash and the amount of assets readily convertible
to cash, on hand, which determine how much
additional cash is needed for the bureau to pay
its bills. Items such as equipment and leasehold
improvements are not readily convertible to cash
nor are they expected to be sold in the ordinary
course of the bureau’s business for the purpose
of paying the bureau’s bills.



Chapter 5

STATEMENT OF REVENUE AND

EXPENDITURES
vear 1966-1967.! The bureau’s statement of

This chapter describes generally the nature of revenues and expenditures for fiscal year 1967
the bureau’s revenues and expenditures for fiscal is in Table IV.

TABLE IV, STATEMENT OF REVENUE AND EXPENDITURES

Year Ended June 30, 1967 Actual
Budget
g:‘l,sis
Actual Al t e
C u_ moun [Under]
Accrual Budget Budgeted Budgeted
Budgeted [tems: Basis Basis Amount Amount
Revenue:
Private Subscriptions $ 470,020 $ 470,020 $ 500,000 $[29,980]
State Appropriations 1,332,830 1,332,830 1,332,830 -
Total Budgeted Revenue 1,802,850 1,802,850 1,832,830 29,980
Expenditures:
Salaries 479,522 479,522 472,769 6,753
Taxes 22,887 22,887 21,554 1,333
Employee Benefits 13,269 13,269 19,940 [6.671]
Rent 66,958 66,958 57,007 9,951
Janitorial 4,829 4,829 6,243 [1:414]
Utilities 5,723 5,723 5,380 343
Publicity and Promotion (Sr,hedule || SRS - 502,677 572,764 473,696 99,068
Operating Expenses (Schedule 1T) 196,595 210,073 154,532 55,541
Travel 101,242 104,402 121,709 [17,307J
Advertising 499,323 499323 500,000 1677
Total Budgeted Expenditures 1,893,025 1,979,750 1,832,830 146,920
Excess of Budgeted Expenditures over Revenue ... 90,175 176,900 = 176,500
Non-Budgeted Items (Schedule III)
Expenditures 66,063 84,262 - 84,262
R 28,454 28,243 = 28,243
Excess of Non-Budgeted Expenditures over Revenue ... 37,609 56,019 - 56,019

Excess of Expenditures over Revenue ... § 127784 $§ 232919 — $232919

IA discussion of some of the bureau’s specific expenditure
transactions is in part III of this report.



General Description of the Statement

The statement shows the revenues by their
sources and the expenditures by the nature or
objects of the expenditure. The revenues and
expenditures are classified as either budgeted or
non-budgeted. Budgeted items are those which
were taken into account when the budget for
the fiscal year was formulated; non-budgeted
items are those which were not considered when
the budget was initially prepared. The table
reflects actual revenues and expenditures under
both accrual and budget basis methods of ac-
counting., The table further compares the actual
revenues and expenditures (on the budget basis
of accounting) with the budget amounts,

The statement shows an excess of expendi-
tures over revenues of $232,919 on the budget
basis and $127,784 on the accrual basis. As
reflected in the statement and the schedules
(which are dispersed throughout the chapter),
nearly all of the expenditures (budget basis),
except for travel expenses, exceeded the budget
amounts. A discussion of the major variances
between the actual revenues and expenditures
(on the budget basis) and the budget amounts
follows.

Budgeted Items

Revenues:

1. Private subscriptions, The sum of $470,020
was received as subscriptions from private sources
during the fiscal year. This figure represents sub-
scriptions that were pledged and collected in
cash; it also includes pledges totaling $43,559
which the bureau had not collected as of June 30,
1967. The latter amount is shown as a receivable

on the balance sheet (Table III). The actual
subscriptions (8470,020) fell short of the bud-
geted amount of $500,000, by $29,980.

The collection of $470,020 represents 94
percent of the subscription goal. The rate of
actual collection of the subscription goals has
been fairly consistent over the years as evidenced
by the following tabulation:

% of
Ac]!]ual_
Subscrip-
FY Actual tions to
Ended Subscrip- Subscrip- Subscrip-
June 30 tion Goal tions tion Goal
1963 § 355,775 § 342,873 96
1964 360,000 322,608 920
1965 350,000 328,910 94
1966 370,000 329,957 89
Tot. 4 yrs. $1,435,775 §1,324,348 92

The amount of actual subscriptions collected
in fiscal year 1966-67 is attributable in part to
the fact that a professional fund raising firm was
contracted by HVB to conduct the 1966-67 fund
drive. The cost of this fund drive is reflected in
Schedule I11? as anon-budgeted expenditure. It
should be noted that since the fund drive was
specifically to increase the amount of private
subscriptions, at least a part of the cost of the
drive should be charged against the subscription
revenue in ascertaining the success of the bureau
in attaining its goal. As noted in greater detail
later in this chapter, the cost of the fund drive
was $47,915. If all of this cost is applied against
the subscriptions collected, only 84 percent of
the goal has been met. If, however, only $20,397

2Scc page 24, infra.



of the total fund drive cost is considered an
expense for fiscal year 1967, as the bureau
elected to do,® then the actual subscriptions
collected amounted to 90 percent of the sub-
scription goal.

2. State appropriations, Under the terms of
the contract between DPED and HVB, money is
allotted to HVB by DPED on a quarterly basis.
The following is a detail of the quarterly pay-
ments received by HVB in fiscal year 1966-67.

Date Amount
Received Advertising Basic
Qr. by HVB Contract Contract Total
15t July, 1966 §221,572  §329,568  § 551,140
2nd  Sept. 29, 1966 206,497 278,094 484,591
3rd  Jan. 16, 1967 46,931 141,707 188,638
4th  Apr. 14, 1967 83,461 83,461
Apr. 28,1967 25,000 25.000
$500,000 $832.830 $1,332,830

As reflected above, approximately 90 percent
of the total State appropriation of $1,332,830
was disbursed to the bureau by the beginning of
the 3rd quarter. Payment of most of the amount
appropriated by the State is made by the begin-
ning of the 3rd quarter primarily to equalize the
bureau’s flow of revenue throughout the fiscal
year. Approximately 60 percent of the private
subscriptions is collected in the last four months
of the fiscal year. This situation is because the
major subscribers’ anniversary date for payment
generally falls within the months of March to
June.

Expenditures
Actual expenditures for budgeted items ex-
ceeded the budget by $176,900 under the budget

?’See chapter 4, supra, and page 13, infra.

basis of accounting (see Table IV). The follow-
ing explains the nature of the major expenditures
and describes the differences between the actual
and budgeted amounts,

1. Salaries. HVB has approximately 75 full-
time employees who were paid $479,522 during
the fiscal year ended June 30, 1967 (see
Table 1V. This actual cost exceeded the budget
by $6,753. The excess was primarily due to
overtime and the hire of a couple of employees,
the costs of which were not included in the
budget.

2. Rent. Expenditures for rent include rentals
of in-state and out-of-state offices. In-state
offices are rented for the administration and
visitor satisfaction programs, while out-of-state
offices are rented for sales functions. The follow-
ing tabulation lists the actual rents incurred and
compares the actual with the budgeted amounts
for the year ended June 30, 1967.

1966-1967
h:“ual Budgeted  Over
Expenses Al
IheState Offices penses mounts [Under]
Waikiki Business Plaza - Adm.  $31,218  $24,348 56,870
‘Waikiki Information Center 12,288 12,288 =
Hilo, Hawaii - . 443 300 143
Kona, Hawaii 840 840 —_
Maui aounee 484 180 304
Kauai 932 600 332
Sub-Total 46,205 38,556 7,649
OQut-of-State Offices
Regional Sales, Los Angeles 2,930 2,784 146
Regional Sales, San Francisco 2,72 2,736 91
Regional Convention Sales,
ChICAZO -remveeermrsemsessiasenes 6,420 4,675 1,745
Regional Convention Sales,
New York 8,676 8,256 420
Sub-Total 20753 _18451 2302
Total $66958 357,007 $9951




The actual cost for the fiscal year ended 3. Publicity and Promotion. The publicity and
June 30, 1967 exceeded the budget by $9,951 promotion costs totaled $572,764 for the year
as shown above. The reasons for the excess ended June 30, 1967. The details of this cost
with respect to the two major variances follow: are noted in Schedule I.

e S
iti AC 5 i 1 1
foul Plgpféfr%; a‘]’]"daw:er"mc? ae As noted in Schedule I, promotl.on_al lltera!*.ure
-""’“*36 &70 and promotion account for the major portions
2. Regional Conventional Sales, Chicago ——— of the excess of actual cost over the bu_dgeted
Rental charges for additional space ...  $1,745 amount. The management of HVB explains the
SCHEDULE I OF TABLE IV

SCHEDULE OF PUBLICITY AND PROMOTION

Promotion . .
Photography - World Release
Assisting Travel Writers
Hawaii Calls .
Distribution - Movies
Warrior Markers

Leis and Music . .
Promotional Literature
Special Events .

Ulu Mau Village
Convention Servicing
PATA Dues . !
Aloha Week . . . .
New Movie or Vlsual A.ld ‘
HVB Bulletin .

Totals .

Year Ended June 30, 1967

Actual
Budget
Basis
Actual Amounts Over
[Under]
Accrual Budget Budgeted Budgeted
Basis Basis Amount Amounts
$ 52,671 $ 52,671 $ 40,000 $12,671
9,453 9,453 10,000 [547]
2.229 2,229 1,575 654
93,390 93,390 93,390 -
7,846 7,846 8,400 [554]
1,704 1,704 2,029 [325]
1,062 1,062 2,000 [938]
181,566 221,653 128,792 92,861
40,012 40,012 48,450 [8,438]
9,186 9,186 6,000 3,186
7,914 7,914 7,500 414
5,500 5,500 8,250 [2,750]
85,000 85,000 85,000 -
- 30,000 30,000 -
5,144 5.144 2,310 2.834
§502,677 $572,764 $473,696 $99,068




excess in promotional literature cost as follows:
(1) the demand for brochures from travel agents
far exceeded expectations during the year, and
(2) the bureau’s administration, in early spring
of 1967, changed its policy of purchasing quar-
terly to purchasing semi-annually to take advan-
tage of lower per unit cost of purchasing and
shipping in bulk. This change in policy accounts
for the inventory on hand at the end of the
year under the accrual method of accounting.
Under the budget method of accounting, how-
ever, the money has been spent, and the cost
of the inventory is sunk.

Promotion expenditures as shown in Schedule 1
exceeded the budget by $12,671. We understand
that this was primarily due to the American
Society of Travel Agents Convention, which was
budgeted for $10,000 but actually cost §22,550.

The total cost incurred by the bureau for
special events amounted to $40,012 as shown in
Schedule 1. Expenditures for special events are
incurred by contractual arrangements between
the bureau and various organizations. A com-
parison of actual cost and budgeted amounts for
some of the special events is listed below.

1966 - 1967
Actual
Actual Budgeted Over

Amount [Under]
Makaha Surfing Championship $- 2,000 $[2.000]
Kavai Rodeo ............. 1,000 [1,000]
Festival of the Garden Isle $ 3,057 - 3,057
Discovery Day ............. 7,600 [7,600]
Whaling Spree .. ......... .. 8,254 6,000 2,254
Central Maui ........covnnn 2,000 [2,000]
Makahiki (all islands) ....... 1,212 4,500 [3,288]
SubeTotal, . sivupavs own o 12,523 23,100 [10,577]
All Other Events . .......... 27,489 25,350 2,139
Tokal, e s sewmeesns $40,012 $48,450 $18,438]




The reasons for the above variances are (1) ex-
penditures were made to some events that were
not included in the budget and (2) some of the
budgeted events did not materialize or required
less money than originally budgeted.

4. Operating expenses. Operating expenses for
the year ended June 30, 1967 totaled $210,073.
They are detailed in Schedule II.

The operating expenses actually incurred ex-
ceeded the budget by $55,541. The items con-
tributing heavily to the excess were mail and
postage, stationery and supplies, telephone and
telegraph, professional services and data proces-
sing services. A discussion of the last three items
follows.

Telephone and telegraph. Telephone and tele-
graph charges, which amounted to $32,620,

SCHEDULE II OF TABLE IV
SCHEDULE OF OPERATING EXPENSES
Year Ended June 30, 1967

Actual
Budget
Basis
Over

Actual Amounts [Under]

Accrual Budget Budgeted Budgeted

Basis Basis Amount Amounts

Mail and Postage ......... 3 63,452 $ 63,452 § 52,47 $10,977
Stationery and Supplies 33,147 33,147 27,1006 6,041
Telephone and Telegraph 32,620 32,620 23,457 9,163
Equipment and Maintenance 2,202 2,202 2,100 102
Dues and Subscriptions 1,689 1,689 2,100 [411]
Professional Services ..... 15,200 15,200 9,471 5,729
INSULANGE w « v« s7% sowwin s 1,998 1,998 1,250 748
Annual Meeting . ........ 505 505 630 [125]
Data Processing Service . ... 31,935 31,935 12,768 19,167
Research Data ., ......... 7,831 7,831 8,209 [378]
Hotel Accommodation .. .. 6,016 6,016 5,000 1,016
Capital v i, 500 224 53 - 13,478 9,966 3,512
Totals . .vvvvniiinnn. $196,595 $210,073 $154,532 $55,541

(=)



were primarily for the offices located in Honolulu,
Los Angeles, Chicago and New York. Below is a
breakdown of the costs, by offices, incurring
major portions of the total telephone and tele-
graph expenses.

Nature of Cost

Basic

Tele-

phone  Long Tele-
Office Rental Distance grams  Misc. Total
Honolulu $ 9,626 § 6,556 $1,927 $397 $18,506
Los Angeles 1,122 1,285 31 - 2,438
Chicago 2456 1794 229 - 4479
New York 1,515 1,540 346 - 3,401
All Others 2,034 1,699 63 - 3,796

$16,753 $12,874 $2,596 $397 $32.620

Professional services. Fees for professional
services exceeded the budget by $5,729 as shown
on Schedule II of Table IV.. We understand
that this excess was primarily due to the un-
anticipated additional work done to improve the
format and content of the reports furnished
through the data processing system.

Data processing service. The bureau presently
receives data processing services from Computab,
Inc., and American Security Bank. The follow-
ing services are provided by Computab, Inc.:

Monthly subscription listings;

At various intervals, the pledge listing of
all members;

Bi-monthly computations of HVB payroll.

22

The monthly subscription listing contains infor-
mation such as the area location of the subscriber,
name of subscriber, business code, payment date
and payment amount. The pledge listing lists the
members of the bureau, the amounts and dates
of the pledges, and classifies these pledges by
either new, renewal or additional. Payroll com-
putations for approximately 75 HVB employees
are also provided.

The data processing department of the Ameri-
can Security Bank provides the following month-
ly reports:

Detailed accounts payable listings;
Detailed expenditure listings;
Research reports.

The accounts payable listing contains each
vendor’s name, invoice status and date, the un-
paid balance, and the expenditure classification.
The expenditure listing report is a detail listing
of all expenditures; it includes a comparison
between budget and actual expenditures for the
month and year to date. Research reports repre-
sent a compilation of various statistical data
such as visitors’ length of stay and composition
of visitors.

The data processing cost exceeded the budget
by $19,167 as shown on Schedule II. Below is
the computation provided by HVB of the costs
budgeted and the cost not considered in the
budget.



Cost
No. Costs Budgeted
1 Computab, Inc.
2 American Security Bank
Sub-Total
Cost Not Considered in
the Budget
3 Cost of shipping IBM 401
Total

The excess of the actual over budgeted expenses
has been attributed to the following:

Cost
No,

1 In prior years, payroll and quarterly tax
returns were prepared by the bureau.
However, for fiscal 1966-67, these func-
tions were performed by Computab, Inc.,
for $900. The remaining $636 of the
$1,536 excess was for pledge listings of
all members, which the bureau requested
of Computab, Inc., at various intervals.
These listings were not requested in prior
years,

2 This excess was due entirely to an under-
estimation of cost.

3 The bureau, in prior years, leased a data
processing machine for various account-
ing functions. When these functions were

1966 - 1967

Actual

Actual Budgeted Over
Cost Amount Budget
§ 2,256 § 720 § 1,536
27,175 12,048 15,127
29,431 12,768 16,663
2,504 - 2,504
$31,935 $12,768 §19,167
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taken over by Computab, Inc., and
American Security Bank, HVB had to
ship the machine back to the lessor at
HVB’s expense. The budget did not pro-
vide for this cost.

5. Travel and Advertising. The travel and
advertising expenses are discussed in chapters 8
and 9.

Non-Budgeted Items

All expenditure and revenue items that were
not budgeted in the bureau’s budget are shown
on Schedule III of Table IV. The excess of
$56,019 of non-budgeted expenses over non-
budgeted revenue contributed to the bureau’s
deficit. A brief discussion of the major non-
budgeted items follows the schedule.



SCHEDULE III OF TABLE IV
EXCESS OF NON-BUDGETED EXPENDITURES OVER REVENUE
Year Ended June 30, 1967

Actual
Budget
Basis
Over
Actual Amounts [Under]
Accrual Budget Budgeted Budgeted
Basis Basis Amount Amounts
Non-Budgeted Expenditures:
Deprecigtion  wcuwis cvn wsan $13,117 - -
Campaign Fund Drive ........ 20,397 §47,915 $47,915
Pacific Tourism Marketing and
Research Institute ........ 10,778 10,778 10,778
Rest and Recuperation ...... 19,471 19,471 19,471
Provisions for Uncollectible
Subsecriptions ............ 2,300 2,300 2,300
@) 1T R W - 3,798 3,798
Total Non-Budgeted
Expenditures ............ 66,063 84,262 - 84,262
Non-Budgeted Revenues:
Pacific Tourism Marketing and
Research Institute ........ 27,658 27,658 27,658
Ethenny oy Tl ot camsn 796 585 585
Total Non-Budgeted
Revenles . ivovsvei oo os 28,454 28,243 - 28,243
Excess of Non-Budgeted
Expenditures Over Revenues .. $37,609 $56,019 - $56,019
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Cost of Fund Drive

The treatment of cost of the fund raising
drive as a deferred charge is discussed in chapter
4, The amount charged as an expense, on the
accrual basis, of 820,397 represents the portion
of the total cost which HVB allocated as an
expense of the 1966-67 fiscal year. On the bud-
get basis, the amount of $47,915 represents
expenditure incurred during the fiscal year.

Pacific Tourism Marketing and Research Institute

The Pacific Tourism Marketing and Research
Institute Program (PTMRI), as mentioned earlier
in the introduction of this report, provides pro-
fessional, consulting and advisory services in
tourism development to countries in the Pacific
Basin. For the year ended June 30, 1967, PTMRI
realized an excess of revenue over expenditures
in the amount of $16,880 ($27,658 minus
$10,778). The expenditure and revenue amounts
are shown on Schedule IIT of Table IV, Of the
$27,658 PTMRI revenue, $17,513 of it had not
been collected as of June 30, 1967. This amount
is included in the total accounts receivable
shown in the balance sheet on Table III.

For the seven-month period ended January 31,
1968 (July 1, 1967 to January 31, 1968), the
expenditures ($44,861) exceeded the revenue
(813,046) by 831,815, After deducting the loss
(331,815) of the seven-month period from the
surplus of $16,880 at June 30, 1967, the pro-
gram shows a deficit balance of $14,935 at
January 31, 1968.
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We understand that PTMRI is intended to be
a selfsustaining program. The operations to
January 31, 1968 show otherwise.

AlohaR & R

The Rest and Recuperation (R & R) program
was first established on August 3, 1966 to assist
the military in its R & R program. The bureau
has claimed that it incurred $23,671 inR &R
expenses during the year ended June 30, 19674
and requested reimbursement for that amount
from the State. The breakdown of this amount
is as follows:

SAIALIES woucrusnsssunn oo ostamisatiies s bivansiisanssissssins § 8,672
R & R cards and brochures .........coceieeeisiennnnns 14,738
Travel 261

Total §23.671

However, as shown on Schedule II1 of Table [V,
the real cost of R & R was $19,471. The differ-
ence of §4,200 ($23,671 minus $19,471) repre-
sents a purported, pro-rata amount of an HVB
administrator’s salary which the bureau considers
should be chargeable to the R & R program,
since the administrator devoted a considerable
amount of time to the program. We do not think
that the amount is a proper reimbursable item,
since the cost of the administrator’s salary has
already been budgeted in another of the HVB
programs. Since additional cash outlay was not
required, the allocated cost should not be
reimbursable.

4Lcttv.r dated January 22, 1968, from Robert Midkiff,
president of the bureau, to Shelley Mark, director of DPED.



Chapter 6

EFFECT OF FUND MANAGEMENT PRAC-
TICES ON DEFICITS, SURPLUS AND FUND
BALANCE

This chapter contains an analysis of the rea-
sons why fiscal year 1966-67 ended in a deficit
and suggests ways in which deficits may be
avoided in the future. As defined in chapter 3,
deficit means the excess of expenditures over
revenue in any given fiscal year, and surplus
means the excess of revenue over expenditures
in any given fiscal year. The deficit or surplus
of a fiscal year, when added to or subtracted
from the fund balance or fund deficit existing
at the beginning of the fiscal year gives one a
new fund balance or fund deficit at the end of
the fiscal year.

Deficit Factors

As reflected in the statement of revenue and
expenditures (Table IV), the fiscal year 1966-67
ended with a deficit of $127,784, under the
accrual method of accounting, and with a deficit
of $232,919, under the budget basis of account-
ing. The following summarizes the combination
of factors which led to the deficit.

Method of Accountcilng

Accrual Budget
Basis Basis

Insufficient private
subscriptions to meet
budgeted rEVENUE .ovvieruiuenns $ 29,980 $ 29,980
Overexpenditure of
budgeted expenditures ....... 60,195 146,920
Net expenditure of non-
budgeted items 37,609 56,019

Deficit $127,784 $232.919
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The above amounts were derived by deter-
mining the differences between the actual trans-
actions and the amounts budgeted for the year.
The differences between the accrual basis and
the budget basis are explained in chapter 3.

To prevent deficits from occurring, prudent
management practices require certain financial
controls. In the subsequent parts we discuss the
more obvious kinds of control which should be
followed.

Budget Preparation

Fiscal controls should be imposed at the
earliest possible stage in the bureauw’s fiscal
process. The earliest stage in the process is, of
course, when the budget for the ensuing fiscal
year is prepared. A careful preparation of the
budget can assist in preventing deficits from
occurring. The bureau’s budget is prepared on
the premise that the total expenditures for the
year should not exceed the total revenues to be
received in that year. Any budgetary practice
which permits the expenditure of funds in ex-
cess of expected receipts can be expected to
lead to a deficit. It appears that the bureau’s
budgetary practice is such that it permits the
expenditure of funds in excess of the year’s
receipts. The practice appears faulty in two
respects: (1) in utilizing private subscription
goal as the estimate of the revenues to be re-
ceived in private contributions; and (2) in
failing to consider the deficit balance as may
exist at the commencement of the year for
which the budget is formulated.

1. Subscription goal. The bureau receives
financial support from the State and from private
subscriptions. The amount of State support for



any given year is known upon finalization of the
contract between the bureau and DPED. This
amount is generally set and not subject to
change. The amount of money the bureau will
receive in the next fiscal year in private contribu-
tions, however, is not definite. The bureau
rightfully uses the State contract amount in
estimating a portion of the next year’s revenue.
It, however, also uses the bureau’s subscription
goal for the next year fo estimate its revenues.
We do not believe that the total amount of the
subscription goal should be used to estimate the
bureau’s revenues. /

Past experiences of the bureau show that the
bureau rarely, if ever, attains its goal 100 per-
cent; it generally attains 92 to 94 percent of its
subscription goals. The four-year average prior
to fiscal year 1966-67 was 92 percent. Yet, the
bureau includes in its estimated revenue all of
_the subscription goal. This was done for fiscal
year 1966-67, in which year private contribu-
tions reached 94 percent of the bureau’s goal.

It would appear that, based on past experi-
ences, prudent management would not consider
all of its subscription goal in estimating the
bureau’s revenues for the next fiscal year (unless,
of course, the goal itself is reduced).

A goal is something which an organization
wishes to attain. Expectations may or may not
be synonymous with goal. In the case of the
bureau, expectations evidently have not been the
same as its goal in the past few years.

2. Prior year’s deficit. In budgeting for the
next fiscal year, prudent management practice
seemingly requires that any deficit existing at the
time of the budget formulation be taken into
account, This apparently was not done by the
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bureau in preparing its 1966-67 budget. As
shown in Table V in the latter part of this
chapter, the bureau ended the fiscal year 1965-66
with a deficit of $34,380. This deficit amount
should have been taken into account in pre-
paring the budget for fiscal year 1966-67, and
provisions made in the budget to liquidate this
deficit.

We recommend that all future budgets of the
bureau be prepared on the basis-of revenues
which can reasonably be expected to be re-
ceived, rather than on the amounts stated in the
bureau’s goal; we further recommend that in all
future budget preparations, the deficit or surplus
as may then exist be taken into account.

Expenditure Controls

As noted in summary at the beginning of this
chapter, during the fiscal year, the burean ex-
pended $146,920 (on the budget basis) and
$60,195 (on the accrual basis) more than had
been allowed in the budget. Obviously, there
was a lack of control over expenditures during
the fiscal year. Prudent management practice
requires that expenditures be examined from
time to time throughout the fiscal year to
determine what moneys are being spent at what
rate and what this means in terms of the flow of
revenue to the bureau.

Since the amount of the State’s contribution
is fixed, the revenue which bears watching
throughout the fiscal year is the private contribu-
tions, While the exact amount which will be
received from private sources cannot be predicted
with precision, past experiences on the rate of
collection should provide some guide, Past expe-
riences of the bureau indicate that 60 percent of



the total private contributions is generally
expected in the last quarter of the fiscal year.
This rate plus the rate at which the subscription
goals are generally reached should provide some
information respecting what might be expected
in terms of the revenue flow.

We recommend that appropriate controls over
expenditure during any given year be established
and enforced,

Expenditure for Non-Budgeted Items

In fiscal year 1966-67, expenditures for non-
budgeted items exceeded the revenues from
non-budgeted sources in the amount of $56,019
(on the budget basis) and $37.609 (on the
accrual method). It appears that these expendi-
tures for non-budgeted items have been made
without careful scrutiny. Expenditures for non-
budgeted items should be made and we recom-
mend that they be made only (1) if there are
sufficient funds available to pay for such expen-
ditures without causing a deficit, (2) where it is
absolutely necessary that they be made, in which
event as these expenditures for non-budgeted
items are made, corresponding adjustments be
made in the budget for budgeted items, or (3)
where there is assurance that the expenditure
for the non-budgeted item will be reimbursed
by revenue in equal amount from a non-budgeted
source.

Whether HVB’s management was cognizant of
or exercised any of the above controls is cer-
tainly not apparent by the amount of the
bureau’s deficit for the year ended June 30,
1967. Aside from the unforeseen cost incurred
as a result of the armed forces rest and recupera-
tion program, which amounted to only $19,471,
some of which will be reimbursed the HVB by
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the State, it is our opinion that all other expen-
ditures could have been controlled to some
degree to avoid the large deficit which occurred
during the fiscal year ended June 30, 1967,

State Control

As a result of the excess of expenditures over
revenue in fiscal year 1966-67, the bureau’s def-
icit balance (or accumulated deficit) at June 30,
1967 amounted to $72.367 (accrual basis) and
§267,299 (budget basis). This deficit balance at
June 30. 1967, will require the use of future
funds to pay for the debts of the earlier periods,

It is said that the deficit balance will be paid
for from private contributions, We note that
payment of the deficit balance from private con-
tributions will affect public funds, unless the
private contributions which are used to pay off
the deficit balance are in an amount equal to the
deficit balance and are received, over and above
the amount of private contributions necded to
cover current year’s budgeted expenses, and
unless, further, the current year’s revenue and
expenditures end in SO or in surplus. Otherwise,
the siphoning of private contributions toward the
liquidation of the deficit balance would mean
that the State would be paying for a greater per-
centage of the total cost of the bureau’s opera-
tions in the current year.

We believe that the State should exercise
greater control over the financial operations of
the bureau. Although we feel that the bureau
should continue to exercise control over its
internal affairs, we strongly recommend that the
contract between HVB and DPED include a
provision whereby the bureau must secure the
prior written approval of DPED in all cases
where expenditures are sought to be made when



there are no funds on hand to pay for these Deficit and Surplus—Prior Years

expenditures. The contract should also require This section describes briefly the results of
the budget basis of accounting, as described in HVRB’s financial operations in fiscal years 1958
this report, to be used for the purposes of report- through 1967. The amount of deficit or surplus
ing the bureau’s financial status to DPED. applicable to this period is shown in Table V.

TABLE V. SCHEDULE OF DEFICIT AND SURPLUS
1958 THROUGH 1967

Surplus [Deficit] Accumulated
for the Year Surplus [Deficit]
Fiscal Year Accrual Budget Accrual Budget
Ended June 30 Basis Basis Basis Basis
Beginning
Balance $291,503 § 262,478
1958 $ [41,442] $ [41,111] 250,061 221,367
1959 [62,964] [53,7271] 187,117 167,640
1960 [10,149] [25,360] 176,968 142,274
1961 57,433 41,286 234,401 183,560
1962 [146,720] [161,093] 87,681 22,467
1963 69,004 71,648 156,685 94,115
1964 [4,910] [6,770] 151,775 87,345
1965 [20,838] [13,616] 130,937 73,729
1966 [75,520] [108,109] 55,417 [34,380]
1967 [127,784] [232,919] [72,367] [267,2991]



As shown above in Table V, under the column
Surplus (Deficit) for the Year, the only major
deficit year, besides 1966 and 1967, was 1962.
However, unlike 1966 and 1967, when the
amounts of private subscriptions increased over
the previous year, 1962 experienced a severe drop
in private subscriptions. The subscriptions fell
from $442,283 in 1961, to $244,291 in 1962,
a decline of $197,992. It is interesting to note,
however, that in 1962, the actual expenditures
were less than the budgeted expenditures by
approximately $70,000, indicating, in our opin-
ion, that an attempt was made by HVB’s man-
agement at that time to control expenditures
to minimize the deficit which was inevitable,
because of the decline in subscription revenue.
Conversely, it is not apparent that in 1966 and
1967, any attempt was made to minimize the
deficit by a reduction of expenditures.

As Table V notes, the practice of engaging in
annual deficit spending is not uncommon in the
history of HVB’s financial operations. At the
start of fiscal year 1958, there was an accumu-
lated surplus of $291,503 (accrual basis) and
$262,478 (budget basis). This accumulated sur-
plus gradually diminished to a low point in
1962. In 1963, the bureau made a brief recovery
but, again, starting in 1964, the accumulated
surplus dwindled, until a deficit balance occurred
for the first time in 1967 on the .accrual basis
and in 1966 on the budget basis. The fact that
the bureau has almost always gone into deficit
spending in prior years is, in our opinion, no
justification for its continuation, especially at
such times when a surplus balance is insufficient
to offset any deficit spending. Being cognizant
of the diminishing surplus, HVB’s management
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should have initiated definite measures to curtail
any deficit spending in 1966 and 1967, in order
to avoid the present undesirable and substantial
deficit balance.



PART I11l. FINDINGS AND COMMENTS ON SPECIFIC CLASSES OF EXPENDITURES

Chapter 7

ACCOUNTS PAYABLE

This chapter includes a tabulation of the
amounts payable to creditors and the length of
time the debts have remained unpaid. The
purpose of the tabulation is fo show the degree
of promptness with which HVB pays off its
debts. The tabulation is made for the amounts
outstanding both at June 30, 1967 and also at
January 31, 1968, for comparative purposes and
to determine whether there has been any im-
provement in the credit status of the bureau.

Easy Credit

A review of the tables and exhibits contained
in this chapter quickly shows that HVB has been
delinquent in the payment of its debts. It is
customary in business to refuse to grant addi-
tional credit to a customer who has not paid his
debts within a reasonable time. However, with
respect to HVRB, its requests for additional credit
have usually been granted by its trade creditors.

It appears that this leniency on the part of
the creditors is in part attributable to the fact
that HVB has been heavily financed by the State.
The substantial interest in HVB that the State
has exhibited in the past leads to a reasonable

assumption that such interest will continue in
the future. This substantial State interest is an
insurance against the chance that HVB will ever
fold and be required to liquidate. The creditors
thus have a reasonable assurance that they will
eventually be paid. The bureau has taken full
advantage of this attitude, as evidenced by the
large amount of debts it incurred regardless of
whether it had sufficient cash to liquidate the
debts.

At June 30, 1967, the total amount of
accounts payable ($295,447) and other liabili-
ties ($40,613) far exceeded the available cash,
including receivables (564,230 on the budget
basis and $67,390 on the accrual basis) (see
Table 1II), This has made it necessary for the
bureau to utilize the subsequent year’s funds to
liquidate the liabilities outstanding at June 30,
1967, It is imperative that the bureau discontinue
this practice of deficit financing.

Accounts Payable at June 30, 1967

A summarization of the accounts payable as
of June 30, 1967, aged according to the month
in which the charges were billed to the bureau,
is shown in Table V1. Of the $295,447 accounts
payable as of June 30, 1967, $107,218 or 36%
represents the charges billed the bureau in June,
1967, and §188.229 or 64% represents charges
billed in the months prior to June, 1967.



TABLE VI
SUMMARY OF AGED ACCOUNTS PAYABLE AT JUNE 30, 1967

Status of Account

Status Billing Month Amount %o
Current June, 1967 $107,218 36
Past Due
1- 30days May, 1967 42,890 15
31- 60 days April, 1967 32,860 11
61- 90 days March, 1967 68,357 23
91 -120 days February, 1967 9,124 3
121 - 150 days January, 1967 5,673 2
Over 150 days December, 1966, & prior 29,325 10
Total past due accounts $188,229 64
Total accounts payable at June 30, 1967 100
A detailed listing of all accounts payable as of of which $24,104 was billed in June, 1967;
June 30, 1967, from which the above summary 519,607 in May, 1967; $16,532 in April, 1967;
(Table VI) was constructed, is contained in and $48,997 in March, 1967,
Exhibit I attached at the end of this chapter.
The exhibit displays for each account out-
standing as of June 30, 1967, what portion of
the total charge was incurred in what month. Accounts Payable at January 31, 1968
For example, the unpaid invoices from Fawcett- A summarization of the aged accounts payable
McDermott at June 30, 1967 totaled $109,240, as of January 31, 1968 is shown in Table VII.



TABLE VII
SUMMARY OF AGED ACCOUNTS PAYABLE
AS OF JANUARY 31, 1968

Status of Account

Status Billing Month Amount %
Current January, 1968 $ 61,779 37
Past Due

1- 30 days December, 1967 21,976 13

31- 60 days November, 1967 31,273 19

61- 90 days October, 1967 29,027 18

91 - 120 days September, 1967 875 1
121 - 150 days August, 1967 20,125 12
Over 150 days July, 1967, & prior 393 -
Total past due accounts $103,669 63
Total accounts payable at January 31, 1968 $165,448

A detailed listing of all accounts payable as of
Junuary 31, 1968, from which the above sum-
mary was constructed is contained in Exhibit T1,
attuched at the end of this chapter.

Table VII reflects a reduction of 129,999 in
total accounts payable from the $295,447 which
wis outstanding on June 30, 1967. This reduc-
tion. however, does not necessarily signify an
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improvement in the credit status of the bureau
for the following reasons:

(1) The November and December, 1967 adver-
tising bills of Fawcett-McDermott were paid off
directly by the department of planning and
economic development, due to the inability of
HVB to meet the bills. This payment was made
although funds for this payment had previously



been advanced to HVB via the quarterly allot-
ment for the October—December quarter. The
amount of the November and December pay-
ments made by the department of planning and
economic development was subtracted from the
current quarter’s allotment to HVB for its
operating expenses. In addition, as shown in
Exhibit [T, Fawcett-McDermott’s January charge
for advertising was paid off directly by DPED
under the new advertising contract payment
arrangement initiated by the department of plan-
ning and economic development. (This change in
payment method is discussed in a later chapter.)

(2) The bureau secured a $75,000 loan from
the Bank of Hawaii in December, 1967, as
described more fully later in this chapter. The
borrowed money was used to pay off some ac-
counts payable. This transaction, however, only
converted some accounts pavable to note pay-
able. The loan from the bank thus reduced ac-
counts payable by $75,000, but increased other
obligations by the same amount and effected no
change in total liability as of January 31, 1968,

In addition to the $165,448 accounts payable
as of January 31, 1968, the bureau’s accounting
records reflect encumbrances, as defined else-
where in this report, totaling $54,817.

Line of Credit

Since the bureau was encountering difficulties
in liquidating its open accounts, the board of
directors on August 25, 1967, approved obtain-
ing a line of credit with the Bank of Hawaii to
pay the oulstanding debts at the end of the
Jiseal year, June 30, 1967 Adjustments will be
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made this fiscal year in order to pay off the loan
and remain within the budget.

On September 8, 1967, the Bank of Hawaii
granted the bureau a $100,000 open line of
credit expiring June 30, 1968. The interest rate
to be charged was stated at 3/4% over the bank’s
then prime rate of 5-1/2%. Prime rate is the
minimum rate charged by the banks on shorf-
term loans to the larger business firms with the
strongest credit standings.

Arrangement to utilize the line of credit was
initiated on Septeimber 29, 1967, when the
bureau requested a loan of $75,000 to be de-
posited into its checking account. On October 2,
1967, the bank honored the bureau’s request.
On October 12, 1967, this loan was repaid. The
interest paid on this loan was $130.19,

On November 24, 1967, the bank informed
the bureau that the interest rate on the line of
credit had been increased to 6-3/4% per annum,
effective November 21, 1967.

On December 4, 1967, the bureau again re-
quested a loan of $75,000. This amount was
deposited to the bureau’s checking account on
December 6, 1967. Twenty-five thousand dollars
was repaid on February 28, 1968. The remaining
balance of $50,000 has not been repaid as of the
writing of this report. Interest paid on this loan
through February 29, 1968 totaled $1,188.03,

Minutes of board of directors, HVB, August 25, 1967,



EXHIBIT 1

HAWAII VISITORS BUREAU
SCHEDULE OF AGED ACCOUNTS PAYABLE
June 30, 1967
PAST DUE (DAYS)
(Over 150)
Tot. Current (1-30) (31-60) (61-90) (91-120) (121-150) 12-66
Vendor 6-30-67 6-67 5-67 4-67 3-67 2-67 1-67 & Prior
Fawcett-McDermott .... §109,2407  § 24,104 $19,607 $16,532 548,997 § - § - § -
Tongg Publishing Company 39,998 32,766 5,165 1,001 206 860 - —
Pacific Area Travel Association 8657 19 - - - - - 12,846
Universal Data Processing-Am. Sec. 12,803 2,561 5,121 - 5,121 - - -
Hawaiian Telephone , 9,117 1,536 1,416 1,797 1,624 1,354 1,390 =
Honolulu Lithograph 6,9263 = - - = - - 6,926
Pacific Technical Analysts 6,21 4 - — — 312 — - 5,907
Mail and Media, Inc. . 3,694 642 645 963 562 882 - -
Xerox Corporation 3,596 512 479 834 935 184 402 250
Cates and McGlone 3,500 3,000 — = = 500 - !
Honclulu Paper Company 3,335 169 1,222 202 665 319 730 28
Telecheck Hawaii 3,147 3,147 - - - - - -
Paul Nakagaki 2,290 2,290 - - — - - =
A Top Notch Service 2,247 339 617 595 696 - - -
The Smith Company 2,225 405 266 533 545 476 -
Aloha Secretarial ... 2,022 351 187 464 1,020 - - -
United Service Com; 2,021 405 404 404 404 404 = =
Modern Talking Picture 1,993 154 245 423 472 335 364 -
Lawrence Hata 1,885 222 123 388 658 464 30 -
United Air Ling 1,877 192 1,478 207 = vy = =
Sterling Movies, Ut 1,693 81 226 347 88 287 403 261
Pan American ... 1,496 1,276 - 220 = = = =
Hawaiian Exotic Flowers . 1,405 653 409 88 31 - 224 -
Waikiki Business Plaza 1,283 1,283 — — - - - -
Computab, Inc. ..... 1,160 153 207 178 73 140 409 -
Cardinal Mailing Servic 1,059 - - - 503 61 495 =
All Others (less than 31,0
per account) . 56,351 30,958 5,073 7,684 5,445 2,858 1,226 3,107
Totals ... $295.447 $107,218  §42,890 $32,860 $68,357 $9,124 35673 $29.325

J“l'he balance of $109,240 payable to Fawcett-McDermott includes $100,350 payable under the advertising contract and $8,890
payable on open account.

20f the $12,865 payable to Pacific Area Travel Association, $12,846 rep the bureau’s membership dues for fiscal year July 1,
1966 to June 30, 1967 billed in August 1966.

gThe amount payable to Honolulu Lithograph of $6,926 as of June 30, 1967 represents the balance of a contract for the printing of
promotional brochures. The contract was completed in December 1966 for $11,926 of which $5,000 was paid in April 1967.

4Of the balance of $6,219 payable to Pacific Technical Analysts, $5,907 represents the charges for programming the data processing
system for the accounting department in December 1966.
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EXHIBIT I

HAWAII VISITORS BUREAU
SCHEDULE OF AGED ACCOUNTS PAYABLE
January 31, 1968

PAST DUE (DAYS)
Total Current (1-30) (31-60) {61-90) (91-120) (121-150) (Over 150)
Vendor 1-31-68 1-68 12-67 11-67 10-67 967 867 667
Fawcett-McDermott .......... $ 35,0471 $30,6641 $ 1,195 $ 3,188 3 - $— § - $—
Tongg Publishing Company 29,767 1,892 4,704 8,437 14,734 - - -
Pacific Air Travel Association 19,197 - — - - - 19,197 =
Waikiki Business Plaza 5,121 2,561 2,560 - = s = =
Pacific Technical .. 4,784 4,784 - - - — o -
Kerox Corporation . 3,615 754 904 857 313 787 =
Star-Bulletin Printing , 3,099 1,885 28 47 746 - — 393
Nieman Advertising ... 2,967 - 849 1424 694 B2 - —
Peat Marwick Mitchell & Co. 2,400 — 2,400 — - - - -
Honolulu Paper Company 2,305 844 [504] 1,237 728 - - -
United Service Company 1,804 451 451 45 451 - - -
Lawrence Hata 1,614 206 376 496 536 - — -
Computab, Inc. 1,535 1,251 - 154 130 = = =
Pacific Area Communications ... 1,525 1,525 - - =i = =
IBM Corporation .... 1,448 460 512 127 349 — — -
1,428 149 1,191 88 - - —
1,390 s 429 537 424 - - -
1,380 27 379 586 388 - - -
1,136 - 1,136 - - = -
1,136 - - - 581 - 555 -
1,114 222 354 538 - - =5 =
1,108 290 347 347 124 - - -
1,100 855 245 - - - - =
Mid Pacfic Press . 1,011 13 156 62 780 - = =
All Others (less than § =
per account) 38417 12,946 4,264 12,697 8,049 88 373 =
Totals ... 8165448 861,779 §21,976 $31,273 §29,027 8875 820,125 §393

1 Included in these amounts is $28,678 payable to Fawcett-McDermott by DPED under the new arrangement for advertising contract
payments.
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Chapter 8

ADVERTISING CONTRACT

Prior to July 1, 1965, the annual contract be-
tween DPED (for the State) and HVB included
advertising as one of the services to be rendered
by HVB. Beginningin 1965, however, advertising
has been  deleted from  the annual contract be-
tween DPED and HVB and has been made the
subject of a separate contract executed by three
parties—DPED, HVB and Fawcett-McDermott
Associates, Inc., an advertising agency.

Under the terms of the advertising contract,
the advertising agency provides professional and
technical services in connection with the promo-
tion of tourism for Hawaii. These services, which
are administered in coordination with the bureau,
consist primarily of advertising and promotion
through such media as magazines, newspapers
and television. The contract provides that pay-
ment for these services is to be made by DPED
through HVB. The contracts to date have been
for the following amounts:

Fiscal Amount Not
Year To Exceed _
1965-66 §475,000
1966-67 500,000
1967-68 418,000

Up to January 8, 1968, the State followed the
provisions of the advertising contract and made
payments of money to the bureau with which
the bureau was expected to pay the advertising
agency for these advertising services. The pay-
ments to the bureau were made on a quarterly
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basis, in advance, as the bureau submitted its
allotment request for the ensuing quarter.

Diversion of Advertising Funds, Fiscal Year
1966-1967

One of the reasons for a separate contract for
advertising was the State’s concern that under the
single contract with HVB, the bureau was expend-
ing less for advertising and correspondingly more
for other programs than was intended by the
contract. Under the three-party agreement, it was
thought that the State could exercise more direct
control over the amount expended for advertis-
ing.

The three-party agreement did result in greater
control by the State over the amount expended
for advertising, but the method of paying for the
advertising services did not assure prompt pay-
ment to the advertising agency. The quarterly
allotments made in advance to the bureau were
often used by the bureau for purposes other
than advertising. As a consequence, the bureau
found itself unable to pay the bills for adver-
tising as they were incurred. Table VIIT illustrates
this for fiscal year 1966-1967.

As the table indicates, the State made quarter-
ly disbursements of funds totaling $500,000 for
advertising during fiscal year 1966-1967. The
charges under the advertising contract totaled
$499,862.52. The bureau made payments to-
taling $399.512.19, leaving a balance payable at
June 30, 1967 of $100,350.33 (5499,862.52
minus $399,512.19), This sum of $100,350.33
represents the charges for the months of March
through June, 1967. Since the State had funded
the full amount of the contract, there should
have been sufficient cash at June 30, 1967 to



liquidate the liability of $100,350.33. However,
the bureau’s cash balance at that date, as re-
flected in the accounting records of HVB, was
only $19,531. Based on these facts, we conclude
that the bureau used approximately $80,819
(%100,350 minus $19,531) of the advertising
funds to finance other operational activities. We
find that this diversion of the advertising funds
constituted a violation of the bureau’s contractual
obligation. This diversion necessitated the use of
the subsequent year’s first quarter allotment to
liquidate the balance for advertising which was
outstanding at June 30, 1967.

As a result of HVB’s late payments, the adver-
tising agency was forced to secure financing
from a bank on June 27, 1967, in order for it to
meet the national advertising billings covering
HVB advertisements before their due dates, Un-
less these national advertising billings were met
by their due dates, the agency would have lost
its commissions. To secure the loan from the
bank, the agency assigned to the bank $74,000
of the amount due the agency from HVB. The
interest charges on the above financing amounted
to $244.45 and were charged to and paid for by
HVB.

TABLE VIII. ADVERTISING CONTRACT APPROPRIATION,
CHARGES AND PAYMENTS MADE
FOR THE FISCAL YEAR 1966-67

Advertising
State Contract Payment
Month Appropriation Charges by HVBL/
July, 1966 $221,572.00 § 85,010.34
August 58,304.72 § 85,010.34
September 206,497.00 35,552.23 58,304.72
October 28,248.57 35,552.23
November 69,184.84 28,248.57
December 50,102.56 69,184.84
January, 1967 46,931.00 21,974.22 50,102.56
February 51,134.71 21,974.22
March 48,618.11 none
April 25,000.00 15,508.08 51,134.71
May 12,053.99 none
June 24,170.35 none
$500,000.00 $499,862.52 $399,512.19
July, 1967 82,230.62
August

il/Paymf:nt is due on the 25th of the month following the month of billing.



Diversion of Advertising Funds, Fiscal Year
1967-1968

During the current year (1967-68) the bureau
appears to have resorted again to the application
of advertising funds for other purposes. This is
reflected in Table IX below. Note the delay in
payment of the advertising billings for the
months of July, August and November, 1967,

Current Method of Paying for Advertising

On January 5, 1968, the State changed its
method of paying the advertising agency for its
services. Payments are no longer made through
the bureau; they are made directly to the adver-
tising agency by the State. We concur in this
change in the method of payment and recom-
mend its continued enforcement.

TABLE IX. ADVERTISING CONTRACT APPROPRIATION
CHARGES AND PAYMENTS MADE
FOR THE PERIOD JULY 1, 1967 TO JANUARY 31, 1968

State

Month Appropriation
July, 1967 $168,858.00
August
September
October 138,639.00
November
December
January, 1968

$307,497.00

Balance for the

Year 110,503.00

$418,000.00

Advertising Payment
Contract by HVB
Charges and State 2./

§ 86,581.31 $ 17,907.51

67,817.23 49,456.99
60,370.87 none
33,072.64 147,404.91
42,872,93 33,072.64
46,519.40 none
28,678.38 89,392.33
$365,912.76 $337,234.38

ilJrPayment is due on the 25th of the month following the month of the

billing.



Chapter 9

TRAVEL AND RELATED EXPENDITURES

Travel expenditures for the fiscal year 1966-67
totaled $101,242 (accrual basis) and $104,402
(budget basis), asshown on Table IV. The amount
budgeted for the fiscal year was §121,709. Trav-
el expenses include air fares, lodging, local
transportation expenses, entertainment and other
related expenses. Qur objectives in examining
the travel expenses were two-fold: (1) to review
and evaluate the fiscal controls established by
management with regard to travel and related
expenses, and (2) to ascertain the propriety of
certain expenditures.

In our examination, we did not check on all
travel and related expenses. The sheer volume of
these transactions made it impossible to check on
each and every one. We believe, however, that a
sufficient number of these transactions were
examined to enable us to reach the conclusions
contained in this chapter.

Findings, Generally

Generally, our examination revealed the follow-
ing deficiencies:

1. Expense reports have not been submitted
in all cases to account for the expenditure of
advances made for travel.

2. On certain occasions, expense reports which
were submitted lacked supporting receipts and
other evidences of expense payments made by
the employees,

40

3. Where advances exceeded the reported
expenses, no refund has been made of the excess,
and management has made no attempt to collect
it.

4. Although it is the bureau’s policy that an
expense report be submitted within a specified
time, this policy has not been always observed
by the employees and is not being enforced by
management. In one extreme case, an expense re-
port was submitted by an employee on March 28,
1967, for expenses incurred in April, 1965.

5. The bureau has made and is making certain
expenditures of questionable propriety.

Specific illustrations of the above-noted defi-
ciencies are discussed below.

In-State and Out-of-State Advances

Advances are generally made to employees for
in-state and out-of-state expenses such as enter-
tainment, tips, and travel. Travel advances cover
expenses for car rental, plane fare, taxi fare and
lodging. The bureau’s policy requires employees
receiving such advances to submit an expense
report within 30 days after the trip has been
taken.!

1. Failure to file reports. The records of the
bureau show that on January 31, 1968, there
was @ number of expense reports which had not
been filed, although advances and the travels
connected therewith had been made sometime
ago. In the schedule below, we note these delin-
quent reports. The schedule shows the amounts
of advances made to employees and the time
that has elapsed up to January 31, 1968 without

lgve policy, section V, Personal Expenses, effective 7/26/62.



a filing of expense reports. As noted in the
schedule, the most serious case of unreported
advances concerns the assistant managing direc-
tor. He has a total of $7,849 advances for which

he has not submitted expense reports. Of the
$7,849, $4,781 represents advances which he
received more than 12 months before January,
1968.

SCHEDULE OF UNREPORTED ADVANCES
January 31, 1968

Months Advances Unreported

Total One Four Six
at to to to Over
Employee’s Position 1/31/68 Three Six Twelve Twelve
Managing Director .......... $ 2,695 § 970 § 425 § 350 $ 950
Assistant Managing Director .. 7,849 625 125 2,318 4,781
Eastern Regional Manager . ... 300 - - 300 -
Research Director .......... 1,251 240 - 1,011 -
Hawaii Conventional Sales
MANAZET ol soas s comamnn 1,520 312 500 362 346
Hawaii Regional Sales
Manager .cioi s e 550 70 20 - 460
Research Assistant .......... 216 - - 216 -
Assistant to Director of
Advertising, Publicity
and Promotion .......... 103 - 83 - 20
Assistant to the Director
of Membership .......... 120 - 120 - -
$14,604 $2,217 $1,273 $4,557 $6,557
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As the schedule obviously indicates, the bu-
reau’s policy of requiring submission of an
expense report within 30 days after the com-
pletion of the trip is not being observed and
enforced.

2. Failure to refund excess advance. Qur
examination of the advances also revealed that
the managing director owes the bureau $2,332,
-which is the net excess of all advances made to
him over actual expenditures, The following is a
tabulation of the advances made to and expenses
reported by the managing director during the
period July 1, 1965 to January 31, 1968.

Period ]
7-1-65 7166 7-1-67
to to to
6-30-66 6.30-67 1-31-68  Total
Advances ..., . 87,134 86,260 $1,725 $15,119
Expenses reported .. [5,630] [5.882] [1,275] [12,787)
Excess of advances
over reported expenses  $1,504 u_’@ $.450 2,332

Club Dues

One of the practices of the bureau is to pay
the managing director’s membership dues to
several private organizations. A schedule of these
dues is as follows: ’

Monthly Annual
Pacific Club — Dues $33 $396
Pacific Club — Chis 25
Outrigger Club — Dues 20 240
Rotary Club — Dues ... 12 144
Skal Club of North America, Inc, 12 144
871 243

In addition to the above, we noted that the
bureau on one occasion contributed $30 to a
wedding party for two local entertainers, to
which party the managing director was invited.
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These expenditures of the bureau’s funds for
what seemingly are personal obligations of the
managing director raise serious questions of pro-
priety. We believe that these kinds of expendi-
tures should be seriously reviewed to determine
whether or not they are indeed necessary for the
bureau’s operations.

Plane Fares

The bureau currently lacks policies respecting
mode of travel. The bureau’s chief officers and
departmental heads, including the managing
director, assistant managing director, and various
regional heads, travel first-class at times and
economy or thrift at other times. Since these
employees make frequent trips out of state, and
since travel is a major cost item in the bureau’s
operations, we suggest that management study
the practice of traveling first-class and establish
a policy governing mode of travel.

Travel and Lodging Costs for Wives

In our examination, we noted that HVB paid
the plane fares and registration fees of the man-
aging director and two board members and their
wives to attend the ASTA conference in Lihue,
Kauai. The bureau states that the registration
fees covered lodging and meal costs at the hotel
and that it is necessary for wives to attend these
in-state conferences. We noted, however, that
one board member, on March 22, 1967, reim-
bursed the bureau for his wife’s registration fee
(but not for his wife’s plane fare). It appears
that there is a general lack of bureau policy to
govern matters of this nature. The result is, of
course, inconsistency in the {reatment of the
persons involved.



We also noted that, in September, 1966, the
managing director, accompanied by his wife,
attended the PATA conference in San Francisco
and the ASTA conference in Seattle. The plane
fare ($630) for the managing director and his
wife was paid for by the bureau. Upon our in-
quiry, the managing director subsequently reim-
bursed the bureau for his wife’s portion of the
plane fare ($315). Apparently, with respect to
conferences out of state, the bureau does not
believe that attendance by wives is necessary.

All of this suggests that management ought to
review its expenditure practices regarding wives’
attendance at conferences and to adopt policies
with respect thereto.

Auto Allowances

Under present HVB policies, employees who
use their personal motor vehicles on HVB busi-
ness are compensated by either (1) reimburse-
ments based on mileage, or (2) flat monthly
allowances.? The following is a list of the
employees who receive flat monthly allowances.
The amount each receives is noted opposite his
office.

Flat Monthly
Employee’s Position Allowance
M Director $100
Assistant M ing Director 75
Director of Advertising, Publicity and Promotion 5
Director of Membership ... 75
Campaign Representative 75
Director of PTMRI 75
Hawaii Regional Sales Manager .. 75
Acting Controller 25
Accountant 25
ibia,
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We make two comments respecting the granting
of flat car allowances.

1. Violation of HVB policy. HVE's auto
allowance policy regarding flat monthly allow-
ances states:

Inasmuch as auto allowances are given for

usage of the automobiles on behalf of the

Bureau, a pro-rata amount will be given in

cases of absence from work for any length

of time—ie, away by reason of illness.
vacation, promotional trips, other travel.3

Our examination revealed that this policy is not
being followed. Some of the employees listed
above have received the full amounts of their flat
monthly car allowance, irrespective of whether
they were on sick leave, vacation, or traveling.

2. Reasonableness of allowance amount. We
question the reasonableness of some of the
amounts of the flat monthly car allowances. As
far as we can ascertain, there has never been a
systematic study of automobile usage to enable
the bureau to evaluate, objectively, the fairness
of the allowance amounts. For example, the
executive vice president and managing director
must travel 1,000 miles per month on business
to justify the $100 per month car allowance he
receives. This is computed at the rate of $.10
per mile, which is the amount paid to other
HVB employees who receive no flat allowances.
We suggest that the bureau study this matter to
ascertain the reasonableness of the allowances it
now grants.

3bid.



State vs. Private Funds for Certain Expenditures

On various occasions during our examination
when we sought clarification regarding certain
items of expenditure, the HVB’s management
has indicated that some of the expenditures in-
curred as a result of the bureau’s operating
requirements were funded and paid for by pri-
vate money. This response was received generally
when reference was directed towards expendi-
tures which we thought questionable.

We do not believe that such contention has
merit. The bureau’s operating requirements are
financed through the combined efforts of the
State and private industry. State funds and pri-
vate funds are commingled and placed in a
common pot. A physical distinction between
private and State funds is difficult, if not im-
possible, to make and is not made in the bureau’s
system of recordkeeping, except for funds dis-
bursed for advertising.

As such, we believe that the State is entitled
to question the propriety of any expenditure
made by the bureau. Further, even if it is pos-
sible to trace questionable expenditures to
private funds, use of private funds for purposes
other than the legitimate business of the bureau
lessens the availability of private funds and
places a correspondingly heavier burden on
public funds to pay for the proper expenses of
the bureau.
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PART IV. CURRENT STATUS AND SUMMARY

Chapter 10

PRESENT STATUS OF HVB FINANCIAL
OPERATIONS

Adoption of New Management Practices

Recently adopted management practices of
HVB indicate that the bureau is undertaking
measures to tighten its fiscal control. The follow-
ing are major examples of such measures.

1. Monthly expenditure reports now include
encumbrances as a listed item. The inclusion of
encumbrances aids management in determining,
with reasonable accuracy, the amount of funds
actually committed at a given time.

2. A monthly cash flow statement is now
prepared to show the flow of money, both reve-
nues and expenditures, during a given period.

3. Proposed revisions in fiscal policies and pur-
chasing procedures, dated January 30, 1968, are
awaiting board approval. In our opinion, these
revised policies and procedures appear adequate.

4. The HVB’s budget and finance committee,
starting with a meeting on October 19, 1967,
has become active in the fiscal affairs of the
bureau. The treasurer of the bureau is chairman,
and the membership of the committee includes
local business leaders. One of the major functions
of this committee is to assure proper accounting
for bureau expenditures, guarding of funds, and
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financial soundness.! We are informed that this
committee was not active in fiscal affairs for at
least the past year or so.

The above-mentioned budget and finance
committee, at its October 19, 1967 meeting,
directed management to present a plan of action
to re-establish the bureau’s financial position.
Subsequently, by a memorandum, dated Decem-
ber 27, 1967, management proposed to the
members of the budget and finance committee
that HVB cut back its current operating budget
by approximately $135,000. This proposal was
approved by the HVB’s board of directors at its
January 17, 1968 meeting, upon the recom-
mendation of the budget and finance committee.

The purposes of this retrenchment program
are (1) to avoid a deficit at the end of the cur-
rent fiscal year and (2) to create a surplus by the
end of the current fiscal year sufficient to over-
come a part, if not all, of the deficit balance of
June 30, 1967. Achievement of these purposes
will depend on the bureau’s ability to (1) control
and maintain actual expenditures, whether origi-
nally budgeted for or not, at the reduced budget
level of $1,411,000 (original level was $1.546.000)
and (2) obtain private subscriptions totaling an
amount equal to or surpassing the private sub-
scription goal of $575,000.

IHVB Manual of Organization, 1958, budget and finance
committee charter.



Financial Status as of January 31, 1968

To secure some idea as to the bureau’s current
financial status, we examined the bureau’s ac-
counting records covering the seven-month period
from July 1, 1967 to January 31, 1968. No audit
was made of these records to determine accuracy.
We did, however, gather data as they exist on the
books of the bureau, which reflect the bureau’s
present financial condition. It should be noted
that the seven-month period represents only a
part of an entire operational year and thus no
definite conclusions as to the final outcome of
the financial operation of HVB for the current
fiscal year can be reached. The data gathered
indicate the following,

1. Revenue: private subscriptions. As of Jan-
uary 31, 1968, subscriptions, including pledges,
totaled $197,342. This is approximately 34 per
cent of the subscription goal for the year of
$575,000. Although the above percentage ap-
pears low, with only five months remaining in
the fiscal year, this situation is not unusual based
on past experiences which have shown that
approximately 60% of the subscriptions is re-
ceived in pledges as well as in cash during the
last four months of the fiscal year.

2. Revenue: State appropriations. The sum of
$1,248,817 has been paid by the State to HVB
during the first three quarters of this fiscal
year. This is about 90% of the total State
appropriation for the year, It should be noted
that portions of the third quarter payment made
by the State to HVB are for charges incurred in
February and March, 1968. These charges are
not reflected in the expenditure of $1,293,247
noted in the next paragraph as the total expendi
ture as of January 31, 1968, The sum of $59,417
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remains to be paid by the State to HVB in the
last quarter of this fiscal year for the bureau’s
operating expenses. (The sum of $80,765 remains
to be expended by the State for advertising,
Under its revised procedure, this sum will be paid
directly to the advertising agency instead of to
HVB.)

3. Expenditure, As of January 31, 1968, the
bureau’s expenditure for the current fiscal vear
totaled $924,754, including the excess of non-
budgeted expendifures over revenues of $52,237.
(The $924.,754 does not include $365,912 paid
to the advertising agency.) This expenditure
amount of $924,754 is approximately $78,000
below the bureau’s budget for the seven months
ended January 31, 1968. It would thus appear
that the bureau is succeeding in its attempt to
cut back on its budgeted expenditure total
(81,003,021). However, the $924,754 does not
include some $54,000 in encumbrances. If the
encumbrances are taken into account, the ex-
penditure total is $24,000 below the bureau’s
budget for the seven months ended January 31,
1968. The non-budgeted expenditures consist of
the cost of the fund drive conducted during fiscal
year 1967-68% and PTMRI expenditures. The
non-budgeted revenue is primarily revenue gene-
rated by the PTMRI program.

It appears from the foregoing that the attain-
ment of the bureau’s objective of ending this
fiscal year without a deficit (including the
generation of sufficient revenue to erase the

2'l'his fund drive is conducted by HVB’s fund raising staff
and is not the same as the professionally conducted fund drive
held during the fiscal year 1966-67. This fiscal year’s allocation
of the professionally conducted fund drive expense will be made
at the end of the fiscal year.



deficit of fiscal year 1966-1967) will depend
heavily on the amount of private subscriptions
the bureau will be able to obtain, and the control
it can exercise over expenditures during the
remaining five months of the fiscal year.

Chapter 11

SUMMARY

Pursuant to a request made by the Speaker of
the House of Representatives, in mid-February,
1968, this office conducted a comprehensive
examination of the financial administration of
the Hawaii Visitors Bureau.

The audit was conducted to ascertain the
amount of the bureau’s deficit balance; to ana-
lyze, identify and report the factors which
contributed to the bureau’s deficit; and to exam-
ine the bureau’s fiscal management practices and
to recommend such actions as appropriate to
correct such deficiencies as may exist.

The examination covered the financial records
and transactions for the fiscal year July 1, 1966
to June 30. 1967, and for the period from July
1, 1967 to January 31, 1968. Our examination
was restricted to ascertaining the size of the
bureau’s deficit, to a detailed analysis of selected
financial transactions and to a general review of
the financial condition and fiscal management
practices of the bureau. The results of our find-
ings together with our comments are summarized
below.
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Generally

The Hawaii Visitors Bureau was organized as
a non-profit corporation in 1959, Prior to that
daté, the tourism promotion program was car-
ried on by a joint tourist committee, as an arm
of the Chamber of Commerce. State support of
the activities of the tourist committee and later
the bureau dates back to 1903.

The State’s relationship with HVB is had
through the State department of planning and
economic development, which is the government
agency charged with the responsibility of con-
tracting with the HVB for the tourist promotion
program. Since 1965, DPED has entered into
two contracts, one with HVB for all services, ex-
cept advertising; another with HVB and Fawcett-
McDermott, an advertising agency, for advertising
services. Payment to the advertising agency
was, until January, 1968, made through HVB;
since January, 1968, payment has been made
directly to the agency by DPED.

The bureau’s sources of income are primarily
the State and private contributions. In recent
years, the ratio of State to private contributions
has been approximately three to one. Over the
vears, State contribution has increased from
$478.,377 in 1957-58, to §1,439,000 in 1967-68.

Accounting Methods

The bureau’s fiscal position and the size of its
deficit may be determined in different ways,
each way giving a different result. In our report,
we are concerned with two methods of account-
ing and reporting which lead to different results.

The financial statements of HVB are prepared
on that method of accounting called the accrual
method. It is an accepted method of accounting,



However, for the State, we consider that method,
which we call the budget basis, to be a more
meaningful way of accounting and reporting.
We have, therefore, recast the bureau’s accrual-
based financial statements to the budget basis,
and throughout the report compared the results of
both methods of accounting and reporting. We
believe that the budget-based method is more
meaningful to the State, since it reflects the
operational solvency and liquidity of the bureau
—something which the accrual method does not
readily do.

The principal differences between the accrual
method and the budget-based method of ac-
counting and reporting may be summarized thus:

1. Assets. The accrual method of accounting
includes as assets, all property and rights, includ-
ing furniture, fixtures and equipment, leaschold
improvements, and charges, the benefits of which
are to be derived in future years. The budget-
based method takes into account as assets only
cash and those assets, such as receivables, which
are readily convertible into cash and which are
generally converted into cash in the ordinary
course of business.

2. Liabilities. The accrual method of account-
ing includes as liabilities only those obligations
which are legally binding. The budget-based
method includes as liabilities not only those
obligations which are legally binding, but also
encumbrances, which, although they are not
legal obligations, are expenditure commitments.

3. Fund balance. In the accrual method, the
fund balance is the excess of all assets over all
liabilities, and the deficit balance is the excess of
all liabilities over all assets. In the budget-based
method, the fund balance is the excess of cash
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and other liquid assets over liabilities and other
earmarked funds, and the deficit balance is the
excess of such liabilities over such assets. The
fund balance or deficit balance in the budget-
based method shows the solvency or liquidity of
the organization.

4. Revenue and expenditures. Both the accrual
method and the budget-based method consider
as revenue cash actually received and the receiv-
ables (receivables being those items which are
readily convertible into cash and which are, in
the ordinary course of business, converted into
cash). Accrual method of accounting records
expenditures as they are legally incurred, except
that it defers to future years those expenses, the
benefits of which are forthcoming in the future.
The budget-based method considers expenditures
which are actually made or encumbered.

The Balance Sheet

As of June 30, 1967, on the accrual method
of accounting, the bureau had assets of $263,693
and liabilities of $336,060, for a deficit balance
of $72,367. On the budget-based method of ac-
counting, it had assets of $83,761 and liabilities
of $351,060, for a deficit balance of $267,299.
The difference in the amount of assets between
the accrual method and the budget-based method
is in the inclusion in the accrual method of non-
liquid assets, such as promotional materials,
furniture, equipment, deferred charges, etc.; the
difference in the amount of liabilities between
the accrual method and the budget-based method
is in the inclusion in the budget-based method of
encumbrances.



Revenue and Expenditures

Contributing to the deficit balance as of June
30, 1967, was that fiscal year 1966-67 ended in
a deficit—that is, expenditures exceeded revenue,
by $127,784 on the accrual method, and by
§232,919 on the budget-based method. The
causes for the excess of expenditures over
revenue were (1) private subscriptions fell short
of the bureau’s goal; (2) the bureau overspent on
budgeted items; and (3) the bureau spent more
than it received on non-budgeted items. The fol-
lowing is a summary of these causes; the figures
are on the budget-based method of accounting:

1. Amount by which private subscription
revenue did not attain goal of

$500,000 cevvvureammreessnsessssssssssereasmssssssssses $ 29,980
2. Expense in excess of budgeted amounts:
Cost of promotional literature ., 92,861
Promotional expenses 12,671
Cost of data processing service 19,167
Other expenses in excess of budgeted
amounts ... 22,221
3. Excess of non-budgeted expenditures
QVEE TEVENUE ivussrsmsssssmsmmessssssssssessssssssies 56,019

$232,919

Management Control to Prevent Deficit Balance

The records of the bureau show that at the
commencement of fiscal year 1957-58, the
bureau had a surplus of §262,478. Over the years,
however, this surplus gradually dwindled, until
by the end of fiscal year 1965-66, by the budget-
based method, the bureau had an accumulated
deficit of $34,380. The records also show that in
every year, beginning with fiscal year 1957-38,
except for fiscal years 1960-61 and 1962-63, the
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bureau expended more than it received. It ap-
pears that the yearly deficits have occurred due
to deficiencies in the bureau’s fiscal management
practices. We recommend that the following
fiscal management practices be instituted to help
prevent deficits from occurring in the future:

1. All future budgets be prepared on the basis
of revenues which can reasonably be expected
to be received, rather than on the amounts stated
in the bureau’s goal. Experience has shown that
the bureau, over the years, has been able to re-
ceive on the average of 92% of its subscription
goal, yet the full amount of the bureau’s goal
has always been used as the estimate of revenues
from private subscriptions in the preparation of
the bureau’s budget. Consistently, therefore,
actual revenues have been short of estimated.

2. In all budget preparations, any deficit or
surplus balance as may exist be taken into
account. At the close of fiscal year 1965-66,
the bureau had a deficit balance of $34,380, on
the budget-based method of accounting. Yet, it
does not appear that in the preparation of the
1966-67 budget, the bureau took this deficit
balance into account; at least, no provision is
apparent in the budget for 1966-67 fiscal year
to reduce or erase the deficit balance.

3. Appropriate controls over expenditures
during any given year be established and en-
forced. The bureau’s history shows that except
for two years, since 1957-58, the bureau has
always spent more than its receipts. This indi-
cates that the bureau either has lacked expendi-
ture controls or has not been enforcing them.

4. Expenditures for non-budgeted items be
permitted only (a) if there are sufficient funds to
pay for such expenditures; (b) where it is



absolutely necessary that they be made, in which
event, as these expenditures for non-budgeted
items are made, corresponding adjustments be
made in the budget for budgeted items; or
(c) where there is an assurance that the expendi-
tures for the non-budgeted items will be made
up in equal amount by revenues from non-
budgeted sources. As noted in the bureau’s
financial statements for fiscal year 1966-67, the
bureau’s expenditures for non-budgeted items
far exceeded its revenues from non-budgeted
sources.

Accounts Payable

The bureau has often been late in the payment
of its bills. Thus, as of June 30, 1967, the
bureau’s accounts payable totaled $295,447, of
which $188,229 (or 64 per cent) was delinquent
for more than 30 days; and as of January 31,
1968, the accounts payable totaled $165,448, of
which $103,699 (or 63 per cent) was delinquent
for more than 30 days.

It appears that the bureau’s creditors have
generally been lenient with the bureau in the
payment of its bills, and they have generally
continued to extend credit to the bureau, despite
the bureau’s delinquencies, This attitude on the
part of the bureau’s creditors is not hard to
understand. The bureau is a non-profit organiza-
tion, supported largely by State funds, Unless
some affirmative action is manifested on the part
of the State, which threatens the existence of
the bureau, it is natural to assume that the bureau
will continue to receive State financial support,
and that the bureau’s bills will eventually be
paid.
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In fiscal year 1966-67, since it was finding
difficulty meeting its financial obligations, the
bureau secured from the Bank of Hawaii a line
of credit. The bureau borrowed the sum of
$75,000 on two occasions. The first $75,000
was repaid. The second loan of $75,000 was still
outstanding as of January 31, 1968,

Advertising Contract

Since 1965, the advertising contract has been
executed by three parties—DPED, HVB and
Fawcett-McDermott Associates, Inc., an advertis-
ing agency. Under the terms of the contract, the
advertising agency, in coordination with the
bureau, provides advertising and promotional
services in connection with the promotion of
tourism for Hawaii. Prior to January, 1968, pay-
ment for these services were made by DPED
through HVB. DPED made its payments to HVB
on a quarterly basis, in advance, These advances
were specifically earmarked for payment to the
advertising agency of bills incurred in the quar-
ter,

1. Diversion of advertising funds, fiscal year
1966-67. Advance quarterly payments made to
the bureau were not always used by the bureau
to pay the advertising agency. In fiscal year
1966-67, the bureau used approximately 380,819
of the advertising funds for purposes other than
to pay the advertising agency. As a consequence,
on June 30, 1967, $100,350 of the advertising
agency’s bills remained unpaid. The bureau had
cash on hand on that date of only $19,531. We
find that this diversion of advertising funds
constituted a violation of the bureau’s contrac-
tual obligation. This diversion necessitated the



use of this fiscal year's first quarter allotment to
liquidate the advertising balance which was out-
standng at June 30, 1967.

2. Diversion of advertising funds, fiscal year
1967-68. During the current year (1967-68) the
bureau appears to have resorted again to the
application of the advertising funds for other
purposes. This is reflected by the bureau’s delay
in payments to the advertising agency for bills
incurred in July. August, and November, 1967.

3, Current method of paying for advertising.
On January 5, 1968, the State changed its
method of payment under the advertising con-
tract. Payments are now made directly to the
advertising agency instead of through the bureau.
We concur with this change in method of pay-
ment and recommend its continuance.

Travel and Related Expenditures

Travel expenditures for the fiscal year ended
June 30, 1967 totaled $101,242 (accrual basis)
and $104,402 (budget basis). The total amount
which was budgeted for these expenses for the
fiscal year was $121,709. These expenses include
air fares, lodging, entertainment, local transporta-
tion and other related expenses. Although we
did not examine all travel and related expenses,
a sufficient number of transactions were exam-
ined to enable us to reach the following conclu-
sions.

1. In-state and out-of-state advances. Advances
are made to bureau employees for in-state and
out-of-state expenses such as entertainment,
tips, travel and related expenses. The bureauw’s
policy requires such advances to be reported
within 30 days after the trip has been taken.
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Employees have failed to comply with this
policy and management has failed to enforce it.
As of January 31, 1968, advances totaling
$14,604 have not been accounted for. Of this,
$6,557 had been advanced more than 12 months
ago. Where expense reports are filed, they are
often filed many months after the expenses have
been incurred. For example, one employee sub-
mitted an expense report in March, 1967, for
expenses incurred in April, 1965. In addition,
the expense reports which are filed often lack
supporting receipts or other evidence of expense
payments made by the employees. In the case
of the managing director, not only does he have
$2,695 worth of advances unreported as of
January 31, 1968, but he also owes the bureau
§2,332, which represents the excess of advances
over actual expenditures. No effort has been
made by the bureau to collect this amount.

2. Club dues. One of the practices of the
bureau is to pay the managing director’s member-
ship dues to several private organizations, includ-
ing the Pacific Club, Outrigger Club and the
Rotary Club. In addition, on one occasion, the
bureau paid the director’s contribution to a
wedding party of two local entertainers. We
believe that expenditures of the bureau’s funds
for what appears to be personal obligations of
the managing director raise serious questions of
propriety. We believe that these kinds of expend-
itures should be seriously reviewed to determine
whether or not they are necessary for the bu-
reau’s operations.

3. Plane fares. The bureau’s chief officers and
department heads travel first-class at times. Since
these employees make frequent trips out of
state, and since travel is a major cost item, we



suggest that management study the practice of
traveling first-class and establish a policy govern-
ing mode of travel.

4. Travel and lodging cost for wives. HVB paid
the plane fares for and registration fees of the
managing director, two board members, and
their wives, to attend the ASTA conference in
Lihue, Kauai. We also noted that one board
member reimbursed the bureau for the registra-
tion fee, which included hotel lodging and meal
cost. On the other hand, the managing director
and other board member did not make any re-
imbursement, It appears that there is a general
lack of bureau policy to govern matters of this
nature.

In 1966, the managing director, accompanied
by his wife, attended the PATA conference in
San Francisco and the ASTA conference in
Seattle. Both plane fares were paid for by the
bureau. Upon our inquiry, the managing director
subsequently reimbursed the bureau for his
wife’s portion of the plane fare. This and the
previously mentioned incident suggest that man-
agement ought to review its expenditure prac-
tices regarding wives’ attendance at conferences
and adopt policies thereto.

5. Auto allowances. Employees who use their
personal motor vehicles are compensated by
either (1) reimbursements based on mileage or
(2) flat monthly allowances. Our examination
revealed that employees receive the full amount
of their auto allowances, even if they are ill, or
on vacation, promotional trips or other travel.
This practice is a clear violation of HVB policy.

In addition, we question the reasonableness of
some of the flat monthly car allowance amounts,
Since there has never been a systematic study of
auto usage as far as we can ascertain, we suggest
that the bureau make a study to ascertain the
reasonableness of the amounts.

6. State vs. private funds for certain expendi-
tures. HVB’s management has indicated that
some of the expenditures incurred by the bureau
were funded and paid for by private money,
especially when reference was directed towards
expenditures which we thought questionable.

We do not believe that such contention has
merit because State funds and private funds are
commingled and placed in a common pot. A
physical distinction between the two funds is not
made in the bureau’s system of recordkeeping,
except for funds disbursed for advertising,

As such, we believe that the State is entitled
to question the propriety of all bureau expendi-
tures. Further, even if it is possible to trace
expenditures to private funds, the use of private
funds for purposes other than the bureau’s
legitimate business places a correspondingly
heavier burden on public funds to pay for the
proper expenses of the bureau.

Present Status of HVB Financial Operations

1. Adoption of new management practices.
We are informed that the bureau is currently
undertaking measures to tighten its fiscal control.
Major examples of such measures include (1) rec-
ognition of encumbrances in monthly expendi-
ture reports, (2) preparation of a monthly cash
flow statement, (3) revisions in fiscal policies and



purchasing procedures, and (4) active participa-
tion by HVB’s budget and finance committee in
fiscal affairs.

The bureau’s budget and finance committee, at
its October 19, 1967 meeting, directed manage-
ment to present a plan of action to re-establish
the bureau’s financial position. Management re-
sponded with a proposal to cut back its current
operating budget by approximately $135,000.
This proposal was approved by HVB’s board of
directors at its January 17, 1968 meeting upon
the recommendation of the budget and finance
committee.

The purposes of this retrenchment program
are (1) to avoid a deficit at the end of the cur-
rent fiscal year and (2) to create a surplus by
the end of the current fiscal year sufficient to
overcome a part, if not all, of the deficit
balance of June 30, 1967. Achievement of these
purposes will depend on the bureau’s ability to
(1) control and maintain actual expenditures at
the reduced budget level of $1,411,000 (original
level was $1,546,000) and (2) obtain private sub-
scriptions totaling an amount equal to or sur-

passing the private subscription goal of $575,000.

2. Financial status as of January 31, 1968.
To secure some idea as to the bureau’s current
financial status, we gathered data as they exist
on the books of the bureau covering the seven-
month period from July 1, 1967 to January 31,
1968. The data gathered indicate that (1) private
subscriptions totaled $197,342, which is approx-
imately 34 per cent of the subscription goal of
$575,000 for the year; (2) State appropriations
paid by the State to HVB totaled §$1,248,817,
which is about 90 per cent of the total State
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appropriations for the year; and (3) expenditures
(including encumbrances of $54,000) totaled
$978,754, which is approximately $24,000 below
the bureau’s budget for the seven months ended
January 31, 1968.

It appears from the foregoing that the attain-
ment of the bureau’s objectives in its retrench-
ment program will depend heavily on the amount
of private subscriptions the bureau will be able
to obtain, and the control it can exercise over
expenditures during the remaining five months
of the fiscal year.



Errata

PART YV
MEMORANDA OF COMMENTS OF AFFECTED AGENCIES

Our memorandum on the comments of affected agencies was inadvertently
omitted. Our note simply indicated that on March 19, 1968, we transmitted
our report to the Department of Planning and Economic Development and
the Hawaii Visitors Bureau for their comments and that their replies are
attached as Attachment Nos. 3 and 4.

Accordingly, the page numbers noted in the table of contents with res-
pect to the various attachments are corrected as follows:

Attachment No. 1 — Auditor’s Transmittal Letter to State

Department of Planning and Economic Development . . . . . . 54
Attachment No. 2 — Auditor’s Transmittal Letter to

Hawaii Visitors Bureau . . S B b
Attachment No. 3 — State Department of Planmng and

Economic Development’s Comments . . . R ]

Attachment No. 4 — Hawaii Visitors BureausComments 55 s 6w e~ O



ATTACHMENT NO. 1

CLINTON T. TANIMURA
AupiToR

THE OFFICE OF THE AUDITOR
STATE OF HAWAII
IOLANI PALACE
HONOLULU, HAWAIl 96813

March 19, 1968

Dr. Shelley M. Mark, Director

Department of Planning and
Economic Development

426 Queen Street

Honolulu, Hawaii 96813

Dear Dr. Mark:

It is our practice to request each of the agencies affected by our examination
to submit in writing its comments on our findings and recommendations and to
indicate what action it has taken or intends to take therefor. We would appre-
ciate receiving your comments on the enclosed report on the financial audit of
the Hawaii Visitors Bureau. Your comments must be in our hands by no later
than April 4, 1968. Our final report which would include your comments will
Dbe issued shortly thereafter.

If you wish to discuss the report with us, we will be pleased to meet with
you on or before April 2, 1968. We await a call from your office to fix the
appointment. A no call will be assumed to mean that a meeting is not required.

We are deeply appreciative of the help and cooperation which you and
members of your organization have extended to our staff auditors.

Yours very truly,

Clinton T. Tanimura
Legislative Auditor
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ATTACHMENT NO, 2

CLINTOM T. TANIMURA
AuniTar

THE OFFICE OF THE AUDITOR
STATE OF HAWAII
IOLANI PALACE
HONOLULU. HAWAII 96813

March 19, 1968

Mr. Robert R. Midkiff, President
Hawaii Visitors Bureau

2270 Kalakaua Avenue
Honolulu, Hawaii 96815

Dear Mr. Midkiff:

1t is our practice to request each of the agencies affected by our examination
to submit in writing its comments on our findings and recommendations and to
indicate what action it has taken or intends to take therefor. We would appre-
ciate receiving your comments on the enclosed report on the financial audit of
the Hawaii Visitors Bureau. Your comments must be in our hands by no later
than April 4, 1968. Our final report which would include your comments will
be issued shortly thereafter.

If you wish to discuss the report with us, we will be pleased to meet with
vou on or before April 2, 1968. We await a call from your office to fix the
appointment. A no call will be assumed to mean that a meeting is not required.

We are deeply appreciative of the help and cooperation which you and
members of your organization have extended to our staff auditors.

Very truly yours,

Clinton T. Tanimura
Legislative Auditor
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ATTACHMENT NO. 3
RECENED

APR 1 7 1968

oIMCE OF THI AUDITGR
M e

DEPARTMENT OF PLANNING
AND ECONOMIC DEVELOPMENT

426 QUEEN STREET * HONOLULU, HAWAIl 96813 JOHN A BURNS
Gowernor

STATE OF
RELWALL April 17, 1968

SHELLEY M. MARK
Director

EDWARD J. GREANEY, JR.
Deputy Director

Mr. Clinton T, Tanimura
Legislative Auditor

The Office of the Auditor
State of Hawaii
Honolulu, Hawaii 96813

Dear Mr. Tanimura:

The findings of your financial audit of the Hawaii
Visitors Bureau substantiate our own views of the Bureau's
financial position and will be extremely valuable to us in
negotiating and administering the State's contract with
the Bureau for the forthcoming fiscal year.

Please convey our congratulations to your staff
involved in the assignment for a job "well done." They
conducted themselves in an exemplifying fashion during the

course of the assignment, and the report itself reflects
their professional competency and judgment.

Sincerely,

& ety m sk __

Shelley M. Mark
SMM:aeh
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ATTACHMENT NO. 4

HAWAII VISITORS BUREAU

2370 KALAKAUA AVE. HONOLULU, HAWAII SBB8IS, CABLE: VISEU

ROBEAT C.ALLEN
EXECUTIVE WICE pRESIDENT

April 3, 1968 PR
RECEIVED
Mr. Clinton T. Tanimura APR 4 1968
Legislative Auditor
The Office of the Auditor DEHCE OF THE AUDITON

State of Hawaii
Iolani Palace
Honolulu, Hawaii 96813

Dear Mr. Tanimura:

This will acknowledge your letter of March 149,
1968, requesting the Hawaii Visitors Bureau to
submit in writing its comments on the findings
and recommendations of the Financial Audit of
the Hawaii Visitors Bureau, March, 1968, and
indicating the action we have taken concerning
these recommendations.

We have carefully reviewed your findings and
recommendations with the HVB Budget and Finance
Committee, the Executive Committee, and Officers
and the Board of Directors and find them to be
thorough and wvalid.

The major difference we find in the report is
that of accounting procedures - the budget
basis of accounting versus the accrual method.
Since the State requests the HVB adopt the
budget basis of accounting, we shall prepare
our monthly operating reports to the DPED on a
cash basis listing encumbrances. Our 1968-69
contract with the DPED will take note of the
recommendations of your report.
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HAWAII VISITORS BUREAU

Mr. Clinton T. Tanimura =nd =
April 3, 1968

On Page 19*of the Audit Report there is a
reference to the Hawaii Visitors Bureau pro-
ducing two films in the fiscal year 1966-67

at a cost of $15,000 each. For clarification,
we produced only one film, Hawaii-Crossroads

of the Pacific, at a cost of $15,000. In
addition, one-hundred prints of the film at
$150 each were delivered after the June 30, 1967
end of that fiscal year and are now in use.

Based on the Auditor's Report, we have com-
pletely revised the Bureau's Fiscal Policies
and Purchasing Procedures, Travel Regulations,
Auto Allowances, Personal Expenses and Club
Dues. These were adopted at the meeting of the
Board of Directors held Friday, March 29, 1968.

We are enclosing two copies of these revised
fiscal policies, procedures, rules and regula-
tions, and request that these be made a part
of the Office of the Legislative Auditor's

Final Report.
I wish to thank you and your staff for the
diligent job you have done, and to assure you

of our desire to effectuate the findings and
recommendations as quickly as possible.

Simcerely yours,
ok O Ul
obert C. Allen %

enclosures

*Page 19 refers to the preliminary form of our report.
In the final form, the reference to the Hawaii Visitors
Bureau producing two films is on page 13.
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HAWAII VISITORS BUREAU

Mr. Clinton T. Tanimura = 3 =
April 3, 1968

cc: The Honorable John A. Burns
Governor of the State of Hawaii

The Honorable Shelley M. Mark, Director
Department of Planning & Economic Development

The Honorable John J. Hulten
President of the Senate

The Honorable Tadao Beppu
Speaker of the House of Representatives
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March 29, 1958

HAWATI VISITORS BUREAU RECEIVED
FISCAL POLICIES & PROCEDURES APR 4 1368

OFFICE OF THE AUDITOA
TIME

I. FISCAL POLICIES

The Hawaii Visitors Bureau shall be governed by the following fiscal
policies and purchasing procedures which implement those adopted by
the Bureau on July 26, 1962.

All Hawaii Visitors Bureau State appropriated funds, private sub-
scriptions, and other monies received by the Bureau shall be managed
and disbursed only upon the authority of its Executive Vice President
and Managing Director.

The Executive Vice President and Managing Director shall maintain
through the Comptroller a system of centralized requisitioning,
accounting, and controlling rules and procedures so that no financial
commitments may be made for HVB fuads without conforming to these
rules and procedures, Monies must be available to pay for such
financial commitments.

The Comptroller shall report to the Executive Vice President and
Managing Director on all fiscal and budgetary matters iavolving the
use of Hawaii Visitors Bureau State appropriated funds, private sub-
seriptions, or other monies received. The Comptroller shall make a
monthly financial report to the Executive Committee.

He shall have prepared all vouchers and other fiscal forms for the
Managing Director's approval.

He is responsible for the issuance of all purchase orders and main-
taining a daily record of all financial commitments. He shall make
all major purchases for the Hawaii Visitors Bureau.

No expenditure in excess of $50.00 shall be made without prior appro-
val of the Managing Director, and knowledge of the Comptroller.

The purchase of any item of non-expendable equipment costing more
than $25.C0 requires the prior approval of the Managing Director and
knowledge of the Comptroller, even if such expenditure is provided
in the HVB budget.

Expenditures for any new programs, projects, or services not con-
tained in the HVB budget or any changes or alternations in the budget
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shall require prior approval of the Budget and Finance Committee and
Department of Planning and Economic Development before commitment of
funds.

Under no circumstances shall any employee of the HVBE commit funds
for program or operating expenditures for which there are no funds
or insufficieat funds.

Competitive bids must be obtained for all services, supplies, and
equipment expected to cost $1,000.00 or more.

Fiscal prudence shall be exercised at all times by HVB employees who

shall strictly adhere to the established rules and procedures des-
cribed herein for sound fiscal management,

II. PURCHASING PROCEDURES

1. All purchases of goods and services require purchase authoriza-
tion prior to consummation of the purchase, Purchase orders are
issued only by the Comptroller or, in his absence, by an indivi-
dual named by the Managing Director. In all cases, purchase
orders must be obtained prior to placing the order.

2. The Comptroller shall make all major purchases in excess of
$50.00 in cooperation with the Department or office requesting
the goods or services.

3. The Department head will advise the Comptroller of the major
purchase and shall, in conjunction with the Comptroller, deter-
mine the specifications of the materials or services to be
purchased.

4. The Comptroller shall secure bids in writing from not less than
three vendors for any goods or services expected to cost
$1,000.00 or more. If bids are not feasible, he shall secure
the best prices from vendors consistent with service and quality.

5. The Comptroller will issue the purchase order and authorize the
purchase consistent with the budget.

6. The Department heads may execute purchases uader $50.00 in
accordance with the following procedures:

(a) Check Department budget to see if funds are budgeted and
available for expenditure in that particular aetivity.
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(b)

(e)

(d)

(e)

7. All

S

Secure best prices from vendors consistent with service and
quality and secure bids as deemed necessary.

Secure purchase order from the Comptroller indicating
vendor, quantity, description of merchandise, reason pur-
chased, amount and account charged.

Place order with vendor citing the purchase order number as
HVB authority to purchase.

Arrange for delivery and proper control and use of the goods
or services.

Capital Expenditures in excess of $500.00 and not more than

$1,000.00 shall be approved by the Managing Director. Capital
Expenditures in excess of $1,000,00 shall be recommended by the
Managing Director to the Budget and Finance Committee for appro-

val.

Procedures for purchasing Capital Goods shall be adhered to as

follows:

(a)

(b)

(<)

()

The request shall be made in writing to the Managing
Director with a copy to the Comptroller who will indicate
if the item is within the budget, The request shall con-
tain a description of the merchandise, justification for the
purchase, quantity and amount.

The Managing Director shall approve/disapprove or bring
before the Budget and Finance Committee for action as the
amount dictates.

The Managing Director shall inform the Comptroller of the
action taken.

If approved, the Comptroller will issue the purchase order
and order the material (s).

8. These Fiscal Policies and Purchasing Procedures shall likewise
apply to all purchases made by HVB Neighbor Island Office Mana-
gers on the Islands of Hawaii, Maui, and Kauai; and Regional
Managers in the Mainland offices of Los Angeles, San Francisco,
Chicago and New York.
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III. TRAVEL REGULATIONS

The following rules and regulations governing official travel and
transportation expenses by Hawaii Visitors Bureau officers committee-
men, and staff, shall become effective Friday, March 29, 1968.

These Travel Regulations implement and strengthen those adopted by
the HVB on July 25, 1%62. They are in line with State Travel Reg-
ulations and business practices.

These rules and regulations shall be applicable to both out-of-State
and in-State travel. They shall apply uniformly and equitably for
all HVB travelers in all cases.

1. Approval Required.

All out-of-State travel shall be approved by the Executive Vice
President and Managing Director, and the HVB Comptroller. All in-
State travel requires the approval of the Executive Vice President
and Managing Director only.

This does not apply to travel in the United States and Canada re-
quired by the HVB Mainland Regional Office Managers and Assistant
Managers whose travel itineraries and expenses for the fiscal year
have already been approved.

In the event the Executive Vice President and Managing Director is
aot available to approve the out-of-State or in-State travel re-
quests, these forms shall be approved by the Acting Manager and
Comptroller.

The traveler shall secure authorization for travel from the Managing
Director or Comptroller by submitting a "Request for Travel Funds.'
One copy of the approved travel request shall be submitted to the
Comptroller after approval of the Managing Director.

Upon approval, the traveler will be issued the amount authorized.
The traveler is then wholly responsible for the funds.

The following rules shall apply:
2. TIravel Rules.
All bills will be paid by the traveler.

No charges are to be made to the HVB, nor are bills to be submitted
to the Comptroller for payment,
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Transportation charges will be handled as a regular purchase by the
Comptroller.

The traveler must submit a "Travel Expense Report'" to the Comptroller
within 15 days after his return from a trip. This statement shall
furnish the authority for the period of absence and shall provide 2
summary accounting of travel funds supported by a detailed expendi-
ture statement provided on the form.

Excess fuads are to be returned to the Bureau by the traveler within
15 days after his return from a trip. If said fuands are not returned
by the traveler within this 15-day period, the Comptroller is autho-
rized to deduct such funds from the traveler's monthly pay check in
the case of HVB employees.

Aoy additional reimbursement to the traveler by the HVB, which re-
presents overexpenditure, shall require special approval of the
Executive Vice President and Managing Director and the Budget and
Finance Committee.

411 major expenses listed on the "Travel Expense Report' must be
accompanied by supporting receipts and vouchers from the vendors.
(This is not applicable to items relatively small in amount such as
taxi cab fares, tips, and other small items that are not readily sus-
ceptible to substantiation.)

A1l expense items over $25.00 listed on the "Travel Expense Report"
which are not supported with vouchers will not be paid by the Comp-
troller.

3, Travel Status.

HVB perscanel will be considered to be on travel status only during
the time when conducting business away from their official head-
quarters or while traveling to and from the place at which such
busindss is transacted. Travel status begins with the departure of
the traveler from his place of residence and terminates upon his
return.

4. Means of Transportation.

Travel shall be by the most economical, convenieat, and appropriate
means.

Carrier travel, either ocean or air, on the Mainland or abroad, shall
be by economy or tourist class except as authorized by the Executive
Vice President and Managing Director. If a person wishes to travel
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first-class he may do so at his own expense by making up the dif-
ference. Travel shall be by the most direct means available.

There shall be no deviation from approved travel plans without
approval of the Executive Vice President and Managing Director.

5. Iravel Expenses.

A. Out-of-State and In-State-Travel.

The per diem allowance for cut-of-State travel and in-State
travel shall be $35.00 per day. Such allowance shall be granted
only for time on official travel status.

Per diem allowance is a specific sum of money made available
each day to cover personal expenditures of the traveler, such
as lodging, meals, laundry, tips and other necessary expenses
incident to travel. It does not include entertainment expenses
which are taken care of in another section of this report.

The following types of expenses may be allowed in addition to
these covered under the $35.00 per diem per day allowance, and
upon approval by the Executive Vice President and Managing
Director:

Rental of suite of rooms to promote Hawaii at ASTA, PATA, and
other important regional, national and international travel
conferences and business meetings as approved by the Managing
Director and Comptroller.

Rental of U-Drive Cars where public carriers are not available
to the point of destination, or where U-Drive Car rental would
be more economical.

Secretarial services and registration fees at regional, national
or international travel conferences and business meetings.

Currency exchange fees or costs of traveler's checks for out-
of-State travel.

Fees for passports, visas, costs of photographs, certificates
of birth and health, costs of affidavits, and charges for in-
oculation.

B. Neighbor Island Directors and Committeemen Travel.

Neighbor Island Directors and Committeemen who are bona-fide
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members of standing HVB committees meeting in Honolulu are
authorized to travel from their Islands to attend the meeting
by virtue of receipt of a committee meeting announcement.

Air reservations and tickets may be secured by notifying and
contacting the Neighbor Island Secretaries who will make ar-
rangements.

Only in special circumstances are directors and committeemen
required to spend more than a morning or afternocon on HVB
business in committee meetings. The pattern of travel is there
fore expected to be in and out of Honolulu on the same day.

The usual expenses chargeable to the Bureau will be transporta-
tion to and from the Island airport, transportation from and to
the Honolulu Airport, and one meal.

The directors and committeemen must £ill out a "Travel Expense
Report" in accordance with the instructions on the reverse side.
The report must be filled out within 15 days after the trip is
made and sent to the Comptroller who will channel it to the
Executive Vice President and Managing Director for approval.

C. Other Non-Staff Inter-Island Travel.

Travel for non-staff members shall be authorized by the Execu-
tive Vice President and Managing Director, except Neighbor
Island directors and committee members.

The traveler will submit (with staff aid) a "Request for Travel
Authorization" to the Executive Vice President and Managing
Director. This shall be routed to the Comptroller who will in-
dicate if funds are available and transmit to the Managing
Director for approval.

Upon approval the Comptroller will secure transportation tickets
and make other arrangements as desired by the traveler.

D. Out-of-State Travel for Non-Staff.

Authorization for out-of-State travel for non-staff people
shall be granted only by the Chairman of the Budget and Finance
Committee under policies established.

A written request for out-of-State travel for non-staff people
will be submitted by the Executive Vice President and Managing
Director. The request will state the purpose of the trip,

destination, dates, and estimated costs. The Managing Director
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will place the travel request by the non-staff person on the
agenda of the Budget and Finance Committee.

The travel expense procedures will be the same .as for staff
personnel,

E. Travel and Lodging Costs for Wives.

In the event the wives of the Executive Vice President and
Managing Director, officers, Directors, or other HVB staff
members' wives wish to attend either in-State or out-of-State
tourism conferences, all travel, lodging, registration fees,
and other expenses shall be paid by the individual or business
concerned and not from HVB funds, except when specifically
authorized by the Budget and Finance Committee under policies
established by the Executive Committee.

IV. AUTO ALLOWANCES

The following rules and regulations shall apply to the use of auto-
mobiles by the HVB officers, committeemen, and staff.

A. Flat Allowance.

Flat monthly allowances for the use of private automobiles on
official business may be authorized by the Executive Vice President
and Managing Director upon approval by the Budget and Finance
Committee. Monthly allowances for automobiles are mot to be re-
ported on the expense reports.

B. Staff Cars.

Authorization is granted for the leasing of cars by the Bureau for
the following key executives: Executive Vice President and Manag-
ing Director; Assistant Managing Director; and Comptroller.

These officers frequently contact and entertain important business
and government officials and visitors, and it is felt that the
vehicles designated should provide comfortable and reasonable
transportation.

C. Mileage for Official Business,

The Executive Vice President and Managing Director and Comptroller
may authorize any HVB employee to use privately owned automobiles
on official HVB business on a mileage allowance basis. Twelve
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cents per mile for the first 400 miles per month and ten cents per
mile for any mileage in excess thereof per month will be paid for
auto travel made on HVB business.

These reports are to be submitted monthly by the individual on the
expense account report for reimbursement.

In accepting this allowance each employee will be required to carry
minimum insurance coverage as required by law in Hawaii. This is
(a) $10,000/20,000 Public Liability; (b) $5,000 Property Damage.

V. PERSONAL EXPENSES

A. HVB Staff. Policy Re: Entertainment Expenses.

The HVB Manual of Organization provides a policy for the reimburse-
ment of authorized personnel for reasonable business expenses in-
curred in behalf of the Bureau.

The following rules and regulations shall apply to HVB staff enter-
tainment expenses.

The HVB Executive Committee shall have the authority to establish
the policy for expenses of the Executive Vice President and Managing
Director. His expenses shall be approved by the Comptroller pur-
suant to policy. The Comptroller shall approve the expenses for
all other employees.

The following instructions explain the operation of the system and
shall be adhered to by the HVB staff.

All bills are to be paid for by the individual. No charges are to
be made to the HVB, nor are any bills to be submitted to the HVB
Accounting Department for payment.

"HVB Local Expense Report" forms are to be submitted to the Account-
ing Department (two copies) by the 10th of the following menth for
in-State Hawaii personnel, and the 30th of the month for out-of-
State personnel. These forms shall be prepared in accordance with
the instructions printed on the reverse side of the form.

Upon approval of the expenses, the Bureau will reimburse the
individual the amount shown on the expense report, which shall not
exceed the authorized amnual amount set for each individual.
Special approval must be obtained from the Executive Vice President
and Managing Director for any over-expenditure.

68



[

Staff members who do not have an expense fund must obtain the
approval of the Comptroller prior to spending any funds on enter-
tainment involving HVB business.

The same regulations with reference to payment of bills by the
individual, and submitting of "HVB Local Expense Report" forms shall
apply.

B. Personal Expenses for Non-Staff. Entertainment Expenses.

The HVB offices on the Neighbor Islands are frequently requested
to host visiting VIPs on their Islands. Authorization for non-
staff entertainment expenses shall be granted as follows:

The Director of Advertising, Publicity and Promotion may request
and authorize the HVB Neighbor Island Manager or Committee Chairman
to hest visiting VIP. He shall advise the HVB Neighbor Island
Manager or Committee Chairman of the date of arrival, length of
stay place of contact, number of persons involved, provide a brief
resume of the individual(s), suggest appropriate entertainment, and
establish maximm dollar expenditure.

A copy of the letter of authorization shall be sent to the Comp-
troller,

The host will finance the entertainment by securing a cash advance
from the Neighbor Island Managers, who will cite the letter as
authorization to issue funds. No charges shall be made against the
HVB.

The host will secure expense account reporting forms from the Neigh-
bor Island Managers. These forms must be filled out completely in
accordance with the instructions set forth on the reverse side of
the form. The forms must be accompanied with supporting receipts
and vouchers from the vendors.

These forms shall then be submitted to the HVB Comptroller who will
in turn channel to the Executive Vice President and Managing Dir-
ector for approval and reimbursement. The Executive Vice President
and Managing Director shall authorize in advance all other enter-
tainment by non-staff people not authorized under these regulations.
The same procedures for settling expenses and reporting of expenses
shall apply.

C. Association Dues.

The HVB will reimburse the Executive Vice President and Managing
Director for membership dues in travel trade organizations and as-

sociations.
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PUBLISHED REPODRTS
OF THE LEGISLATIVE AUDITOR

1965 1. Long and Short Range Programs of the Office
of the Auditor.
2. A Preliminary Survey of the Problem of Hospital
Care in Low Population Areas in the
State of Hawaii.

1966 1. Examination of the Office of the
Revisor of Statutes.

2. An Analysis of the State-Wide Information
System Including Comments on its Operating
Budget for Fiscal 1966-1967.

3. Procedural Changes for Expediting Implementa-
tion of Capital Improvement Projects.

1967 1. Overtime in the State Government.

2. Management Audit of Kula Sanatorium.

3. The Large School: A Preliminary Survey of Its
Educational Feasibility for Hawaii.

4. State-City Relationships in Highway Maintenance
and Traffic Control Functions.

5. Federal-Aid Highway Cut-back.

6. An Inventory of Responses to the
1965 Legislative Requests.

7. An Inventory of Responses to the
1966 Legislative Requests.

8. The Planning- Programming-Budgeting System
and Hawaii's Program Budget: A Comparison.

9. Manual of Guides of the Office
of the Legislative Auditor,

1968 1. Financial Audit of the Department of Health
for the fiscal year ended June 30, 1967.
2. Financial Audit of the Department of Planning
and Economic Development for the fscal
year ended June 30, 1967.
3. Financial Audit of the Department of Regulatory
Agencies for the fiscal year ended June 30, 1967.

LEGISLATIVE AUDITOR
IOLANI PALACE
HONOLULUY, HAWAII S6B13





