Audit of the Office of Hawaliian
Affairs

A Report to the
Governor

and the
Legislature of
the State of
Hawali’i

Report No. 05-03

April 2005

THE AUDITOR
STATE OF HAWAI'I




The Office of the Auditor

The missions of the Office of the Auditor are assigned by the Hawaii State Constitution
(Article VII, Section 10). The primary mission is to conduct post audits of the transactions,
accounts, programs, and performance of public agencies. A supplemental mission is to
conduct such other investigations and prepare such additional reports as may be directed by
the Legislature.

Under its assigned missions, the office conducts the following types of examinations:

1. Financial audits attest to the fairness of the financial statements of agencies. They
examine the adequacy of the financial records and accounting and internal controls, and
they determine the legality and propriety of expenditures.

2. Management audits, which are also referred to as performance audits, examine the
effectiveness of programs or the efficiency of agencies or both. These audits are also
called program audits, when they focus on whether programs are attaining the objectives
and results expected of them, and operations audits, when they examine how well
agencies are organized and managed and how efficiently they acquire and utilize
resources.

3. Sunset evaluations evaluate new professional and occupational licensing programs to
determine whether the programs should be terminated, continued, or modified. These
evaluations are conducted in accordance with criteria established by statute.

4.  Sunrise analyses are similar to sunset evaluations, but they apply to proposed rather than
existing regulatory programs. Before a new professional and occupational licensing
program can be enacted, the statutes require that the measure be analyzed by the Office
of the Auditor as to its probable effects.

5. Health insurance analyses examine bills that propose to mandate certain health
insurance benefits. Such bills cannot be enacted unless they are referred to the Office of
the Auditor for an assessment of the social and financial impact of the proposed
measure.

6. Analyses of proposed special funds and existing trust and revolving funds determine if
proposals to establish these funds are existing funds meet legislative criteria.

7. Procurement compliance audits and other procurement-related monitoring assist the
Legislature in overseeing government procurement practices.

8.  Fiscal accountability reports analyze expenditures by the state Department of Education
in various areas.

9. Special studies respond to requests from both houses of the Legislature. The studies
usually address specific problems for which the Legislature is seeking solutions.

Hawaii's laws provide the Auditor with broad powers to examine all books, records, files,
papers, and documents and all financial affairs of every agency. The Auditor also has the
authority to summon persons to produce records and to question persons under oath.
However, the Office of the Auditor exercises no control function, and its authority is limited to
reviewing, evaluating, and reporting on its findings and recommendations to the Legislature and
the Governor.
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Summary

With over $300 million in assets, the Office of Hawaiian Affairs (OHA) is
constitutionally the main vehicle for the State to meet its trust responsibilities to
native Hawaiians and Hawaiians. Section 10-3, Hawaii Revised Statutes (HRS),
reflects this constitutional mandate, and at least once every four years the Auditor
is required to conduct an audit of OHA, pursuant to Section 10.14.55, HRS. OHA
has shown little improvement in its ability to serve Hawaiians since our last audit
in 2001. We found that the Board of Trustees still has not provided the State with
a comprehensive master plan for bettering the conditions of native Hawaiians and
Hawaiians. Although OHA has developed a strategic plan, the need for a
comprehensive master plan still exists to serve as a foundation for OHA’s
programs, as well as the programs of other agencies that provide services to
Hawaiians.

We also found that OHA is still grappling with the effects of poorly planned
reorganizations. During FY2001-02 and FY2002-03, OHA hired numerous
employees to fill a variety of positions, including key managerial positions. Yet,
in the midst of organizational change, OHA lacks basic policies and procedures to
guide the actions of its staff, and its organizational charts and functional statements
are inconsistent. This situation is compounded by confusion among program
directors on how OHA’s priorities translate into the agency’s budget. In addition,
we found that OHA’s casual administration of its finances does not demonstrate
respect for its fiduciary duty to all Hawaiians. Certain protocol and trustee
expenditures appear questionable. In addition, tighter oversight of the Native
Hawaiian Revolving Loan Fund is needed to prevent deterioration of loan
recipients’ financial condition. The fund continuesto experience high delinquencies
and defaults among its loan recipients, jeopardizing the availability of resources
to future Hawaiian entrepreneurs.

The certified public accounting firm of KPMG LLP (KPMG) reviewed OHA'’s
investment portfolio and found that the agency has taken a number of important
and well-reasoned steps in investing its assets. Directly supervising its money
managers in the past, OHA now retains two investment advisors, each of which
oversees selected money managers for OHA'’s classes of long-term investments;
the agency also revised its investment policy statement and conducted a new asset
allocation study. However, KPMG found continuing deficiencies that do not
ensure compliance with OHA’sfiduciary obligations. Generally, OHA’s investment
policy statement and investment oversight procedures lack key components, and
OHA’s lack of advisor oversight prevents the Board of Trustees from receiving
sufficient information to evaluate the investment advisors’ performance.

KPMG found duties and responsibilities related to trust fund investments are not
clearly laid out in OHA’s investment policy statement. In addition, critical
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benchmarks for the trust fund have not been established for its investment
advisors, as well as for the actions and investment decisions of OHA and its board.
In addition, KPMG concluded that the lack of historical data and performance
standards results in a material weakness. KPMG also found that OHA has not
addressed the use of passive investments, as well as ceded land payments, in its
investment policy statement. If OHA’s passive assets were in line with its peer
median and certain conditions were in place, fees would be reduced, saving the
agency more than $300,000 annually. KPMG also found that OHA has not created
an independent function to oversee investment advisors or a standard set of
contracts for the retention of investment advisors, resulting in substantially
different performance measures for each of its two investment advisors.

Recommendations
and Response

We recommended the Board of Trustees resurrect efforts to create acomprehensive
master plan and that OHA develop appropriate management tools such as policies
and procedures on action planning and budgeting. We recommended that OHA
revise its Administrative Financial Manual of Guides to clarify the purposes and
uses of petty cash, protocol allocations, and trustee allowances and that it provide
tighter oversight of loans made from the Native Hawaiian Revolving Loan Fund.
KPMG also offered several technical recommendations on OHA’s investment
policy statement and investment processes.

In its written response, which included a draft 2005 Master Plan, the Board of
Trustees did not disagree with our recommendations or the recommendations of
KPMG. The trustees acknowledged that portions of the report will aid in
improving OHAs services, but “question[ed] the substance and wording of much
of [the] report.” In particular, the board questioned our findings on the lack of a
comprehensive master plan, unsubstantiated and questionable expenditures, and
rates of delinquency and default on loans under the Native Hawaiian Revolving
Loan Fund.

However, nothing offered by OHA amounts to the comprehensive master plan at
issue or to appropriate substantiation of questionable expenditures. With respect
to our findings on the revolving loan fund, our intent is to present a complete
reading of the fund’s health—not only for current borrowers, but for future
Hawaiianentrepreneursaswell. OHA asserted that our calculation of adelinquency
rate incorrectly included non-performing loan amounts intended for charge-off by
the agency. But these non-performing loan amounts were still on OHA’s books
atthe time of our audit, and a reading of the revolving fund’s overall status without
these amounts would be misleading. We confirmed with the Administration for
Native Americans that our calculation was an acceptable approach. Even forms
filed with the U.S. Securities and Exchange Commission report combined rates.

Our final report contains a few minor editorial changes for purposes of accuracy
and style.

Marion M. Higa Office of the Auditor
State Auditor 465 South King Street, Room 500
State of Hawai’i Honolulu, Hawai'i 96813

(808) 587-0800
FAX (808) 587-0830
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Foreword

We conducted this audit of the Office of Hawaiian Affairs (OHA)
pursuant to Section 10-14.55, Hawai'i Revised Statutes, which requires
the Auditor to conduct an audit of OHA at least once every four years.
We also engaged the certified public accounting firm of KPMG LLP as
our consultant to review OHA's investment program.

We wish to express our appreciation for the cooperation and assistance
extended to us by the Board of Trustees, officials, and staff of the Office
of Hawaiian Affairs and others whom we contacted during the course of
the audit.

Marion M. Higa
State Auditor
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Chapter 1

Introduction

Background

History of the Office of
Hawaiian Affairs

Section 10-14.55, Hawai'i Revised Statutes (HRS), requires the Auditor
to conduct an audit of the Office of Hawaiian Affairs (OHA) at least
once every four years. Our office has conducted a total of four audits of
the agency: in 1990, 1993, 1997, and 2001. Collectively, these audits
identified a range of planning and managerial deficiencies on which we
offered recommendations.

The State Constitution established OHA as the principal vehicle for the
State to meet its trust responsibilities to native Hawaiians and Hawaiians.
Section 10-3, HRS, reflects this constitutional mandate, broadly
identifying OHA’s purposes as including the betterment of the
conditions of native Hawaiians and Hawaiians. Native Hawaiian
includes any descendant of at least one-half part of the races inhabiting
the Hawaiian Islands previous to 1778, as defined by the Hawaiian
Homes Commission Act of 1920, as amended. Hawaiian is defined as
any descendent of the aboriginal peoples inhabiting the Hawaiian islands
in 1778.

Section 10-3, HRS, also designates OHA as the principal public agency
in Hawai'i responsible for the performance, development, and
coordination of programs and activities relating to native Hawaiians and
Hawaiians, excluding the administration of the Hawaiian Homes
Commission Act. OHA is also required to assess the policies and
practices of other agencies that impact native Hawaiians and Hawaiians;
conduct advocacy efforts for native Hawaiians and Hawaiians; apply for,
receive, and disburse grants and donations from all sources for native
Hawaiian and Hawaiian programs and services; and serve as a receptacle
for reparations.

In 1959, Hawai'i attained statehood through the Admission Act. This act
returned to the new state 1.2 million acres of lands formerly ceded to the
federal government, provided that the State hold these lands in public
trust. The act also required the State to adopt the Hawaiian Homes
Commission Act as a provision of the State’s Constitution, and further
required that 1.2 million acres of ceded lands be held in public trust for
two beneficiary classes: native Hawaiians and the general public.

Section 5(f) of the Admission Act limits use of these lands, and any
proceeds from their sale or disposition, to the following five purposes:
1) the support of public schools and other public education institutions;
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Public land trust

revenues and other

funding sources

2) the betterment of the conditions of native Hawaiians; 3) the
development of farm and home ownership on as widespread a basis as
possible; 4) the making of public improvements; and 5) the provision of
lands for public use. Failure to limit the use of these lands and proceeds
from their disposition for these purposes constitutes a breach of trust, for
which the United States may bring suit against the State under the
Admission Act.

OHA accounts for its revenues in the Native Hawaiian Trust Fund. A
major source of revenue for the agency comes from dividend and interest
income. The agency also receives general fund appropriations, federal
grant funds, and payments from the public land trust. This trust, under
the Department of Land and Natural Resources, comprises revenues from
the sale of ceded public lands and from lease rents, licenses, and permits
involving ceded lands (less 30 percent of sugar cane lease land revenues
required to be transferred to the Department of Hawaiian Home Lands).
By law, 20 percent of the funds from the public land trust shall be
expended by OHA for the betterment of conditions of native Hawaiians.
Exhibit 1.1 illustrates revenues of OHA for FY1999-2000 through
FY2002-03.

Exhibit 1.1
Office of Hawaiian Affairs: Revenues FY1999-2000
through FY2002-03

Revenues FY1999-2000 | FY2000-01 FY2001-02 FY2002-03
Appropriations $2,550,922 $2,519,663 $2,619,663 $2,532,663
Public land trust 8,238,109 8,261,921 6,535 17,543,804
Dividend and interest
income 10,798,857 11,465,433 11,411,538 8,352,150
Native Hawaiian Rights
Fund 85,611 135,406 0 0
Federal and other grants 254,051 2,210,794 0 0]
Newspaper ads 35,024 28,284 85,362 44,696
Donations and other 88,767 71,362 22,046 158,557
Non-imposed fringe
benefits 134,677 111,305 104,429 150,815
Total Revenues $22,186,018] $24,804,168 $14,249,573 $28,782,685

Source: Office of Hawaiian Affairs FY1999-2000 through FY2002-03 financial statements

prepared by Deloitte & Touche LLP.

In FY2000-01, OHA received over $8.2 million from the public land
trust; in FY2001-02, the agency received only about $6,500 from the
trust. This sharp decrease was precipitated by a decision of the Hawai'i
Supreme Court. In September 2001, the court held that certain
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provisions of state law setting forth the means by which revenues from
the public land trust are to be paid to OHA conflict with federal law and
therefore are invalid. This decision resulted in the dismissal of OHA’s
claim for a pro rata share of revenues derived from: (1) that portion of
the Honolulu International Airport that sits on ceded lands; (2) Hilo
Medical Center patient services receipts; (3) receipts from the Hawai'i
Housing Authority and the Housing and Community Development
Corporation of Hawai'i for projects situated on ceded lands; and

(4) interest earned on such withheld revenues. OHA has recently begun
to receive a portion of the undisputed trust revenues. The portion in
FY2002-03 amounted to $17,543,804 and includes revenue due from
FY2001-02.

The State Constitution requires that a board of trustees, of at least nine
members who are Hawaiian and elected by Hawaiians, govern OHA.
O’ahu, Kaua'i, Maui, Moloka'i, Lana'i, and Hawai'i each must have at
least one representative on the board. Currently, the board has nine
trustees who were elected to serve staggered four-year terms.

In February 2000, the U.S. Supreme Court held that OHA’s electoral
qualification based on ancestry is a violation of the U.S. Constitution’s
Fifteenth Amendment. Under the amendment, both the national
government and states may not deny individuals the right to vote on
account of race. As a result of this decision, the entire state electorate is
now eligible to vote for trustee candidates.

In 2002, the Court of Appeals of the Ninth Circuit also invalidated the
limitation of eligibility to be a candidate for OHA trustee to
“Hawaiians.” The court based its decision on the Voting Rights Act, as
well as the U.S. Constitution’s Fifteenth Amendment. Thus, at present,
both “Hawaiians” and “non-Hawaiians” may qualify as candidates for
the office of OHA trustee.

OHA'’s board is a policy-making body. As required by law, the board
appoints an administrator who serves as the agency’s principal executive.
The administrator is responsible for executing board policies, carrying
out the agency’s goals and objectives, and managing agency operations.
The administrator hires all agency personnel, excluding the staff
assigned to trustees. For FY2002-03, OHA had 114 positions, nine of
which were vacant.

The administrator is responsible for the overall management of the
administrative functions of OHA. Under a FY 1998-99 reorganization, a
former administrator consolidated ten divisions within the office into
three functional operating centers: Administration, Program Systems
Group, and Hawaiian Rights. In FY2003-04, the agency reorganized
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again and now consists of three major areas: Administration, Operations,
and Beneficiary Advocacy and Empowerment. Exhibit 1.2 displays
OHA’s organizational structure approved in December 2003.

Entities reporting directly to the administrator include the Washington
D.C. Bureau, the Halawa Luluku Interpretive Development Project, the
Beneficiary Advocacy and Empowerment unit, the Operations unit, and
Treasury and Other Services, and Support Services.

The deputy for beneficiary advocacy and empowerment has full
responsibility for directing and managing programs and efforts to meet
the goals and objectives of the agency’s strategic plan. The deputy
oversees four major hale (literally, “house” or “houses™) separated by
functional areas. These include the Hawaiian governance hale; the
health, human services, housing, and education kale; the economic
development hale; and the native rights, preservation, culture, and land
hale.

The deputy administrator for operations supervises an office of board
services; office of legal services; human resources office; community
resources section; public information and communications office;
government relations and legislative affairs office; and planning,
evaluation, research and grants hale.

The treasury and other services unit handles functions such as
management information systems and accounting, support, and treasury
services.

Services provided and related expenditures

OHA provides economic development, educational, health care, legal
representation, and housing services to native Hawaiians and Hawaiians.
These services are provided directly by OHA staff, through contracted
services, or by financial support to agencies providing services to native
Hawaiians and Hawaiians. Some of the programs supported by OHA
include the traditional Hawaiian diet program through the Waianae Coast
Comprehensive Health Center; a traditional Hawaiian diet research
project through the Department of Health; and a multi-service system
project to provide statewide information and referral, technical
assistance, and follow-up through Alu Like, an organization funded by
OHA to provide programs and services to native Hawaiians and
Hawaiians.

In the area of housing and community development, OHA administers a
home ownership program in partnership with Fannie Mae, First
Hawaiian Bank, and the Bank of Hawai'i, and provides assistance and
subsidies for self-help housing and a homesteader loan program. The
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Exhibit 1.2
Office of Hawaiian Affairs Organizational Structure
Approved December 2003

Board of Trustees

Administrator » Support Services
)4 \ 4 Y \ 4 \ 4
Halawa-l.uluku Beneficiary .
. Washington DC . Treasury and
Interpretive Advocacy & Bureau Operations Other Services
Development Empowerment
A4 ) 4 A 4 h 4
Native Rights, .
Preservation, Economic Board Services Legal Services Human
Development Resources
Culture & Land
h 4 h 4 A \ 4 Y
. Health, -Human . Public Information Government
Hawaiian Services, Community .
Governance* Housing & Resource &. . Relations &
: Communications Legislative Affairs
Education

—

\ 4
Planning,
Evaluation,
Research &
Grants

* This program reports directly to the administrator.

Source: Office of Hawaiian Affairs
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Recent efforts towards
nationhood and a
Hawaiian government

agency also administers an individual development account program
through an administrative grant to Alu Like. This program provides a
dollar-for-dollar match to low-income beneficiaries interested in saving
for college, home ownership, home repair, and business capitalization
and entrepreneurship. In addition, funded by OHA, the Hawai'i Alliance
for Community Based Economic Development trains beneficiaries and
provides technical assistance to native Hawaiian non-profit organizations
for economically based programs.

Under its education program, OHA provides funding to the University of
Hawai'i at Hilo for gifted and talented native Hawaiian children on
Kaua'i, O'ahu, Moloka'i, Lana'i, Maui, and Hawai'i. The agency
provides tutorial grants to public schools and community school
associations. The agency also provides funding to the Department of
Education for a Hawaiian language immersion program in public
schools. In addition, the agency provides support to the Merrie Monarch
Festival and the Kalihi Valley Education Center.

OHA also administers the Native Hawaiian Revolving Loan Fund
program by providing entrepreneurial training, assistance, and lending to
native Hawaiian-owned businesses that are unable to secure financing
through conventional lending sources. During FY2001-02, OHA
approved nine loans totaling $398,000 and disbursed seven loans totaling
$340,000, and created 20 jobs through the use of moneys in its Native
Hawaiian Revolving Loan Fund.

Exhibit 1.3 illustrates OHA’s expenditures for F'Y1999-2000 through
FY2002-03.

Planning role

OHA has a broad statutory mandate. Although it is but one state agency
among many in our state government, OHA is tasked with oversight of
any program, public or private, that serves Hawaiians. That oversight
involves knowing its beneficiaries and all federal, state, county, and
private programs and services now available to native Hawaiians and
Hawaiians. It also involves developing a comprehensive master plan for
the betterment of conditions of native Hawaiians and Hawaiians,
assisting in the development of state and county agency plans for
programs and services for Hawaiians, and maintaining an inventory of
federal, state, county, and private programs and services for Hawaiians.

The establishment of a native Hawaiian government has been an
important issue deliberated by OHA and the larger Hawaiian community
for a number of years. To OHA, this issue has become much more
urgent in recent years due to an increasing number of legal and political
challenges against native Hawaiian rights and entitlements. The need to
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Exhibit 1.3
Office of Hawaiian Affairs: Expenditures FY1999-2000
through FY2002-03

Expenditure FY1999-2000 | FY2000-01 | FY2001-02 | FY2002-03
Board of Trustees $4,140,183] $6,714,551] $4,038,380 $909,946
Administration 5,051,461 4,204,944) 5,532,063 12,415,213%
Program systems
group 5,239,645 6,362,190] 5,953,174 0
Hawaiian rights 2,288,992 1,927,954 2,321,840 0
Capital outlay 359,715 0 0 0
Depreciation 0 0 332,174 536,556
Total Expenditures $17,079,996| $19,209,639 $18,177,631| $13,861,715

* Note: The expenditures for FY1999-2000 through FY2001-02 are categorized by the
previous organizational structure. Expenditures for FY2002-03 are grouped under
administration but include $6,788,640 for Support Services unit and $5,626,573 for
Beneficiary Advocacy and Empowerment unit. These organizational units were created
by the administrative reorganization in 2003.

Source: Office of Hawaiian Affairs FY1999-2000 to FY2002-03 financial statements
prepared by Deloitte & Touche LLP.

facilitate a process for forming a Hawaiian nation has long been
recognized by OHA and is included in its recently formulated 2002
strategy. According to Goal 6, “By 2007, OHA shall have assisted,
coordinated, and enabled the creation of a unified Hawaiian nation.”
To implement this strategic plan, OHA created a new Hawaiian
governance Aale to begin an information-sharing phase with the
community and to report back to the Board of Trustees with
recommendations on how to proceed with its six-phase process for
creating a native Hawaiian government. These six phases for the 2004
fiscal year include:

1. Sharing information with the community;

2. Addressing the issue (conducting Hawaiian delegate election,
research, and media);

3. Calling for candidates;
4. Electing representatives;
5. Convening an ‘gha (constitutional convention); and

6. Ratifying the process.
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Separate from OHA’s efforts to establish a native Hawaiian government,
the agency is also supporting the passage of a federal bill (S. 344) that,
among other purposes, expresses the United States’ policy regarding its
relationship with native Hawaiians and provides a process for U.S.
recognition of a native Hawaiian governing entity. The bill is popularly
known as the Akaka bill. If passed, this bill would provide a process
within the framework of federal law for the native Hawaiian people to
“[e]xercise their rights as indigenous people to reorganize a native
Hawaiian governing entity for the purpose of giving expression to their
rights as native people to self-determination and self-governance.”

Previous Audit
Reports

Our most recent audit of the agency found that the board allowed OHA’s
master and functional plans to remain outdated. We recommended that
the board focus its attention on identifying the agency’s role in
improving the conditions of all Hawaiians, on fulfilling its fiduciary
duties, and on improving its management of OHA’s investments. In
addition, our 2001 audit reported that the agency did not ensure that
funds disbursed from its grant and Native Hawaiian Revolving Loan
Fund programs were well spent. Many of our earlier audit findings were
also echoed in audits conducted by independent auditors contracted by
OHA.

Objectives of the
Audit

1. Assess whether the Office of Hawaiian Affairs ensures its resources
are used to provide programs and activities that meet the needs and
improve the conditions of native Hawaiians and Hawaiians.

2. As appropriate to the current audit, assess whether the Office of
Hawaiian Affairs has addressed our previous audits’ findings and

recommendations.

3. Make recommendations as appropriate.

Scope and
Methodology

Our audit examined OHA’s management of its program services,
financial operations, and human resources to meet the needs of its
beneficiaries during FY2002-03. We assessed the agency’s efforts to
address significant findings and recommendations from previous audits
as they relate to our current audit’s objectives.

Our review included OHA’s efforts to: identify and plan for the needs of
native Hawaiians and Hawaiians since issuance of our last audit report in
2001; solicit input from the Hawaiian community to determine the needs
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of its beneficiaries; and monitor the effectiveness of its programs to
ensure that conditions of native Hawaiians and Hawaiians are improved.

We reviewed pertinent state and federal laws and rules, policies and
procedures, program plans, and operation manuals. We also reviewed
judgmentally selected expenditure reports, investment reports, records on
grants, Native Hawaiian Revolving Loan Fund disbursements, and
contracts. We attended board meetings and interviewed each trustee, the
administrator, judgmentally selected staff, and representatives of other
agencies involved with OHA.

We procured the services of a financial consultant, KPMG LLP, to
review OHA’s management of its investment portfolios. The consultant
reviewed documentation, reports, and other information detailing
management’s control, as established by OHA and its Board of Trustees,
over the investments held in the Native Hawaiian Trust Fund. Chapter 3
comprises the consultant’s findings and recommendations.

We conducted our audit from November 2003 through May 2004
according to generally accepted government auditing standards.
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Chapter 2

The Office of Hawaiian Affairs Still Lacks Some
Basic Tools Necessary for Effective Leadership

Our last audit of the Office of Hawaiian Affairs (OHA) was issued in
March 2001. Three years later, we find that OHA is still ill-equipped to
fulfill its fiduciary duty. OHA has yet to complete a comprehensive
master plan marshaling statewide resources to improve the conditions of
native Hawaiians and Hawaiians.

Although OHA has recently developed its own strategic plan for 2002-
2007, we note that a strategic plan should have derived from a master
plan that identifies the needs of native Hawaiians and Hawaiians. A
strategic plan that lacks the underlying foundation and vision of a master
plan lacks adequate direction. In addition, we found that the strategic
plan’s implementation has shortcomings and its goals are not being
systematically brought to fruition.

OHA continues to struggle internally with organizational, personnel, and
fiscal issues. Despite the recommendation of our last audit—to properly
plan for any contemplated organizational change—OHA has once again
reconstituted itself without the requisite planning, resulting in confusion
among its staff. In addition, the agency’s human and organizational
resources have been disrupted by changes in leadership, personnel, and
programs, and OHA lacks the policies and procedures needed to guide
the newly reorganized agency. Overall, since our last audit, OHA has
shown little improvement in its ability to serve Hawaiians.

ummary o : e Board of Trustees still has not provided the State with a

S y of 1. The Board of T ilh provided the State with

Findi ngs comprehensive master plan for bettering the conditions of its
beneficiaries.

2. OHA is still grappling with the effects of poorly planned
reorganizations.

3. OHA'’s casual administration of its finances does not demonstrate
respect for its fiduciary duty to all Hawaiians.
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Chapter 2: The Office of Hawaiian Affairs Still Lacks Some Basic Tools Necessary for Effective Leadership

The Board of
Trustees Still Has
Not Provided the
State With a
Comprehensive
Master Plan For
Bettering the
Conditions of Its
Beneficiaries

Section 10-6, HRS, makes OHA responsible for assisting state and
county agencies in developing plans and activities for native Hawaiian
and Hawaiian services. This plan is critical because it is intended to
guide the State’s efforts to better the conditions of all Hawaiians by
identifying the basic needs of beneficiaries, immediate and long-range
goals, priorities and alternatives for program implementation, and an
organization of administrative and program structure. In our 1993, 1997,
and 2001 audits, we recommended that OHA develop a comprehensive
master plan. Although OHA agreed and has long recognized the need
for such a plan, to date and over a decade since our initial
recommendations in 1993, a comprehensive master plan remains elusive.

In our 2001 audit, we noted legislative efforts to move OHA toward
completion of a comprehensive master plan. In 1989, the Legislature
requested the establishment of a governor-appointed task force to
identify available services and critical needs of Hawaiians and to
recommend ways to improve service accessibility and coordination. The
task force, then known as Hui “Imi, was later commended and
reauthorized by the 1997 Legislature as the Hui “Imi Advisory Council.
It was placed for administrative purposes within the Department of
Accounting and General Services and was neither attached to nor part of
OHA.. Further, it was intended to be temporary, with a sunset date of
June 30, 2004.

By law—Section 10-18, HRS—the Hui “Imi Advisory Council
comprises 20 or so organizations and representatives of any other entity
“that expresses interest to participate ....” All members are volunteers
serving without compensation. The council as a whole has no permanent
staff, although its administrative expenses are defrayed by appropriations
made to the advisory group. The first such appropriation was made in
1999 when the Legislature underscored the importance of a
comprehensive master plan for Hawaiians. With general and trust fund
appropriations of over $62,500, the 1999 Legislature directed OHA to
develop a comprehensive master plan by collaborating with other
agencies serving Hawaiians, most of whom were statutorily named
members of the Hui “Imi Advisory Council. The deadline for public
distribution of a master plan was December 31, 2000. The deadline was
not met.

The Hui “Imi Advisory Council was active, however. The council drew
up an action plan in which completion of a comprehensive master plan
was identified as one of the many council outcomes. The action plan,
which was submitted to the Legislature in December 2002, includes the
council’s mission statement:
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The Hui “Imi Advisory Council finds that there is a need for a
coordinative mechanism to improve the provision of services to
Hawaiians; to encourage better coordination among diverse
organizations and agencies in both the public and private sectors;
to encourage prudent use of resources; and to guide the future
development of the Hawaiian community.

The plan lists five goals established by the council to fulfill its mission:

1. To serve as a coordinating body for organizations and agencies in the
public and private sectors serving Hawaiians;

2. To implement activities that build capacity and meet the needs of
Hawaiian communities as recommended by the Hui “Imi;

3. To share, among its members, actions and programs implemented
within Hawaiian communities;

4. To identify and gain support of decision-makers whose cooperation
and resources are needed to fulfill the goals of the Hui “Imi;

5. To conduct forums in which Hui "Imi members conceive and
implement common strategies to empower individuals to lead their
own communities toward self-sufficiency.

Each goal has specific action steps identified with kuleana (responsible
agency), a timeline, and cost items. Goal 5 lists completion of a
comprehensive master plan as an outcome under the kuleana of the Hui
“Imi leadership.

In 2003, the Legislature preempted the council’s June 30, 2004 sunset
date, thereby making it permanent, and moved the council to OHA for
administrative purposes. By then, however, the council had not met
regularly since 2002 and the comprehensive master plan remains a
“document in development,” according to OHA staff. Logisitical issues
plagued the council and contributed to its inability to move forward with
its work on the plan. Such issues included the difficulty of convening
uncompensated officials that must, by law, be represented; lack of
permanent staff or of personnel support by OHA; and uncertainty of the
status of the council after the 2003 departure of its chair who was also an
employee of OHA. In the end, the Hui “Imi Advisory Council was
unable to complete the comprehensive master plan.



14

Chapter 2: The Office of Hawaiian Affairs Still Lacks Some Basic Tools Necessary for Effective Leadership
]

The Board of Trustees
is ultimately
responsible for the
plan

Although a strategic
plan has been
developed, the urgent
need for a
comprehensive master
plan still remains

The Hui “Imi Advisory Council may have assumed the task of
completing a comprehensive master plan. Nonetheless, the statutory
duty “to develop, implement, and continually update a comprehensive
master plan” remains with the OHA Board of Trustees. And the board
was charged with this duty over 25 years ago. If the trustees’ duty to
develop a comprehensive master plan is to be fulfilled through the
council’s efforts, administrative and leadership support ought to be
forthcoming from the board. The trustees should partner with the
council and lessen the council’s administrative and logistical burdens.

Moreover, other goals set for itself by the Hui “Imi Advisory Council
also mirror the Board of Trustees’ statutory duties. The aims of both the
board and the council are to assist other organizations in serving all
Hawaiians, to serve as a clearinghouse of programs and services
available to all Hawaiians, and to be a catalyst for new programs and
activities for all Hawaiians. Their congruent aims behoove the board to
partner with the council and support it administratively, especially in
light of OHA’s emphasis on nationhood and less on direct services to
beneficiaries. We discuss OHA’s goals and its 2002 strategic plan in
detail below.

OHA embarked on a strategic planning process in 2001, expecting that
its strategic plan, synthesized with the strategic plans of other agencies,
would serve as an impetus for a renewed effort toward a comprehensive
master plan in FY2002-03. As we found, however, such a renewed
effort did not take place during that period. Moreover, we note that a
strategic plan should build on a master plan, not the converse. It is not
surprising, then, that the strategic planning process did not yield the
hoped for result.

Completed in 2002, the strategic plan lays out the agency’s efforts to
meet the needs of its beneficiaries. According to OHA’s own planning
concept, this document is to serve as the basis for the agency’s program
planning and budgeting. Ten major goals are identified in the strategic
plan generally covering: (1) native rights advocacy; (2) culture;

(3) economic development; (4) education; (5) environment and natural
resources; (6) nationhood; (7) policy; (8) social services; (9) land and
housing; (10) and health.

Each goal has specific strategies (see Appendix A). Each strategy in turn
is described and justified with a specific objective articulated. The
strategy is further fleshed out with a desired outcome, specific activities
to achieve that outcome, location of these activities, required agency
staff and other partnering organizations, a timeline, cost-generating items
(but no cost estimates), and performance measures. Overall, OHA has
heightened its goal of enabling the creation of “a unified Hawaiian
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nation.” It has established an office in Washington, D.C., “to increase
support for issues important to Native Hawaiians and secure passage for
favorable legislation at the national level.” The board has also allocated
$2.2 million for FY2003-04 toward the agency’s nationhood goal.

Establishing priorities, articulating goals, and translating them into
action plans are essential undertakings for effective leadership, and OHA
is commended for developing a strategic plan. As the agency recognizes,
however, strategic goals rely on a comprehensive master plan as the
foundation. OHA, and other government and private agencies, are
making strategic decisions without a foundation of basic demographic
data, basic beneficiary needs, and a shared understanding of immediate
and long-range goals for the betterment of conditions of all Hawaiians—
all elements of the comprehensive master plan contemplated by the
Legislature.

OHA Is Sitill
Grappling With the
Effects of Poorly
Planned
Reorganizations

Strategic plan lacks
specificity,
contributing to
confusion over
priorities

In our 2001 audit, we found that an on-going reorganization by the OHA
administrator had led to a state of crisis. Inadequate planning for
organizational change resulted in hasty decisions, which negatively
impacted employee morale and resulted in assigning staff to positions for
which they may not have been qualified. Moreover, the lack of an
employee grievance process to address employee concerns resulting from
the poorly planned reorganization provided employees with few options
besides resignation or civil action. In fact, approximately half of the
former division officers had resigned. One former employee’s
resignation letter stated that OHA had become ineffective because of the
loss of good personnel.

In our current audit, we found that OHA is still reeling from this poorly
planned reorganization, and from yet another reorganization in 2003.
During FY2001-02 and FY2002-03, OHA hired a combined total of 43
new employees to fill a variety of positions, including key managerial
positions; the agency has a total of 114 positions. While OHA is in the
process of transforming itself, training new staff, and addressing new and
complex issues, comprehensive and continuously updated policies and
procedures and related management documents are critical to guide
organizational change. Although our 2001 audit recommended adoption
of such policies and procedures, these basic guides are still lacking.

We found, through interviews with hale directors, that there was a
consistent understanding that the strategic plan serves as the basis for
action plans. However, the directors also noted uncertainty about how
the priorities identified in the strategic plan are to be translated into a
budget. Under yet another reorganization in 2003, the Beneficiary

15
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Organizational chart
and functional
statements are
inconsistent

Advocacy and Empowerment unit of OHA directs and manages the
programs intended to meet the goals of the agency’s strategic plan. Each
of the four hale comprising this unit addresses certain functional areas
and is headed by a director.

At the time of our fieldwork in early 2004, each director had only
recently been installed—from three to six months earlier. From
interviews with each director, we found inconsistent understandings of
how program priorities are established and translated into budgets. Each
director acknowledged the strategic plan established program priorities;
however, they had varying ideas among them about the budgeting
process: one was “not really sure how OHA budgets”; two other
directors told us they did not know how program priorities are budgeted
for, but one of them revised his understanding in a follow-up response,
informing us that he estimated budget requirements based on the
activities in the strategic plan; and another based his budget on the
activities set forth in the strategic plan.

The strategic plan itself is not instructive on how to budget, although it
does set forth generally the activities mapped for each strategy. Nor does
the plan inform directors on the process by which these activities are to
be parsed into tasks, timelines, and resource and budget requirements—
much less, that this process is necessary. Without adequate guidance,
particularly for new directors, there can be no expectation that the budget
will support the action plans needed to realize the goals of the strategic
plan.

We found inconsistencies in the agency’s organizational chart and
functional statements that confuse lines of authority or portray staffing
schemes differently. We reviewed organizational charts and functional
statements dated December 2003 reflecting the agency’s reorganization
that year. The four hale that house the agency’s substantive programs
are shown graphically in the organizational chart as part of the
Beneficiary Advocacy and Empowerment unit headed by a deputy
administrator; however, an exception noted on the chart for the Hawaiian
Governance hale indicates that the hale reports directly to the
administrator. The Washington D.C. Bureau, according to the functional
statement, is within the Hawaiian Governance hale. However, in the
agency’s organizational chart, the bureau is depicted as a stand-alone
unit reporting directly to the administrator.

On the administrative services side, the Office of Board Services
provides support services to the Board of Trustees. Its staffing scheme
in the functional statements lists Board Services & Record Management,
Planning & Research, Facilities Management, and Beneficiary Services.
The organizational chart depicts an equivalent Facilities Management



Chapter 2: The Office of Hawaiian Affairs Still Lacks Some Basic Tools Neccessary for Effective Leadership
- - -~ - - - - - - - - - - ]

subunit, a Hawaiian Registry subunit, an Intake and Referral Division,
and a Records Management Division; no Planning & Research subunit is
shown. We could only match up, by position numbers shown in both
documents, the Beneficiary Services (in the functional statements) and
the Hawaiian Registry subunits and Intake and Referral Division (in the
organizational chart). With the exception of the Facilities Management
subunit, other subunits could not be similarly equated. The Planning &
Research subunit is mentioned in the functional statements, but not
shown at all in the organizational chart for the Office of Board Services.

The inconsistencies between the organizational chart and the functional
statements diminish OHA’s organizational efficiency and effectiveness.
As we found with the reorganization that took place during our prior
2001 audit, OHA should have planned for, documented, and reviewed its
proposed 2003 organization prior to actual implementation. OHA
should have ensured that the organizational chart and functional
statements were properly aligned. As OHA changes itself, the agency’s
staff—particularly the new hale directors—labor without clear
organizational definition and specific guidance on implementing the
agency’s strategic plan.

OHA's Casual In our prior audit, we found that inadequate controls over trustee expense
Administration of accounts, the protocol fund, and petty cash account resulted in the loss of

i funds through gross misuse by some trustees. We had reviewed trustee
El%thl ea I‘?] gﬁsst[r):tzs expense reports for calendar years 1996 through 1999 and found

numerous questionable transactions that did not appear to meet the

Respect For Its purpose of the trustee expense account. For example, two trustees had
Fiduciary Duty to used their allowances to make interest-free personal loans exceeding a
All Hawaiians combined total of $8,000 to themselves and family members.

Additionally, we found that some trustees had used the protocol fund for
questionable expenses such as $1,000 in payments for a beneficiary’s
dentures and $200 to pay for a former trustee’s legal fees.

In our current audit, we again note possible abuse of protocol funds,
petty cash, and trustee expense accounts. The vagueness of certain
policies and procedures promotes the potential for abuse and creates a
culture incongruous with the trustees’ duty of loyalty to all beneficiaries.
In addition, without tighter oversight over its Native Hawaiian Revolving
Loan Fund Program, the agency is not preventing deterioration of the
financial condition of loan recipients.
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The purpose of certain
protocol expenditures
does not demonstrate
loyalty to all

beneficiaries’ interests

Policies and
procedures for petty
cash are not always
followed
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OHA’s Administrative and Financial Manual of Guides provides that the
purpose of its protocol fund is “to cover the expenses of social occasions
hosted by OHA as a whole, the observance of Hawaiian culture at social
and business conventions, and other social occasions authorized by the
Chairperson.” No moneys are to be expended from this fund “except
upon the approval of the Chairperson.” The provisions in the manual
regarding the protocol fund are found under Title 1, which is entitled
Trustee Compensation and General Allowances.

We were informed during the course of the audit that OHA no longer
maintains a protocol fund per se. Rather, a line item for protocol
expenditures is included in the agency’s budget. In addition to this line
item, we learned that a separate amount is also budgeted for the
administrator’s use at his discretion for the same purposes as trustee
protocol expenditures.

We reviewed the expenditure report of FY2002-03 protocol expenses
and selected for follow-up 25 disbursements totaling $12,680 that
appeared questionable in light of the manual’s stated purpose for its
“protocol fund.” We found disbursements totaling $5,715 to pay for
gifts to staff or trustees and $2,493 to pay for internal office events,
including farewell luncheons and a staff awards ceremony. One of the
farewell luncheons was held for an independent contractor who
continues to provide services to the office. We also found a protocol
expenditure 