Investigation of Specific Issues of the
Department of Business, Economic
Development & Tourism

A Report to the
Governor

and the
Legislature of
the State of
Hawai‘i

Report No. 10-01
January 2010

THE AUDITOR
STATE OF HAWAI‘|




Office of the Auditor

The missions of the Office of the Auditor are assigned by the Hawai‘i 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.

Hawai‘i’'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

Prompted by concerns over the management of federal grant funds and the State’s
2005 trade mission to China and Korea, the Legislature requested the Office of
the Auditor investigate the Department of Business, Economic Development &
Tourism, including the department’s Out-of-State Offices. Although we initially
attempted to track the reallocation of $50,000 appropriated for Community-Based
Economic Development (CBED), the attempt proved futile as the moneys were not
restricted to specific program use. In tracking CBED monetary transfers into the
Chinese office bank accounts, however, we noted the existence of federal funds
related to the federal Market Development Cooperator Program (MDCP) under
the International Trade Administration of the U.S. Department of Commerce. We
found certain aspects of the Out-of-State Offices merited closer examination and
refocused the scope of the investigation. Also in accordance with our standard
procedures, we reviewed departmental comments on our draft report. As part of
the process, we re-visited areas in the draft with which the department disagreed
and made adjustments in the final report as merited by our investigation.

During 2003-2004, the department requested approval from the director of
finance, the governor, and the Legislature to spend funds from a $399,500 award
it received from the federal Market Development Cooperator Program (MDCP).
Our investigation found that the department failed to fully disclose to the director
of finance and to lawmakers that the MDCP was a reimbursement program.
The department did not make clear that it would use general funds to obtain the
reimbursement moneys and that the reimbursements would be under no federal
spending requirements or restrictions. In essence, the department would get to
keep and spend the reimbursement funds at its discretion.

Our investigation found the department has spent tens of thousands of dollars in
reimbursement funds to support the operations of its out-of-state office in Beijing
andto cover budget cutsto its overseas offices. Thisnon-disclosure to key decision
makers of the impact the reimbursements would have on the department’s general
fund expenditures tainted the approval process and enabled the department to
essentially pad its general fund appropriation. We found no documentation that
shows the department provided to lawmakers a clear and accurate characterization
of the program that enabled the department to spend the reimbursement funds
as it saw fit.

In addition, our review of financial records from the Out-of-State Offices also
found a deposit of $35,000 of private funds into the Taipei office’s bank account.
The transfer of private funds directly into the office’s account jeopardized its
non-profit status and threatened its ability to function as a government office.
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Moreover, our investigation found that the transferred funds were money solicited
by the department from private companies to sponsor the 2005 mission and that
the transfer was requested by the department.

We also found that the department provided incomplete or misleading information
to the State Procurement Office which enabled the department to expend mission
funds outside the procurement code with no restrictions and without any effective
internal controls. We found the department withheld from state lawmakers fiscal
records associated with the mission and provided incomplete and misleading
information to state agencies about the mission model.

Finally, we found that ineffective oversight of expenditures and reporting
requirements of the Out-of-State Offices created opportunities for fraud and abuse.
We found that the invoices and receipts used to verify expenditures by the Beijing
office are primarily in Chinese and often have vague or illegible English descriptions
ornodescriptionsatall, contrary to department requirements. Department officials
who review these documents admitted they could not read Chinese, were unable
to independently verify the information, and simply “trust” or “assume” that the
invoices and receipts are legitimate and justified.

Recommendations
and Response

We recommend the department haltall activity regarding its MDCP reimbursement
funds and consult with the Legislature and the Department of Budget and Finance
as to the appropriate course of action. We also recommend the State Procurement
Office requestrecords from the Pacific and Asian Affairs Council related to the 2005
mission and contact key stakeholders involved inthe planning and implementation
of the mission to determine whether its prior opinions regarding the mission were
tainted and procurement laws were circumvented.

In its written response, the department asserted the issues addressed in the report
regarding the 2005 mission had been thoroughly reviewed by the Legislature
and that two state agencies ruled no procurement or criminal law violations
had occurred. However, as noted in our report, the conclusions reached by the
Legislature and the state agencies that reviewed the 2005 mission were based on
incomplete, misleading, or erroneous information provided by the department.
Therefore, the issues merit further review. The department also noted that the
transfer of private funds into its Taipei office was in error but contended that the
action did not adversely affect the office’s operations. The department added
that the report provides no substantiated finding of actual abuse or impropriety
regarding its Out-of-State Offices. The department misses our point. Our report
addresses the lack of effective internal controls regarding the Out-of-State Offices
and the need to mitigate that risk.

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

This is a report on the investigation into the management of federal
grant funds by the Department of Business, Economic Development &
Tourism and the State’s 2005 trade mission to China and Korea. The
investigation was conducted in response to the General Appropriations
Act of 2007 (Act 213, Section 197, Session Laws of Hawai‘i 2007).

We conducted the investigation pursuant to Section 23-4, Hawai ‘i
Revised Statutes, which requires the Auditor to conduct post audits and
examinations to discover evidence of any unauthorized, illegal, irregular,
improper or unsafe handling or expenditure of state funds, or other
improper financial administration practice.

We wish to express our appreciation for the cooperation and assistance
extended to us by the director and staff of the Department of Business,
Economic Development & Tourism and others whom we contacted
during the course of the investigation.

Marion M. Higa
State Auditor
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Chapter 1

Introduction

Prompted by concerns over the management of federal grant funds
and the State’s 2005 trade mission to China and Korea, the Legislature
requested, through the General Appropriations Act of 2007 (Act 213,
Section 197, Session Laws of Hawai‘i (SLH) 2007), that the State
Auditor conduct an investigation of the Department of Business,
Economic Development & Tourism (DBEDT) with respect to:

1) internal controls over financial reporting and operations;

2) federal grant program management systems, including the
Community-Based Economic Development (CBED) program
and reallocation of moneys from the program to support non-
CBED purposes;

3) incentive program, including the enterprise zone beneficiaries
and the foreign investor program; and

4) reallocation of funds between programs with different revenue
sources.

This investigation was undertaken pursuant to Section 23-4, Hawai‘i
Revised Statutes (HRS), which requires the State Auditor to conduct
post audits and examinations to discover evidence of any unauthorized,
illegal, irregular, improper or unsafe handling or expenditure of state
funds, or other improper financial administration practice.

Background

DBEDT is Hawai‘i’s resource center for economic and statistical

data, business development opportunities, energy and conservation
information, and foreign trade advantages. The objective of the
department is to make broad policy determinations with respect to
economic development in the state and to stimulate through research
and demonstration projects those industrial and economic development
efforts that offer the most immediate promise of expanding Hawai‘i’s
economy. Pursuant to Section 26-18, HRS, the department’s
responsibilities are:

To undertake statewide business and economic development
activities, undertake energy development and management,
provide economic research and analysis, plan for the use of
Hawai‘i’s ocean resources, and encourage the development
and promotion of industry and international commerce through
programs established by law.
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The department’s published goal is to increase the State’s economic
output until Hawai‘i ranks in the top 15 states for average gross domestic
product (GDP) per capita by 2010. Hawai‘i currently ranks 17 in
average per capita GDP.

Organization The director of business, economic development & tourism plans,
organizes, directs, coordinates and reports on the department’s various
activities. The director is supported by one office, five divisions and
13 administratively attached agencies. Exhibit 1.1 illustrates the
department’s organizational structure.

Exhibit 1.1
Department of Business, Economic Development & Tourism Organization Chart

e e OFFICE OF THE GOVERNOR
|
|
Hawai'i Tourism Authority = = q OFFICE OF THE DIRECTOR}= = = = — - Office of Tourism Liaison
| For administrative
(
| purposes)
Aloha Tower Development | 4
Corporation |
Hawai‘'i Community 1 Administrative Services
Development Authority | (For administrative purposes) Office
|
Hawai'i Strategic Development | |
Corporation T
I I I I I
. . . . Research & . .
i : | Strategic Marketing Foreign Trade Creative . . Strategic Industries
Hawai'i Television & Film 4 L o . s Economic Analysis L
Development Board 0 & Support Division Zone Division Industries Division Division Division
| -
. Business & .
High Technology ) 1 || Community | Operations Film Industry o ERceosr;oarInclﬁ - Ef%r;ieéﬁg
Development Corporation | Assistance Branch Branch 4
Branch Branch Branch
|
Land Use Commission -Jl Services Trade Development Arts & Culture Statistics & Science &
— B h — B P h Development — Data Support = Technology
| ranc ranci Branch Branch Branch
Natural Energy Laboratory of |
Hawai‘i Authority (NELHA) | Investment & Tourism Energy
National Defense Center of [~ =t Business .| Business | Research ! Plaming &
Excellence for Research in | /-\Bnalysrlls Office Branch Policy Branch
Ocean Sciences (CEROS) | ranc
l Economic
Office of Planning I—-Q — Information
l Staff
Hawai‘i Housing Finance & |
Development Corporation |
|
) |
Small Business Regulatory | __ |
Review Board

Source: Department of Business, Economic Development & Tourism. Contrary to the organization chart, the High Technology Innovation
Corporation is administratively attached to the department.
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Strategic Marketing & Our investigation focused on the programs and activities of the Strategic

Support Division Marketing & Support Division (SMSD). The purpose of SMSD is to
promote industry development and economic diversification in Hawai‘i,
for both existing and emerging industries, by:

attracting new business, investment, and support services;
e increasing exports of Hawai‘i professional services;

e expanding Hawai‘i’s participation in global trade and commerce;
and

e assisting new entrepreneurs and community based economic
organizations.

The division consists of the Services Trade Branch (STB); Business &
Community Assistance Branch (BCAB); and Investment & Business
Analysis Branch (IBAB). The division also carries out the functions of
the Office of International Affairs, which reports directly to the division
administrator and does not fall within any of the three named branches.
Exhibit 1.2 provides an overview of the Strategic Marketing & Support
Division.

Exhibit 1.2
Strategic Marketing & Support Division Organization Chart

Office of the
Director

Strategic Marketing &
Support Division

Business and
. Investment & .
Services Trade . Community
Business .
Branch ] Assistance
Analysis Branch
Branch

Source: Department of Business, Economic Development & Tourism

Services Trade Branch

STB plans, implements, and supports initiatives to expand existing and
open new markets for Hawai‘i’s professional services. The branch also
identifies and facilitates overseas investments in Hawai‘i, both directly
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or via partnerships and alliances and is the lead coordinator of the public/
private development and marketing of Hawai‘i as a business brand.

Investment & Business Analysis Branch

IBAB develops, plans, and implements programs to attract investment
and business to Hawai‘i. The branch provides information to and
facilitates opportunities for businesses considering investing or
expanding in Hawai‘i and also administers the department’s Out-of-
State offices’ accounting. Our investigation focused on the Out-of-State
offices, Market Development Cooperator Program, and the State’s 2005
trade mission to China under the purview of this branch.

Business & Community Assistance Branch

BCAB helps businesses to deal with the state’s regulatory environment
and interact with the government. The branch analyzes proposed rules,
regulations and legislation in relation to their potential economic impact
on the business sector and proposes rules and statutory changes designed
to improve the state’s business climate. The branch also coordinates

and facilitates technical and financial assistance programs aimed at
community economic development; administers economic development
activities associated with various state and federal agencies; and
administers the State’s Enterprise Zones Program.

Out-of-State Offices

In 1988, the Legislature empowered DBEDT’s predecessor, the
Department of Business and Economic Development, to establish and
operate offices in out-of-state locations, including foreign countries. The
Out-of-State Offices, also known as overseas offices, were created for the
purposes of:

1) developing programs to reach targeted companies or
industries in the respective area;

2) monitoring out-of-state government policies and regulations
impacting business, markets, sales, tourism, and related
activities in Hawai‘i;

3) hosting governmental and business officials at conferences,
meetings and social occasions or other events on matters
pertaining to business opportunities and attraction of
investments for Hawai‘i;
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4) developing and conducting advertising efforts, promotional
events, media coverage, and educational programs relating to
commerce in Hawai‘i; and

5) conducting related operations as needed, such as hiring or
contracting consultants.

The department’s director testified in 1988 that the existence of overseas
offices would enable businesses to operate in the Pacific region without
having to bear the costs and problems of maintaining offices in Asia.
The director also testified that the overseas offices would facilitate the
department’s expansion of Hawai‘i’s business and trade contacts, which
would in turn engender a stronger local economy.

At the department’s urging, lawmakers provided the overseas offices with
operational flexibility by granting them a number of statutory powers and
exemptions. Lawmakers empowered the overseas offices to:

» establish operational bank accounts in out-of-state locations;

e enter into contracts or cooperative agreements with any person,
firm, partnership, association, company, corporation, or foreign
nation as may be necessary and appropriate, and use competitive
procurement practices to the extent practicable;

* receive from private sources or foreign countries any gifts,
grants, devises or bequests of property (whether real, personal
or mixed), the principal or income from which may be used or
disposed of in accordance with the conditions under which it was
received.

However, legislators also provided for legislative oversight of the out-
of-state offices, and these powers are all subject to the approval of the
director of finance.

In addition, all operational monies for the overseas offices must be
allocated by the Legislature through appropriations from the State’s
general fund. DBEDT is obliged to include the amount necessary for the
overseas offices to meet their statutory purposes in each departmental
budgetary request.

The law creating the Out-of-State Offices became effective on June
14, 1988. The State of Hawai‘i opened an overseas office in Taipei,
Taiwan in July 1994 and another in Beijing, China in August 2001.
Organizationally, the overseas offices fall under the Investment &
Business Analysis Branch of the Strategic Marketing & Support
Division. The division has fiscal and operational control of the offices.
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The branch reviews bank accounts for the overseas offices in Beijing
and Taipei as well as an overseas account of the Market Development
Cooperator Program.

Market Development Cooperator Program

In May 2003, DBEDT applied for an award offered by the federal Market
Development Cooperator Program (MDCP) under the International Trade
Administration of the U.S. Department of Commerce. The MDCP’s
purpose is to support projects that enhance global competitiveness of
U.S. manufacturing and service industries. Eligible non-profit groups—
including state economic development entities such as Hawai‘i’s
DBEDT—compete for a limited number of federal awards by proposing
innovative projects to enhance the global competitive position of a
particular industry. The awards granted have a special emphasis on
small- and medium-sized enterprises (SMES).

In accordance with the program award, each dollar of federal funding
must be matched by the applicant on a 2:1 basis. At least half the
matching funds must be in cash; the second half of matching funds may
be in-kind contributions or from other organizations. For its award,
DBEDT applied expenses associated with its Out-of-State Offices,
including salaries and overhead, towards the cash portion of the matching
funds (these costs were already included in the department’s budget) and
in-kind contributions to fulfill the second portion of the matching funds
requirement.

In-kind contribution requirements were met through a partnership

with the Integrated Development Group (IDG), an informal alliance

of Hawai‘i businesses involved in integrated tourism development.
Participating companies maintained quarterly reports of time and
expenses for any activity associated with the IDG. For example, one
company included the following as relevant activities: attending
meetings, translating marketing materials into Chinese, and preparing for
conferences in Taiwan and China. The cost equivalent of those efforts
was calculated by the individual companies and submitted to DBEDT,
which in turn used the figures in its reports to the federal government on
the in-kind contribution requirement of its award.

The department had planned to use the federal award money to enable

it and the IDG to implement a joint strategy to pursue lucrative tourism
development projects in China. DBEDT submitted its award proposal

in May 2003 and requested that it be eligible to receive up to $399,500
in federal fund reimbursements. In return, the department pledged more
than $604,000 in matching cash funds and more than $233,000 in in-kind
contributions. The department’s proposal was approved by the federal
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program in September 2003. The original project award period was
November 1, 2003 to October 31, 2006 but was later extended by one
year, to October 31, 2007.

Under the federal award guidelines, the federal grants officer determines
the method of payment to the recipient. However, the department asked
that the method of payment be via reimbursements to the department.
Reimbursements were based on the amounts the department reportedly
spent in cash and in-kind contributions towards its proposed project,
figures which the department provided to the federal government through
its quarterly financial status reports and reimbursement request forms.
The reimbursements the department received were based on the 2:1, local
to federal funds formula.

2005 State Trade Mission to China and Korea

On May 17, 2005, Governor Linda Lingle announced she would embark
on a ten-day mission to China and Korea to expand Hawai‘i’s business,
educational, and cultural opportunities. The department organized

a separate but coordinated mission that operated in unison with the
governor’s trip. Over 220 individuals participated in the mission,
including members of the governor’s staff and the University of Hawai‘i;
state representatives; departmental staff; entertainers; and representatives
from over 40 Hawai‘i businesses (see Appendix N for a list of the
participants). The 2005 China/Korea mission took place on June 8-19,
2005.

The trade mission focused on six primary areas or “tracks”: business,
education, tourism, architectural and tourism development services,
technology, and culture and the arts. Delegates’ expenses were paid with
state funds and private companies’ contributions.

The 2005 mission also involved the participation of two non-profit
organizations, the Hawaii Pacific Export Council (HPEC) and the
Pacific and Asian Affairs Council (PAAC). HPEC’s aim is to promote
U.S. exports from Hawai‘i and the Pacific Islands while PAAC seeks

to promote awareness and understanding of foreign affairs issues with
special attention to Hawai‘i’s role in the Asia-Pacific region. The
department, HPEC, and PAAC agreed to a protocol outlining each
party’s responsibilities regarding the organization of the mission and the
compensation for the non-profit organizations’ services.

Prior audits Our office has performed seven previous audits relevant to this
investigation.

In 1989 our Study of Administrative Flexibility for Out-of-State Offices,
Report No. 89-27, found that although Act 366, SLH 1988, granted the
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department administrative flexibility to facilitate the operation of out-of-
state offices, the department had made little direct use of the law because
offices were already established and in operation prior to the law’s
enactment. The study focused on the administrative and management
aspects of establishing and operating out-of-state offices and whether
the flexibility the law provides was needed. At the time of the study, the
State’s three offices (Washington, D.C., Tokyo, and Hong Kong) had all
been established outside the framework of the act. We concluded that
the law was not needed for the State to embark on its out-of-state offices
program.

In 1992 our Review of Special and Revolving Funds of the Housing
Finance and Development Corporation and the Department of Business,
Economic Development, and Tourism, Report No. 92-3, recommended
that the special fund for out-of-state offices be repealed and that the
program be budgeted through the general fund. In particular, the report
determined that out-of-state offices do not generate revenue and receive
all their support from general fund appropriations. Therefore, the fund
was not self-sustaining nor did it provide a clear link between program
benefits and charges, two criteria that help define a special fund. We note
that the recommendation to repeal the out-of-state offices special fund
has been implemented.

Our 1992 Loss of Budgetary Control: A Summary Report of the Review
of Special and Revolving Funds, Report No. 92-14, also found that
special and revolving fund use (generally) has distorted the State’s
financial picture and eroded the Legislature’s control of state finances.
We noted that once a program is funded by a special fund, the Legislature
*“...often relinquishes control over its level of expenditures.” To regain
control, the Legislature must take decisive actions, including requiring
departments to lapse idle cash balances back to the general fund,
repealing funds that are not necessary, establishing “sunset” dates for
current and newly established funds, and repealing the authority to create
funds administratively.

In our 1995 Audit of Contract Administration and the Office of Space
Industry in the Department of Business, Economic Development and
Tourism, Report No. 95-3, we found that the department did not perform
pre-contract analysis prior to entering into contracts. Moreover, there
was an inadequate system for ensuring divisions monitored contracts
uniformly. Additionally, DBEDT’s weak oversight on contracts

did not always ensure the State’s interests were met in its contracts.
Recommendations included working with the chief procurement officer
to develop policies and procedures to comply with the procurement law.
Specific attention was to be given to contract formation and monitoring
to ensure clear outcomes were defined and achieved.
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Objectives

In 1997 our Procurement Audit of the Department of Business, Economic
Development and Tourism, Report No. 97-12, found that the department
achieved a high degree of compliance with the Hawai‘i Public
Procurement Code and had made progress in planning for and drafting
contracts since our 1995 audit. However, the department still had no
detailed procurement manual, and we recommended it develop and
implement one. There were also other areas within contract management
that still needed improvement. We recommended the department also
develop a contracting policies and procedures manual and ensure training
and compliance remained priorities.

In the 2003 Financial Audit of the Department of Business, Economic
Development and Tourism, Report No. 03-03, the public accounting
firm of KPMG LLP issued an unqualified opinion on the department’s
financial statements. Some internal control deficiencies were identified.
Most notably, the department failed to lapse unnecessary encumbrances,
depriving the State of funds that could have been used elsewhere. We
recommended that the department adhere to established policies and
procedures and periodically evaluate the propriety of its encumbrances.

Finally, in our 2009 Investigation of the Procurement and Expenditure
Practices of the Department of Business, Economic Development &
Tourism and Selected Attached Agencies, Report No. 09-07, we found
a culture of ambivalence within the department which willfully ignored
laws, rules and requirements of the Hawai‘i Public Procurement

Code. Specifically, our findings noted that the department uses transfer
authority to fund projects denied by the Legislature and that its flawed
implementation of the Hawai‘i Public Procurement Code has resulted
in an apathetic procurement environment and numerous accounting and
contract administration errors. We recommended that the department
strive for greater accountability and transparency in governance. We
further recommended that the department ensure adherence to the
procurement code at all levels within the department and its attached
agencies.

1. Determine the level of appropriations and related expenditures
for the Strategic Marketing & Support Division of the
Department of Business, Economic Development & Tourism for
the period FY1990-91 to the present.

2. Determine whether the state approved budget planning process
was applied to the various activities of the Strategic Marketing &
Support Division.

3. Make recommendations as appropriate.
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Scope and
Methodology

Although we initially attempted to track the reallocation of $50,000
appropriated for CBED as the Legislature requested, the attempt proved
futile as the moneys were not restricted to specific program use. The
activities of the Strategic Marketing & Support Division proved to be
more problematic and involved larger sums. In tracking the Community
Based Economic Development monetary transfers into the Chinese office
bank accounts, we also noted the existence of federal funds related to the
MDCP.

Thus, our investigation focused on activities conducted primarily by the
Department of Business, Economic Development & Tourism’s Strategic
Marketing & Support Division from May 2003 through February 2009.
To that end, we evaluated responsibilities and functions of relevant
departmental personnel. We conducted interviews with legislators,
federal officials, departmental staff, and private companies that have had
dealings with the department. We reviewed policies and procedures,
reports, and other documents to assess compliance with applicable
federal and state regulations.

The investigation was performed between July 2007 and March 20009.
Because it was an investigation and not an audit, we adjusted our
standards and procedures to enable investigatory work. In general,

the Office of the Auditor’s Manual of Guides guided our work. We
believe that the evidence we obtained provides a reasonable basis for our
findings and conclusions based on our investigation objectives.



Chapter 2

DBEDT's Integrity in Question Over Its
International Activities

Our investigation found a variety of troubling actions by the Department
of Business, Economic Development & Tourism in certain international
activities. Documents and interviews with key stakeholders and
departmental officials revealed a director and department that have on
multiple occasions provided state officials with incomplete, confusing, or
misleading information. By doing so, the department was able to control
the expenditure of private funds as well as federal reimbursement funds
with little or no spending restrictions. These reimbursement moneys were
eventually used to support its Beijing Office operations and to cover a
budget shortfall in FY2009.

The department also utilized its Out-of-State Offices to fund and

carry out a 2005 trade mission to China and Korea. We found that
departmental officials, including the director, approved the deposit

of private funds into the account of one of the out-of-state offices,
unbeknownst to the division administrator, placing the operation of that
office in jeopardy. On a number of occasions departmental officials
provided incomplete, misleading or erroneous information regarding
DBEDT s role in the 2005 mission to state agencies and lawmakers
trying to ascertain whether applicable laws and procedures had been
violated.

We also found a lack or lapse of effective oversight measures by the
department regarding its activities in a number of instances. Such
safeguards are vital to any business or government agency’s ability

to achieve its performance goals and protect its resources. Effective
oversight also helps ensure the reliability of financial reporting and
compliance with laws and regulations. Policies and procedures,
monitoring, and effective communication are all key factors in enabling a
department to operate with discipline and structure.

The department’s director is ultimately responsible for any oversight
system. More than anyone else, the director sets the tone for the
department as a whole and should ensure it operates ethically and with

integrity.
|
Summ ary of 1. The Department of Business, Economic Development & Tourism
Findin gs has withheld relevant information and provided erroneous and

misleading information to state officials, enabling the department
to spend private funds and federal reimbursement funds at its
discretion.

11
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2. Alack of effective internal controls has enabled the department’s
overseas offices to spend money with little accountability and
created opportunities for fraud and abuse.

Department
Withheld Relevant
Information From
State Officials
Enabling it To
Spend at its
Discretion

The department did not provide the Department of Budget and Finance
and state lawmakers with key information regarding the federal Market
Development Cooperator Program (MDCP) award. This absence of key
facts enabled the department to keep hundreds of thousands of dollars

in reimbursement funds in its account, and spend the moneys at its
discretion. The MDCP federal money that the department received came
in the form of reimbursements. In order to receive the reimbursements,
the department was required to meet a dollar-for-dollar cash match
requirement as well as a dollar-for-dollar match in in-kind contributions
or cash.

However, a review of documents provided by the Legislature and the
department shows the department failed to disclose to state officials

that the MDCP award was a reimbursement program. In addition, these
documents do not explain how the reimbursements would impact the
department’s general fund expenditures. This failure to properly identify
the funds runs contrary to the governor’s call for “truth in budgeting.”
As a result, the Department of Budget and Finance and state lawmakers
were not fully informed when they approved the department’s request
to spend the reimbursement funds and enabled the department to use the
money at its discretion. According to state officials, if the department
received reimbursement for the expenditure of its general funds, they
would expect that the money would be returned to the state treasury.

We found a similar pattern of misrepresentation of facts or failure to
provide relevant information in relation to the department’s 2005 trade
mission to China and Korea. For example, prior to the commencement
of the trade mission, the department failed to fully disclose the nature
of its trade mission role and responsibilities to State Procurement Office
officials. The department was thus able to operate outside the rules and
regulations of the procurement code, both during and after the trade
mission, spending funds with little or no legislative oversight. We also
found that during a 2006 legislative inquiry regarding the department’s
actions during the trade mission, the department claimed certain
requested documentation did not exist; however, we were able to locate
those documents during our investigation.

Such omissions, misrepresentations, and misstatements of fact are
troubling and raise questions about the trustworthiness and integrity of
certain departmental officials.
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Department’s non-
disclosure of key
elements of the
reimbursement funds
raises questions over
who has claim to the
funds

In May 2003, department officials applied for an award from the federal
Market Development Cooperator Program. Federal officials informed
the department in September 2003 that the award was approved for

the period November 1, 2003 to October 31, 2007. According to the
terms of the award, the federal grants officer determines the appropriate
method of payment to the recipient. Recipients may receive federal
funds through two methods: 1) advanced cash payments that cover
anticipated costs incurred over 30-day periods, and are required to be
spent in a timely manner or be returned to the federal government or 2)
reimbursements. According to the grants officer, the department chose to
receive reimbursements.

The department was allowed to use its expenses to operate its out-
of-state offices, such as prorated overhead costs and salaries, toward

the federal cash match requirement. The department director told
lawmakers in 2007 that the matching funds came from the department’s
general funds. The director said, “It is money we would have spent
anyway.” In its federal MDCP application, the department applied the
$40,000-a-year salaries of the executive directors of its Out-of-State
Offices in Taiwan and China toward the cash match requirement. It also
applied 25 percent of the annual salary of a department secretary toward
the cash match. The department reported its cash match and in-kind
contribution expenditures through quarterly financial status reports filed
with the grants officer. Along with the financial reports, the department
filed cash reimbursement requests (see Appendix A). By the end of
December 2005, the department had received some $399,500 in federal
reimbursements. Under the program award agreement, this was the
maximum it was eligible to receive (see Appendix B).

We found that MDCP reimbursement funds continue to be held in

an account in Honolulu (see Appendix C). As of January 2006 more
than $247,000 in reimbursement funds was in the department’s bank
account. As of October 31, 2007, the award period expiration date, the
department had nearly $310,000 in MDCP reimbursement funds in its
Honolulu account. As of June 30, 2008 more than $275,000 in MDCP
reimbursement funds remained in the account. As recently as February
4, 2009, there was still more than $225,000 in unspent reimbursement
funds in the account. (The department also has additional MDCP
reimbursement funds in a separate bank account, but this is addressed
later in this report.)

The federal program manager said that once an award recipient receives
the reimbursement payments, “it is free to use those funds as it sees

fit.” The program manager added that the reimbursement funds are

not subject to any federal regulations or any terms of the MDCP award
because they are “repayment to the award recipient of its own funds that

13
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it expended in anticipation of being reimbursed.” So, as far as the federal
agency is concerned, the department can use the reimbursement funds
“for whatever it wishes.”

A 2003 budget bill proviso gave the governor authority to approve the
expenditure of federal funds that exceed the spending ceiling set by the
Legislature when lawmakers are not in session. However, at the time,
the governor could not unilaterally enable the department to spend the
MDCP funds because the Legislature had yet to establish a spending
ceiling for those funds. The finance director and the budget chief for
the House of Representatives Committee on Finance said in accordance
with procedure, the department needed to submit its request to spend
the MDCP funds to the governor and the Department of Budget and
Finance. The House budget chief said the review by the finance director
is not a strict requirement but is in keeping with sound fiscal policy.
The department sought the approval of the finance director to spend the
MDCP funds and informed the Department of Budget and Finance that
the period of the MDCP award would be three years. The director of
finance approved DBEDT’s request in November 2003.

The Department of Budget and Finance, Budget Division chief and

the House budget chief said in the case of a new recurring federal
grant—that is, when a grant is expected to be in effect for multiple
years—the grant is included in a department’s budget. After the ceiling
is established by the Legislature, the ceiling is included in subsequent
department budgets which lawmakers review and approve. In December
2003, the department included in its budget request for the Legislature
to establish a spending ceiling for the MDCP award and enable the
department to spend the money. The request was approved by the
Legislature and passed into law as part of the 2004 supplemental budget
bill.

Our review of department and legislative documents shows that the
department did not disclose key information to the Department of Budget
and Finance and to state lawmakers prior to their decisions to approve the
department’s request to spend the MDCP funds. The department failed
to make clear that the MDCP funds represented reimbursement payments
to the department for its expenditure of general funds. The department
also did not clearly address the impact the MDCP reimbursement funds
would have on its general fund expenditures given that those funds
would not be restricted by any guidelines under the MDCP award or
subject to other federal regulations or spending restriction. Failure to
provide such information prevented decision-makers from understanding
the fundamental characteristics of the MDCP moneys thus making well-
informed decisions. In fact, due to the department’s characterization of
the moneys as a grant rather than reimbursements, the Legislature did not
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consider whether it should adjust the department’s budget accordingly
or whether the reimbursement funds should be deposited into the state
treasury.

Nondisclosure of key information enabled the department to
receive approval to spend the reimbursement funds

In October 2003—roughly one month after the department’s MDCP
application was approved by federal officials—the Department of Budget
and Finance received a request from DBEDT to spend the MDCP funds.
In its request, the department characterized the award as a grant with no
mention of reimbursements. The Department of Budget and Finance,
Budget Division chief said in the event the federal award involves any
matching requirements, the department should have included a statement
in its request that it had existing funds in its budget to meet the match.
The Budget Division chief also noted that the department’s request to
the Department of Budget and Finance was presented as a “new grant.”
The chief added that a “100-percent grant” would involve a department
drawing down federal funds and depositing it into an account within the
state treasury and spending that money under federal guidelines. The
chief said these federal guidelines typically restrict the amount of federal
moneys grant recipients may use at a time and also set a period of time
during which the federal funds must be spent. In effect, the Department
of Budget and Finance construed the MDCP award as a new grant that
did not involve reimbursements.

The MDCP federal program manager said the reimbursement funds

are not subject to any federal regulations because the money simply
pays back the department what it spent of its own money. The program
manager said, “If we kept strings attached to the ... reimbursement,

it could not accurately be called a reimbursement ....” A review of

the department’s 2003 requests to the Legislature and the Department
of Budget and Finance do not make this distinction, leading both the
Legislature and the Department of Budget and Finance to believe the
moneys were a federal grant.

According to the director of finance, the description of the federal award
as a grant would have led her to believe the department had received

a lump sum of federal grant money which it would spend under the
guidance of the awarding federal agency. The finance director added
that if the department used the terminology grant in its request to use the
MDCP funds, her department would have moved forward based on that
term. Alternatively, the finance director said that had she been aware
that reimbursements were involved, “We would have obviously had a
different view of it—definitely. The terminology in the [department’s
approval request] document would alter our view.” The finance director
added that if federal officials allowed the department to use expenses for
the Out-of-State Offices toward the department’s cash match requirement
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and be reimbursed for it, then there is an understanding that the
reimbursements would be used to pay back the State and there would be
an expectation that the moneys would be deposited to the general fund.
However, the finance director noted that the controlling factor in the
expenditure of the MDCP money is the appropriation by the Legislature.
The director of finance approved the department’s request on

November 20, 2003.

In December 2003, the department submitted a request to the Legislature
to establish a federal fund ceiling for the MDCP award. According to the
budget chief for the House of Representatives Committee on Finance,
the federal ceiling set by lawmakers represented an appropriation by

the Legislature and enabled the department to spend the MDCP money.
The appropriation was also necessary because state law mandates

that departments can only spend funds that are appropriated by the
Legislature. In its request to the Legislature, the department addressed
the issue of the impact the MDCP funds would have on the department’s
general fund expenditures. The department responded that “the federal
grant requires a 100 percent cash match plus a 100 percent in-kind
match. The state cash portion will be in the form of staff salaries and
fringe benefits.” Significantly, the department also referred to the MDCP
funds as grant monies and not reimbursements. There was also no
reference in the department’s request to the Legislature that the MDCP
moneys could be used to cover costs that are normally paid for with
department general funds.

According the director of finance, once the department’s request was
approved by her department, it was forwarded to the governor for her
signature and then it would go to the Legislature. The governor approved
the department’s request on January 6, 2004. The establishment of a
federal spending ceiling for the MDCP award was included in the 2004
supplemental budget bill that was passed by the 2004 Legislature. The
bill became law without the governor’s signature on April 30, 2004.

The budget chief for the House of Representatives Committee on Finance
said the documents the Legislature received regarding the MDCP federal
award characterized the award as a grant and made no reference to
reimbursements. The House budget chief echoed the finance director’s
interpretation that referencing the federal award as a grant infers the
department already had “the money in hand” and was simply asking the
Legislature’s permission to spend it. The House budget chief said the
terms grant and reimbursement are different. He said that a grant would
be funds in addition to what a department has been budgeted. On the
other hand, the House budget chief, the finance director, and her Budget
Division Chief agreed that a reimbursement creates an expectation that
moneys would be paid back. In this case, a reimbursement of moneys
expended from the general fund would be paid back to the general fund.
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The House budget chief further clarified that while the Legislature is
culpable for establishing the department’s MDCP spending ceiling,
it is the responsibility of the department to disclose key information
to lawmakers about any federal grant or award it may have received,
including whether reimbursement funds are involved.

In February 2004, the Department of Accounting and General Services
approved a department request to establish an appropriation code for a
“federal grant from U.S. Department of Commerce.” According to the
State Accounting Manual, appropriation codes identify appropriations
for control accounting purposes. The Department of Accounting and
General Services Pre-Audit branch chief said these codes enable both
the department receiving the federal funds and the Department of
Accounting and General Services to track the funds.

The Uniform Accounting and Reporting Branch chief and the Pre-Audit
Branch chief at the Department of Accounting and General Services
both said they would not have questioned any of the expenditures from
this account as long as there was an appropriation for the money, the
account was budgeted, and there was no “unusual” spending. However,
the Uniform Accounting and Reporting Branch chief noted there is

a “huge” difference between a grant and a federal award involving
reimbursements because an award involving reimbursements does not
provide the department with federal funds up front. Both agreed that

a department receiving reimbursements for general fund expenditures
would be expected to return the reimbursements to the state treasury.
The Pre-Audit Branch chief said if the department is receiving federal
reimbursements to cover costs that were paid with general funds, the
situation raises questions as to whether the department is spending the
money twice or “double-claiming.”

Thus, despite having specifically requested to federal officials that it
receive reimbursements as the method of payment for its MDCP project,
the department did not use the term reimbursements in documents it later
submitted to the Departments of Budget and Finance and Accounting
and General Services and the Legislature. The documents described the
MDCP award simply as a grant, as in the department’s

January 16, 2004 budget testimony to the House Finance Committee.
Similarly, the governor’s supplemental budget request gave the reason
for the establishment of a $250,000 federal spending ceiling—the
department’s “Market Development Cooperator Program grant.” This
lack of clarity may have enabled the department to receive approval to
use the MDCP reimbursement funds at its discretion with no federal
spending restrictions.
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Reimbursements were used to pay for receptions and fund the
department’s China office

When the Legislature approved the federal spending ceiling for the
MDCP award, it noted that the funds are to be used “to increase
marketing activities of small and medium-sized firms.” The House
Finance Committee budget chief admitted the legislative intent for
use of the MDCP funds is “very broad.” The department’s division
administrator who oversees expenditure of the MDCP reimbursement
funds said the department will spend the money in keeping with the spirit
of the award. According to the department’s director, the department
intended to use the funds to develop the China market for Hawaii
businesses, which is “keeping with the spirit and intent” of the federal
program.

In January 2005, the department’s director issued a request to the

state comptroller to use “federal funds received through our Market
Development Cooperator Program grant.” The director requested
approval to expend $17,800 in MDCP funds for luncheons and dinners,
lei, beverages, VIP gifts, favors, and photos “through the life of the
federal grant award period.” The director argued that in accordance with
Chinese protocol and customs, it was “extremely important” that the
department reciprocates with groups that hosted Hawaii delegations to
China. The director added, “Our non-reciprocity could jeopardize our
ability to generate exports to these huge markets.” The director noted
that the department receives an average of three delegations per month
and has “not been able to host them properly, detracting from our ability
to create opportunities for Hawaii companies to export their services.”
The request was approved in February 2005.

Department records show in September 2006 the department spent
$2,300 from its Honolulu MDCP reimbursement fund account to cater
the governor’s reception for a visiting tourism official from China and 35
guests. The luncheon was held at Washington Place and featured a meal
prepared by two on-site chefs. The department’s decision to use MDCP
reimbursement funds to pay for the 2006 event raises questions about
whether the reimbursement moneys supplanted its general funds. As
recently as 2005, the department had used general funds to help pay for
activities related to another visiting dignitary from China.

The largest department expenditures of reimbursement funds took place
between fiscal years 2007 and 2009. These expenditures took place
after the department opened a second bank account in Beijing in June
2007 to hold its federal reimbursement funds. Departmental personnel
who oversee accounting for the Out-of-State Offices said this account
is identified as the ‘Market Development Cooperator Program account’
because it contains only those reimbursement funds.
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The department’s accounting records show that in July 2007 the
department transferred $30,000 from its Honolulu MDCP funds account
to the Beijing Market Development Cooperator Program account. A
second $30,000 transfer was made in June 2008 and a third transfer, of
$50,000, took place in August 2008. The second and third transfers were
approved by the departmental director or his designee.

Department used reimbursement funds to offset budget cuts

The reimbursement funds transferred to the Beijing MDCP account
were primarily used to pay for staff salaries, benefits, and overhead costs
of the Beijing overseas office. They also provided the means for the
department to keep the Beijing office operating even as the budget for its
overseas offices was cut in order to comply with a legislative mandate.

In 2008, the department was mandated by the Legislature to take a

4.5 percent budget cut for FY2008-09, roughly a $557,000 reduction.
Departmental documents show the budget for the overseas offices was
cut by $54,254 to help meet the mandate. The same documents include
a notation that the cuts will be offset using MDCP reimbursement funds
“to make up [the] shortfall.” The administrator of the Strategic
Marketing & Support Division confirmed that this decision came from
him; he also said he discussed the matter with the departmental director,
who gave the “go ahead” on the idea.

On July 17, 2008, the department transferred $30,000 in reimbursement
funds to the Beijing MDCP bank account. The same day, the Beijing
overseas office’s executive director was notified he should use the
reimbursement funds to pay for all operating costs beginning on

August 1, 2008. The executive director was later told, via a departmental
email, to “freeze” use of the MDCP reimbursement funds and resume
using its general fund account starting January 1, 2009 (see Appendix D).

We reviewed the monthly reports of the Beijing office’s MDCP account
during the period July 2008 to December 2008. Our review included the
monthly expenditures to determine how much federal reimbursement
money was used to support the Beijing office during a period when its
budget was cut by more than $54,000. The department reported it cut
$54,254 from the budget of its overseas offices to meet the legislative
mandate for FY2009. However, we found that during the period July
2008 to December 2008, $52,387 in reimbursement money was used

to pay for the Beijing office staff and overhead costs. Without the
reimbursement funds, the department would have had to close one of
the overseas offices sooner or later according to the branch chief, who
oversees the Market Development Cooperator Program project. The
division administrator said he did use MDCP reimbursement funds to
pay for the Beijing office during a five-month period in 2008 as a result
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of the budget cut and “to get a clearer picture of what our general funds
availability looked like.” He also said that budget cuts would prompt

the department to close one of the overseas offices if the reimbursement
funds are not used to run the Beijing office. According to the House
budget chief, using reimbursement funds to pay for activities or programs
usually paid for with general funds would constitute a general fund
impact. The House budget chief added that the department’s access to a
“side account” could explain how it was able to find sufficient funds to
operate the overseas offices during periods when the department was in a
budget shortfall.

Department statements to lawmakers in 2007 about the MDCP
were confusing and disingenuous

The director of business, economic development & tourism told

our office that the department’s MDCP project was “explicitly a
reimbursement program.” However, we reviewed the director’s
testimony from his April 19, 2007 senate confirmation hearing and
found that he did not clearly state at that time that the MDCP award

was explicitly a reimbursement program. In fact, the director made no
reference to reimbursements. Instead, he consistently referred to the
federal award as a grant and characterized the funds as MDCP moneys,
grant moneys, moneys, and federal money. As previously noted, the
director of finance, her Budget Division chief, the House Finance
Committee budget chief, and the Department of Accounting and General
Services, Uniform Accounting and Reporting Branch chief, all interpret
grant and reimbursement as two distinctively different terms. The lack of
clarity on the part of the director of business, economic development &
tourism created confusion for lawmakers.

The director also testified to lawmakers that “none of the federal

grant moneys were used to pay for our overseas offices overhead and
expenditures directly.” The director’s claim was accurate at the time,
but as noted earlier in this report, in June 2007—roughly three months
after the director testified to lawmakers—the department established

an MDCP bank account for the Beijing office and transferred MDCP
reimbursement funds the following month into it. Department records
show reimbursement funds were used to pay for the salary of the Beijing
office’s executive director’s assistant beginning in August 2007. Our
investigation found that over an 11-month period, from August 2007

to July 2008, MDCP reimbursement funds were primarily used to pay
for the salary and costs incurred by the executive director’s assistant in
Beijing. These costs included a business trip from China to Hawai‘i in
December 2007, when reimbursement funds were used to pay for the
assistant’s transportation costs, state parking permits, and cellular phone
service. In addition, $5,400 in reimbursement funds was used in 2008 to
pay for costs associated with an educational fair.
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Furthermore, when the department decided to use MDCP reimbursement
funds to pay for all operating costs of the Beijing office from August
2008 to December 2008, it included the salaries of the executive director
and his assistant; the Beijing Office’s rent, management fees, utilities,
telephone, fax, lunch meetings, and flower rentals, as well as life and
health insurance coverage for the executive director’s assistant. This
extensive use of MDCP reimbursement funds to support the operations
of the overseas office only three months after the director assured
lawmakers that the department had not done so reflects poorly on his
integrity.

Thus, nondisclosure by the department that its MDCP project was

a reimbursement program enabled it to evade questions of whether

the reimbursement funds should be returned to the state treasury and
whether the reimbursement funds could “supplant” the department’s
general funds, thereby reducing the department’s budget. The finance
director noted that the availability of reimbursement funds would have
altered her view of the department’s request to use the MDCP funds.
Therefore, that the department’s failure to clearly disclose the MDCP
funds as reimbursements along with its insistence in characterizing the
money as a grant is not simply a case of semantics. The department’s
failure to provide state agencies and lawmakers key information in
clear, unambiguous, and applicable terms enabled it to keep hundreds
of thousands of dollars in reimbursement funds which it spent at its
discretion and in a way that had a clear impact on its general fund
expenditures.

The status of the reimbursement funds should be clarified

As of February 4, 2009, there was $225,384 in MDCP reimbursement
funds in the department’s Honolulu account and as of May 2009, there
was more than $30,000 in reimbursement funds in the Beijing office’s
MDCP account. In the aggregate, the department has more than a quarter
million dollars in unspent MDCP reimbursement funds.

The division administrator who oversees the MDCP accounts said the
department expects to have spent all of the reimbursement funds to
operate the Beijing office by the next biennium. Department officials
also indicated the department may apply for another MDCP award due to
the tight budget.

The 2009 budget worksheets show that the MDCP $250,000 spending
ceiling still exists in the department’s budget for FY2010-11. According
to the House Finance Committee budget chief, once the Legislature sets
a federal spending ceiling, the ceiling is usually not reviewed again and
it carries over to the following fiscal year. The Uniform Accounting

and Reporting Branch chief and the Pre-Audit Branch chief at the
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Department of Accounting and General Services said that each account
in its system has a one-year lifespan. Departments may continue to
have access to an account in subsequent years by simply updating the
account’s year designation.

Our review of the governor’s budget execution policies and instructions
for fiscal years 2003 through 2009 indicates that the guidelines regarding
reimbursement funds have remained consistent; that is, reimbursements
must be deposited into the general fund or the “appropriate fund account
that provided the advanced funding.” In the FY2009 budget instructions,
the governor also encouraged departments to use federal and other non-
general revenue sources which meet similar objectives of programs for
which State funds are authorized as long as the expenditures of these
funds are within their appropriated spending ceilings.

Currently, the department has more than $250,000 in reimbursement
funds to dedicate to funding the operations of the Beijing office. The
MDCP spending ceiling remains in effect which provides the department
the ability to spend the funds. In addition, the department’s use of the
reimbursement funds to support the Beijing office could arguably be in
accordance with the governor’s FY2009 budget instructions. However,
the FY2009 budget instructions also state that reimbursements should
be deposited into the general fund or into the fund that provided the
advanced funding. As the department pointed out, it was reimbursed
for its expenditure of general funds. Therefore, the remaining
reimbursement moneys should be deposited into the state treasury. We
found no evidence that the department clearly informed the Department
of Budget and Finance and the Legislature that the MDCP award was a
reimbursement program and that the department would have the ability
to spend those funds at its discretion. Nondisclosure of these facts
compromised the process and enabled the department to use the MDCP
funds to “supplant” general fund expenditures and cover budget cuts to
its department.

Therefore, the department, the Legislature, and the Department of
Budget and Finance should work toward reaching a consensus as to who
has claim to the reimbursement funds and whether the funds should
remain under the control of the department or be deposited into the state
treasury. Also, the department and the Legislature should take steps

in the future to ensure all parties have a clear understanding whether

any federal or non-general funds the department is eligible to receive

are in the form of reimbursements or federal moneys that are subject to
specific expenditure regulations prior to any action that would enable the
department to spend these funds.
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Department issued a
false claim regarding
the effectiveness of its
award project

The federal award conditions contained a number of performance
measures to determine the success of the department’s MDCP project.
These included how the department’s project increased the number of
deals executed by U.S. businesses and how it increased the dollar value
of exports of U.S. businesses. In its project proposal, the department
cited that trade missions would be among the activities it planned to use
to accomplish its goals and objectives.

The department’s final report was received by the program manager in
July 2008. In the report, the department concluded that the program
award was successful in helping members of the Integrated Development
Group and other Hawai‘i companies to market their services in China.
The report also claimed “...as a result of a DBEDT-led mission to China
in June 2005, Matson Navigation Company established the first direct
shipping link between the U.S. and China.” The report estimated the
value of the agreement to be in excess of $100 million.

By directly linking the trade mission with Matson’s shipping route
agreement in its final report, the department addressed two of the

award project’s performance measures: 1) increasing the number

of deals executed by U.S. businesses and 2) increasing the dollar

value of exports by U.S. businesses. We found, however, that the

claim regarding Matson’s shipping route agreement is false. Matson
Navigation Company announced its new China service on February 24,
2005-four months before the State’s trade mission. Therefore, the trade
mission could not have had any influence or effect on the shipping
route agreement. Furthermore, the department’s director testified
before lawmakers on April 19, 2007 that “At no time... did we claim
that Matson or A & B [Alexander and Baldwin] developed that route

as a result of the China mission.” The director testified that Matson
conveyed to the department its participation in the trade mission could
“incrementally” produce an additional $100 million in business and that
the route agreement and the 2005 mission were not connected.

Included within the provisions of the federal award guidelines are
possible repercussions regarding false statements and claims. The
guidelines state that any party presenting false or fraudulent statements,
representations or claims may be subject to litigation or a fine and
possible imprisonment. While our investigation found that the Matson
shipping route claim in the department’s final report is false, we did

not review the veracity of other claims cited in the department’s final
program report.
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DBEDT officials
misrepresented the
department’s role in its
2005 trade mission to
China and Korea

According to statements by the department’s director, the decision to
pursue private sponsorships to help pay for the 2005 trade mission to
China and Korea was based on two factors: the Legislature’s cuts to

the department’s marketing budget and the growth in scope of the 2005
mission, which led the department to conclude it needed a larger budget.

To preserve the viability of the trade missions, the director stated that the
involvement of non-profit organizations was necessary. His reasoning
was that a private entity would eventually become the organizer of future
missions. The director said the private entities for the 2005 mission
were two non-profit organizations, the Pacific and Asian Affairs Council
(PAAC) and the District Export Council (DEC), both of whose purposes
were consistent with the purpose and objectives of the trade mission.

Exhibit 2.1
Photo of 2005 Governor’s News Conference

Governor Lingle announces the 2005 China/Korea trade mission, May 2005
Source: Governor’s e-newsletter website

Documents show the department’s former information director, who also
served as the special assistant to the director, played a significant role

in the 2005 trade mission. The director’s special assistant said he was
involved in the solicitation of mission sponsors and in the expenditure
of the mission sponsor’s funds. A former chairperson for the Export
Council recalled that the director’s special assistant was a “substantial
player” in the 2005 mission.

According to the director’s special assistant, to ensure the mission
could be carried out without impediment, the mission sponsors wanted
an organizational vehicle that did not require adherence to the State’s
procurement process. The director’s special assistant said the PAAC’s
non-profit status exempted it from state procurement laws. In order to
take advantage of the exemption, the department “had to run through
PAAC.” The department’s director, however, contended there were
no discussions to that effect and said the department was “cognizant”
of possible procurement issues and would have gone through the
procurement process, but was advised it was not necessary.
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Department withheld
or provided false
information to state
lawmakers and
agencies

However, our investigation found that such advice may have been
influenced by the department’s failure to provide key information to the
advisor.

Concerns over the trade mission prompted a state representative’s inquiry
into the department’s fiscal records. In March 2006, the department’s
director responded that he could not fully comply with the legislator’s
request for fiscal documents, including invoices and purchase orders,
regarding the 2005 trade mission. The director responded that due

to the complicated nature of the trade mission and how transactions
were carried out in China, there were no such records. However, in
the same letter, the director made numerous references to invoices
generated by mission expenditures. The director also told our office
the 2005 mission involved “a lot of invoices.” Our investigation found
the department provided misleading or incomplete information to state
agencies regarding its role in the 2005 trade mission. We also found
the department withheld information from state lawmakers regarding
expenditure of the mission sponsors’ funds.

We obtained and reviewed dozens of invoices and receipts for costs
associated with the 2005 trade mission from the offices of PAAC (see
Exhibit 2.2).

Exhibit 2.2
DBEDT Approval Forms and Mission Invoices from PAAC
Offices

Source: Photo by the Office of the Auditor

As shown in Exhibit 2.3, each invoice was accompanied by a
departmental memorandum, on department letterhead, signed by the
department’s director and the director’s special assistant certifying the
department received various goods and services and approved the use
of mission funds as payment. The director’s special assistant said these
were internal departmental documents which were “signed off” by the
department’s director.
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Exhibit 2.3
DBEDT Approval Form for 2005 Mission Invoices

Tﬁiﬂﬂﬂﬁﬁg
DEPARTMENT OF BUSINESS, A o

_ ECONOMIC DEVELOPMENT & TOURISM
M. 1 Capitol Digtict Buicing, 250 South Hotel Swuet, 5th Floor, Honoluly, Hawail 6813 Telephane:  (B0F) 585-2355

Waling Aodress: P .0, Box 2358, Honolui, Hrwall 56504 Fax B06) S86-2377
Wl il www, Pl o dbedt

May 31, 2005

Tao: Pacific and Asian Affairs Council
From : Rick Menayan
Information Director

Special Assistant/Advisor to the Director

Subject: Invoice Payment

This is to authorize payment for the atitached invoice.
Date invoice received __ 5/31/05
Invoice __ W-0S0626A

Invoice Date __ 3/26/05

Requested by: _ WorldSound

I certify that goods/services were satisfactorily received.

RECOMMEND APPROVAL: APPROVEB-FOR PAYMENT:

-~ /

THEODORE E. LIU

~

C:ﬂ-[” Nive
il -

Source: Copy of document obtained from the Pacific and Asian Affairs Council

We also located dozens of additional receipts and invoices from records
stored at the department’s Strategic Marketing & Support Division, as
shown in Exhibit 2.4. Division records included a number of purchase
orders and requisition requests associated with the 2005 trade mission.
In effect, we were able to locate documents the department claimed

did not exist, which were the same records requested by the state
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representative in March 2006. The fact that the mission invoices were
all accompanied by the department’s approval forms with the director’s
signature suggests the department knowingly withheld these documents
from the state legislator.

Exhibit 2.4
Accounting Records of DBEDT Overseas Offices

/]

12/15/2008

12/15/2008

Source: Photo by the Office of the Auditor

We also found additional evidence that the department provided
misleading information to other state lawmakers. During a 2006
legislative hearing, a departmental document was presented providing a
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chronology of events that led to the June 2005 trade mission (see Exhibit
2.5). According to the timeline, the PAAC did not become involved in
the mission until May 2005.

Exhibit 2.5
DBEDT Timeline of the 2005 China/Korea Mission

Timeline: China-Korea Trade Mission 2005

January 2005 February 2005 March 2005 April 2005 ‘May 2005' June 2005 |
Planning begins |Request for Request Govemnor -- Decision to pursue |Discussions -- Opinion Meeting with State|DEC China/Korea
for 2005 DBEDT |procurement denied decision to lead partnerships with non- |on structure from Chief procurement|requests Mission
China trade exemption for Events |(3/8/05) an Official State profits. with State  Attorney Officer to discuss |PAAC's
promotion lInternational (2-5-05) Mission -- Discussions with Attormey General opinion and assistance

|modeled after DEC, HKBAH, General's  (4/5/05) structure (4/20/05)
2004 XTD Chinese Chamber of |office ~DEC
Commerce board
aqrees

Source: Copy of document obtained from the Hawai'i State Archives

However, documents obtained by our office show that the PAAC became
involved at least a month earlier. The timing of the PAAC’s involvement
is noteworthy because of a key meeting in April 2005 between the
department’s director and the State Procurement Office. As discussed in
a separate section of this report, following this meeting, the department
concluded the 2005 mission was not required to follow the State
Procurement Code.

The department consistently provided erroneous information regarding
the 2005 trade mission. Based on departmental representations, in June
2005, the Office of Information Practices issued an opinion regarding
trade missions organized by the department, including the 2005 mission
to China and Korea (see Appendix E). In its opinion, the Office of
Information Practices stated it was told that the department, the Hawai‘i
Pacific Export Council, and the Pacific and Asian Affairs Council were
involved in the solicitation of mission sponsors and that the decision to
accept prospective mission sponsors was made “by consensus.” The
Office of Information Practices was also told that the PAAC essentially
had “veto power” over those decisions. However, officials from the
Hawai‘i Pacific Export Council and the PAAC made it clear to us they
had nothing to do with the solicitation, negotiation, or decision-making
regarding sponsors for the 2005 mission.
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The department’s director and his special assistant told our office that
the department was in fact in charge of identifying, soliciting, and
securing prospective sponsors. While it is possible that the Office of
Information Practices misinterpreted the information provided by the
department in 2005, we found that the department has been consistently
unable or unwilling to provide state agencies with accurate and complete
information regarding its role in the 2005 mission.

Information provided by the department to the State
Procurement Office was incomplete and misleading

At the department’s request, the Department of the Attorney General
issued an opinion on April 5, 2005 regarding the department’s plan for
the 2005 mission (see Appendix F). As presented to the attorney general,
the mission plan called for the Hawai‘i Pacific Export Council to co-
organize the 2005 mission with the department. Responsibilities of the
Hawai‘i Pacific Export Council included handling the fees for mission
participants; hiring service providers for the mission; and paying the
service providers. The attorney general’s opinion identified a “problem
area” in the department’s plan, namely, the department’s presence on

a “sub-committee” that controlled a bank account for the sponsors’
funds, which were to be used to pay for the mission’s costs. The
opinion concluded that this presented a possible violation of the State’s
Procurement Code. The attorney general reasoned that the department
could exert influence over the three-member sub-committee and could
“...direct expenditure of funds without complying with the procurement
law. It is strongly suggested that there be no DBEDT member on the
sub-committee.” The Department of the Attorney General did not

find any other procurement issues with the organizational relationship
between the department and the Export Council.

On April 20, 2005, the department’s director met with the acting
administrator and two staff members of the State Procurement Office
to discuss the concerns raised by the attorney general. The director
provided a copy of the attorney general’s opinion and an organizational
flow chart of the 2005 mission model to the acting administrator (see
Appendix F).

Based on information and the flow chart provided by the director,

the acting administrator stated she believed the lead organizer of

the 2005 mission would be the Hawai‘i Pacific Export Council and

that the department’s involvement would be “minimal.” The acting
administrator said her understanding was that the Hawai‘i Pacific Export
Council would have final say on all aspects of the mission, including
expenditures. As a result, the acting administrator concluded there

did not appear to be any procurement issue and that the department’s
participation on a sub-committee, which would control the mission
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sponsor funds, would have little influence regarding the expenditure of
those monies since the lead organizer—the Export Council—was the
decision-making authority.

In 2006, the State Procurement Office revisited the procurement issue
to discuss a “misunderstanding” from the April 20, 2005 meeting. Ina
March 22, 2006 letter to the State Procurement Office, the department’s
director denied he previously told the acting administrator and two
procurement office staff that the Export Council was the lead organizer
or that the department’s involvement was “minimal.” Nevertheless,

in a letter dated March 31, 2006 the State Procurement Office wrote to
the department’s director stating that it stood by its previous position,
namely that it was convinced the department’s role would be minimal
(see Appendix G).

We also found that during the April 20, 2005 meeting the department did
not disclose to the State Procurement Office information regarding the
Pacific and Asian Affairs Council’s participation in the 2005 mission.
Documents show the PAAC was fully involved in the 2005 mission
before the April 20 meeting. Financial records show the PAAC opened
the mission bank account on April 12, 2005, as shown in the timeline

in Exhibit 2.6. Also, the mission protocol agreement outlining the
responsibilities of the department, the Export Council and the PAAC was
finalized on April 16, 2005. Despite this, the acting administrator said
that even as the trade mission began in June 2005 she remained unaware
of the existence of the protocol document.

Exhibit 2.6
2005 China/Korea Mission Timeline Based on Documents and
Interviews

April 5, 2005 April 16, 2005
Attorney General issues opinion on Mission Protocol
mission structure Agreement Finalized

April 12, 2005 April 20, 2005
PAAC opens mission bank account DBEDT meets with State Procurement Office

. ] ] ,

April 1, 2005 April 30, 2005

DBEDT issues 1st appreciation letters
to mission sponsors
April 12, 2005

Source: Office of the Auditor
We find it unlikely that the three members of the State Procurement

Office who attended the April 20, 2005 meeting would all misunderstand
the departmental director’s presentation and explanation of the mission
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Department was

lead organizer of the

mission and had little
or no controls on its

spending

plan. Our review of the department’s 2005 mission organizational
flow chart clearly shows that the Export Council is positioned as

the lead entity. In addition, the department’s director failed to
disclose information about the involvement of the PAAC and did
not divulge the existence of the protocol agreement. We find that
these misrepresentations and omissions of fact influenced the State
Procurement Office’s opinion and enabled the department to operate
outside the State’s procurement code.

As described by members of the Export Council and the PAAC, the
department was the lead organizer of the 2005 mission and in charge of
the expenditure of mission funds, including the solicitation and hiring

of vendors for goods and services. Members of the two councils also
stated that the Export Council’s role as the “co-organizer” of the 2005
mission was to promote the mission. Lastly, the role of the PAAC was to
be the mission’s accountant and to “cut checks” (withdraw funds to pay
vendors) at the behest of the department. The level of involvement of the
two organizations was limited to these functions and the department was
responsible for everything else.

Regarding the use of the mission sponsor funds, the department’s
director stated that the department was responsible for the solicitation
and negotiation with vendors for goods and services. In addition, it was
the department’s responsibility to communicate to the PAAC the purpose
of invoices for which the PAAC would approve and draft checks for
payment. According to the protocol agreement, representatives from
both non-profit organizations would review the invoices once they were
vetted, approved and sent by the department.

The review process was described by members from both organizations
as “informal.” Members did not meet in person during the review
process. Invoices were received from the department electronically

and discussed either by email or telephone. Representatives from the
organizations and the department also told us there were no established
spending criteria to determine whether expenditures were deemed
appropriate. Members of both organizations said that in the absence of
any written criteria, they relied on their own judgment and a presumption
that the department’s rationale for the expenditures was valid and
appropriate. Representative from the PAAC who reviewed the invoices
said that in regards to mission expenditures, “There were no restrictions.”
Members of both organizations said they had authority to veto or
challenge any invoice from the department, but rarely if ever did so and
had “no idea” which party would be responsible for paying an invoice
that had been rejected.
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The department’s approval documents that accompanied the mission
invoices contained both the department director’s and his assistant’s
signatures; they did not include any initials, signatures or attachments
from either the Export Council or the PAAC to indicate their review and
approval of the invoices. Further, we were unable to locate any other
documentation demonstrating the mission invoices were reviewed or
approved by both non-profit organizations. While the committee review
process was intended to operate as a type of “safety check,” the lack of
organization and absence of any spending criteria diluted any efforts at
oversight or internal control over the department’s use of the mission
sponsor funds. More importantly, we found no documentation to verify
that a review process took place on a consistent basis.

Misrepresentation of the mission model paved the way for the
department to circumvent a ruling by the State Procurement
Office

We reviewed mission invoices for goods and services the department
procured. The invoices had been issued either in advance of an event
or activity, or after the services were received. One invoice was dated
May 10, 2005 from a vendor for a $15,000 advance payment to provide
entertainment during the mission’s China segment in June. This invoice
was addressed to the departmental director’s special assistant and
approved by the department’s director.

A second company, which was owned by the chief executive officer

of the entertainment vendor described above, received an additional
$5,000 for providing consulting services for the 2005 trade mission.
The department’s director and the special assistant to the director, who
approved the invoices, told our office they could not recall who solicited
or hired the vendor. Moreover, the vendor denied it engaged in any
negotiations with the department and was unable to provide us with any
contract or signed agreement regarding the services it provided for the
2005 mission. Representatives from both the PAAC and the Hawai‘i
Export Council denied they had solicited or hired the vendor.

The memory lapses of department officials and the vendor in conjunction
with the absence of documentation are troubling, since the department
had attempted to exempt the very same vendor from the procurement
code in February 2005. In that exemption request, the company was to
provide entertainment production services in Xintiandi, Shanghai, which
was the venue for a trade show during the 2005 mission. The exemption
request was rejected on March 8, 2005 by the State Procurement

Office. In its decision, SPO concluded the company could benefit from
participating in the project and ruled that the job should be open to
competitive solicitation.
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Because the department was in charge of soliciting and hiring vendors
and the expenditure of mission funds, it is reasonable to conclude the
department negotiated with and hired the entertainment vendor, an action
it had attempted to do before. It is also reasonable to conclude that

by hiring the vendor without competitive solicitation, the department
circumvented a State Procurement Office decision.

Department employee was provided $20,000 cash in mission
sponsor funds

We obtained records showing that $20,000 cash in mission sponsor
funds was provided to the director’s special assistant, with approval

by the department’s director (see Appendix H). The money was for
China “in-country” expenses that could not be paid for in advance. The
special assistant admitted he did not have any specific spending criteria
for the cash. During the 2005 mission, the special assistant spent more
than $12,700 on goods and services that took place primarily in China.
Among his largest expenditures was more than $3,100 spent on a

June 9, 2005 “VIP Sponsors Mahalo Dinner” at the Jean Georges
Restaurant in Shanghai, featuring an undisclosed menu and including
21 glasses of Dom Perignon champagne at $30 a glass. In addition to
the cash spent on this VVIP dinner, we also found a department-approved
invoice for an advance payment of $1,666 to the same restaurant

for an event on the same date, making it reasonable to conclude the
advance payment was also for the VIP dinner. The total cost of the
dinner function was more than $4,700. The dinner was attended by
approximately 25 guests, primarily mission sponsors and department
officials and including the department’s director. The director’s special
assistant also organized and spent $4,000 in cash for a “VIP After-
Concert Cocktail Party” on the following night, June 10, 2005, which
featured a buffet menu and open bar (see Appendix H).

The director’s special assistant said that while he operated under no
spending criteria or restrictions, he did provide a spreadsheet of invoices
and receipts to the PAAC to verify his expenditures. However, we found
a number of those receipts and invoices were in Chinese with vague
English translations and did not provide sufficient description of the
purpose for the payments. The director’s special assistant said he could
not read Chinese and representatives from the Hawai‘i Pacific Export
Council and the PAAC involved in the invoice review process said they
also could not read Chinese. In light of these factors, it would have been
impossible for the Export Council or the PAAC to determine exactly
what was purchased and whether the expenditures were in accordance
with the purpose of the mission.

The individual who drafted the protocol agreement made it clear to
our office that the PAAC was intended to be an administrator and not
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an auditor. He added that the Export Council and the PAAC were

not responsible for verifying or checking whether the department’s
expenditures were proper. These specific and narrow roles underscore

a flawed review process that provided little if any oversight of the
department’s use of mission funds. The receipt of $20,000 in cash by

a departmental employee with no spending criteria not only represents

a breach of spending oversight, but, more importantly, supports our
position that the department was in charge of mission fund expenditures.
This role was contrary to the understanding of officials at the Department
of the Attorney General, the Office of Information Practices, and the
State Procurement Office.

Department continued to spend sponsor funds months after the
2005 trade mission ended

Representatives from the PAAC said they believed their obligation as
the mission’s fiscal agent would be fulfilled after the delegation returned
from its trip. However, documents show the department continued to
spend mission sponsor funds on goods and services as late as November
2005 and the mission bank account was not closed until February 9,
2006.

Post-trip expenditures included costs associated with two state functions
in Hawai‘i. On July 30, 2005, a luau was held for a visiting state
councilor from China. Under the procurement code, the department
would have been required to select a vendor through competitive
solicitation in order to obtain best value to the State. Instead, the
department solicited a vendor for the luau under its own criteria. The
following are excerpts from internal emails in July 2005 between the
special assistant to the director and a departmental administrator:

Administrator: “These are not very accommodating folk (not
much aloha at this luau) and if the Chinese delegation wasn’t
so set on a luau, | would recommend not dealing with Paradise
Cove. They don’t even return my phone calls, and I’ve left
several messages. They said they can do nothing special about
taking care of this group, except give to us the Kamaaina rate
which I guess they feel we should be grateful for.”

Special assistant: “My good friend is the CEO of Germaine’s
Luau. My other friend, [name omitted], used to own Paradise
Cove and he still has a connection to the company if you like me
to call him. Do you want to deal with Germaine’s? If not this
time, maybe in the future.”

Administrator: “The call to [name omitted]...worked...they are
working our special treatment details.”
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The invoice agreement with the luau vendor was signed by the director’s
special assistant. The vendor was eventually paid $1,700 in mission
sponsor funds for its services. The above emails show that departmental
officials sought “special treatment” from a vendor for the luau event and
used a personal friend of a departmental employee to help receive those
benefits. In accordance with the State Code of Ethics, no employee shall
solicit, accept, or receive directly or indirectly, any gift, whether in the
form of service, entertainment or promise under circumstances that the
gift is intended to influence the employee’s official duties or as a reward
for any official action on the employee’s part. The emails reveal that
“special treatment” was both solicited and received by the department in
exchange for the vendor receiving the job. This appears to be a violation
of the gift law under the ethics code.

Other troubling post-mission expenditures included payments associated
with an October 2005 visit by the governor of Guangdong, China. The
department received approval from the state comptroller in September
2005 to use $11,750 in general funds to pay for goods and services for
the governor’s visit. Items included catering, lei, gifts, entertainment,
and transportation (see Appendix ). While the department used general
funds to purchase lei and transportation services, it continued to use
mission sponsor funds for other items related to the governor’s visit.
Documents show the department used $13,575 in mission sponsor
funds—not general funds, as stated in a letter to the comptroller—to
cater the reception for the Guangdong governor at Washington Place
(see Appendix J). The department also used mission funds to pay a
Department of Public Safety sheriff to provide security for the event (see
Appendix J).

Exhibit 2.7
Guangzhou Symphony’s Honolulu Performance, October
2005

Source: Image from the Hong Kong/China Hawai‘i Chambers of Commerce website

Mission funds were also used by the department for a $500 backstage
reception following a performance by the Guangzhou Symphony on
October 11, 2005 (see Appendix J). An additional $1,168 was spent
by the department for artwork given to the Guangdong governor as a

35



36

Chapter 2: DBEDT'’s Integrity in Question Over Its International Activities
-]

Lack of transparency
enabled the department
to avoid accountability
for its actions during
the 2005 trade mission

gift. The department’s decision to use general funds or mission funds
for the Guangdong governor’s visit was its own. We assert that for the
department to decide when it would spend general funds (and comply
with procurement procedures) and when it would use mission funds (not
covered by the procurement code) is improper.

One other post-mission questionable expenditure involved the use of
$6,849 in mission funds to purchase awards for the mission sponsors
and other items to stock the department’s supply of gifts for future
dignitaries. These included pens and briefcases imprinted with the

state seal or the department’s logo. This expenditure further supports
our position that the department had full control of mission funds and
spent that money for goods and services both abroad and in Hawai‘i,
both before and after the 2005 mission. With no spending guidance or
restrictions, the department engaged in procuring a number of goods and
services that benefited either a select few or solely the department.

The department’s delayed and inadequate disclosure of information about
mission sponsor contributions left it open to criticism by state lawmakers
and the media. Questions were raised over whether businesses that
sponsored the mission received greater governmental support than non-
paying businesses. In June 2005, the Honolulu Advertiser requested
information regarding the cash and in-kind contributions of private
businesses that sponsored the mission. The department did not release
that information until January 2006. In a May 18, 2006 opinion, the
Office of Information Practices stated that the department’s withholding
of information was not justified. The lack of transparency subjected the
department to criticism by lawmakers and in the media.

This type of public criticism is similar to what the governor of California
received regarding another China trade mission that also took place in
2005. The California mission was also funded by private sponsors. The
project director for the Center for Public Integrity, a Washington-based
watchdog group, was reported as saying that asking private businesses
to fund a government trade mission is a clear conflict of interest since
those companies have the “most at stake.” The executive director of the
non-profit group California Clean Money Campaign in Los Angeles was
quoted as saying, “How would the state decide to push one particular
member of the industry as opposed to another member of another
industry?”

In a departmental solicitation letter to prospective sponsors for a

number of state missions to Asia for 2006, the department pledged that
an “expression of the State of Hawai‘i’s support” would be included
among the sponsor benefits. The letter pointed out that political and
business leaders in China place “significant value on a foreign company’s
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relationship with that company’s own government.” The director’s
special assistant said that local companies presented by the State to
Chinese government officials helped establish credibility or “legitimacy”
for those companies. He also said that “a kind word from the governor”
would help establish “legitimacy,” which is important to do business in
China. He added that Chinese government officials would “not give the
time of day” to companies that were not accompanied by officials from
their state government.

Exhibit 2.8
Left - Gov. Lingle Meets Guangdong Governor; Right - Gov.
Lingle’'s Address at Sun Yat Sen Memorial Hall

Source: Governor's e-newsletter website

The department’s director confirmed to us that the department was in
charge of soliciting prospective sponsors for the 2005 trade mission. He
said the department was also responsible for developing sponsorship
tiers with specific benefits to enable sponsors to see “what they would be
getting” for their money.

During our investigation, we obtained departmental letters signed by the
director that were sent to local companies that had committed to become
sponsors of the 2005 trade mission. In these letters, a sample of which
is shown in Exhibit 2.9, the department expressed its appreciation to
each company and requested to meet with each to review the mission’s
schedule and activities.

In the letter, the director sought to discuss “talking points” that were of
specific interest to each company so that the department could work them
into speeches, presentations, and even the governor’s comments during
the course of the 2005 mission. The director’s special assistant, who
helped the department secure the 2005 mission sponsors, said that while
the department sent sponsor solicitations letters “to everyone,” only the
companies that committed to pay received the appreciation letters and
met with department officials regarding these “talking points.”
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Exhibit 2.9

DBEDT Appreciation Letter to a Sponsor of the 2005 China/
Korea Mission

LGS LIGLE
i
THEQDEHE B L

DEPARTMENT OF BUSINESS, e g
#/ ECONOMIC DEVELOPMENT & TOURISM

Ha.{ Capilol [istict Dlling, 250 Eowh Haiel Siresl, 58 Fioar, Honoluds, Hasvall 30817 Telaphona;  (RDR} T3
g Addum PO O 31, Honah, Hesad R4 Foac 108, B ZITT
[T

April 19, 2005

M. Robert Kritzman

Executive Vice President &

Managing Director, Hawaii Operations
Norwegian Cruise Line

T00 Bishop Streét, Suite 900
Homokaha, Hawaii 96813

Drear Mr. Kritzmen

Thamk you xgain for MCL's sopport of te Hawaid bosiness and trade mission to China
and Korea in June led by Governor Linda Lingle. 1 am pleased to confim your positon & a
Title Sponsor of the Mission.

Af you know, the organizers have n mult-faceted and smbitious plan for the Mission, Inour meet!ng' |
1 am very pleased to repart that all the components of the plan are coming together very well, would also wish to
As we are pow two months away from the stan of e BMission, we would like o schedale an H ‘ H f ’
appointment With Yo 1o Teview, in some desail, the Mission's schedule and setivitles. discuss “talking points

of interest to NCL
Az we ane imterested in discossing epecifically how dwe Mizsion's mestings, venaes,
events and oiher activites can be best used 10 achieve NCL's business objectives, perhaps .t _that we could work
weald be good to meet with your team that would be cur contact om the remaining einto the speeches,

preparation to be complesed before we travel 0 China, The: enclogure with this lemer isa i
preliménary checklist of sponsdr’s isems for yous sttention, abkong with their desdlines presentations,
Governor’s comments,
In ur meeting, 1 would also wish to discusa “talking podnts™ of interest i NCL that

we cauld work o e speschies, phepcnnitions, Governor's samments, and o farth 1o b and so forth to be

wsade theoughout the Micsion, | undersinnd that Rick Mansyan of my office has scheduled made throughout the
ihis meetmg for Toesday, Apnl 26, 400 PM at your office. ission.”

We all book Forward o working wiih you (o essure that the Mission meets RCL"s

imberests and objectives.
..#H\TZL
- :

" Theedore E. Lin

Enclasure

Source: Copy of document obtained from the Office of State Representative Marcus
Oshiro

The appreciation letters indicate that the department director offered
services to a select number of companies that agreed to sponsor the
mission. These services would provide a greater level of “legitimacy”
and enhance the companies’ chances to do business in the China market.
This arguably created an uneven playing field for the other businesses
that did not pay. The fact that the letters were sent by the department’s
director skirts dangerously close to a violation of the Fair Treatment Law,
which prohibits state employees from attempting to use their position to
secure unwarranted privileges or advantages for others.

Our investigation found the department’s failure to fully disclose its role
and responsibilities in the 2005 mission to China and Korea enabled the
department to avoid accountability for its actions and decision-making.
The public criticism the department received following the mission

was primarily self-inflicted due to the lack of transparency immediately
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Department should use
federal trade mission
policies as guidance

following the mission regarding sponsor donations. The department’s
appreciation letters to sponsors (see Exhibit 2.9), which were not made
public, also raise questions about the department’s role in the 2005
mission and whether the department gave paying sponsors an unfair
advantage over non-paying businesses. We find that greater safeguards
must be in place to ensure future trade missions are carried out with full
transparency in order to avert the possibility or suspicion that any quid
pro quo exists between the department and trade mission participants.

During a 2008 legislative hearing, the departmental director defended

the department’s fundraising efforts to pay for the 2005 trade mission.
The director pointed to a 2006 trade mission by the U.S. Department of
Commerce, which charged participants a mission fee. The director added
that those funds were used by the federal government in exactly the same
way as the department in an effort to offset the costs of business missions
and save public funds. We reviewed the U.S. Department of Commerce
overseas trade mission policy and spoke with a manager of the
Commercial Trade Missions within the U.S. Department of Commerce
about the policy.

We found that DBEDT would be well served to use the federal trade
mission policy as guidance for future endeavors. However, the
departmental director’s assertion that funds were used exactly the same
way is incorrect. The federal policy states that trade missions are not
private rewards for the individuals and companies that participate in
them. It adds that the missions can succeed only if the public is confident
that they in fact serve the public’s interest. To accomplish this, the policy
provides objective guidelines to ensure all decisions regarding trade
missions are based on written criteria. These standards ensure the trade
mission process is transparent, with relevant documentation available to
the public without delay. The policy supports a process for recruiting

and selecting private sector participants in trade missions based on
objective, written criteria in accordance with a mission statement to
avoid any perception of favoritism or impropriety.

Parties interested in participating in a mission are required to fill out an
application and evaluated on their ability to contribute to the goals and
objectives of the mission in accordance with the selection criteria. Those
criteria are also tied to performance measures to identify companies

that are a good fit for a particular mission. Fees charged to the selected
mission participants are used to pay for costs incurred directly by the
U.S. Department of Commerce, such as arranging one-on-one business
meetings, which are considered the most important activity of the
mission. All other costs, such as airfare, lodging, meals, and incidentals,
are the responsibility of the participants. The “hospitality” events
organized by the U.S. Department of Commerce are closely monitored
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to ensure they focus on business networking, not “tourist-related”
events such as tours or sit-down dinners, which are expensive and do
not maximize business networking. The federal mission policy also
requires that records be maintained for each mission including a record
of the decision process used in the recruitment and selection of mission
participants. The records are made public once the mission has been
completed.

We find the federal trade mission policy’s emphasis on written criteria,
performance measures, transparency, timeliness and the restricted use
of private sector fees should be adopted by the department. To do so
would assuage public concerns about whether there is any quid pro quo
involved between the government and mission participants. It would
also eradicate the government’s expending private funds and place the
responsibility of paying for travel, lodging, gifts or tourist-like activities
onto mission participants, helping mitigate concerns about procurement
or ethics issues.

Lack of Effective
Management of
the Overseas
Offices Invites
Opportunities for
Abuse

Failure by the
department to produce
timely information
hinders legislative
oversight of the
overseas offices

The Strategic Marketing & Support Division’s internal controls over
its overseas offices are more based on trust instead of verified written
documentation. Our investigation found the failure of internal controls
within the division could have had significant repercussions on the
department’s overseas office in Taipei as a result of its participation in
the department’s 2005 trade mission to China and Korea. In addition,
we found that the department has been lax in complying with statutory
reporting requirements regarding its overseas offices.

In 1988, when the bill to create out-of-state offices was considered by
the state Legislature, the department argued that those offices would not
be able to function in a foreign country if they were obliged to follow all
the requirements of state law. The department requested that overseas
offices be exempt from certain laws pertaining to civil service and
compensation requirements, procurement procedures, and administrative
expenses. Lawmakers struggled to find a balance between providing
the offices with enough flexibility to operate overseas without giving
them “unbridled discretion in hiring [their] personnel and handling
monies.” Lawmakers approved a number of statutory exemptions,
including most of the provisions of Chapter 40, HRS, which relate

to audit and accounting. The exemption to Chapter 40 is noteworthy
because one provision therein requires that unused appropriated funds
during any fiscal period are to lapse and cannot be spent. As a result of
this exemption, none of the funds transferred to overseas bank accounts
are subject to the law; they do not lapse and they may be carried over
indefinitely.



Chapter 2: DBEDT'’s Integrity in Question Over Its International Activities

To provide legislative oversight, state lawmakers required that the
department’s powers to operate overseas offices and any exemptions
from state law for the overseas offices be subject to the approval of the
director of finance. Documents show that DBEDT and the director

of finance have normally engaged in this approval process every two
years. The law also requires DBEDT to submit an annual report to the
Legislature on the operations of its overseas offices, including a detailed
description of expenditures regarding staffing and contracted personal
services.

Exhibit 2.10
DBEDT Overseas Office in Taipei

Source: Department of Business, Economic Development & Tourism 2007 Overseas
Offices Report

While the department is exempt from complying with Chapter 40,

HRS, generally, it is obliged to comply with Section 40-81, HRS. This
provision requires overseas offices to submit a report to the comptroller
of all receipts and disbursements on a quarterly basis. Because the
overseas offices are allowed to establish and operate bank accounts in
out-of-state locations, the department is subject to this requirement. In
1988, the department assured lawmakers it would comply with Section
40-81, HRS, in order “...to ensure fiduciary responsibility and control of
State funds.” Our investigation found the department has not been in full
compliance with Section 40-81, HRS.

In addition, we found that internal controls to ensure the validity and
propriety of expenditures are lacking. Moreover, a breakdown in the
department’s internal controls placed the Taipei office in danger of losing
its non-profit status.
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Department has not fulfilled its statutory reporting
requirements

In 1988, the Legislature granted the department powers and statutory
exemptions to provide operational flexibility for the overseas offices.
Lawmakers also inserted a number of statutory requirements in order to
maintain sufficient legislative oversight of the offices designed to protect
the public’s interest in the expenditure of state funds.

The department must fulfill two reporting requirements. Under Section
40-81, HRS, the department must submit quarterly reports to the state
comptroller of all receipts and disbursements of the overseas offices.
Our investigation found that the department has not submitted these
reports on a quarterly basis. The department’s administrative services
office contends it has been unable to obtain information quickly enough
in order to comply with the timeframe mandated by law.

Second, the department must submit to the Legislature an annual report
on the operations of its overseas offices. The annual report is to include
a detailed description of expenditures involving staffing and contracted
personal services. We reviewed the department’s annual reports for
FY2003 through FY2008. The reports contained bank statements

from overseas accounts as well as a summary of expenses submitted

to the comptroller. The summary of expenses in the annual reports

is categorized by fixed and non-fixed costs, such as salaries, office

rent, office supplies, printing, travel expenses, petty cash, marketing,
promotional services, promotional expenses, services on a fee, and
“miscellaneous expenses.” Information contained in the annual reports is
general in nature and falls short of providing any detailed description that
would clarify the purpose of the expenditures. We found that based on
the information in the annual reports, it would be difficult for lawmakers
to fully understand, and therefore maintain sufficient oversight over, the
expenditures of the Out-of-State Offices.

The department has attempted to comply with its two reporting
requirements by consolidating the information into one report. We find,
however, that this undermines the intent of the law, which is to enable
the Legislature to provide oversight of how the overseas offices are
expending general funds on a continual basis. Quarterly financial reports
would allow the Legislature to actively follow recent expenditures of
the overseas offices without having to wait an entire year. We also
contend that information in the annual reports lacks sufficient detail as
to the purpose of expenditures. In exchange for the unusual operational
flexibility the overseas offices enjoy, the department should make

every effort to not only meet but exceed its minimal statutory reporting
requirements. However, we also recognize that the law is broad.
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Therefore, we recommend that the Legislature and the department
engage in discussions to establish reporting standards that contain a
level of detail sufficient to enable the Legislature to provide adequate
oversight of the overseas offices.

A lack of effective internal controls enables the overseas offices
to spend moneys with little accountability

Anticipated expenditures of the Beijing office are submitted to the
department on a monthly basis through a “Request for Funds” form. The
form includes a number of fixed costs such as office rent, office parking,
Internet fees, custodial services, and lunch coupons. The form also
includes incurred non-fixed costs, which represent expenses already paid
by the executive directors or staff from the overseas offices either with
petty cash or personal funds. A number of these costs are reimbursed

to the overseas offices by the department. Non-fixed costs include
telephone, fax, long-distance calls, mobile phone, postage, office supplies
and equipment, travel, “miscellaneous/protocol gifts,” and project-related
expenses. Either of two departmental employees reviews these reports
and the division administrator has final approval over the requests for
payment/reimbursement.

To enable the department to verify their expenditures, the overseas
offices are required to attach receipts and invoices with their monthly
Request for Funds forms. However, we found that many invoices and
receipts are primarily written in Chinese and the department personnel
who review them do not read Chinese. As a result, there is no internal
control to ensure expenditures are proper or valid. According to the
department’s procedure manual for its overseas offices, each invoice
or receipt must have a “short English description” of what was
purchased. However, the manual provides no criteria as to what the
description should include, such as time, date, purpose, activity or event,
participants, vendor name or address.

We found the English descriptions on these invoices and receipts
were either vague, illegible, or missing altogether. The departmental
employees who review the monthly reports admitted that the English
description requirement is not consistently followed. They said they
simply “trust” or “assume” that the invoices and receipts submitted by
the overseas offices are legitimate and justified.

One of the employees who review the monthly reports pointed out that
in China, many transactions are in cash. Given that the overseas offices
operate in locations thousands of miles away, the employee further
admitted that the department does not “have a grip” on such transactions
and could not say with any degree of certainty whether the overseas
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offices are engaged in any unscrupulous activity. The employee said,
“Are they taking joy rides in taxis or treating their families to dinner? |
don’t know.”

Department’s management history of the overseas offices
merits a full financial audit

From 2000 to 2007, tens of thousands of dollars in state funds were
deposited into the personal bank account of the executive director of
the Beijing office. According to the departmental employee who helps
oversee the accounting of the overseas offices, the State did not have
permission to open a bank account in its own name during that time
period. The division administrator said the only way the department
could operate a bank account in Beijing was to have the Beijing office
executive director open an account in his own name. The executive
director paid out-of-pocket for all office-related costs. The department
then reimbursed those costs by transferring general fund moneys into
his personal account. The division administrator admitted it “was

not the best way to do things” but said it was necessary to keep the
Beijing office in operation until the State was officially sanctioned to
do business by the Chinese government. The division administrator, as
well as the departmental employees who oversee the accounting of the
overseas offices, said it has never been determined whether there was any
commingling of general and personal funds in the executive director’s
bank account.

One reimbursement transaction took place in November 2005 when the
department approved the transfer of $20,900 to the personal account of
the Beijing office executive director. The money was a reimbursement
for office-related costs that the executive director reported he incurred
over a six-month period (see Appendix K). One departmental employee,
who has helped oversee the out-of-state offices” accounting since 2007,
said he expressed his objections once he learned of the practice and told
our office, “I don’t want to get my hands dirty doing this.”

We found there have been two limited reviews of the overseas offices
accounting system, both conducted by independent firms at the behest of
the department. The first report was released in 2005. The second report,
which covered the period July 2004 through June 2006, was released in
2007. The latest report cited internal control issues that included checks
being issued with the payee left blank; commingling of petty cash and
personal funds at the Taipei office; and a lack of documentation on
invoices and receipts necessary to provide accountability and ensure the
proper use of public funds.

The first report noted that procedures performed were not in accordance
with generally accepted accounting standards. The second report stated
it was a review, not an audit, and that other findings may have been
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made had additional (auditing) procedures been performed. The division
administrator said the reviews are performed every two years, but added
that there has never been a full financial or performance audit of the
overseas offices. Although the department currently maintains a bank
account in Beijing under its own name and no longer uses the personal
account of the executive director of the Beijing office, it behooves the
department to conduct an inquiry into past financial practices to ensure
the accountability of state funds.

The deposit of 2005 mission sponsor funds jeopardized the
non-profit status of the Taipei office

In August and September 2005, the department approved the use of the
2005 China/Korea mission sponsor funds to reimburse $9,500 to its
Taipei office and $25,900 to its Beijing office (see Appendix L). The
reimbursements were for mission-related costs paid with general funds
by the overseas offices. Receipts were submitted by the Beijing office
to justify the expenditures. Again, the receipts and invoices were in
Chinese with handwritten English descriptions that were either vague or
illegible. Other receipts were not accompanied by English descriptions
(see Appendix L). On September 14, 2005, the Pacific and Asian Affairs
Council approved a funds transfer of $35,425 into the bank account

of the department’s Taipei office (see Appendix M). A departmental
email in August 2005 shows that the director’s special assistant, the
chief of the Investment & Business Analysis Branch, and a department
employee who helps oversee the accounting for the overseas offices,
were all aware of the wire transfer. However, it was not until January
2006 that the department’s fiscal office inquired about the deposit. The
fiscal office received a spreadsheet that provided a general description of
mission-related costs incurred by the overseas offices. Included with the
document was a handwritten note by the branch chief explaining that the
money was a reimbursement to the department from the

PAAC “...for expenditures incurred during and on behalf of the
Governor’s China mission....”

The division administrator, who is the immediate supervisor of the
overseas offices, told us he was not aware any private funds were ever
directly deposited into an account of one of the overseas offices. The
administrator pointed out that state law allows the overseas offices to
receive gifts and property, which he interpreted to include “financial
property” such as money. However, he added that “we do not engage in
that practice” because a direct deposit of private funds into an overseas
office account—even for reimbursement purposes—may subject those
revenues to taxation in Taiwan or China. He said this action would have
also jeopardized the overseas offices’ standing as non-profit government
offices and could have placed the department’s ability to operate a bank
account under the State’s name at risk. The administrator said that
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Conclusion

ultimately, it would have impacted the overseas offices’ ability to fulfill
their purpose. We find that the division administrator’s lack of awareness
of a transaction that could have jeopardized the operation of the State’s
Taipei office reflects a management system that lacks proper internal
controls and oversight.

Based on our review of departmental documents, interviews with
department officials, and the department’s management history of

the overseas offices, we believe the department should be required to
undergo a full financial audit of its out-of-state accounting system. We
also urge that such a financial audit be conducted every two years and its
findings submitted to the Legislature. Failure of the department to meet
the reporting requirements under Section 40-81, HRS, is a breach of trust
with state lawmakers and the public. The Legislature’s intent was to
provide operational flexibility for the overseas offices. In exchange, the
department was expected to provide the means for sufficient legislative
oversight through both quarterly reports and annual reports.

The department should update its procedures manual for the out-of-state
offices and set standards that will provide the department with the means
to properly verify expenditures by the overseas offices and determine
whether those expenditures are appropriate. The department must also
include measures to enforce its policies and procedures. In order to
meet these reporting requirements, overseas office employees should be
proficient in English and departmental employees who review monthly
reports should be able to read Chinese. As to the long-term future of the
overseas offices, the department does not appear capable of establishing
effective internal controls over an office that operates thousands of miles
away. The Legislature and the department should therefore discuss the
merits of the overseas offices to clarify the level of risk the Legislature is
prepared to accept and what lawmakers expect in terms of transparency
and accountability for the overseas offices in the future.

We found that the department has demonstrated a troubling pattern of
nondisclosure. It failed to provide or disclose key information to the
State Procurement Office and members of the Legislature regarding
the 2005 China mission. It also provided misleading and inaccurate
information to the Office of Information Practices. As a result, these
agencies were not fully informed when they issued opinions regarding
the department’s actions. Similar concerns arise regarding the
department’s Market Development Cooperator Program award and the
information the department provided to the Department of Budget and
Finance and the Legislature that enables it to use hundreds of thousands
of dollars in reimbursement funds at its discretion. In addition, in two
of the three operational areas we examined, we found internal controls
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to be seriously lacking, a situation that provides opportunities for fraud
and abuse. Our findings are based on actions taken by the department
between 2005 and 2008, which represent an established pattern of
behavior that reflects poorly on the department and its director. Unless
the department reassesses its methods for accomplishing its mission,

it will be vulnerable to similar issues in the future and subsequent
repercussions that could incur lasting damage to the department’s and the
State’s image and ability to function.

1. We recommend that the Department of Business, Economic
Development & Tourism:

2.

a)

b)

c)

d)

f)

Cease expending or transferring any of its remaining federal
reimbursement Marketing Development Cooperator Program
funds until it consults with the State Legislature and the
Department of Budget and Finance to determine whether the
funds should remain in the possession of the department or
be deposited in the state treasury;

Ensure personnel engaged in both submitting and reviewing
expenditures by overseas offices are proficient in reading and
writing both English and Chinese.

Update its Overseas Offices Procedures Manual to include
specific reporting and enforcement criteria regarding the pur-
pose for expenditures made by overseas offices and ensure
the policies are diligently enforced.

Conduct a financial audit (as opposed to a financial review)
of the overseas offices accounting system every two years.

Use the trade mission policy of the U.S. Department of Com-
merce as a guide to ensure future trade missions provide
sufficient written criteria and transparency, and to restrict

the government’s influence in the use of private funds to a
minimum.

Provide additional ethics training to departmental
employees.

We recommend that the State Procurement Office (SPO) ask the
Pacific and Asian Affairs Council (PAAC) to review all its fiscal
material related to the 2005 trade mission. The SPO should also
contact the Hawai‘i Pacific Export Council and PAAC represen-
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tatives to determine whether the department directly influenced
or engaged in the expenditure of the mission funds and was
subject to procurement laws.

3. Given the numerous and egregious acts carried out by the depart-
ment administration under the direction of the director of busi-
ness, economic development & tourism, and the director’s lack
of veracity in his interactions with the Legislature over time,
we recommend the governor consider removal of the director.
Based on the findings from this report as well as previous work
conducted by our office on the department’s operations, we
observed an environment where compliance with laws, rules, and
regulations has been compromised over a considerable period of
time. As itis the director who sets the “tone at the top” for the
entire department, a change in leadership would be appropriate.
The Hawai‘i State Constitution provides that the governor may
remove the director ahead of the end of the term for which the
governor was elected; hence, the governor is responsible for the
actions of her director and should consider his removal.

4. We recommend that the Legislature:

a) Engage in discussions with the department to determine the
course of action regarding the overseas offices and whether
any changes need to be made to the reporting requirements
to ensure it maintains legislative oversight of the overseas
offices’ expenditures;

b) Review whether to preserve, amend, or rescind the
department’s Market Development Cooperator Program
(MDCP) spending ceiling and engage in discussions with the
department and the Department of Budget and Finance to
determine whether the MDCP reimbursement funds should
be deposited into the state treasury or remain under
department control; and

c) Engage in discussions with the department to ensure there
is a clear understanding regarding information provided by
the department for any future federal award it may receive to
ensure that the Legislature is well-informed before it takes
any action that enables the department to spend these funds.
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WHICH THIS REPORT IS SUBMITTED IDENTIFYING NUMBER ASSIGNED NUMBER FOR THIS REQUEST
BY FEDERAL AGENCY
Department of Commerce 03-2584 4
6. EMPLOYER IDENTIFICATION 7. RECIPIENT'S ACCOUNT NUMBER 8, PERIOD COVERED BY THIS REQUEST
NUMBER OR IDENTIFYING NUMBER FROM (month, day, year) TO (month, day, year)
98-6001081 April 1, 2004 June 30, 2004
9. RECIPIENT ORGANIZATION 10. PAYEE (Where check is lo be sent if different than item 9)
Name: State of Hawail DBEDT Name:
Number Number
and Street: 250 South Hotel Street, Room 504 and Strest;
City, State City, State
and ZIP Code: HONOlUlU, HI 96813 and ZIP Code:
11. COMPUTATION OF AMOUNT OF REIMBURSEMENTS/ADVANCES REQUESTED
{a) () {c)
YOGRAMS/FUNCTIONS/ACTIVITIES B
State Mktg Expenses| Partners' Expenses | DBEDT Staff Hours TOTAL
a. Total program s of da
ey o dete “IZY ]S 196,24576(8  141,374.12( 120,590.03{%  458,209.91
b. Less: Cumulative program income 0.00
. Net program outlays (Line a minus
fine b) ¢ 196,245.76 141,374.12 120,590.03 458,209.91
d. Estimated net cash outlays for advance
period 0.00
6. Total (Sum of lines ¢ & o) 196,245.76 141,374.12 120,590.03 458,209.91
f. Non-Federal share of amount on line @ 132,897.63 95-738-55 81 :663-57 310»299-75
_g. Federal share of amount on fine e 63.348-13 45»635-57 38.926-46 147,910-16
h. Federal payments previously requested 48,01 800 33,22481 20,934.56 102, 1 7737
i. Federal share now requested (Lire g
minus line h) 15,330.13 12,410.76 17,991.90 45,732.79
J- Advances required by
month, when requested 1st month 0.00
by  Federal grantor
agency for use in making 2nd month 0.00
prescheduled advances 3rd month 0.00
12, ALTERNATE COMPUTATION FOR ADVANCES ONLY
a. Estimated Federal cash outlays that will be made during period covered by the advance \ 45,732-79
Less, Estimated balance of Federal cash on hand as of beginning of advance perlod
¢. Amount requested (Line a minus line b) ] 45,732 79

AUTHORIZED FOR LOCAL REPRODUCTION

(Continued on Reverse)

STANDARD FORM 270 (Rev. 7-97)

Prescribed by OMB Circulars A-102 and A-110
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OMB APPROVAL NO. PAGE oF
0348-0004 1 | 1 paces
REQUEST FOR ADVANCE a. "X* one or both boxes 2, BASIS OF REQUEST
OR REIMBURSEMENT ! . [JADVANCE [ REIMBURSE-
TYPE OF MENT CASH
PAYMENT b. “X" the applicable box
{See instructions on back) REQUESTED ] FINAL 4 PARTIAL [J ACCRUAL
3. FEDERAL SPONSORING AGENCY AND ORGANIZATIONAL ELEMENT TO 4. FEDERAL GRANT OR OTHER 5. PARTIAL PAYMENT REQUEST
WHICH THIS REPORT IS SUBMITTED IDENTIFYING NUMBER ASSIGNED NUMBER FOR THIS REQUEST
BY FEDERAL AGENCY
Department of Commerce 03-2584 5
6. EMPLOYER IDENTIFICATION 7. RECIPIENTS ACCOUNT NUMBER 8. PERIOD COVERED BY THIS REQUEST
NUMBER OR IDENTIFYING NUMBER FROM (month, day, year) 3 TO {month, day, year)
99-6001081 July 1, 2004 September 30, 2004

9. RECIPIENT ORGANIZATION

10. PAYEE (Where check Is fo be sent if different than itsm 9)

Name: State of Hawaii DBEDT Name:
Number Number
ana Street: 250 South Hotel Street, Room 504 and Street:
City, State City, State
and ZIP Code: HOI’]OIUIU, H! 96813 and ZIP Code;
11, COMPUTATION OF AMOUNT OF REIMBURSEMENTS/ADVANCES REQUESTED
{a) ) (©)
*OGRAMS/FUNCTIONS/ACTIVITIES B
State Mktg Expenses | Partners' Expenses | DBEDT Staff Hours TOTAL

a. Total program s of date)

outiays o date wdiw s 278,897.36(3  332,093.34($  216,540.93(%  827,531.63
b. Less: Cumulative program income 0.00
c. Net program outl Li i

e by ST CuRYS (Ene & mins 278,897.36 332,093.34 216,540.93 827,531.63
d. Estimated net cash outlays for advance

period 0.00
e, Total (Sum oflines ¢ & d) 2781897-36 332,09334 21 6,54093 827,531 63
f. Non-Federal share of amount on line e 188'869-29 224,893.61 146:641 .92 560.404-42
g. Federal share of amount on line e 90,028.07 107,199.73 69,899.41 267,127.21
h. Federal payments previously requested 63,348.13 45,635.57 38,926.46 147,910.16
. Federal share now sted (Li

gy oauested (e g 26,679.94 61,564.16 30,972.95 119,217.05
j- Advances requied by

month, when requested 1st month 0.00

by  Federal  grantor

agency for use in making 2nd month 0.00

prescheduled advances ard month 0.00
12. ALTERNATE COMPUTATION FOR ADVANCES ONLY
a. Estimated Federal cash outiays that will be made during period covered by the advance $

Less: Estimated balance of Federal cash on hand as of beginning of advance period
©. Amount requested (Line a minus line b) s 0.00

AUTHORIZED FOR LOCAL REPRODUCTION

(Continued on Reverse)

STANDARD FORM 270 (Rev. 7-87)
Prescribed by OMB Circulars A-102 and A-110



OMB APPROVAL NO. PAGE OF
0348-0004 1 | 1 paces
REQUEST FOR ADVANCE a. X" one or both boxes 2, BASIS OF REQUEST
OR REIMBURSEMENT i [JADVANCE 4 REIMBURSE-
TYPE OF MENT CASH
PAYMENT b, "X" the appiicable box
(See instructions on back) REQUESTED [J FINAL & PARTIAL J ACCRUAL
3. FEDERAL SPONSORING AGENCY AND ORGANIZATIONAL ELEMENT TO 4, FEDERAL GRANT OR OTHER 5. PARTIAL PAYMENT REQUEST
WHICH THIS REPORT 18 SUBMITTED IDENTIFYING NUMBER ASSIGNED NUMBER FOR THIS REQUEST
BY FEDERAL AGENCY
Department of Commerce 03-2584 5
6. EMPLOYER IDENTIFICATION 7. RECIPIENT'S ACCOUNT NUMBER 8. PERIOD COVERED BY THIS REQUEST
NUMBER OR IDENTIFYING NUMBER FROM (month, day, year) TO (monh, day, year)
99-6001081 October 1, 2004 December 31, 2004

9. RECIPIENT ORGANIZATION

Name: State of Hawaii DBEDT Name:
Number Number

and Street: 250 South Hotel Street, Room 504 and Street:
City, State Clty, State
and ZIP Code: Honolulu, HI 96813 and ZIP Code:

10. PAYEE (Where check Is fo be sent if different than item 9)

11. COMPUTATION OF AMOUNT OF REIMBURSEMENTS/ADVANCES REQUESTED
PROGRAMS/FUNCTIONS/ACTIVITIES g @ (b) @
State Mktg Expenses| Partners' Expenses | DBEDT Staff Hours TOTAL
o Y |8 307,19237(8  361,795.84[8  272,277.93(  941,266.14
b. Less: Cumulative program income L:d 0.00
ey cuteys (Line @ mins 307,192.37 361,795.84 272,277.93 941,266.14
d. iset:irzgted net cash outlays for advance 0.00
o. Total (Sum of nes ¢ & 0 307,192.37 361,795.84 272,277.93 941,266.14
f. Non-Federal share of amount on fine e 208,030.67 245,008.11 184,386.61 637,425.39
g. Federal share of amount on line @ 99,161.70 116,787.70 87,891.32 303,840.72
h. Federal payments previously requested 90,028.07 107,199.73 69,899.41 267,127.21
ey eduested (Lne g 9,133.63 9,587.97 17,991.91 36,713.51
o s ety |_tstmon 0.00
s or s i g |20 ot 0.00
proscheduied advences 3rd month 0.00
12, ALTERNATE COMPUTATION FOR ADVANCES ONLY
a. Estimated Federal cash outlays that will be made during period covered by the advance M
b. Less: Estimated balanoe of Federal cash on hand as of beginning of advance period
¢. Amount requested (Line a minus line b) $ 0.00

AUTHORIZED FOR LOCAL REPRODUCTION

(Continued on Reverse)

STANDARD FORM 270 (Rev, 7-87)
Prescribed by OMB Circulars A-102 and A-110
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OMB APPROVAL NO. PAGE OF
0348-0004 1 I 1 eaces
REQUEST FOR ADVANCE &, “X"one or both boxes 2. BASIS OF REQUEST
OR REIMBURSEMENT 1 [CJADVANCE 4 REIMBURSE-
TYPE OF MENT CASH
PAYMENT b. "X*" the epplicable box
(See Instructions on back) REQUESTED | [ FINAL PARTIAL ] ACCRUAL
3. FEDERAL SPONSORING AGENCY AND ORGANIZATIONAL ELEMENT TO 4. FEDERAL GRANT OR OTHER 5. PARTIAL PAYMENT REQUEST
WHICH THIS REPORT IS SUBMITTED IDENTIFYING NUMBER ASSIGNED NUMBER FOR THIS REQUEST
BY FEDERAL AGENCY
Department of Commerce 03-2584 6
6. EMPLOYER IDENTIFICATION 7. RECIPIENT'S ACCOUNT NUMBER 8. PERIOD COVERED BY THIS REQUEST

NUMBER

99-6001081

OR IDENTIFYING NUMBER

FROM (month, day, year)
January 1, 2005

TO (month, day, year}

March 31, 2005

8. RECIPIENT ORGANIZATION

10. PAYEE (Where check is to be sent if different than item 9)

Name: State of Hawaii DBEDT Name:
Number Number
and Street: 250 South Hotel Street, Room 504 and Street:
City, State City, Stafe
and ZIP Code: HoMolUlU, HI 96813 and ZIP Code:
11, COMPUTATION OF AMOUNT OF REIMBURSEMENTS/ADVANCES REQUESTED
(@ (b (©
PROGRAMS/FUNCTIONS/ACTIVITIES =
State Mktg Expenses| Partners’ Expenses | DBEDT Staff Hours TOTAL
i i “r2Y |s 339,227.85($  365,995.84|8  328,014.93($  1,033,238.62
b. Less: Cumulative program incpme 0.00
Sy o e (Line 3 minis 339,227.85 365,995.84 328,014.93]  1,033,238.62
d. Estimated net cash outlays for advance 0.00
period .

o. Total (Sum of fnes o & 0 339,227.85 365,995.84 328,014.93|  1,033,238.62
f. Non-Federal share of amount on line & 229,725.10 247,852.38 222,131.71 699,709.19
g. Federal share of amount on line e 109,502.75 1 1 8,143.46 1 05,88322 333,529.43
h. Federal payments previously requested 99, 161.70 11 6,787.70 87,891 .31 303,840.71
i. Federal sh d (Li
sk gy (e g 10,341.05 1,355.76 17,991.91 29,688.72
}- Advances required by

month, when requesled 1st month 0.00

by  Federal grantor

agency for use in making 2nd month 0.00

prescheduled advances 3rd month 0.00
12. ALTERNATE COMPUTATION FOR ADVANCES ONLY
a. Estimated Federal cash outlays that will be made during period covered by the advance $
b. Less: Estimated balance of Federal cash on hand as of beginning of advance period
¢. Amount requested (Line a minus fine b) $ 0.00

AUTHORIZED FOR LOCAL REPRODUCTION

(Continued on Reverse)

STANDARD FORM 270 (Rev. 7-87)

Prescribed by OMB Circulars A-102 and A-110



OMB APPROVAL NO. PAGE OF
0348-0004 1 | 1 paces
REQUEST FOR ADVANCE a. "X* s or both boxes 2. BASIS OF REQUEST
OR REIMBURSEMENT 1. [JADVANCE 4 REIMBURSE-
TYPE OF MENT CASH
PAYMENT b. *X” the applicable box
(See instructions on back) REQUESTED | [JFINAL b PARTIAL [J ACCRUAL
3. FEDERAL SPONSORING AGENCY AND ORGANIZATIONAL ELEMENT TO 4 FEDERAL GRANT OR OTHER 5. PARTIAL PAYMENT REQUEST
WHICH THIS REPORT IS SUBMITTED IDENTIFYING NUMBER ASSIGNED NUMBER FOR THIS REQUEST
BY FEDERAL AGENCY
Department of Commerce 03-2584 7
8. EMPLOYER IDENTIFICATION 7. RECIPIENTS ACCOUNT NUMBER 8. PERIOD COVERED BY THIS REQUEST
NUMBER OR IDENTIFYING NUMBER FROM (month, day, year) TO (monlh, day, yesr)
99-6001081 April 1, 2005 June 30, 2005

8. RECIPIENT ORGANIZATION

10. PAYEE (Where check is to be sent if different than ltern 9}

Name: State of Hawaii DBEDT Name:
Number Number
and Street: 250 South Hotel Street, Room 504 and Street:
City, Staft City, Stat
o 210 Goce: Honolulu, HI 96813 ani 1P God:
11, COMPUTATION OF AMOUNT OF REIMBURSEMENTS/ADVANCES REQUESTED
(a) (b) (c)
PROGRAMS/FUNCTIONS/ACTIVITIES pe-
State Mktg Expenses{ Partners' Expenses | DBEDT Staff Hours TOTAL
et e "=y |8 892074248 377,963.25|%  383,751.93)S 1,153,789.42
b. Less; Cumulative  program inc_ome i 0.00
gy oAy (e aminus 392,074.24 377,963.25 383,751.93|  1,153,780.42
d. Estimated net cash outlays for advance
period 0.00

e. Total (Sum of fines ¢ & d) 392,074.24 377,963.25 383,751.93 1,153,789.42
f. Non-Federal share of amount on line & 265-512-68 255,956.71 2591876-81 781 ,346-20
g. Federal share of amount on line e 1 26,561 56 1 22,006.54 123.875. 1 2 372,44322
h. Federal payments previously requested 1 09,502.75 11 8, 143.46 1 05,883.22 333,529.43
i. Federai shi i

ity esed (Lo 17,058.81 3,863.08 17,991.90 38,913.79
J- Adv red b

monat:,c e:lhe':qlrjeques(e; 1st month 0.00

by  Federal tor

agency ZJreuse in rsiaraaI:ng 2nd month 0.00

prescheduled advances 3rd month 0.00
12, ALTERNATE COMPUTATION FOR ADVANCES ONLY
a. Estimated Federal cash outlays that will be made during period covered by the advance $
h, Less: Estimated balance of Federal cash on hand as of beginning of advance period
<. Amount requested (Line a minus line b) $ 0.00

AUTHORIZED FOR LOCAL REPRODUCTION

(Continued on Reverse)

STANDARD FORM 270 (Rev. 7.97)

Prescribed by OMB Circulars A-102 and A-110
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Appendix B

international Trade Administration

UNITED STATES DEPARTMENT OF COMMERCE
i”a % j Washington, D.C. 20230

s o ©

(W)
rm
ae}
€
-
3
[
[ # 5]

Mr. Richard Bahar

State of Hawaii

Department of Business, Economic Development and Tourism
250 South Hotel Street

Honoluly, HI 96813

Re: International Trade Administration Award No. 03-2584

Dear Mr. Bahar:

The U.S. Department of Commerce has completed its evaluation of applications for Federal
assistance under the Market Development Cooperator Program (MDCP). I am pleased to inform
you that your application has been approved.

I am enclosing three (3) copies of the award. Please review the award document, and, if you
agree with its provisions, sign the three copies, keep one, and return the other two to the address
listed below.

U.S. Department of Commerce

Office of Executive Assistance Management, Room H6054
14" Street and Constitution Avenue, N. W

Washington, DC 20230

The approval of the enclosed Financial Assistance Award constitutes an obligation to make this
award, which is subject to the Special and Standard Terms and Conditions in the award
document. This obligation will be terminated without further cause if the two signed copies of
the Financial Assistance Award are not received within 15 days of your receipt of this letter.

If you have any questions concerning this award, please contact MDCP Manager Brad Hess at
202-482-2969 or the Office of Executive Assistance Management at 202-482-1370.

Sincerely,

Robeod - Frar~—

Robert W, Pearson

Director

Office of Planning, Coordination
and Management

7
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FORM CD-450 U.S. DEPARTMENT OF COMMERCE
(REV 10/98)

03 GRANT X COOPERATIVE AGREEMENT

FINANCIAL ASSISTANCE AWARD ACCOUNTING CODE
. 301/258402/6010/4180

RECG:r nENT NAME AWARD NUMBER
State of Hawali Department of Business, Economic Development, and Tourism 03-2584
STREET ADDRESS FEDERAL SHARE OF COST
250 South Hotel Street $399,500
CITY, STATE, ZIP CODE RECIPIENT SHARE OF COST
Honolulu, Hawail 96813 $838,182
AWARD PERIOD TOTAL ESTIMATED COST
November 1, 2003 - October 31, 2006 $1,237,682

AUTHORITY
15 U.8.C. 4723

CFDA NO. AND PROJECT TITLE
11.112 - Market Development Cooperator Program

This Award approved by the Grants Officer Is issued in triplicate and constitutes an obligation of Federal funding.
By signing the three documents, the Recipient agrees to comply with the Award provisions checked below and
attached. Upon acceptance by the Recipient, two signed Award documents shall be returned to the Grants Officer
and the third document shall be retained by the Recipient. If not signed and returned without modification by the
Recipient within 30 days of recelpt, the Grants Officer may unilaterally terminate this Award.

X Department of Commerce Financial Assistance Standard Terms and Conditions

Special Award Conditions

X
O Line ltem Budget
O

15 CFR Part 14, Uniform Administrative Requirements for Grants and Agreements with Institutions of Higher

Education, Hospitals, Other Non-Profit, and Commercial Organizations

x

Governments

OMB Circular A-21, Cost Principles for Educational institutions

OMB Circular A-122, Cost Principles for Nonprofit Organizations

48 CFR Part 31, Contract Cost Principles and Procedures

X X O O X O

Other(s) 68 FR 13270 (March 19, 2003)

15 CFR Part 24, Uniform Administrative Requirements for Grants and Agreements to State and Local

OMB Circular A-87, Cost Principles for State, Local, and Indian Tribal Governments

OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations

DATE

SIGNATURE OF DEPART T OF COMMERCE GRANTS OFFICER TITLE

Acting Grants Officer

Office of Acquisition Management /
Beverly A. Maniey é— Ql"“/a"‘?x 9 .9/‘30 ¢3

1

ME AND S{GNATURE OF MTHORIZED RECIP[EW TITLE

DATE

Business Development ﬁanager 10/10/0377°
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SPECIAL AWARD CONDITIONS

This award number 03-2584 to State of Hawaii Department of Business, Economic
Development, and Tourism, supports the work described in the Recipient's proposal
entitled "Market Development Cooperator Program” dated May 9, 2003, is incorporated
into the award by reference. Where the terms of the award and proposal differ, the
terms of the award shall prevail.

The Recipient Contact's name, title, address, and telephone number are:

Richard Bahar

Business Development Manager

State of Hawaii Department of Business,
Economic Development, and Tourism

250 South Hotel Street

Honolulu, Hawaii 96813

808 587-2769

The Grants Officer's name, address, and telephone number are:

Beverly A. Manley

Acting Grants Officer

U.S. Department of Commerce

Office of Acquisition Management

14th Street & Constitution Avenue, N.W., Room H6054
Washington, D.C. 20230

202 482-1370

The Grant/Cooperative Agreement Specialist's name, telephone number, and email
address are:

Carol A. Smith
202 482-2292
CSmith19@doc.gov

The Federal Program Officer's name, address, telephone number, and email address are:

Brad Hess

U.S. Department of Commerce

Market Development Cooperator Program

International Trade Administration

14th Street & Constitution Avenue, N.W., Room H3215
Washington, D.C. 20230

202 482-2969

Brad_Hess@ita.doc.gov
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6. The Recipient shall submit all refund checks to the Department of Commerce (DOC)
accounting office identified below. All checks must identify on their face the name of the DOC
agency funding the award, award number, and no more than a two-word description to identify
reason for refund.

National Business Center
Products and Services

Mail Stop D-2761

P.0O. Box 272025

‘Denver, Colorado 802257-9025

7. The line item budget for this award is as follows:

Federal Non-Federal Total
Personnel $ 225,000 $560,417 $ 785,417
Fringe Benefits 0 101,316 101,316
Travel 54,000 63,950 117,950
Equipment 19,700 0 19,700
Supplies 3,000 18,000 21,000
Contractual 54,000 0 54,000
Other 43.800 94.500 138,300
Total Direct $399,500 $838,182 $1,237,682
Indirect Charges 0 0 0
Total $399,500 $838,182* $1,237,682*

* Difference in totals are due to rounding in the electronic spreadsheet.

8. Program income earned during the award period shall be retained by the Recipient and
used in accordance with 15 CFR Part 14, Sec. 14.24(b)(2), or 15 CFR Part 24, Sec. 24.25(g)(3),

to finance the non-Federal share. Program income earned in excess of the amount necessary to
meet the Recipient's cost share shall be used in accordance with 15 CFR Part 14, Sec.14.24(b)(1),”
or 15 CFR Part 24, Sec. 24.25(g)(2).

9. Notwithstanding Sec. A.01 of the DoC Financial Assistance Standard Terms and
Conditions dated October 2001, the Recipient shall submit a Financial Status Report (SF-269) on
a quarterly basis for the calendar quarters ending September 30, December 31, March 31, and
June 30, or any portion thereof. Reports are due no later than 30 days following the end of each

reporting period. A final SF-269 shall be submitted within 90 days after the expiration date of
the award.

10. " The recipient shall provide to the Federal Program Officer pre-award review and
procurement documents, such as request for proposals or invitations for bids, independent cost
estimates, etc., when any of the following conditions apply:

a. The recipient's procurement procedures or operation fails to comply with the
procurement standards in 15 CFR Part 14 and 15 CFR Part 24.



b. The procurement is expected to exceed the small purchase threshold fixed at 41
U.S.C. 403(11) (currently $100,000) and is to be awarded without competition or only
one bid or offer is received in response to a solicitation.

¢.  The procurement, which is expected to exceed the small purchase threshold, specifies
a "brand name" product.

d. The proposed award over the small purchase threshold is to be awarded to other than
the apparent low bidder under a sealed bid procurement.

e. A proposed contract modification changes the scope of a contract or increases the
contract amount by more than the amount of the small purchase thresh hold.

The Federal Program Officer will review these documents and make a recommendation to the
Grants Officer. The Grants Officer shall provide the recipient with a written determination as to
whether the proposed action is in compliance with the terms and conditions of the award,

11. Substantial Federal involvement with the Recipient in the performance of this award is
anticipated as the Federal Government shall collaborate and participate in the management of the
project. Within 30 days of the start date of the award, the Recipient and the Federal Program
Officer shall establish a project team to include individuals needed to ensure the success of the
project. The project team will include personnel from the Department of Commerce's
International Trade Administration (ITA). ITA personnel includes representatives from Trade
Development, Market Access and Compliance, and U.S. and Foreign Commercial Service. One
of the ITA personnel on the team will be designated as team leader, The project team will:

a.  Collaborate in carrying out the scope of work of the project effort.

b. Formulate an annual operating plan based on the approved project timeline
included in the Recipient’s application. The annual operating plan sets forth a
timetable for specific activities. In addition to this timetable, the annual operating
plan includes team responsibilities for accomplishing each activity, and the
budgeted cost of each activity.

¢.  Determine the mode of project operations and other management processes,
coupled with close monitoring or operational involvement during performance of
the project.

d. Determine, as necessary, other areas of substantial involvement to ensure the
successful accomplishment of the objectives of the project.

12. The Recipient shall submit quarterly programmatic reports to the designated team
leader, who forwards them to the Federal Program Officer. These reports should be one-to-four
pages, plus attachments as needed. In the first four pages of these reports, the Recipient shall

3
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describe progress relative to the scope of work of the project and the approved project timeline.
This description shall include the progress of the Recipient and all of its partners, including ITA,
that results from project-related work. Measures of this progress shall include;

‘a.  Project goals and objectives proposed for the quarter, in accordance with
Recipient’s annual operating plan.

b. Performance on selected ITA performance measures summarized below.
(1) How does MDCP project activity increase:
(2) Awareness and understanding of ITA products and services,
(b) Satisfaction with ﬂle quality of ITA products and services,
(¢) Ease of use of ITA’s Internet portal,
(d) Ease of access of ITA .cxport and trade information and data.
(2) Number of deals executed by U.S. businesses.
(3) Dollar value of exports of U.S. businesses.
(4) Number of U.S. busiﬁesses that are new to export.
(5) Number of U.S. businesses that are new to market.

(6) Brief description of each partnership between ITA and a public or private
~ entity that is established or enhanced.

(7) Number of export activities undertaken by U.S. businesses including the
examples of initiatives outlined in Section V.A.1. of the MDCP request for
applications (68 Fed. Reg. 13270 at 13277 (March 19, 2003).

c. Problems and obstacles.
d. Programmatic changes, if any. See Standard Term and Condition B.03, page 5.
¢. Evaluative data collected.

f.  Reports, documents, publications, or other work projects produced.

g. Budgetary highlights.



h. Anecdotal information describing noteworthy successes.

1. Outcome measures regarding the degree of customer satisfaction (value of outputs
determined by perception of the output versus the plan, an agreed-upon
specification, or other criteria).

13. The non-Federal share shall consist of two elements. The first element must be
Recipient’s cash equal to the Federal share. The second element, which must equal, and may
exceed the Federal share, may consist of in-kind contributions (goods and services) or
Recipient’s cash or both.
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:g;n\n’ ?675918 ) U.S. DEPARTMENT OF COMMERCE OGRANT XCOOPERATIVE AGREEMENT

’ CFDA NO. AND PROJECT TITLE

AMENDMENT TO 11.112 Market Development Cooperator Program
FINANCIAL ASSISTANCE AWARD AWARD NUMBER
03-2584

RECIPIENT NAME AMENDMENT NUMBER
State of Hawaii Department of Business, Economic Development, Thres (3)
and Tourism
STREET ADDRESS ’ EFFECTIVE DATE
250 South Hotel Street Upon Execution
CITY, STATE, ZIP CODE EXTEND WORK COMPLETION TQ
Honolulu, Hawsii 96813 ' October 31, 2007
BUREAU FUND FCFY PROJECT-TASK ORGANIZATION OBJECT CLASS
ITA - 13x1250 601 2584602 0610 4180
COSTS ARE REVISED PREVIOUS ADD DEDUCT TOTAL
AS FOLLOWS: N/A ESTIMATED COST ESTIMATED COST
FEDERAL SHARE OF COST

$ $ $ $
RECIPIENT SHARE OF COST

$ $ $ $
TOTAL ESTIMATED COST

$ $ $ $

REASON(S) FOR AMENDMENT

To extend the award period at no additional cost to the Government, in accordance with the Recipient's
September 19, 2006, e-mail which is incorporated into the award by reference.

This Amendment approved by the Grants Officer is issued in triplicate and constitutes an obligation of Federal funding. By signing
the three documents, the Recipient agrees to comply with the Amendment provisions checked below and attached, as well as
previous provisions incorporated into the Award. Upon acceptance by the Recipient, two signed Amendment documents shall be
returned to the Grants Officer and the third document shall be retained by the Recipient. If not signad and retumed without
modification by the Recipient within 30 days of receipt, the Grants Officer may unilaterally terminate this Amendment.

O Special Award Conditions

O Line Item Budget

O Other(s)
SIGNATURE OF DEPARTMENT OF CO RCE GRANTS OFFICER DATE
Beaverly A. Manley
Grants Officer . 9 /
Office of Acquisition Managemént 2 62 260 4’
a4
PED NA%E. TYPED TiTLE, AND SIGNATURE OF\A‘{JTHORIZED RECIPIENT OFFICIAL DATE
/
FILE COPY | w o
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Appendix C
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Appendix D

Naomi Chinen/DBEDT To bowu@263.net, hoku48@yahoo.com

07/18/2008 11:04 AM c¢ Dennis Ling/DBEDT@DBEDT, Alex
Watanabe/DBEDT@DBEDT, Milton
Kwock/DBEDT@DBEDT, Tommilyn

bce

Subject Wire Transfer

Hi Bo, Niki,

We have wired transfered $30,000.00 to the MDCP checking account (see attachment). We are in the
-
i

process of transferring another $50,000 shortly. Wite tansfer 7-17-08.pcf

Dennis request that these new procedures be followed as of August 1, 2008. If you have any questions
please let us know.

¢ Alloffice expenses and payrolls shall be paid from the MDCP checking account.

® Please try to change the petty cash withdrawal from the MDCP checking account.

® AsofAugust 1, 2008, no payments shall be made from SMSD checking account, except for petty
cash withdrawal, only if you are not able to change it to MDCP checking account.’ if this can be done
SMSD checking account will stay open, but dormant until further notice.

Thanks Naomi
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Alex Watanabe/DBEDT To bowu@263.net

01/05/2009 10:04 AM cc nshishido@gmait.com, Dennis Ling/DBEDT@DBEDT,
Tommilyn Soares/DBEDT@DBEDT, Naomi
Chinen/DBEDT@DBEDT
bce

Subject Fw: Beijing Office - Expenditures

Hi Bo,
Happy New Year!

I would appreciate if you would confirm your receipt of the e-mail below concerning your offices
expenditures hereafter.

Aloha,
Alex

----- Forwarded by Alex Watanabe/DBEDT on 01/05/2009 10:00 AM --—-
Alex Watanabe/DBEDT

12/23/2008 12:02 PM To bowu@263.net
cc nshishido@gmail.com, Dennis Ling/DBEDT@DBEDT,
Tommilyn Soares/DBEDT@DBEDT, Naomi
Chinen/DBEDT@DBEDT
Subject Beijing Office - Expenditures

Hi Bo,

Effective January 1, 2009, please revert back to using only SMSD's account for any/all expenditures.
This also includes using SMSD's account for any/all expenditures for Niki. Therefore, effective January 1,
2009, please "freeze" the use of the MDCP's checking account until further notified. Dennis has decided
to set aside the MDCP account for our future use as or should our existing budget expenditures becomes
tighter.

Dennis has also authorized our transfer of $50,000 to Beijing - SMDS's saving account.
Have a Safe and Happy Holidays!

Aloha,
Alex
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May=13-2008 10:08an  From-OFFICE INFORMATION PRACTICES 18085881412 T-1¢8  P.002/005 F-ges3

e

CFEFRCE OF Ts':gll’JEE?; HAX’N? lGOVE OR
EN, RN
e Sk OFFICE OF INFORMATION PRACTICES e
ND. 1 CAPITOL DISTRICT BULOING
250 SOUTH MOTEL STREEY, SUTE 187
Telophang: ’29.&?‘59”&’ am wﬁx:"?a‘gs) 3851412
EMAL clofitmwgll gov

MEMORANDUM OPINION

Requester: Mzr. Sean Hao

Agencew The Honolulu Advertiser

Date: May 18, 2006

Subject: Request for Opinien on DBED'Ts Business Development Missions

(U RFO-P 05-16)

Request for Opinion

The Honolulu Advertiser, through its business reporter Sean Hao, requested
records, under the Uniform Information Practices Aot (Modified), chapter 92F,
Hawaii Revised Statutes (“HRS") (the *UIPA™), from the Department of Business,
Economic Development, and Tourism (“"DBEDT") about trade and business
development missions undertaken by the State of Hawaii. In responge, DBEDT
provided a part of the requested information but withheld the requested data on the

specific cash contributions and in-kind contributions by private businesses which
sponsored the trade missions.t

Unlees otherwise specified, this opinion is based solely upon the June 20, 2005,
e-mail request from Requester to DREDT Public Information Officer David Young,

the June 20, 2005, memorandum from Mr. Young to DBEDT Director Theodore E,
Lin, the June 30, 2005, lotter from DBEDT to Reguester, the July 6, 2005, letter
from Requesteyr to OIP, the Jul

y 21, 2005, memorandum from DBEDT to OIP, and a
September 19, 2005, conversation with Mr. Liu.

1 Subsequent to Requester’s appeal to OIP, DBEDT disclosed the specific
information at {ssue in this request to Requester. However, because similar public-private
partnerships will likely be employed in the future, OIP has electad to issue this opinion
regarding whether the UIPA required disclosure of the requested records to advise DBEDT
of ity obligations with respect to future requests for similar records,

U MEMO-P 06-20
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May-19-2008 (0:08am  From=OFFICE INFORMATION PRACTICES (8085861412

T-768  P.003/005 F-g83

Opinion

The specific cash contributions and in-kind contributions by business sponsors of
state trade missions da not fall within an exception to

disclosure under the UIPA,
and the records containing that information maintained by DBEDT were therefore
required to be disclogsed under the UIPA.

DBEDT represents that tho disputed information, data on epecific cash
contributions and in-kind contributions by business sponsors of state trade
missions, originated with the Pacific and Asian Affairs Council (“PAAC™), a non-
profit corporation, which provided the information to DBEDT. PAAC, DBEDT, and
the Hawall Distriet Export Council, another non-profit corporation, jointly

organized the 20056 China-Korea Business Misgion and other trade missions.
According to DBEDT, all three entities were involved in negotiating sponsorship
programs with private businesges and the decisions to accept sponsorships were
made by consensus. However, because PAAC was the entity that entered into all
the contracts, it essentially had veto power over those decisions. The contributions
from private sector sponsors toward trade mission expenses were made directly to
PAAQC, which then paid the Private sector expenses for, e.g., setting up events in
China and doing translations, PAAC authenticated all bills and invoices for those

expenses. DBEDT notes that the private sector fponsors wanted to make clear that

their contributions were not donations to government or political donations. The
individual business members attending the trade migsions paid for their own travel

expenses, and the government attendees’ travel éxpenses were paid for by either the
government or the attendees themselves,

DBEDT’ arguments for withholding the contribution data are baged on the UIPA's
“frustration” exception, section 92F-13(3), HRS. DBEDT first argues that PAAC
voluntarily provided the contribution data ta DBEDT and that disclosure of the

information would frustrate DBEDT’ ability to get such information from PAACin

the future. Under the UIPA’s frustration exception, there is a presumption that the
release of financial or commercial information voluntarily provided to an agency
would impair the agency’s ability to obtain such information in the future insofar as
the information is of a kind that would customarily not be released to the public by

the person from whom it was obtained, See, e.g., OIP Op. Lir. No, §-18 at 3. Thus,
if the contribution data assisted DREDT in performing one of its legitimate
functions, DBEDT could only obtain that information if PAAC voluntarily provided
it, and DREDT would likely not be able to abtain the information in the future if the

information was disclosed, DBEDT could withhold the information under the
frustration exception,

UMEMO-P 06-20
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In this case, though, DBEDT was itself a party to the consensus decisions on
sponsorships. DBEDT's involvement in these trade missions was not meyely as a
keynote speaker or other invited participant; rather, DBEDT was instrumental in
organizing the missions, DBEDT was not dependent on PAAC for information
about the contribution amounts that DBEDT itself helped to negotiate, and for this
reason, OIF concludes that DBEDT's ability to obtain similar information in the
future would not be frustrated by disclosure of the information.

DBEDT also argues that its ability to obtain private sector sponsors would be
frustrated by disclosure of the contribution data because businesses would be less
willing to sponsor trade missions if they knew that the details of their sponsorship
contributions would become public. However, OIP concluded in an earlier opinion
that details of corporate donations to the University of Hawaii Foundation “d fid] not

rise to the level of detailed financial information that is protected under the UTPA.”
and thus did not fall under the UIPA’s frustration exception.? OIF Op. Ltr. 97-08 at
9. OIP therefore concludes that the

details of the business sponsors’ contributions
are not protected under the UIPA as confidential business or financial information.
Sea id,

DBEDT further asserts that if businesses were aware of what otber business had
paid or contributed in-kind for a tertain lave

L of sponsorship billing, DBEDT would
not be able to obtain as favorable a sponsor

ship deal from each business. This
argument is generally compelling when applied to a government agency’s
negotiations for the purchase or sale of goods and serviees, See OIP Op. Ltr. Nos.

93-5 at 12, 94-18 at 14-16, and 94-28 at 8-11 (Brustration exception protects
information which, if disclosed, would raise the cost of government procurements or
give a manifestly unfair advantage to a potential bidder). However, the
procurement process is not analogous to the process by which DBEDT sought
private sector sponsors. DBEDT's decisions on the level of sponsorship billi

cannot be regarded as a “sale” of government gervices for which the government has
a legitimate interest in obtaining the best price because “selling” the appearance of
government approval or government access would not be a legitimate function of an
agency.d For the purpose of analysis of whether the records may ba withheld under

2 OIP also held that in the ecase of donatio

s to the UH Foundation the identity
of corporate donors who “require(d] anonymity as a condition of the gift” could be withheld
under the frustration exception, OIP Op. Ltr, No. 87-08 at 9. Beocause DBEDT hag not

represented that any trade mission business sponscrs asked to remain anonymous s a

condition of their sponsorship, OIP need not determine whether DBEDT eould withhold the
identity of such a business sponsar,

8 OIP notes that, as has been extensively reported in, e.g., the Honolulu
Advertiser, DBEDT"s partial control over the organization of the trade missions has led the

media and members of the Legistature to question whether the business sponsors of the
missions were given a greater

level of government support than non-sponsors. This opinion
does not address that issue, P
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purchased by the sponsor. For that reason,

DBEDT"s argument is ultimately
unsound,

In conclusion, DBEDT hag not met its burden to establigh that it was justified in
withholding the contribution data under the UIPA% frustration exception, See
Haw. Rev. Stat. § 92F-15(c) (1998). Because DBEDT is not dependent on PAAC for

information about contribution amounts that DBEDT itself helped to negotiate, its

You are entitled to bring an action against the agency
disclosure of the record You requested, Haw. Rev.

denying access to compel
Stat. § 92F-15 (1998), This action

Leslie H. Rondo ~
Director

U MEMO.P 06-20
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Appendix F
H iinon yo g
LISA M. GINOZA
e —— STATE OF HAWA“ FRST ORPUTY ATTORNEY GENERAL
7B @ LY [2 R\ DEPARTMENT OF THE ATTORNEY GENERAL
M moRaR S ] i 426 Quesn STReET

S
l

| DR=DT-DIREGTOR'S OFFICE

AP -6 2006 LEU (808) 586-1500 -

HONOLULU, HAWA 96813

i Apxil 5, 2008

Mr. Theodore E. Liu

Director
Department of Business, Economice
Development & Tourism ¥

No, 1 Capitol District Building
§* Floor, Diamond Head Wing
250 South Hotel Street
Honelulu, Hawaiil 96813

Re: Trade Mission to China and Korea

Dear Mr. Liu:

This is to respond to your e-mails of April 1, 2008
concerning the planned State of Hawaii Irade Mission to China and
Korea. It is our understanding that DBEDT is a co-oxganizer of
the mission with the Hawaii Distriet Export Council (“DEC"). DEC
is a non-profit organization created by the federal Department of
Commerce, whose membexrs have been appointed by the Secretary of
Commarce. DEC was set uUp as an export promotion organization.

DEC will handle the faes paid by participants for the miasion,
will employ the service providers needed and will be rasponsible
for payment to service providers. A sub-committee of three
members appointed by DEC, one of whom will be g DBREDT
representative will supervise and operate the bank acco
specifically for the mission. Paymenc of the expense o
governmental participants may be made from this fund. You have
Trequested our review of the above structure for any problem areag
in liabjilicy, procurement, and echics. We respond by stating

that there is a problam area in our review of the structurxe ang
Telationship between DEC and DEEDT.

unt set up
£ some

Although there is an exemption from the procurement law
for “facility costs for conferences, meeting, and training
sessions” in Hawaii Administrative Rules § 3-120-4, it appears
that funds may be used for purposes beyond the scope of this

exemption. The fact that DBEDT has a member on the DEC sub-
1356318_1.poc
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Mr. Theodoxe E. Liu
April 5, 2005
Page 2

commitcee that will supervise and operate the bank account may be
a vioclation of the Stata’s procurement law. Though the DBEDT
membexr is in the minority on the sub-committee, the DBEDT member
may be able to exert influence over the other members and direct
expenditure of funds without complying with the procurement law.
It is strongly suggested that there be no DBEDT member on the
sub-committee. Ancther possibility would be to obtain a waiver
from procurement due to the fact that the sexvice providers will
be in a foreign country. However, if the funds are used for other
services in this State, including payment for government

personnel, it may be better if tha sub-committee did not have a
DBEDT representative.

Otherwise, because DEC has been organized in Hawaii for
thirty years and is comprizsed of twenty-five officers and

directors, two of which are State employees, Sandra Lee Kunimoteo,
Chairperson of the Board of Agriculture and Mark K. Anderson,
Administrator of Foreign Trade Zone No. 9, DEC is clearly a
separate entity not controlled by DBEDT. Thus, other potential
liability based upon a claim that DBEDT is using DEC as an alter
ego to funnel money would not be sustainable., We ses no further
potential violactions of the State’s procurement laws since there
will be no payment of funds from DBEDT to DEC foxr servicea, and
no DBEDT funds will be paid inte the mission bank account.

DBEDT may face acme liability as a co-oxrganizer of the
mission. This 'liability may result from injury to participants
¢f the mimsion should unforeseen events occur such as food
poisoning, or a bua accident. Liability can be mitigatsd by
obtaining indemnification clauses in the agreements entered into
with the service providers. Further, it is suggested that in any
literature or documents given to the participants it is clearly
set forth that DBEDT does not vouch for any of the participants
from China or Korea who meet with the Hawaii participants, and

that DBEDT is only giving participants the opportunity to meet
with participants from China and Korea.

Some ethical consideration should be given to how
sponsors are solicited for the mission, and care should be given
in contacting potential sponsors. Also, any State employee whose
trip may be paid by DEC or the fees charged to participants
should ¢lear the payment of their trip with the aethies commission
and submit the proper paperwork required by the ethic commission,
see gections 84-11 and 84-11.5, Hawaii Revised Statutes.

135618_1.p0C
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Mr. Theodore E. Liu
April 5, 2005
Page 3

We will be happy to review any Memorandum of _
Understanding between DBEDT and DEC that may further define the
relationship betwaen the parties for the mission.

Very truly yours,

‘w. K. Chang

Aty Attorney Generxal

APPROVED:

.Z‘b‘,ll(,&z?
~Mark J. Berftfetr

Attorney General

115618_1.D0C
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Appendix G
PROCUREM.ENT POLICY BOARD
GORDON K. T.ING

WINIFRED N. ODO
' RUSS K. SAITO -
MYRON L. TONG
RICHARD G. TOTTEN

LINDA LINGLE,
GOVERNOR

AARON S. FUJIOKA
ADMINISTRATOR

STATE OF HAWAII

STATE PROCUREMENT OFFICE
. “ P.O. Box 119 ‘
: Honolulu, Hawaii 96810-0119 *
Tel: (808) 587-4700 Fax: (808) 587-4703
www.spo.hawaii.gov

, SPO 06-0221
March 3, 2006 '

MEMORANDUM

TO: The Honorable Theodore E. Liu _
- Department of Business, Economic Development and Tourism

FROM: Aaron S. Fujioka, Administrad

SUBJECT: China/Korea Trade Mission

I have attached a chronology of events from Assistant Administrator Ruth Yamaguchi,
clarifying SPO’s position during her tenure as Acting Administrator/Chief Procurement Officer.
Her memo conflicts with your, statement quoted in 2 separate articles (2/12 and 2/28/06) in the
Honolulu Advertiser saying, “Based on discussions at that time with the ... State’s Chief
Procurement Officer, no competitive sele¢tion process was required.” It appears there has been a
misunderstanding of the procurement compliance requirements. You may have misconstrued
our position on certain procurement applicability by misapplying what was discussed during the
April 20,2005 meeting to a separate matter. :

This is to request information from your department on the process in which Pacific and
Asian Affairs Council was selected.

If you have any questions, please call me at 587-4700.
attachment

c: Russ K. Saito, Comptroller
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TO:

FROM:

SUBJECT:  DBEDT China/Korea Trip,

STATE PROCUREMENT OFFICE

#ebruary 28, 2006

Aaron S. Fujioka

- . 1

Ve
Ruth Yamaguchi :

This chronology .of events is documented for your information due to the attention on the subject
issue, to assist you in any necessary responses. The matter occurred during my tenure as
Acting Administrator for the Staté Procurement Office.

»

»

»

2/18/05 PE 05-71-C received; and, disapproved on 3/8/05. See attached PE-05-71-C for
CPO comments. Formal competitive solicitation was recommended since no dollar
amount was provided on the request. -~ ) -

4/7/05 Email from DBEDT requesting for meeting to-discuss AG memo (attachéd to -
email), specifically page 2, line 7; concerns upcoming Govérnor's China/Korea trip in
June.

4/20/05 @ 4pm' meeting with Ted Liu — DBEDT, and Justin Fo/Colin Tanaka/Ruth
Yamaguchi — SPO (Meeting previously scheduled for 4/13/05 @ 10:30 am; postponed
by DBEDT)

The State Procurement Office and-the Director of DBEDT had an informal discussion
focused on a Business and Trade Mission to China/Korea Flow of Funds chart and the
memorandum from the Office of the Attorney General to DBEDT (attached for
reference). '

Specifically DBEDT called attention to page 2, line 7 of the memo that stated in part,
“...Another possibility would be to obtain a waiver from procurement due to the fact that
the service providers will be in a foreign country....” The SPO advised Mr. Liu that he
should seek clarification from the Office of the Attorney General regarding the "waiver
from procurement” mentioned in the AG memorandum to DBEDT.

Points of the AG memo discussed with. DBEDT:

e DBEDT a co-organizer with Hawaii District Export Council (DEC) and would not
be able to exert influence on planned Business and Trade Missions since
DBEDT’s involvement was limited to only one member of several members on
the committee.

* DEC is a non-profit corporation “...created by the federal Department of
Commerce, whose members have been appointed by the Secretary of
Commerce. DEC was set up as an export promotion organization.”

* DEC to handle the fees paid by participants for the mission, employ the service

" providers, responsible for payments to service providers.

o DEC sub-committee, one is DBEDT personnel.

* No State funds would be involved.



February 28, 2006
Page 2

SPO comments on these points to Mr. Liu was that there didn’t seem to be a

. procurement issue with this arrangement based on his assessment of DBEDT's role
provided in this meeting and the fact that no state funds were invoived. DEC was to be
the organizing entity, and the State (DBEDT) has one member on the subcommittee,
with responsibility was shared by all members. DEC was to be the lead
organizer/sponsor, therefore, the State’s (DBEDT) involvement was minimal. This
arrangement was viewed as the event Jorganizer js the lead, and State (DBEDT) goes.
along with the decnsnons of the organizer. -

* Mr. Liu pointed out that no state funds were involved (only Sponsor and Delegate Fees)
and that the DBEDT participation (one member) in DEC would have minimal influence in
the decisions. Based on what was represented to the SPO by Mr. Liu wnth regards to .
the Business and Trade Mission to China/Korea, the SPO did not see any procurement
issues at this time.

Attachments

C: Justin Fo
Colin Tanaka



LINDA LINGLE
GOVERNOR
THEODORE E. LIU
DIRECTOR

DEPARTMENT OF BUSINESS, |  WARCC Mibemaon

ECONOMIC DEVELOPMENT & TOURISM
No. 1 Capitol District Building, 250 South Hotel Street, 5th .Floor, Honolulu, Hawaii 96813 Telephone: (806) 586-2355
Mailing Address: P.O. Box 2358, Honolulu, Hawaii 96804 Fax: (808) 586-2377

Web.site‘: www.hawaii.gov/dbedt -06 ,. ’fAR 23 . i
March 22, 2006 | = P23

¥ e ADMBuS T
TO: Aaron S. Fujioka ' ' > ATE F’zﬁffﬁdgéfsﬂ'ﬁ‘\” :
Administrator, State Procurement Office STATE OF niv, ,‘?FF Ice

State of Hawaij .
Y S
FROM: Theodore E-Tir~| -

SUBJECT: Governor’s China and Korea Trade Mission.
This réSponds 10 your memorandum to me dated March 3, 2006, regarding the above-
captioned subject.

To first answer your request for information: The Pacific and Asian Affairs Council
(PAAC) was requested by the District Export Council (DEC) to assist DEC in certain aspects
of DEC’s responsibilities in connection with the mission. . PAAC and DEC share one or
more common directors. and have worked together in the past. It is my understanding that a
common board member suggested to both boards that the organizations work together on the
mission. DBEDT’s only role was to consent to the two organizations working together.

My recollection of the substance of my meetings with Assistant SPO Administrator,
Ruth Yamaguchi, differs from her recolléction. Specifically, at the April meeting with
Ms. Yamaguchi, three questions among others were discussed. These three questions related
to issues raised in the Attorney General’s letter to me dated April 5, 2005. These questions
were: '

1. Is there a procurement waiver for service providers located in a foreign country?
(5™ sentence of the second paragraph of the AG’s letter.)

2. Was DBEDT’s.participation in the DEC subcommittee a violation of the State’s
procurement Jaw? (2™ sentence of second paragraph of AG’s letter.)

3. Are there any other procurement issues related to the proposed working
relationship with DEC? (3™ sentence of the third paragraph of the AG’s letter.)

With regard to the first question, Ms. Yamaguchi advised us to seek a clarification
from the AG’s office.

With regard to the second question, Ms. Yamaguchi advised that there was no
procurement issue involved. Her analysis was based on the fact that DBEDT was only one
member of a subcommittee of three members who were to operate the bank account. As
such, DBEDT was not in the position to exert sole influence over the subcommittee
decisions.
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Memo to Aaron Fujioka
March 22, 2006
Page 2

. With regard to the third question, I specifically recall pointing to the relevant sentence
in the AG’s letter (3" sentence of the third paragraph) and asking whether there were any
procurement issues relating to the DEC relationship. The answer was an affirmation of that
statement. '

Setting aside any new analysis of “realizations” (discussed below), it seems to me the
accuracy of my statement, “Based on discussions at that time with ... State’s Chief
Procurement Officer, no competitive selection process was, required,” is based on the totality

of my discussions with Ms. Ydmaguchi, but particularly on the response to Question 3.

‘In order 'to be able to discuss each of Questions 1 and 2, I had to .explain the overall
structure of the proposed working: relationship with DEC and what we. as co-organizers of
the Governor’s Mission, .intended to achieve. I note that it would have not been possible for
me to state that “DEC' was to be the lead organizer/sponsor” or that “the State’s (DBEDT)
involvement was minimal.” The mere fact that I sought the’' AG’s opinion, and the content of
_the opinion itself, indicate otherwise..

Had competitive selection been required, as you and I have discussed, it would have
been a simple matter of. following a small purchase procedure. However, no competitive
selection was required at the time 1 had the discussions. 1 therefore stand by my statement.

Our understanding is that your office now believes Chapter 103D may apply as DEC,
a private entity engaging in voluntary (no Statée funds expended) support of a State program,
gained some benefit, such as access to Siate officials or increased prestige in the community.
We also understand that your office believes Chapter 103D also applies when it is the State
agency that engages in voluntary support of a private entity program and that private entity
and/or the State gains a similar benefit. We suggest these are inappropriate and unnecessary
expansions of Chapter 103D’s reach.

HRS § 103D-102(a) provides that the chapter shall apply to “procurement contracts
made by governmental bodies whether the consideration for the contract is cash, revenues,
realizations, receipts, or earnings . . . in-kind benefits; or forebearance.” In this case, we
understand that your office is interpreting “realizations” and “in-kind-benefits” to include

intangibles, such as the increased prestige to the non-governmental body.

The statute and regulations do not provide definitions for these terms. Furthermore,
we believe the underlying purposes of the procurement code requires that “realizations” or
“in-kind-benefits” have some identifiable and measurable economic value before they would
trigger Chapter 103D coverage. Otherwise, many long-established voluntary programs will
be invalidated.

For instance, voluntary participation by private entities to remove litter from highways

or maintain local parks and recreation facilities will require open and public competition.
Likewise, the State’s voluntary participation in a private entity’s recognition event, workshop
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Memo to Aaron Fujioka
March 22, 2006
Page 3

or seminar or support for an industry arganization’s sector promotion efforts, all of which
create, among other things, attention or prestige, would require prior open and public
competition. Many imore examples can be offered as, by definition, anytime a State agency

“even “touches” a project, some intangible benefit can be construed.

The immeasurable “value” of the "‘rea]ization,” whether it is additional attention, a -
gain in prestige, or so forth for the private group or for the State will make it impossible to
determine whether small purchase procedures are to be'used in the procurement or more
formal sealed bid or sealed proposal procedures. The absence of economically measurable
benefits to the private group would make application of the procurement code difficult if not
impossible. S o

In fact; attempting to apply'the standard of “realization” for the State or for DEC as
the result of the working relationship on the mission, 1 am struggling with defining and
putting substance to what was realized for each. party. Nothing DEC did or contributed
provided the State with a realization or value that the State did not create for itself. In turn,
nothing the State did or contributed provided DEC with any more access, prestige and so
forth than any other participant in the mission. It may be that the only intangible realization
for DEC was an “association” with the State. But, this would be true of any time the State
associates with someone or somebody. '

Under these circumstances, we believe Chapter 103D should be interpreted to apply
only to those agreements where the contract consideration is a,“realization” or “in-kind
benefit” of measurable economic value that would be reportable as income subject to
taxation. We do not believe Chapter 103D was intended, or should be interpreted, to apply
to agreements for voluntary participation in programs of interest to the State where the
benefit is, for example, association or public recognition. '

It may be the case that the DBEDT/DEC example has shed light on a new model that
needs to be considered for Chapter 103D coverage. In this regard, we hereby request that
your office analyze the practical and legal issues presented. We are committed to ensuring
full compliance with the State’s procurement code. However, we are also concerned that an
overbroad interpretation of the code’s requirements will damage the culture of volunteerism
or government support that is so important to the State and its programs.

Thank you for your attention to this matter. We are available to meet with you and
your staff to discuss these issues and provide any additional information you may need.
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LINDA LINGLE
GOVERNOR

" AARON S. FUJIOKA
ADMINISTRATOR

STATE OF HAWAII

STATE PROCUREMENT OFFICE
P.O.Box 118
Honolulu, Hawaii 96810-0119 °
Tel: (808) 587-4700  Fax: (808) 587-4703
www.spo.hawaii.gov
+SPO 06-0251
March 31, 2006

MEMORANDUM

TO: ‘The Horiorable Theodore Liu, Director
Department of Business, Economic Development & Tourism

FROM: Aaron S. Fujioka GW9Q7P~/" :

SUBJECT: ' China/Korea Trade Mission

This is in response to your March 22, 2006 correspondence regarding the China and
.Korea Trade Mission. We are seeking clarification on your response to clearly comprehend your
statements. In the second paragraph of your memo, you'state that DBEDT's only role was to
consent to the two organizations working together. Based on that statement, are you confirming
that DBEDT only participated with the efforts of DEC 'and PAAC and that DBEDT did not select
and/or contract with either entity for services.

In regards to your reference on the meetings with Assistant Administrator Ruth
Yamaguchi, the State Procurement Office stands by her February 28™memo. As I've stated
earlier in previous conversations, the public procurement code applies to all procurement
contracts made by governmental bodies whether the consideration for the contract is cash,
revenues, realizations, earnings and other forms.

The remainder of your letter contains a lengthy discussion of the term "realization” in a
general context. We do not view realizations as you've analyzed being applicable to the
procurement code unless the "realization" is derived from a procurement contract. Your
examples of the department's involvement in voluntary participation in a private entity's
recognition event, workshop, seminar, promotion efforts, would not be viewed as applicable to
the procurement code.

A reply clearly stating DEBDT’s position would be appreciated. If you have any
questions, please call me at 587-4700. Thank you.

c¢: Russ K. Saito, Comptroller

PROCUREMENT POLICY BOARD
GOl K T.ING
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LINDA LINGLE

GOVERNOR
THEODORE E. LIU
. DIRECTOR
DEPARTMENT OF BUSINESS, e
ECONOMIC DEVELOPMENT & TOURISM |
No. 1 Capitol District Building, 250 Seuth Hotel Street, 5th. Fioor, Honolulu, Hawaii 96813 Telephone: (868) 586-2355
Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804 Fax: (808) 586-2377
WetI) site; www.hawaii.gov/dbedt
April 10, 2006 =] S
: w3
e '
maE B
Mr. Aaron S. Fujioka C:;;ng_'g f
State Procurement Officer ZIR —
State of Hawaii § =3 -
P.O. Box 119 , _Ez =
Honolulu, Hawaii 96810-0119 s, -
. 22l

RE: China/Korea Trade Mj§sion

Dear Mr. Fujioka:

On April 3, 2006, I received your memorandum dated March 31; 2006, requesting a

clarification 'to my March 22, 2006, correspondence regarding the China and Korea Trade
Mission conducted in 2005. ; ' '

I hereby confirm that DBEDT did not select, contract or procure any services from
the Hawaii District Export Council or the Pacific Asian Affairs Council.

To further clarify the discussion'l had with the State Procurement Office in April,
2005, I understood that no competitive hidding process was required as there was no
procurement contract and.the State’s procurement code did not apply.

Please let me know if you have any further questions.

Very___g;ﬂy yours,

Theodore E. Liu
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AARON S. FUJIOKA
ADMINISTRATOR

STATE OF HAWAII
STATE PROCUREMENT OFFICE
, P.O.Box 119
* Honolulu, Hawaii 96810-0119
Tel: (808) 587-4700 Fax: (B08) 587-4703
www.spo.hawaii.gov

*SPO 06-0280
April 19, 2006

MEMORANDUM

TO: The Honorable Theodore E. Liu
Department of Business, Economlc Development & Tourism

FROM: Aaron S. Fujioka, Administrator O{QAN ?Q;a,

SUBJECT: Chinaand Korea Trade Mission

This memorandum is in response to issues raised about the procurement aspects of the
Department of Business, Economic Development & Tourism’s (DBEDT) trade mission to China
and Korea. We have based our review on your statements and earlier communications to the
State Procurement Office (SPO) that DBEDT’s only fole was to consent to the Hawaii District
Export Council (DEC) and the Pacific and Asian Affairs Council (PAAC) working together on
the trade mission, that DBEDT’s only involvement was as a participant in the activities resulting
from DEC’s and PAAC’s coordinated efforts, and that DBEDT did not select, contract or
procure any services from either entities. Based on the above representations, and the fact that
the SPO has not been aware of any contract between DBEDT and DEC or DBEDT and PAAC,
the SPO reaffirms these participatory activities by DBEDT would not be subject to the
requirements of HRS Chapter 103D, Hawaii Public Procurement Code (Procurement Code). The
SPO is aware of the unsigned document entitled “Protocol and Procedural Framework for
DBEDT - DEC . . .” outlining the respective participant’s responsibilities, but it is not
considered to be a procurement contract because, among other things, it is unsigned and does not
indicate the parties’ agreement to be bound by it.

In March 2005, the SPO disapproved DBEDT’s request for a procurement exemption to
contract directly with Events International (EI) for services to develop a series of projects and
programs for the creation of promotional events in Asia. The SPO determined that this request
was subject to competition.
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The Honorable Theodore E. Liu | . SPO 06-0280
April 19, 2006
Page 2

We understand that subsequently, PAAC, providing services to DEC, utilized the services
of EI: The PAAC’s selection of subcontractors or vendors, such as EI, to provide various goods
or services for PAAC or any. other fiduciary agent, is not subject to the requirements of the -
Procurement Code. The Procurement Code is-applicable only to govemmental bodies whether
the consideration for the contract is cash, revenues, realizations, earnings and other forms. Note
that the source or means of ﬁnancrng is not a determining factor as to whether the use of such
funds to procure goods and services subjects ‘such procurements to the Procurement Code.
Agam the applicability of the Procurement Code is not based on the source of funds.

* The DBEDT’s solicitation and expenditdre of sponsorship funds was not reviewed by the
SPO, as fundraising is not addressed by the Procurement Code. Additionally, the DBEDT’s
deposrt of such solicited sponsorship funds with a fiduciary agent for securing goods and
services is not subject to compliance with the Procurement Code. Fundraising activities
undertaken by governmental agencies such as the solicitation of sponsorship funds would require
statutory amendments to HRS chapter 103D in order to be sub_]ect to the Procurement Code.
Accordingly, the review of external accounts.created for the purpose of receiving solicited funds
is not within the purview of the Procurement Code, and would need to be addressed by the
Legislature to clarify this issue.

The SPO advocates having departments utilize the Procurement Code when obtaining
vendors/contractors to provide goods, services or construction, to further enhance disclosure and
open government practices and we Jook forward to working with DBEDT in the future.

c: Russ K. Saito, Comptroller
Mark Bennett, Attorney General
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~

LINDA LINGLE
GOVERNOR
THEODORE E. LIU
- MARK K. ANBES%?S
DEPARTMENT OF BUSIN ESS, ACTING DEPUTY DIREGTOR

ECONOMIC DEVELOPMENT & TOURISM
No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 86813 Telephone:  (808) 586-2355
Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804 Fax: (808) 586-2377

Web site: www.hawaii.gov/dbedt
LB
June 2, 2005

Pacific and Asian Affairs Council

Rick Manayan
Information Director
Special Assistant/Advisor to the Director

Cash Payment

Subject:

This is to authorize cash payment of $20,000 for China in-country expenses.

Requested by: Rick Manayan — DBEDT

! T certify that goods/services were satisfactorily received.

. RECOMMEND APPROVAL: APPROVED FOR PAYMENT:

<

THEODORE E. LIU

91




LINDA LINGLE

GOVERNOR

THEODOREE. LiU

MARK K ANDDESZ?S

DEPARTMENT OF B USINESS, ACTING DEPUTY DIREGTOR
ECONOMIC DEVELOPMENT & TOURISM -

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

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

Web site: www.hawaii.gov/dbedt

June 2, 2005 I

To: Pacific and Asian Affairs Council

From Rick Manayan
Information Director
Special Assistant/Advisor to the Director

Squect: Cash Payment

This is to authorize cash payment of $20,000 for China in-country expenses.

Requested by: _Rick Manayan - DBEDT

h Bﬂnk of Huwan

: _'c/ P‘ﬁp%\pﬁ{b@mﬁg oo\ Ekg( wz»,’( Ro - Whe . sor payMENT:
w/f | (zemww o000 uoooo

SN i, Ry
Fe ay o i J Savings Accr

e e ,&%mn;i>\ ‘*’ ZO ____= — '—D .

- .
'-._ el =




Pacific and Asian Affairs Council
5 - 1601 East-West Rd. Honolulu, HI 96848
i tel. (808) 944-7780 fax (808) 944-7785 -
7 ’ email: ed@paachawaii.org website: www.paachawaii.org
i f

Camire ..

PohE e

cknowledge that I have received $20,000 in cash from the Pacific and Asian Affairs Council. Ihave counted
i { @bﬂls and feel satisfied that the amount is exactly $20,000.

(}/} R
Vﬂte: G é %95 ,

igﬂature: ' / ‘ 0 U
/ AL

e (please print): /Ql K SUANA Y 4N




LINDA LINGLE

TI-lEODO(I;;!O!;/tE'!{1 T.?G

MARK K. ANDERSON

DEPARTMENT OF BUSINESS, DEPUTY DIRECTOR
ECONOMIC DEVELOPMENT & TOURISM

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

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

Web site: www._hawaii.gov/dbedt

CE

TH ESE /7EMS

Tuly 12,2005 <

To: Pacific and Asian Affairs Council

e (N
From : Rick Manayan LFVE ﬁg&l\l / AP,

Information Director

Special Assistant/Advisor to the Director FM L W / THE CASH

Subject: Invoice Payment PM S _
v TS

This is to authorize payment for the attached invoice. /Q[ K

Date invoice received

Invoice China in-country expenses

Invoice Date

Amount of invoice $12,745.97

Requested by

I certify that goods/services were satisfactorily received.

RECOMMEND APPROVAL: APPROVED FOR PAYMENT:

THEODORE E. LIU

94



e

ol s -

LeavLey | $ 2796068 0v'0ls’s $ ] sI6El $ STVi0L

L/
— &

S002/L2(9 £0'099$ Jojua0) ssauisng/ANeNdsoH - NeAH pueld

5002/61/9 or'els esuadx3 Juswurensiuy losuods - e puesn

1No3S

S002/51/9 G6'LZ$ Tspie) auoyd - uekeuep 3oy

§002/LL/9 LL'20L$ syIo ssauisng - ejjo

§002/91/9 0.L'68l$ (Inceg-z9) efefifeg sseax3 - seulply uleyinog eulyy

19002/94/9 0e2LS auoyd wooy Ayjeydsop - |9joH uems eliym

G002/SL/9 89'918 S[esN DDd - 1910H UBMS S)IUM

S002/91/9 000LL$ Yo ssauisng - eeid Aing pidoys

600Z/v1/9 oL'Les "dx3 Jusluuepejug Smcoaw - |810H UemMS ejYA

s NOHZONVNS

G002/EL/9 8.'84$ spJeD auold - OH xe|y

.|S002/¥ L9 LZ62L$ {uonebojaq) ebebbeg sseox3 - BUIYD Y

S002/€L/9 G8'GSLS [910H Bujfieg-esuedx3 juswiuiepejus Josuodg

:|§00Z/¥1/9 00'00¥$ waiq 19d - SUORONPo.d Jepuess seuBlBAA

|s00221/9 08'.8¥$ Ojuri-n) podsuel] oemv;_e Juewesinquiey - N\ o8

ONIrZ8

Gl'6E1$ Joplemio JyBiaid 10} Juewiasinquiiay - OH Xaly

$002/21/9 £6'9813 seBieyd Jejndwio) - Jemo | Bueir uip

5002/8/9 95'26$ siojeisue. ] Joj Auedoud 1s0] - OH Xely

G002/2L/9 18'62L$ “wooy Ayeydsol - Jemo Bueip uip

G002/C1L/9 LE'8PES wooy AjeydsoH - Jemo Bueir uip

S00¢/9/5 zLors wooy Jepr-uogepodsuel ] @ sejjddng 8040

S002/6/9 LLLEL'ES Jeuuig ojeye slosuodg dIA - seflosp ueer

S002/01/9 00°000't$ JUSAT UeoU0d) 1a)Y dIA - §ieD esipeled

5002/01/9 L2629 se|doD 10|00 - sO)ULY X3pa

'6002/11L/9 LS asuedx3 juewulepejuy Jostods

§002/01/9 L2°0L1% Bueyz uowyg/sojydels ipueguiy

5002/5/9 20'Lses (leyBueys) syio ssauisng - podily S4d

S002/L1/9 Lresis sediAleg uopejsuel] Jadng

IVHONYHS

TV IV10L 31va TIN4 NI Aivd | 3SANGNIZN-AIYd | 3DIOANI AH AVd J3AVd

95



. Three-0n-The-Bund
** Jean Georges *x

515.4co . R T

Bk 12A/1 CHK 23326ST 36

0SJUN’05  6:50PM

2 Coffee 64.00
2 English Brkfst 64.00
21 Dom Perignon G1  5208.00
1 Sauv. Blanc 75.00
.4 105 Wolf.B Char 1880.00
.6 415 L.J Cot Vi1l 4050.00
20 San Pellegrino 960.00

20 Evian 960.00
3 English Brkfst 96.00
8 Coffee 256.00
2 Decaf 64.00
2 Chamomille 64.00
6 Green Tea 192.00

SET MENU _

11 OPEN FOOD " 6050.00

FOOD 6850.00
Beve 13133.00
PAYMENT 19983.00
SRNSRRRNIGNE

Amount : 19983.00

Exp:0706 0:322820
App:52AAAA B: 486

AMEX 19883.00

-——-253 CLOSED OSJUN 9:02PM—--

s i 3000 Pms
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LINDA LINGLE

GOVERNOR

THEODORE E. LIU

MARK K ANSEEZT(%}

DEPARTMENT OF BUSINESS, ACTING DEPUTY DIREGTOR
ECONOMIC DEVELOPMENT & TOURISM

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

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

Web site: www.hawaii.gov/dbedt

- June 2, 2005 =i

To: Pacific and Asian Affairs Council

From : Rick Manayan
Information Director
Special Assistant/Advisor to the Director

Subject: Invoice Payment

This is to authorize payment for the attached invoice.

Date invoice received 6/2/05

Invoice

Invoice Date

Requested by: Three On The Bund Limited

I certify that goods/services were satisfactorily received.

RECOMMEND APPROVAL.: APPROVED FOR PAYMENT:

R,

/

|
RI
achment

CK/ MAXAYAN_/ U THEODORE E. LIU
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| P——— >
4 Bank of Hawai FUNDS TRANSFER PAYMENT ORDER

ORIGINATOR INFORMATION

NAME PHONE NO. WIRE NO. A

PACIFIC AND ASIAN AFFAIRS COUNCIL 808-944-7780/7781 OOAZO Q:LQ\QO

ADDRESS CITY STATE ZIP CODE

1601 EAST-WEST ROAD 4™ FLOOR HONOLULU HI 96848
TRANSACTION TYPE

X Single Transfer Only [J Repetitive Transfers—authorization will be given separately for each

transfer (Must have signed Funds Transfer Agreement form, EX-23, on file)
{1 standing Payment Order (valid until amended or cancelled — no verification before each transfer):
s or [ Daily collected balance (‘mmediately available funds) or [] Qpllected balance in excess of § __ in account on
thee[d__ dayofeachmonthor[J___ day of each week (if a holiday, then on the next business day)
(Must have signed Funds Transfer Agreement form, EX-23, on file)
BENEFICIARY (PAYEE) INFORMATION

NAME ACCOUNT NUMBER TO BE CREDITED
THREE ON THE BUND, LTD.
ADDRESS OTHER BENEFICIARY INFORMATION (140 CHARACTER LIMIT)
NO. 5 THE BUND 4™ FL. 5 ZHONGSHANDONGYI RD.
cY STATE ZIP CODE / COUNTRY
SHANHGAI CHINA
BENEFICIARY (ACCOUNT WITH) BANK
NAME ABA ROUTING NO/SWIFT CODE
CHINA MINSHENG BANKING CORP. LTD
ADDRESS BANK-TO-BANK INFORMATION (140 CHARACTER LIMIT)
93 GUANG DONG RD. SHANGHAI BRANCH
CITY STATE ZIP CODE / COUNTRY WHAMPOA CLUB USD $2121.20
SHANGHAI CHINA JEAN GEORGES USD $1666.70
INTERMEDIARY BANK (OPTIONAL)
NAME ABA ROUTING NOJSWIFT CODE _|CITY STATE | COUNTRY
PAYMENT
VALUE DATE (MM/OD/YY) AMOUNT OF TRANSFER (USD) PROCESSING FEE: AMOUNT DUE FROM ORIGINATOR:
6/6/2005 $3,787.90 $40.00 $3,827.90

D FOREIGN CURRENCY TRANSFF‘R I FIX CODE RATE: FOREIGN AMOUNT ADDITIONAL PAYING BANK FEES:
- IGINATOR'S ACCT.
ORIGINATOR'S BANK OF HAWAII ACCOUNT NUMBER TO BE CHARGED % SENGE::QICU(\)RY ACCT
CONERUNSS [0 cAsH RECEIVED [] CTR GENERATED .

AGREEMENT

The Originatoragrees that all funds transfers originated under this authorization will be governed by the Bank of Hawaii “Funds
Transfe;_\.A_g(f%n&? am nded from time-to-time. A summary of the Agreement's terms appears on the second page of this form.

X ] V"N, X
Printed Name : LISAT. MARU‘(AMA Printed Name:

Title: EXECUTIVE DIRECTOR ~ Title:
D .

s R sy
pri

_ B nt n) L 2 N iy b d il sl ¥ Sl om . o ' i
A. VOROUS M@( 2 EUP W L. STEVEMS

X CURRENT COLLECTED VERIFIED

BRANCH/DEPT. NAME AND COST CTR. NO.: BRANCH/DEPT. TELEPHONE NO. DATE
KEEAUMOKU #4 973-4448 6/3/2005
CALLED & FAXED-IN ORDERS
CUSTOMER CALLER: D RECEIVED BY FAX; [CALLIFAX TAKEN & FORM PREPARED BY (Sign & print name): DATE & TIME
SIGNATURE(S) VFRIFIED !
CALL BACK TO: TELEPHONE N =i "¢ T |'PERFORMED BY (Sign & print name): DATE & TIME
I

WALK-IN ORDERS

NAME - | TIN OF PERSON PRESENT ADDRESS (STREET ADDRESS, CITY, STATE, ZIP CODE)
LISA T. MARUYAMA
IDENTITY CARD TYPE, NUMBER, ISSUER, EXPIRATION DATE: IDENTITY VERIFIEDARY (Sign & print na V 7 DATE & TIME
ORISR A. VOROUS W W 6/3/2005 3:38pm
CALL BACK TO: TELEPHONE NO. PERFORMED BY (Sjgp & print name): DATE & TIME

A. VOROUS Mm 6/3/2005 3:38pm
TEST KEY: RECUR ID: VERIFIED BY FUNDS TRANSFER DEPT. (Sign & print name): DATE & TIME
ENTERED BY FUNDS TRANSFER DEPT.: REFERENCE NUMBER: VERIFIED BY FUNDS TRANSFER DEPT. {Sign & print name). DATE & TIME

EX-22_E (Rev 8-2004) 98 Page 1 0f 2



[
JEAN GEORGES
INVOICE R &

Function Name:
Private Dinning Invoice No.: {Function Date 09-Jun-05
FOOD &Y Pricett#/ A% Quantity AZX| Total B&H
Hot food ¥550.00 25 ¥ 13, 750. 00

Total: ¥13, 750. 00

( USD 1, 666.7)

BEVERAGES S : Price #1# Quantity & Total i 23

Total: ¥0.00
MISCELLANEOUSH : ‘

Price ft% Quantity 3E  Total B&H

Sub Total B3 UsD 1, 666. 7
Less DepositiE &::

Less the deposit in TOTB

Balance DueR{1#: USD 1, 666. 7

No.5 The Bund 4th Floor 5 Zhong Shan Dong Yi Road Shanghai 200002 China
hE R PUFE—EESE, S T 86216323 3355 F 6323 3344

www.threeonthebund.com

~ Note: This invoice is only for food. We have been noticed that we will be paid off the outstanding payment
" . by credit card stralght after the dinner
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Appendix | T

2005_:0825002 R P
TR LINDA LINGLE

RS : GOVERNOR
P erp 1R L TR Eron
Lok O 2005 ' “MARK K. ANDERSON
DEPUTY DIRECTOR

DEPARTMENT OF BUSINESS, |~ ™
ECONOMIC DEVELOPMENT & TOURISM—

OorOT-Uir GRS

Hone: | (808) 586-2355
Fax  (808) 586-2377

i
At Falall
ri-Y

Filding, 250 South Hotel Street, 5th Floor, Honol
Box 2359, Honolulu, Hawail 96804

Augusi 31, 2005 @ @ —\Y
U

TO: Russ Saito
State Comptrolle
FROM: Theodore E. Liu

SUBJECT: Request for Approval of Supplies and Services Expenditures

We would like to request your approval to pay for the purchase of certain supplies and services
as part of the activities relating to the visit of The Honorable Huang Huahua, Governor of

Guangdong Province, China.

In June 2005, Governor Lingle led a trade mission to Guangdong to celebrate the 20"
Anniversary of the Hawaii-Guangdong Province sister relationship. Governor Lingle and the
120.person delegation were warmly welcomed in Guangdong Province. Governor Huang
accepted Governor Lingle’s invitation to visit Hawaii to continue the dialog on cooperation and
exchanges. The Governor Huang and a delegation of approximately 50 officials and
businessmen will be arriving on October 11, 2005, and leaving on October 13, 2005.

We are planning a reception for Governor Huang, his delegation and leaders of Hawaii’s
business and educational community for the evening of October 11, 2005. The reception will
allow participants the opportunity to meet and explore opportunities for further cooperation.

_ Both governors will offer comments pertaining to the anniversary and the close friendship
between Guangdong and Hawail.

The Department of Business, Economic Development & Tourism will be co-sponsoring the.
reception with a private-sector company from Taiwan. DBEDT expenses will be:

Catering (heavy pupus) $ 8,000.00
Leis— 10 @ $15 150.00
VIP Gifts and Favors 500.00
Honorarium for Entertainment 600.00
Transportation 2,500.00
Total Cost $11,750.00

101



102

Russ Saito, State Comptroller

Request for Approval of Supplies and Services Expenditures
Activities Relating to the Visit of Governor Huang Huahua
August 31, 2005

Page 2

We would greatly appreciate your approval of these expenditures. Should you have any
questions, please contact Mr. Richard Bahar at 587-2769.

v
APPROVED/DISAPPROVED
-
wﬁp \Qfé /3, 2088
omptroller Date



STATE OF HAWAI
DBEDT/SMSD STRATEGIC MARKETING & SUPPORT DIVISION
P-CARD PURCHASE

Date:
Vendor:  Service Printers Hawaii Inc. Account: 55612
Contact: Pat Branch: IBAB
Phone: 841-7644 Contact:  Naomi Chinen
Fax: 847-1487 Phone: 587-2783
Address: 1829 Dillingham Bivd. Fax: 587-2787
Honoluiu, Hawaii 96819-4020 Address: 250 South Hotel Street, #504
Mailing:  P.O. Box 2359
Honolulu, HI 96804

Qty. l Description | ltem # | Cost | Total
275 Gov. inivitation w/rsvp -
100 Gov. inivitation w/o rsvp -
375 Envelopes -

Sub - Total 290.00

4.167% Tax 12.06

Total 302.06

"-’-’-I-’-’-’-'—’-’-'-’-I—"-’-’-’-l-’-’_’-’-’-'-'~'-I-'-’l

Approved | Dlsap roved

UA 1)V
Wature Date Dennis T. Ling, Admxn&rator Date

Comments:
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INVOICE Page:

T . 1829 Dillingham Boulevard
- rvice Printers  Honolul, Hawail 96819-4020 Invoice Nonses: 55612

Hawaii Inc | Phone: (308) 841-7644  Fax: (808) 847-1487 pavoice Dare: 9/14/2005

Saresperson: Pat

State Tax Cope: HI

Customer No. GOVINV

(Gl) STATE-DBEDT Gueromes po. RICHARD B.
250 SO. HOTEL ST.; 5TH FLOOR
Honolulu HI 96813 Terms: COD
CONTACT:

Code | - Description > : N Amount
RS GOV. HUANG HUAHUA of GUANGDONG PROVINCE 290.00
RS 275 - GOV. INVITATION w/RSVP 0.00
RS 100 - GOV. INVITATION w/o RSVP 0.00
RS o 375 - OUTER MAIL ENVI_.PS WIOOQQY .RETURN ' 0.00

Date Invoice Received
Date Goods/Services Received

! certity that goods/services wers
satistactorily received.

APPI:ﬁ FOR PAYMENT:
o LAt CTsun

Authorized Person Directly Responsible

omtepaL U1/
CHECK NG, Al

i
- pase Nojg
‘ez 0 ~PHinters Hawai, Inc.
eliacs, i certify that this
. _¢iginal. invoioce.
(/ ;ed Signature’
R ’ Netlnvoice  290.00

Sales Tax 12.06
#

1 all overdue accounts. Invoice Total $302.06



STATE OF HAWAII
DBEDT/SMSD - STRATEGIC MARKETING & SUPPORT DIVISION
P-CARD PURCHASE
Date: 10/17/05

Vendor: Duke's Limousine, Inc. Account:
Contact: Duke Branch: IBAB
Phone: 738-1878 Contact: Naomi Chinen
Fax: 738-1881 Phone: 587-2783
Address: 3134 Brokaw Street Fax: 587-2787
Honolulu, HI 96815 Address: 250 South Hotel Street, #504

Mailing: P.O. Box 2359
Honolulu, HI 96804

Qty. | Description | ltem # | Cost | Total
0 Ground transportation for Guangdong's -
Governor and delegation -

Sub - Total 3,675.00
4.187% Tax 153.10
Total 3,828.10

"-'-’-’-’-l_’-’-l-’-l-’—’-I-I-'-’_’-’-’-’-’-I-'-'-’-’-I-’l

E( Approved O Disapproved -

_7

%\/ iallis

Date Dennis T. Ling, Adm“i'nstrator' Date

Comments:
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STATE OF HAWAII
RECORD OF SMALL PURCHASE

Agency: DBEDT/SMSD/IBAB P.O. No.
Date: 8/30/05 Project/Requisition/Work Order No.
QUOTATIONS RECEIVED:

Part A. Description of good/service/construction:

Transportation service for Guangdong Province Governor, Vice Governor and delegation for their

| visit during October 11 — 13, 2005.

Part B. Quotations Solicited:

Vendor Name Representative ~ Phone No. Date of Quote  Amount Quoted -
1. Ichiban Limousine - 595-7733  8/30/05 $75.00 per hr.
2. Duke’s Limousine, Inc. 738-1878  8/30/05 $70.00 per hr.
3. Sakura Limounsine 927-5955  8/30/05 $75.00 per hr.
4.
5.

Part C. Justification for inability to obtain minimum three quotations, if applicable:

Part D. Justification for award made to other than lowest quotation (not applicable for construction

above $5,000 as award shall be to lowest quotation):

i e 28 Yol

Signature: Employee soliciting quotations Sidhatdre: Procurement Officer/Designee approval

Date: 5 / i / 05 Date: %/ )//)§
. /7

FILE A COPY AS SUPPORTING DOCUMENTATION IN THE PROCUREMENT FILE.

SPO Form-10 (Rev. 11/97)



18/17/2805

13:

48

896-738-1861

Q)ugz's Limousine, Inc.

3134 Brokaw Street. Honolulu, Hawsii 98815
Telaphone (808) 738-1878 Fax (808) 738-1881

] #

Dept of Business, Econo

DUKE'S LIMOUSINE INC

PAGE 81/61

Invoice

I 10/14/2005 l

c D#velopment & Tourism

Atin:. Abcounts Payment

S. King Street, 5th Floor

Honoluld, Hawail 86813

R ——

e DATE INVOICE NO.
10/11/2005 99335
10/11/2005 1 Limo cancel
10/12/2005 2 Limos from 6:30am to 8:30pm
10/13/2005 2 Limas from 8:30am to 1:30pm

Tax

#‘
DESCRIPTION
1 Limo from 9:30am to 10pm

AMOUNT

$
$
$
8
$

875.00
140.00
1,960.00
700.00
153.10

l AL__ Date invoice Received
. e Date Goods/Services
to // 2/6 S _
I centily that goods/ wers
satistactorily recaived.
W t-4— APPROVED FOR PAY .
o, L Arrry ¥Turun
v Authorized Person Difectly Responsible
I A SR
Total Purchases: | $
S —
DESCRIPTION F AMOUNT
R i AT e ——
e A ——
eLs Total Credits: 1 $ R |
Piease Pay This Amount: | §  3.828.10
THANK. YOU
107




STATE OF HAWAII

REQUISITION & PURCHASE ORDER
DEPARTMENT OF BUSINESS, ECONOMIC DEVELOPMENT AND TOURISM

SFRATEGIC MARKETING & SUPPORT DIV. IBAB
i ORGANIZATION > FUNCTION AND ACTIVITY
NOTICE TO VENDORS

Conditions of purchase are listed on the back side of this purchase order. Please read
carefully. Payments may be delayed if all steps are not followed.

Halau Hula Olana

98-614 Aloalii Street

Aiea, HI 96701

The State of Hawaii is an EQUAL EMPLOYMENT OPPORTUNITY and AFFIRMATIVE ACTION employer. We encourage the
participation of women and minorities in all phases of employment.

PURCHASE
ORDER NO.

00011913

1/20/06

Date
Deliver Before
Pﬁblt‘e,sEtRnYIér?P%Esgus. Analysis Br.
No.1 Capitol District Building
250 South Hotel Street, #504
Honolulu, Hawaii 96813

BILLING ADDRESS

P.O. Box 2359
Honolulu, Hawaii

96804

Contact: Naomi Chinen @ 587;278.

QUAN. UNIT DESCRIPTION GEJE UNIT PRICE AMOUNT
N 4
Performance service on October 11, 2005, at
Washington Place - Governor's reception for
Governor of Guangdong, China. "425.00
» \J
VOUCHER
ITIONER TELEPHONE NUMBER 4 2)
— N
GOODS/SERVICES RECEIVED IN GOOD ORDER AND CONDITION BY DATE AUTHORIZED SIGNATURE
REQUISITION NO. FOR DEPARTMENT USE ONLY
VENDOR
NUMBER SFX
XXX XXX XXXX | XX
srx| 7¢ |F| YR | aApP | D |oOBJECT | cC | PROJNO. [PH|ACT ESTIMATED COST ACTUAL COST M[R| OPTDEPTDATA
XX XXX | X [ XX XXX | XX | XXXX [XXXX [XXXXXX[XXPXXX| XXXXXXXXKXXX | XX XXXKXXXX XXX XX [X]X[XXXXXXXXXXX
< : :
, :
- 108 - - -

STATE ACCOUNTING FORM C-03
JULY 1, 1983 (REVISED)



STATE OF HAWAII [ rommes '
REQUISITION & PURCHASE ORDER omesno. 00011306

DEPARTMENT OF BUSINESS, ECONOMIC DEVELOPMENT AND TOURISM{| _ ~ 10/18/05
STOATEGIC MARKETING & SUPPORT DIV. IBAB Deiver Befors
o ORGANIZATION FUNCTION AND ACTIVITY DELIVERY ADDRESS
NOTICE TO VENDORS Investment & Bus. Analysis Br.
S o Saen e e v No.1 Capitol District Bul/dld

250 South Hotel Street, #504
Honolulu, Hawaii 96813

Stanley 1. Sato BILLING ADDRESS

P.O. Box 2359
Honolulu, Hawaii 96804

Contact: Naomi Chinen @ 587-2783

The State of Hawaii is an EQUAL EMPLOYMENT OPPORTUNITY and AFFIRMATIVE ACTION employer. We encourage the
participation of women and minorities in all phases of employment.

QUAN. UNIT DESCRIPTION i DRIEDT UNIT PRICE AMOUNT
>
1 sm. inlay koa box 175.00
: YOS
'G TH CQVMS‘\Ao"Z] @l . Tax 7.29
Total 182.29
\s
> 0
W VOUCHER | AUTHENRICATED BY: N
REQUI TELEPHONE NUMBER f"
. &
G! ERVICES RECEIVED IN GOOD ORDER AND CONDITION BY DATE AUTHORIZED SIGNATURE
REQUISITION NO. FOR DEPARTMENT USE ONLY
Vendor doesn't accept credit card.
VENDOR
NUMBER SFX
XXXXXXXXXX]| XX
SFX| TC F| YR APP D OBJECT cC PROJ.NO. |PH )} ACT ESTIMATED COST ACTUAL COST M|R OPT DEPT DAT
XX | XXX XXX IXXX | XX]|XXXX XXXXIX XXX XXX X[XXX XXXXXXXXXXXEXX XXXXXXXXXXX‘:XX XIXIXXXXXXXXX
01 Gloe | 100| B | 7230| 0001 SM3001 182:29 i
~ ! :
J : ;
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INVOICE NO.

6702

STANIET | SATO
R »

SOLD TO: \/(/7.//2 f% / é? ,ﬁ/‘%‘/ SHIP TO:
ADDRESS: ADDRESS:
- CITY, STATE, ZIP CITY, STATE, ZIP
g% CUSTOMER'S ORDER SOLD BY: TERMS: F.0.B. DATE:?_ 7’ w/
5 g'l (QUANTITY DESCRIPTIOR PRICE AMOU.NT
>3 7 B ity Aos O %z
é; 2 6r Governor Huang Huahua N
" 2 ‘ e 737
Date invoice Recowed J ?r_‘_ — =il
5 \ L SEP 09 2005 Date Goods/Servicas Recewved i /j)- W
— TS namr . Date sdosdromi gl | d
7 * e o |
A~ : & (e CL |
o {Aarme nan = '%
10

G - o ois | A ST 232
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STATE OF HAWAII
DBEDT/SMSD - STRATEGIC MARKETING & SUPPORT DIVISION
P-CARD PURCHASE
Date: 10/17/05

Vendor:  The Art Board Account:
Contact: Branch:  IBAB
Phone: 949-0700 Contact: Naomi Chinen
Fax: Phone: 587-2783
Address: 1931 S. Beretania St., Ste. 1 Fax: 587-2787
Honolulu, HI 96826 Address: 250 South Hotel Street, #504

Mailing:  P.O. Box 2359
Honolulu, H! 96804

Qty. | Description | Item # | Cost | Total
0 Framing of Chinese Scroll -

Sub - Total -
4.167% Tax -
Total 400.00

"-’-’-’-’_’_’_’—’_’-’-I-’-’-’-'—’-’-’-’_I-'-’-"-'-’-'-’-’l

Approved Disapproved
~ ; ¢ < R W"(J{
Requestor's Siénature Date Dennis T. Ling, Admi rator Date

Comments:

111



STATE OF HAWAII
DBEDT/SMSD - STRATEGIC MARKETING & SUPPORT DIVISION
P-CARD PURCHASE
Date: 10/17/05

Vendor:  Cindy's Lei & Flower Shoppe Account:
Contact: Branch: IBAB
Phone: 536-6538 Contact: Naomi Chinen
Fax: Phone: 587-2783
Address: 1034 Maunakea Street Fax: 587-2787
Honoluiu, Hi 96817 Address: 250 South Hotel Street, #504

Mailing:- P.O. Box 2359
Honolulu, HI 96804

Qty. | Description | ltem # | Cost | Total
0 Lei's for Guangdong Governor's reception -
and Tourism seminar. . 187.50
Sub - Total ‘ 187.50
4.167% Tax 7.81
Total 195.31

v’~’-'—’-’-’-’—’-t—'-l-'-’-’-’-’—’-l-'-l_'-l-’—l—l—l-’-l-'n

LRABOOS iz Gperating
$

Greguey (huns SRAGO0T HDTP

SRANL
#0001
SRAS e

Obisct code TZ0U0%

Selung Oing

immigearm ivesier

Approved 0 Disapproved
7(% | f»;‘/ i

Requestor's Signatur Date Dennis T. Ling, AdmRstrator " Date

Comments:
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Sale

b ereses
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Batch 8¢ 358

HATERLARD

-l
tivg Lodes
tope Lades on

Tetalt

t
H
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6986955888 : XUd

 Cindy's Lei & Flower Shoppe

1034 Maunakca Street
HonoluluLHI 96817

!
lé::.’---‘;

.—._\--.,—.-—,-

P

-rmS OTRICE \‘m( [ B35

WdS@:28 Spde-2L1-100

5677

CUSTOMER'S ORDER NO. DEPT. DATE
[O-11-C )
NAME: — - = )
= m(‘&ﬂ\\ _ TSUCES
ADDRESS:

A Hr‘nﬂ <L

Grem=0Y

F il

BE OO

Qi

SOLD BY:

CASH C.0.D. CHARGE

ON ACCT.

MDSE RTD.

PAID OUT l

(QUANTITY

DESCRIPTION

PRICE AMOUNT |

k.

VQAFTZB CHInA

m?saow Yo

A=

ti »H’rﬁ" z

RIS ey

th

‘ﬁ"‘\f'\t.i/

2R A X

(;()‘1’7\1 ﬂ L( \/

] *-*PfG/_/( (’ L

PLP.,\)\\“ *

«J‘:\lrL_&

.) CL/ “ TBS(\QK )J

WQNIG\UI

m_.x

lq...,

%
Tj"-'{; _

\.—

Date

Oate

satisf

e L L0 47 )

P )

KEEP THIS COPY FOR YOUR RECORDS
©2001 REDIFORMa 51320

©2001 REDEORSe 51328
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Appendix J
LINDA IMNGLE
GOVERNOR
THEODQREE. LIU
DIRECTOR
MARK K. ANDERSON

DEPARTMENT OF BUSINESS, DEPUIY DIRECTON
ECONOMIC DEVELOPMENT & TOURISM

No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 96813 Telephone:  (808) 586-2355
Mailing Address: P.O. Box 2358, Honolulu, Hawaii 96804 Fax: (808) 586-2377

Web site: www.hawaii.gov/dbedt

October 13, 2005

To: Pacific and Asian Affairs Council

From : Rick Manayan
Information Director
Special Assistant/Advisor to the Director

Subject: Invoice Payment

This is to authorize payment for the attached invoice.

Date invoice received 10/13/05

Invoice 101105

Invoice Date 10/11/05

Amount of invoice $13,575.63

Requested by _Catering Connection

1 certify that goods/services were satisfactorily received.

RECOMMEND APPROVAL: APPROVED FOR PAYMENT:

3
. ;

- i
O - / / g LA
S ] wﬁ—/‘—l"v/""“ -

w U | THEODURE E. LIU
Attachment

N ET




®

DEPARTMENT OF BUSINESS,

ECONOMIC DEVELOPMENT & TOURISM

LINDA LINGLE
GOVERNOR
THEODORE E. LIU
DIRECTOR

MARK K. ANDERSON
DEPUTY DIRECTOR

Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804
Web site: www.hawaii.gov/dbedt

October 13, 2005

To: Pacific and Asian Affairs Council
From Rick Manayan

Information Director

Special Assistant/Advisor to the Director
Subject: Invoice Payment

This is to authorize payment for the attached invoice.

Date invoice received 10/13/05

PACIFIC & ASIAN AFFAIRS COUNCi.

/

Conference Exp.- China Mission

10/18/05

519332 (3/05

]4_2 Catering Connection

N~
Attachment \__~

116

No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 96813

Telephone:  (808) 586-2355
Fax: (808) 586-2377

142

13,575.63

$13,575.63



1 Catering Connectiorf. -
P.O. Box 12024
Honolulu, Hawaii 96828

I
DIRECTOR'S OFHICE

October 11, 2005 : .Invoice 101105

.

Name: Emogene Estores . Bill To: ~ - Stateof HI -~ -

2005 China-Korea Mission

QTY Description Unit price Total

325 Menu Per Guest $ 3600 $ 11,700.00
1 Tenting $ 1,153.44 § 1,153.44
1 Additional Rentals $ 180.00 $ 180.00
Sub Total $ 13,033.44
Tax $ 542.19
Total $ 13,575.63
Terms

50% Deposit and a signed acceptance will confirm this event
A final balance will be appreciated on the day of the event

Note: The renter will be held fiable for all damages that may occur either accidental or intentional. You, the renter,
will be responsible for repairing any damaged item(s) to their original condition. If the damaged item(s) cannot be repaired,
the renter must replace the item(s) at the current price plus the cost of shipping.

PLEASE READ CAREFULLY SIGN AND DATE BELOW

By Signing, You are indicating that you have read and agree to the terms above.

Signature Date
Acceptance
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LINDA LINGLE

THEODORE E. LIU
DIRECTOR

* GOVERNOR ~ -

DEPARTMENT OF BUSINESS, : A oy oimeeron
ECONOMIC DEVELOPMENT & TOURISM
No. 1 Capitol District Building, 250 South Hotel Street, Sth Floor, Honolulu, Hawaii 96813 Telephone:  (808) 586-2355

Mailing Address: P.O. Box 2359, Honolulu, Hawaii 86804 Fax: (808) 586-2377
Web site: www.hawalii.gov/dbedt

October 13, 2005

To: Pacific and Asian Affairs Council

From : Rick Manayan
Information Director
Special Assistant/Advisor to the Director

Subject: Invoice Payment

This is to authorize payment for the attached invoice.

Date invoice received 10/13/05

Invoice

Invoice Date 10/12/05

. Amount of invoice $500.00

Requested by Hawaii Opera Theatre

I certify that goods/services were satisfactorily received.

RECOMMEND APPROVAL.: APPROVED FOR PAYMENT:
S,

CK MANA THEODORE E. LIU

Attachment

118 | | ]L@%



® -

LINDQ LINGLE

| THEOBOE T

. -DIRECTOR

DEPARTMENT OF BUSINESS, e oeeron
ECONOMIC DEVELOPMENT & TOURISM

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

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

Web site: www.hawaii.gov/dbedt

The -

October 13, 2005

To: Pacific and Asian Affairs Council

From : Rick Manayan
Information Director
Special Assistant/Advisor to the Director

Subject: Invoice Payment

This is to authorize payment for the attached invoice.
CIFIC & ASIAN AFFAIRS COUNCIL
PA 144

/ Conference Exp.- China Mission A e 500.00

U
10/21/05 144 Hawaii Opera Theater | $500.00
@ . ®
519332 (3/05)
CK A ' THEODORE E. LI1U
Attachment
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T N
A HAWAI I O PE RA Invoice No. 2005-DBEDT
THEATRE

INVOICE =

~|Date .. 10/12/12005
Grder No. el

Customer
Name Department of Business, Economic Development and Tourism
Address 250 S. Hotel Street Suite 504 :

City Honolulu State Hi ZIP 96813

Rep Gordon
Phone 586-2364 FOB Honolulu
Qty Description Unit Price TOTAL
1 Guangzhou Symphony Backstage Reception food and supplies $500.00 $500.00

2005 China - Korea Mission

Attention Judy Drosd
: SubTotal $500.00
Vd Pavment Details \ Shipping & Handling $0.00
(O Cash Taxes  Hawaii State
® Check
(O Credit Card TOTAL $500.00
Name
CC# Office Use Only

Expires
\_ J

Renting organization and/or its Agent will be held responsible for returning the items
listed above in complete and same condition as when rented. Any replacement or
maintenance costs for items above, incurred as a result of this rental will be charged
to the rentor.Except as noted no items may be altered.

Opera, Ain't it Grand!!!!l!

&%m (oo
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. .
'

) LINDQOLINGLE

. THEODORE E, LI

; DIRECTOR

DEPARTMENT OF BUSINESS, e onceo
ECONOMIC DEVELOPMENT & TOURISM

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

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

Web site: www.hawaii.gov/dbedt

October 13, 2005 R L

Pacific and Asian Affairs Council

Rick Manayan

Information Director

Special Assistant/Advisor to the Director

Invoice Payment

This is to authorize payment for the attached invoice.

Date invoice received 10/13/05

Invoice 33448

Invoice Date 10/06/05

Amount of invoice $1,168.77

Requested by Robyn Buntin of Honolulu

I certify that goods/services were satisfactorily received.

RECOMMEND APPROVAL.: APPROVED FOR PAYMENT:

THEODORE E. LIU

Attachment
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e
Robyn Buntin of Honolulu

Robyn Buntin of Honolulu

848 S. Beretania Street Invoice
Honolulu, HI 96813 ’ _
(808) 523-5913 x 10/06/2005 33448
info@robynbuntin.com

) Due on receipt

'DBED
Contact: Richard Bahar / Richard Fassler

o Unﬁ'amin & Refitting of existing artwork, WO #7627, 1 @ $135.42

¢ Giclee reproduction of artwork (Setup + 2 copies), 1 @ $986.61 986.61
* Sales Tax, 1,122.03 @ 0.04166 46.74
- o
‘::" Ty !
T S T G B S 4T A
g i J HE ALY ) { e’ }
{

: i
i . }
DBEDT-DIRECTOR'S OFFICE

122 robynbuntin.com



Decz 6. 2008 11:20MAM  Pacific Asian Affarrs Council . No. 6228 P 22

g v LINDA LINGLE
GOVERNOR
THECDORE E. LIU
DEPARTMENT OF BUSINESS, R o IFROIoN
ECONOMIC DEVELOPMENT & TOURISM
No. 1 Capitol District Building, 250 South Hote! Street, Sth Floor, Honolulu, Hawaii 96813 Telephone:  {808) 586-2355
Mailing Address: P.O. Box 2859, Honoluiy, Hawsii 96804 Fax (808) 586-2377
Web site: www.hawaii.gov/dbsdt
October 14, 2005
To: Pacific and Asian Affairs Council
From : Rick Manayan
Information Director
Special Assistant/Advisor to the Director
Subject: Invoice Payment
This is to authorize payment for the attached invoice.
Date invoice received 10/14/05
Invoice
Invoice Date 10/11/05
Amount of invoice $120.00
Requested by __Alex Ho
I certify that goods/services were satisfactorily received.
RECOMMEND APPROVAL: - APPROVED FOR PAYMENT:
—— . | \\. . V
R ' THEODORE E. LIU

Attachment
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TUE 0846 PN PROﬂS DISPATCH 8085861498 qme P, 01

T RRi 5512187

DEPARTMENT OF PUBLIC SAFETY.

" SHERIFFES DIVISION
‘SPECIAL DUTY INVOICE
PERSONAL INFORMATION
NAME: ' Sean 8. WONG
ADDRESS: SRR SPNEr

ssN: omGEDgh

CONTRACTOR INFORMATION

S
z
=

CONTRACTOR: DBET

DATE OF SERVICE; _10-11~2005

LOCATION: Washington Place
HOURS: START _4:30
END 8:30 amdpm

Total Hours 4.00

HOURLY RATE: ( $30.00)

TOTAL: $ 120.00
SIGNATURE: ;/ ,6/%7"_“

DATE: 10=1 ]_2QQ5

PAYMENT DUE WITHIN FIVE DAYS OF RECEIPT

PLEASE MAKE PAYMENT DIRECTLY TO INDIV]DUAL LISTED
. Paid in full on 10-11-2005

124
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Appendix K LINDA LINGLE

GOVERNOR
- - — . . THEODgIF;EEcE;-TlaIg
\ DEPARTMENT OF BUSINESS, MARK K ANDERSON
i ECONOMIC DEVELOPMENT & TOURISM 2y
INVESTMENT AND BUSINESS ANALYSIS BRANCH ’
No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 96813 Telephone: (808) 587-2766
Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804 Fax: (808) 587-2787

Web site: www.hawaii.gov/dbedt

To: : Ms. Ruby Shou
Shung Shan Branch
Bank Sinopac '
From: Mr. Ken Kitamura, Administrative Services Officer

Mr. Dennis T. Ling, Division Administrator

Subject: Transfer of Funds from State of Hawaii Office in Taipei Savings Account.

VIA FACSIMILE NUMBER 9-011-886-2-27680140

Transfer from Savings Account -
#OLO0ZOFISUSTI US $20,924.38
To TWENTY THOUSAND NINE HUNDRED
TWENY-FOUR AND 38/100 DOLLARS
Checking Account
AR US $20,924.38

%f&:ﬁ% /;//gb/f( R WA

Dennis T. Ling

ate Ken N. Kitamura Daté

Bank Sinopac Transfer Confirmed By:

Ms. Ruby Shou

Date

(Please deduct all transfer charges from savings account)

Vi
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Request for Funds Beijing Office
Summary Request

6/1/05 $50,000 advance to Bo Wu for 2005 China/Korea Mission

50,000.00
May 7,899.86
June 35,029.10 |
July 6,972.29
August 5,720.69
September 7.242.20
October 8,060.24
Total expenditures 70,924.38 70,924.38
Total owing to Bo Wu [ 2092438 |

n}n;‘/u?

Recomernt Datel [



DEPARTMENT OF BUSINESS, ECONOMIC
DEVELOPMENT & TOURISM

P.O. Box 2359

Honolulu, Hawaii 96804

Phone: (808) 587-2766

Fax: (808) 587-2787

Website: www.hawaii.gov/dbedt

TO: Alex Lei FROM: Richard Bahar
FAX #: 9011-886227230229 11/17/05
PAGES:

We have instructed Bank Sinopacon 11/17/05 to transfer funds in the amount of

$20,924.38  for:

l:l Taipei Office (see attached request)

Beijing Office  $20,924.38

Please acknowledge:

Receipt of Transfer

Transfer to Bo Wu

Alex Lei Date

127
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Appendix L

LINDA LINGLE
GOVERNOR
THEODORE E. LiU
DIRECTOR

DEPARTMENT OF BUSINESS, M b v omecron
ECONOMIC DEVELOPMENT & TOURISM

No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 96813 Telephone:  (808) 586-2355
Mailing Address: P.O. Box 2358, Honolulu, Hawaii 96804 Fax: (808) 586-2377

Web site: www.hawaii.gov/dbedt

August 17, 2005

To: Pacific and Asian Affairs Council
From : Rick Manayan
Information Director
Special Assistant/Advisor to the Director

Subject: Invoice Payment

This is to authorize payment for the attached invoice.

Date invoice received Augusst 16, 2005

Invoice i

Invoice Date

Amount of invoice $9,504.91

Requested by Alex Lei - SOH Office in Taipei

I certify that goods/services were satisfactorily received.

RECOMMEND APPROVAL: APPROVED FOR PAYMENT:
-7

e

THEODORE E. LIU

WAWAN

Attachment

129



ECONOMIC DEVELOPMENT & TOURISM

LINDA LINGLE
GOVERNCR
THEODOREE. LIU
DIRECTOR

DEPARTMENT OF BUSINESS, M e ine omecron

No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 96813 Telephone:
Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804 Fax:
Web site: www.hawaii.gov/dbedt

Se_I_)tember 6, 2005

2 5 P,
ST 5 ﬁ bt
LA I 15 11 5 % S

To: Pacific and Asian Affairs Council ~ Lidieda
From : Rick Manayan . cip 49 2000 '

gggﬁaﬁzgi:?;?‘fgvisor to the Director ;_{“_‘Tfr:_‘__ _‘:‘Z‘“_:fm}?l
Subject: Invoice Payment

This is to authorize payment for the attached invoice.

Date invoice received

Invoice See attached invoices and spreadsheet summary

Invoice Date

Amount of invoice Total amount of invoices $25,919.86

Requested by State of Hawaii Office in Beijing

I certify that goods/services were satisfactorily received.

RECOMMEND APPROVAL: | APPROVED FOR PAYMENT:

(808) 586-2355
(808) 586-2377

THEODORE E. LIU

130



Naomi Chinen/DBEDT To Norilei Manibog/DBEDT@DBEDT

08/17/2005 03:59 PM cc Richard Bahar/DBEDT@DBEDT, Rick
Manayan/DBEDT@DBEDT

bcc
Subject Re: Invoice PaymentE

Could you please give us a copy of all wire transfers that are made into this account

State of Hawaii Office in Taipei
Savings Account # GHNGOSNLINRNNS
at
Bank Sinopac
Shung Shan Branch
No. 12 Dungshing Road
Taipei 105, Taiwan
Swift: SINOTWTP006
Tel: 886-2-2746-9888 Fax: 886-2-2768-5996

Norilei Manibog/DBEDT

Norilei Manibog/DBEDT
08/17/2005 03:44 PM To nchinen@dbedt.hawaii.gov

cc Richard Bahar/DBEDT@DBEDT, Rick
Manayan/DBEDT@DBEDT
Subject Invoice Payment

Hi Naomi,

As discussed this morning, | am preparing request for payment of Taipei Office invoices (total of
$9,504.91). Could you please advise account information to wire amount to? PAAC will be issuing

payment and wiring the check.
Thank you,
Lei
7,9¢- 91
Yoog 9 st
%, 4t 17
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Reimbursement for Beijing Office

Receipt #s Description RMB38.214 USD

10-1 Stage setup at GHOP 24,642.00 3,000.00

10-2 Printing of materials 4,260.00 518.63

10-3 On site supply & 4,741.40 571723
support

104 Pay to Guangdong 49,634.60 6,042.68
government

10-5 Printer & extra ink 3,250.00 395.67

10-6 On-site and Beijing 16824.00 2,048.21
police escort

10-8 Printing of Hawaii 19,600.00 2,386.17
Guide

10-9 Interpreters & 63,784.80 7,7165.38
Workshop

10-10 Mobile Phone Charge 1,600.00 194.79

10-11 Translation 3,260.00 396.88

10-12 Taxi for the mission 1,096.00 133.43

10-13 Shipments & 20,212.96 2,460.79
overweight by air >
TOTALS: 212,905.76 25,919.86
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Appendix M

in Bank of Hawaii FUNDS TRANSFER PAYMENT ORDER

ORIGINATOR INFORMATION

NAME PHONE NO. WIRE NO.

Pacific and Asian Affairs Council 944-7781

ADDRESS cIY STATE ZIP CODE

1601 EAST WEST RD 4™ FLOOR HONOLULU HI 96848
TRANSACTION TYPE

X Single Transfer Only [ Repetitive Transfers—authorization will be given separately for each

transfer (Must have signed Funds Transfer Agreement form, EX-23, on file)
[0 standing Payment Order (valid until amended or cancelled — no verification before each transfer): :

Os or [J Daily collected balance (immediately available funds) or (] Collected balance in excess of $ in account on
the: [J day of each month or [] day of each week (if 2 hnliday then on fhe next business day)
{Must have signed Funds Transfer Agreement form, EX-23, on file) o3
BENEFICIARY (PAYEE) INFORMATION
NAME ACCOUNT NUMBER TO BE CREDITED
STATE OF HAWAII OFFICE IN TAJPEI
ADDRESS OTHER BENEFICIARY INFORMATION (140 CHARACTER LIMIT)
CITY STATE Z\P CODE / COUNTRY
BENEFICIARY (ACCOUNT WITH) BANK
NAME ABA ROUTING NO./SWIFT CODE
BANK SINOPAC SHUNG SHAN BRANCH
'‘ADDRESS BANK-TO-BANK INFORMATION (140 CHARACTER LIMIT)
NO. 12 DUNGSHING RD
CITY ] STATE ZIP CODE / COUNTRY
TAIPEI 105 TAIWAN
INTERMEDIARY BANK (OPTIONAL)
NAME ABA ROUTING NOJSWIFT CODE | CITY STATE | COUNTRY
PAYMENT
VALUE DATE (MM/DD/YY) | AMOUNT OF TRANSFER (USD) PROCESSING FEE: AMOUNT DUE FROM ORIGINATOR:
09/15/05 $35,424.77 - $75.00 $35,499.77
FIX CODE RATE: FOREIGN AMOUNT ADDITIONAL PAYING BANK FEES:
(] FOREIGN CURRENCY TRANSFER '- ;
ORIGINATOR'S BANK OF HAWAII ACCOUNT NUMBER TO BE CHARGED ; ORIGINATOR'S ACCT.
(s [J CASHRECEIVED []CTR GENERATED | LI BENEFICIARY ACCT. '
.AGREEMENT
The Origimator agrees that all funds transfers originated under this authorization will be governed by the Bank of Hawaii “Funds
Transfer reemeO Wed from time-to-tigne. A summary of the Agreement's terms appears on the second page of this form.
X
Printed Name : LISA MARUYAMA Printed Name:
Title: Title:
Date: 9/14/05 Date‘
; 2 S

T UTHORIZED BY (Sign & pri
Randall Hee

ok
ACCEPTED BY (Sign & print name):
Meagan Torres

b,

I CURRENT COLLECTED VERIFIED -~

BRANCH/DEPT. NAME AND COST CTR. NO.: BRANCH/DEPT. TELEPHONE NO. DATE
Keeaumoku/ 04 Keeaumoku/ 09/14/05
CALLED & FAXED-IN ORDERS
CUSTOMER CALLER: ] RECEIVED BY FAX; CALL/FAX TAKEN & FORM PREPARED BY (Sign & print name): | DATE & TIME
SIGNATURE(S) VERIFIED
CALL BACK TO: TELEPHONE NO. PERFORMED BY (Sign & print name): DATE & TIME
N - T TWALK-INORDERS - ; T
NAME TINOF PERSGH PRaSENT | JADDRESS (STPFRT ARRRRRSE, . STATE, ZIF CODE)
Lisa Maruyama r ] PEVSIEIE ASTREIRPR VA ~
IDENTITY CARD TYPE, NUMBER, ISSUER, EXPIRATION DATE: IDENTITY VERIFIED BY (3jgn & prnthame): DATE & TIME
M. TORRES . .7y 09/14/05 11:21AM

CALLBACK TO: TELEPHONE NO. PERFORMED BY (Sign & print nam DATE & TIME
TEST KEY: RECUR ID: VERIFIED BY FUNDS TRANSFER DEPT. (Sign & print name): DATE & TIME
ENTERED BY FUNDS TRANSFER DEPT.. | REFERENCE NUMBER: VERIFIED BY FUNDS TRANSFER DEPT. (Sign & print name). DATE & TIME
EX-22_E (Rev 8-2004) r Page 1 of 2
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Appendix O

DEPARTMENT OF BUSINESS,
ECONOMIC DEVELOPMENT & TOURISM

LINDA LINGLE
GOVERNOR
THEODORE E. LIU
DIRECTOR

MARK K. ANDERSON
DEPUTY DIRECTOR

No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 86813
Mailing Address: P.O. Box 2359, Honolulu, Hawaii 26804
Web site: www.hawaii.gov/dbedt

Tuly 26, 2005

To: Pacific and Asian Affairs Council
From Rick Manayan
Information Director
Special Assistant/Advisor to the Director

Subject: Invoice Payment

This is to authorize payment for the attached invoice.

Date invoice received 7/26/05

Invoice

Invoice Date

Amount of invoice $1,705.00

Requested by _ Jo Ann Bayne — Paradise Cove Luau

I certify that goods/services were satisfactorily received.

Telephone:  (808) 586-2355
Fax: (808) 586-2377

RECOMMEND APPROVAL: APPROVED FOR PAYMENT:

— / A f

v ,—//(////w 4&/\/( l\
o s N
KR% MANAY AN U f"{’HEODORE E. LIU

Attachment
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LINDA LINGLE

THEODORE E. 11U
DIRECTOR
DEPARTMENT OF BUSINESS, o oo
ECONOMIC DEVELOPMENT & TOURISM
No. 1 Capitol District Building, 250 South Hotel Street, 5th Floor, Honolulu, Hawaii 96813 Telephone:  (808) 586-2355
Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804 Fax: (808) 586-2377
Web site: www.hawaii.gov/dbedt
July 26, 2005
To: Pacific and Asian Affairs Council
From : Rick Manayan
Information Director
Special Assistant/Advisor to the Director
Subject: Invoice Payment
This is to authorize payment for the attached invoice.
Date invoice received 7/26/05
v Tnvoice
PACIFIC & ASIAN AFFAIRS COUNCIL
131
Entertainment - China Mission 2y ’
' 1,705.00
'129/05
. 131 | P.C. Services, Inc.
$1,705.00

519332 (3/05) I
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Invoice

PC Services, Inc.
1860 Ala Moana Blvd., Suite 401
Honolulu, Hawaii 96815

To: PAAC
C/o DBEDT
P.O. Box 2359
Honolulu, Hawall

96804

Fr: Jo Ann Bayne — paradise Cove Luau

RE: Visitb State Councilor Tang Jiaxlian — Saturday — July 30, 2005

following services:

Paradise Cove t0 provide the

R s au Package . . .
A 10)(';} :stl;laIthﬁ- 00 pex person (inclusive of 10% tip) Total: $1,705.00

Services to Inclu.de:
Welcome Mai Tl ..
Four (4) Standard Drink Tickets
Fresh Flower Lei Greeting
Table Service
Preferred Seating

: Show
Pol Extravaganz? . .
Aoct}ilxrrliﬁéznprior to dinner include: arts, crafts, Hawailan games, Hukilau, Imu Ceremony & Royal

'
Court Procession puch, much more:

48 hours prior to event date. Payment hould b d
+ e made at least yment should be made to P.C.
Payment mous ¢ amount of $1,705.00. Any changes to the final count of 31 guests must be

i .in ) _
fne:;;czz’ligr {han 48 Dours priot to 7/30/05 or 7/28/05. Changes in the counts must be made to
42-7911.

K.C. Mahoney 2t 8

no showé or cancellations after 7/28/05, there will be no refunds.

In the event of any

ayne/DiICCtOT of Sales

By: Jo Ann B
ove Luat

Paradise C
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Comments on
Agency Response

Response of the Affected Agency

We transmitted drafts of this report to the Department of Business,
Economic Development & Tourism on November 13, 2009. A copy of
the transmittal letter to the department is included as Attachment 1. The
response from the department is included as Attachment 2.

As reflected in Attachment 1, our investigation process affords agencies
an opportunity to respond to our confidential draft report. We explicitly
state, however, that:

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

Within days of responding to our draft report, the director of business,
economic development & tourism publicly released the confidential draft
report in direct contravention of our process. The director’s action—that
of publicly releasing the confidential draft report—is troubling and
indicative of the weak control climate promoted by the director in his
department, which we found in our procurement investigation of the
department. The director also publicly released that report’s confidential
draft ahead of the Auditor’s official release.

In accordance with our office procedures, we reviewed the department’s
response to the confidential draft and conducted additional research in
order to provide greater clarity in our report. This process is vital as it
provides an opportunity for our office to re-visit areas in the draft report
with which the department disagrees. As a result of the process, different
issues surfaced regarding one of the findings that were not addressed in
the draft report. Our office reviewed these areas and made the proper
adjustments in the final report. The confidentiality of the draft report
helps ensure that the public is provided an accurate, final report that
contain findings based on accurate fact. A breach of this confidentiality
does a disservice to the public and to the departments that are under
review by our office. As our final report reflects clarifications and
other edits made to our draft report, our comments on the department’s
response to the draft report address issues relevant to our final report.

In its response, the department states our report “re-hashes” issues
regarding the 2005 trade mission to China and Korea. The department
asserts the topic had been thoroughly reviewed by the Legislature during
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hearings in 2005 and 2006. Further, the department points out that two
state agencies—the State Procurement Office and the State Department
of the Attorney General—reviewed whether the mission violated state
rules or laws and found there was no violation of the procurement code
or any criminal law violations. The department also said our report
strung together unrelated events and partial facts to create “innuendo”
to achieve a predetermined conclusion. We are not dissuaded by the
department’s response and stand by our findings. We highlight certain
matters below.

As noted in our report, the State Procurement Office (SPO) and

the department discussed the 2005 trade mission on two occasions:
before the mission delegation left for China and after the mission

had concluded. The first was a departmental inquiry of whether the
procurement code would apply to the mission model—as presented by
the department’s director (see Appendix G). As stated in our report,

the department’s director did not disclose key information to the SPO
regarding the participation of the Pacific and Asian Affairs Council or the
department’s role in the expenditure of the mission funds. The SPO said
the procurement code applies to governmental bodies which disburse
funds irrespective of their source. Documents show that based on
information provided by the department’s director, the SPO understood
that the department’s influence in the expenditure of the mission funds
would be minimal.

Based on our interviews with department officials and key stakeholders
and review of department and other source documents, however, it is
clear the department was responsible for the procurement of various
goods and services for the 2005 mission and was directly involved in the
expenditure of the mission funds. Dozens of vendor invoices show the
department was the entity that was billed for the purchase of a variety
of goods and services. There are also documents on department letter
head and signed by the department’s director indicating the department’s
approval to use the mission funds to pay each of the invoices (see
Appendix H).

The payment approval documents were forwarded by the department

to representatives of the District Export Council and the Pacific and
Asian Affairs Council who reviewed the invoices before payment was
made to the vendors. Through interviews with our office as well as
public documents, representatives from the two non-profit organizations
stated that their roles in the mission did not involve the solicitation of
vendors or the procurement of any goods or services. Board members
of the District Export Council said the council’s role was to encourage
participation in the mission. Representatives from the Pacific and Asian
Affairs Council (PAAC) said its role was primarily administrative—
specifically, providing accounting services. Testamentary and



documentary evidence show that the information provided by the
department to the SPO in 2005 was incomplete and misleading. Thus,
the SPO’s opinion was based on incomplete and inaccurate information
and may have inadvertently enabled the department to procure goods and
services and be directly involved in the expenditure of the mission funds
outside state procurement law.

Our report also notes that in its 2005 opinion to the department,

the Department of the Attorney General strongly suggested that the
department should not be placed in a position where it could exert any
influence over the expenditure of the mission funds without complying
with the procurement law. The opinion also advises the department to
avoid being placed in a position that supervises and operates the mission
fund account if the funds are to be used for services in Hawai‘i and
abroad. Our investigation found that mission funds were indeed used
for goods and services in China and in Hawai‘i at the direction of the
department.

In the months following the return of the 2005 mission delegation, the
SPO once again engaged in discussions with the department about the
mission. The SPO administrator said the department’s director stated
that the department had not been involved in the expenditure of the
mission funds. And again, relying on information provided by the
department, the SPO concluded that the PAAC carried the responsibility
for the procurement of goods and services for the 2005 mission and
the expenditure of the mission funds. Subsequently, the SPO noted

in its 2006 opinion that it did not review expenditures of the mission
funds because: 1) fundraising is not addressed in the procurement code
and therefore, the solicited mission funds are not within its purview;
and 2) the procurement code is applicable to procurement contracts by
governmental bodies and not by entities such as PAAC or any other
fiduciary agent.

Based on documents and interviews with key stakeholders, we found that
the department was in charge of the expenditure of the mission funds
which carried out the responsibility of soliciting and hiring vendors for
the 2005 mission. The department’s director authorized the use of the
mission funds to pay dozens of invoices for various goods and service
provided to the department. The invoices were subsequently reviewed
by representatives of the two non-profit organizations before a check
was issued to the vendors. We found that this review process—which
lacked spending criteria or spending restrictions—does not deter from
the fact that the department carried the purchasing authority for the

2005 mission and was responsible for the procurement of goods and
services. We found that the 2006 opinion issued by the SPO was again
based on incomplete and misleading information provided by the
department. Therefore, we strongly urge the State Procurement Office to
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review the issue to determine whether erroneous, withheld, incomplete,
or misleading information tainted its opinions in 2005 and 2006 that
enabled the department to act as the procuring entity for the 2005
mission and expend the mission funds outside state law.

The department also disagrees with our finding that it failed to provide
a number of financial documents in response to an inquiry by state
lawmakers regarding the 2005 mission. The chair of the Finance
Committee, State House of Representatives, made two requests to the
department in February and March 2006. The second request called for
the department to provide all documents relating to the 2005 mission
including purchase orders and invoices. In its response to the chair, the
department said there were no such documents due to the nature of the
mission and the differences of how business transactions are conducted
in foreign countries such as China. A member of the State Senate

also requested the department provide specific mission expenditure
documents in March 2006. In response, the department did provide
invoices regarding those expenditures.

However, in both cases, we found the department failed to provide
lawmakers key documents. We found dozens of invoices, receipts,
purchase orders, and department correspondence regarding the 2005
mission including department payment approval forms that were
attached to individual invoices (see Appendixes I and J). We showed
both lawmakers copies of the department payment approval forms as
well as other invoices and purchase order documents associated with the
2005 mission. One lawmaker said he had not received the department
payment approval forms or any of the invoices or purchase orders shown
to him. The other lawmaker told our office she also had not received any
copies of department payment approval forms and that the documents
she did receive from the department were “worthless.” Therefore, we
stand by the wording and substance of our finding.

The department also contends that only mission sponsorship funds from
the private sector were used to pay for events relating to an October 2005
visit by a governor from China. However, department documents show
that thousands of dollars in general funds were used to pay for limousine
service, lei, gifts, entertainment, and other costs in connection with the
visit (see Appendix I). This is in addition to thousands of dollars spent
in mission funds that were used for goods and services procured by the
department.

Also, the department asserts that internal emails regarding a 2005 li‘au
for a visiting dignitary from China fail to show that a department special
assistant used a personal relationship to secure special services from

a vendor for the event as, according to the department, nothing was
procured from that vendor. However, documents obtained by our office



show that the department did in fact procure the services from the vendor
and approved the use of more than $1,700 in mission funds as payment
(see Appendix O). The emails cited in the report show the prospective
vendor reversed its position regarding the department’s request to
provide special accommodations for the event following a phone call

by the department director’s special assistant to the former owner of the
vendor.

The department does not disagree with our finding that the transfer of
mission funds into its Taipei office bank account was in error. However,
the department asserts that the report failed to acknowledge that the
action did not adversely affect the Taipei office. Our report makes
clear the lack of proper internal controls and effective communication
enabled the transfer to take place without the knowledge of the division
administrator who oversees the out-of-state offices. The division
administrator told our office that such an action could have jeopardized
the non-profit status of the Taipei office and adversely affected its
operations. The fact that the action did not result in the Taipei office
actually having its non-profit status revoked does not diminish our

finding that failings within the department placed the Taipei office at risk.
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ATTACHMENT 1

STATE OF HAWAI‘]

OFFICE OF THE AUDITOR
465 S. King Street, Room 500
Honolulu, Hawai‘i 96813-2917

MARION M. HIGA
State Auditor

{808) 587-0800
FAX: (808) 587-0830

November 13, 2009

corPy

The Honorable Theodore E. Liu

Director

Department of Business, Economic
Development & Tourism

No. 1 Capitol District

250 South Hotel Street

Honolulu, Hawai‘i 96813

Dear Mr. Liu:

Enclosed for your information are three copies, numbered 6 to 8, of our confidential draft report,
Investigation of Specific Issues of the Department of Business, Economic Development &
Tourism. We ask that you telephone us by Tuesday, November 17, 2009, on whether or not you
intend to comment on our recommendations. If you wish your comments to be included in the
report, please submit them no later than Friday, November 20, 2009.

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

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

Sincerely,

AN asren /7’\,,#7;/

Marion M. Higa

State Auditor

Enclosures
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ATTACHMENT 2

LINDA LINGLE

GOVERNOR

THEODORE E. LIU

MARK K. ANSEI%%?S

DEPARTMENT OF BUSINESS, DEFUTY DRECTOR

ECONOMIC DEVELOPMENT & TOURISM

No. 1 Capitol District Building, 250 South Hote! Street, 5th Floor, Honolutu, Hawaii 96813 Telephone: (808) 586-2355
Mailing Address: P.O. Box 2359, Honolulu, Hawaii 96804 Fax: (808) 586-2377

Web site: www.hawaii.gov/dbedt

November 20, 2009

RECEIVED

Ms. Marion Higa
State Auditor

Office of the Auditor 2009N0Y 20 PMI2: 4,3
465 South King Street, Room 500

Honolulu, Hawaii 96813-2917 OFSCTAQT@ TOHFE HAAK{&'TIOR
Fax #587-0830

RE: Federal Market Development Cooperator Program (MDCP)

Dear Ms. Higa:

Attached please find the Departmental Response to the Report on “Investigation of
Specific Issues of the Department of Business, Economic Development & Tourism” (the
“Report™), which I request be appended to the Report when issued.

I respectfully suggest, however, that you may consider further deliberation on the
characterizations in the Report relating to the MDCP grant. In the haste to come after
myself and the department, certain aspects of the program may have been ignored or
misunderstood and may deserve further thought. I make this suggestion as there will be, I
believe, unfortunate consequences to publication of a serious allegation that a Hawaii state
department violated federal grant guidelines. As you know, many Hawaii state departments
have applied and are in the process of applying for competitive federal grants under the
American Recovery and Reinvestment Act (ARRA). Unless such an allegation is fully
substantiated, as I believe it has not been, its publication may have an impact on these state
departments’ obtaining the ARRA grants.

I take the liberty of copying Senator Daniel Inouye on this letter, as I believe he has
an interest in matters relating to ARRA.

incyrely,
’

Theodore E. Liu

Attachment

Copies: The Honorable Daniel K. Inouye, United States Senator
The Honorable Colleen Hanabusa, Senate President
The Honorable Calvin Say, House Speaker
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November 20, 2009

Ms. Marion Higa

State Auditor

Office of the Auditor

465 South King Street, Room 500
Honolulu, Hawaii 96813-2917
Fax #587-0830

RE: Departmental Response to the Report on “Investigation of Specific
Issues of the Department of Business, Economic Development &
Tourism” (the “Report™)

Dear Ms. Higa:

I am disappointed that, once again, the legislative Auditor has chosen to use erroneous
analysis, partial facts and unsubstantiated allegations to achieve a predetermined political
conclusion. In the last report, the legislative Auditor used a “judgmentally selected sample” !
to achieve its conclusion regarding DBEDT’s procurement practices; in this latest report, the
legislative Auditor again selectively picks and applies facts to achieve preset conclusions. As
a consequence of this unfortunate approach, the Report not only distorts actual events, but
unfairly maligns hardworking government employees as well.

This legislative Auditor’s Report covers the federal Market Development Cooperator
grant won by DBEDT to assist Hawaii companies to open the China market; the 2005 trade
mission to China; and the State’s offices in Taipei and Beijing. The fact that this Report is
timed for release shortly after another successful State of Hawaii business mission to China
only points to its political nature.

I will briefly address these three items covered in the 138-page Report based on an
investigation that stretched over 27 months.

Federal Market Development Cooperator Program (MDCP) Grant

The Report’s understanding and analysis of this program is wrong. Based on this
erroneous analysis, the Report’s conclusion that DBEDT violated federal guidelines is wrong.
The Report wrongly bases its conclusion on the understanding that the MDCP was a federal
grant program in which funds were provided in advance to an agency to be expended in

! Page 22, Investigation of the Procurement and Expenditure Practices of the Department of Business, Economic
Development and Tourism and Selected Attached Agencies, Report no. 09-07
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accordance with the requirements of the grant document. However, the Report fails to
understand or intentionally ignores the fact that DBEDT’s MDCP program was explicitly a
reimbursement program. Under a reimbursement program, DBEDT and its partners
expended funds and in-kind services in advance to achieve the objectives of the program.
The federal funding of these expenses is only provided afier reports are filed with the
MDCP. On November 16, 2009, the federal Program Manager responsible for the MDCP
re-confirmed this process by stating as follows:

“Once an award recipient has expended resources on a project activity as Hawaii did
in this case, it can request reimbursement for the federal share of the total amount
expended. ”*?

After the MDCP reimbursed the department for the federal portion of the expenses,
the department is authorized to apply the proceeds at its discretion. This discretion was again
confirmed by the federal Program Manager of the MDCP on November 16, 2009, as
follows:

“Once an award recipient has expended resources on a project activity and has been
reimbursed the federal share, it is free to use those funds as it sees fit. Because it is a
reimbursement of resources already expended on project activity, an amount of project
activity equivalent to the federal share, plus the recipient’s share, has already been
spent. The federal share simply represents repayment to the award recipient of its
funds that it expended in anticipation of being reimbursed. Because the project-
related expenditures have already occurred, once reimbursed, the recipient can use the
funds for whatever it wishes. ™

The Report’s analysis is based on the erroneous assumption that the federal
reimbursement funding, once obtained, was required to be spent pursuant to the reports
already filed. This assumption is wrong; therefore the Report’s conclusion is wrong.
DBEDT and its partners expended cash and in-kind contributions from their own resources,
totaling approximately $2 million to achieve the objectives of the MDCP proposal. As
agreed in advance with the MDCP, reimbursement of the federal portion of this larger
amount was requested through the reports submitted to and reviewed by the MDCP.
Thereafter, these amounts were free and clear for uses determined by the department, as I
previously testified to the Legislature.

Despite the explicit flexibility to use the reimbursement funding for any purpose, the
department chose to expend it entirely on developing the China market for Hawaii
businesses. This was in keeping with the spirit and intent of the MDCP program. In fact, the
reimbursed amounts were kept in a separate bank account exactly for transparency and
accountability, an arrangement that the Report also erroneously criticizes.

2 Attached hereto
® Attached hereto
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As for the department’s reimbursement reports, the Report alleges, but does not
substantiate, that the reports were either false or a violation of federal guidelines. Mere
allegation of such a serious matter is not enough; nor does the mere repetition of this
allegation throughout the Report rise to the level of evidence. In fact, the federal Program
Manager of the MDCP stated on November 16, 2009, that “at no time during the four year
project die [SIC] we have any suspicion of any lack of effort on the part of Hawaii, nor did
we ever suspect misuse of federal funds related to the project. ™

In summary, the legislative Auditor wrongly analyzed the reports submitted by
DBEDT to the federal government as prospective representations of how the department
intended to spend the funding. In fact, the DBEDT reports were retrospective; detailing
what had already been expended in order to apply for reimbursements. As reiterated by the
federal MDCP Program Manager, the expenditure of the reimbursed amount was not bound
by any details in the reports. Therefore, the Auditor’s conclusion that DBEDT violated
federal guidelines by not expending the reimbursement funding in accordance with the reports
is wrong.

The federal Program Manager noted that the nature of the program was explained to
the Auditor’s Office. That the Report chose to ignore the explanations sheds further light on
the legislative Auditor’s intent to achieve a preconceived conclusion rather than a fact-based
finding based on actual evidence.

DBEDT’s 2005 Trade Mission to China and Korea

The Report re-hashes issues thoroughly reviewed and subject to intense questioning
and challenge at numerous Senate and House hearings on this same topic held throughout
2005 and 2006.

The two state agencies with substantive jurisdiction over whether the mission violated
state rules or laws, the State Procurement Office and the State’s Attorney General’s Office,
also reviewed these matters at that time. The State Procurement Office concluded that there
was no violation of the State’s procurement code’. The State Attorney General’s Office
concluded that there were no criminal law violations®.

However, this Report continues to employ the practice of stringing together unrelated
events and providing partial facts to create innuendo in order to achieve a predetermined

conclusion.

Several examples of the many instances of this extraordinary approach include:

* Attached hereto
3 Page A-1, “China trip properly done, says state office”, April 20, 2006, Honolulu Advertiser
® page A-11, April 20, 2006, Honolulu Advertiser
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Allegation:

Innuendo:
Fact:

Allegation:

Innuendo:
Facts:

Allegation:

Innuendo:
Fact;

Allegation:

Innuendo:;
Fact:

That the Director testified that mission expenditure records were not
available only to have the Auditor “discover” boxes of these records.
The Department withheld records from the legislature.

The Report does not provide the proper chronology of these events.
Early in the legislative hearings process, the Director testified that the
expenditure records were not yet compiled. That was a true statement.
Thereafter, the Department compiled the entire box of mission records,
including receipts, and provided them to all parties, including the
Senate and House committees. The Auditor did not “discover” any
withheld documents. The documents purported to have been
“discovered” were provided by DBEDT after they were compiled.

That the Department organized expensive dinners in China, luaus in
Hawaii and entertainment for the visit to Hawaii by the Governor of
Guangdong Province.

These were “lavish” events paid for by public funds.

These events were subject to questioning by the prior legislative
committees. All of the events cited were paid for by mission
sponsorship funds raised from the private sector; no public funds were
used. All of these events were pre-agreed to with the mission sponsors.
As previously testified before the legislature, all of these events were
related to the China mission. These events benefited all participants in
the mission and helped build the relationships in China critical to the
success of Hawaii businesses in that market.

That emails between the DBEDT Special Assistant and a vendor for a
luau showed a special relationship.

A questionable “special deal” was arranged.

Nothing was procured from that vendor.

That the Department solicited private sponsors for the mission and
provided them with special advantages.

Improper special advantages were conveyed to private sponsors.
This was the subject of extensive questioning at prior legislative
hearings. No special advantages were conveyed. The Auditor has
found no evidence to substantiate the allegation and implication, but
only seeks to convey an innuendo that impropriety occurred.

More than four (4) years after the mission and after numerous legislative committees
have reviewed every piece of paper related to it and after the two agencies with jurisdiction
over the issues raised have decided that there were no violations, the fact that the legislative
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Auditor decided to conduct an investigation which was outside the scope of the Legislative
request’ sheds light on the Auditor’s motive.

The State of Hawaii’s Overseas Offices in Taipei and Beijing

This section of the Legislative Auditor’s Report is replete with inflammatory
statements such as “invites opportunity for abuse,” or “could have had significant
repercussions,” or “could have jeopardized the operations.” Nowhere, however, is there any
substantiated finding of any actual abuse, impropriety or misconduct. Nowhere is there
substantiation of the Report’s innuendo that funds were misused or applied for personal or
other unauthorized purposes.

The Report glosses over the fact that using a personal bank account for office-related
expenditures was commenced in 2001 under the previous Administration and was only
changed to an official business account after the Beijing Office received its official approval
from the China government under this Administration.

The transfer of mission funds into the Taipei Office account was an error and
measures have been taken that it will not be repeated. However, the Report ignores the fact
that the transfer, which occurred in 2005, did not and has not adversely affected the Taipei
Office. In fact, the Taipei Office is as active as ever and the State’s relationship with Taiwan
as strong as ever.

What it is evident that the Report totally ignores the successes and contributions of the
state’s Taipei and Beijing Offices.

As the result of the Taipei Office’s efforts or assistance within the past 6 months only,
Taiwan President Ma Ying-jeou and his senior cabinet members paid an official visit to
Hawaii thereby enhancing Hawaii’s visibility in that vibrant market; the Taiwan Bureau of
Energy and several Taiwan renewable energy companies have travelled to Hawaii on clean
energy collaboration projects; a Hawaii House of Representatives delegation led by Speaker
Calvin Say visited its counterparts in Taiwan and signed a baseball sports exchange
agreement; and a 30-member business delegation led by the ROC - USA Business Council
visited Hawaii on November 5, 2009, for business and trade discussions.

Recent successes of the Beijing Office have resulted in China being viewed by the
Hawaii visitor industry as the next major market for visitors®; the potential initiation of direct

7 Section 197 of Act 213, SLH 2007 is the legislative request for this investigation. It explicitly covers: “1) internal
controls over financial reporting and operations; 2) federal grant program management systems, including the
Community-Based Economic Development (CBED) program and reallocation of moneys from the program to
support non-CBED purposes; 3) incentive program, including the enterprise zone beneficiaries and the foreign
investor program; and 4) allocation of funds between programs with different revenue sources.”

® “Hawaii’s tourism slump has industry looking to China”, Honolulu Advertiser, November 17, 2009
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flight service between China and Hawaii; significant collaboration and partnerships in clean
energy with the China Academies of Science and Academies of Engineering; participation by
the Chinese in the Thirty-Meter Telescope; and the Chinese Ministry of Commerce’s decision
to open, at its own expense, a Hawaii products showroom and distribution center to ease the
export of Hawaii products and services into the China Market.

These accomplishments, among many, have only been made possible by the
relationships that have been cultivated by the China missions and by Hawaii’s demonstrated
interest in China through the establishment of the state’s Beijing Office. Business in China is
based on relationships that are developed, cultivated and gained over time. In China and
with Chinese partners, evidence of commitment and of government support is important.

The China missions and Taipei and Beijing offices demonstrate Hawaii’s interest and intent to
pursue the type of relationship preferred by the Chinese. This facilitates Hawaii businesses’
partnerships and business in that growing market.

Not only does the Report fail to understand or recognize the strategic value of the
MDCP program, the China missions and the overseas offices, but it ignores their on-going
successes in order to create a totally false and misleading impression. This outcome can only
be viewed as a deliberate attempt to distort the record for the purpose of reaching a
predetermined conclusion. If there is any waste, it is found in a two-year plus investigation
and a report that is erroneous, that fails to accurately assess factual information and that is
unbalanced in its approach. It is unfortunate that a process which could be productively
employed to improve state processes is being used in a punitive manner through its complete
absence of objectivity. If the legislative Auditor has constructive recommendations, these
would be welcomed by the department.

¥ ely,
)

Theodore E. Liu
Attachment
Copies: The Honorable Linda Lingle, Governor

The Honorable Colleen Hanabusa, Senate President
The Honorable Calvin Say, House Speaker
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Theodore E Liu/DBEDT To
11/20/2009 11:43 AM cc
bce

Subject Fw: State of Hawaii grant award number 03-2584

Dennis Ling/DBEDT
11/18/2009 09:12 AM To Theodore E Liu/DBEDT@DBEDT

cc

Subject Fw: State of Hawaii grant award number 03-2584

From Brad Hess.

Dennis T. Ling

State of Hawaii

Department of Business, Economic Development & Tourism
Strategic Marketing and Support Division

P.O. Box 2359

Honolulu, HI 86804

Phone: 808-587-2755 Fax.: 808-586-2589

e-mail: dling@dbedt.hawaii.gov

----- Forwarded by Dennis Ling/DBEDT on 11/18/2009 09:14 AM -----

"Dennis Ling"
<dling2@hawaii.rr.com> To <dling@dbedt.hawaii.gov>, <tsoares@dbedt.hawaii.gov>,
11/18/2009 08:08 AM <mhiraoka@dbedt.hawaii.gov>
cc
Subject Fw: State of Hawaii grant award number 03-2584
----- Original Message -----

From: Brad Hess

To: Dennis Ling

Ce: Beverly.Manley@noaa.gov ; Raj Dwivedy

Sent: Monday, November 16, 2009 12:08 PM

Subject: Re: State of Hawaii grant award number 03-2584

Dear Mr. Ling,

Per our telephone conversation of a few minutes ago, here is, in written form, an abridged explanation of
what my explanation of how the reimbursements worked for the above-noted financial assistance award.
Rather than use the hypothetical example used in our conversation, | will refer to Hawaii's actual spending

as indicated to us in the quarterly financial reports.
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Once an award recipient has expended resources on project activity as Hawaii did in this case, it can
request reimbursement for the federal share of the total amount expended. In this case, that share was
32%. So, for the quarter ended Dec. 31, 2003, Hawaii reported project expenditures of $176,293. The
portion of that amount that Hawaii was to be reimbursed by the federal government was $56,907, or 32%
of the total amount expended on project activity during the quarter. (Note that the quarterly reports
summarized above may not correlate with the reimbursements, which can be made at intervals other than

quarters.)

Once an award recipient has expended resources on project activity and been reimbursed the federal
share, it is free to use those funds as it sees fit. Because it is a reimbursement of resources already
expended on project activity, an amount of project activity equivalent to the federal share, plus the
recipient's share, has already been spent. The federal share simply represents repayment to the award
recipient of its own funds that it expended in anticipation of being reimbursed. Because the project related
expenditures have already occurred, once reimbursed, the recipient can use the funds for whatever it

wishes.

A quick review of the summary above shows that Hawaii pledged $838,183 in match to the federal share
of $399,500. In fact, Hawaii contributed $1,594,794, much more than the match it had pledged.

Please understand that the summary above is not the official record of the award. That record is kept by
grants officer Beverly Manley. The summary above was made from the quarterly reports submitted to Ms.
Manley. However, it might not represent adjustments that Ms. Manley or her staff sometimes must make
on the original reports. Nevertheless, | believe the summary above to be accurate. | am not aware from

Ms. Manley of any unresolved problems with the financial reporting.

We sent a Commerce Department official, Dr. Raj Dwivedy, to Hawaii on at least two occasions during the
project term. In addition, Dr. Dwivedy was in frequent contact via telephone and email with the Mr. Richard
Bahar and his associates at Hawaii. The purpose of these visits was coordination of project activity and
not a financial audit. Nevertheless, | know from what Dr. Dwivedy reported to me and from the
performance reports, that at no time during the four-year project die we have any suspicion of any lack of

effort on the part of Hawaii, nor did we ever suspect misuse of federal funds related to the project.

| hope this helps to clarify our conversation.

Brad Hess

Manager, Market Development Cooperator Program
Manufacturing and Services

International Trade Administration

U.S. Department of Commerce

14th St. & Constitution Ave., NNW., HCHB 3215
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