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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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Mismanagement of the Deposit Beverage Container Program puts
its continued operation at risk

Unaddressed program flaws result in millions of dollars in
overpayments and undermine financial sustainability

This is our fourth audit of the Deposit Beverage Container (DBC) Program. As in our previous audits,
we found that the program relies on self-reported data from distributors who may be fraudulently
or erroneously under-reporting beverage containers sold or distributed, and certified redemption
centers that may be fraudulently or erroneously over-reporting beverage containers redeemed. This
flaw, coupled with an absence of a detailed audit function, exposes the program to abuse and risk of
fraud, which threaten the financial sustainability of the program. For example, from FY2010 through
EY2012, the DBC Program paid $6.2 million in_deposit refunds for almost 7.5 million pounds _of
materials that cannot be accounted for. As a result of these and other inefficiencies, over the past
three fiscal years, the program has paid out $28 million more in handling fees than it has collected in
container fees, contributing to a steady increase in fund expenditures.

The Department of Health, which administers the DBC Program, has been aware of these systemic
weaknesses for some time. As early as 2006 it proposed switching to a “back-end” payment system,
which would address many of these issues. Paying redemption centers on the back-end means
reimbursing them for the number of containers shipped to end-user recyclers instead of the number
that they claim to receive from customers. (Under the current system, these claims are not validated.)
Implementing such a change would require amending the program’s administrative rules. We found
that the program’s deputy attorney general prepared draft amendments in June 2012; but, according
to department officials, as of June 2013, moving to a back-end payment system is still under
consideration.

Inattention to basic management functions exacerbates program’s
inability to prevent fraud and abuse

The DBC Program lacks adequate management to effectively and efficiently guide its enforcement

functions and payment process. For instance, management has not addressed inappropriate position
descriptions for program inspectors, in place since the program’s inception more than a decade

ago. This misalignment of gualifications with_actual job duties has led to a high turnover rate of

program inspectors, who, between FY2008 and FY2012, had an average length of employment of
only 16 months. Currently, all four of the program’s inspector positions are vacant, with one filled
by an 89-day hire on an interim basis. In addition, management relies on a single person to issue
and approve more than $54 million in payments to redemption centers statewide. The program
manager recognizes the risks associated with this assignment of duties but has only recently begun
to approve requests for additional accounting support. When we asked why he does not perform
various management functions, the program manager stated that he lacked the time to do so. He

said that he serves as a “fire fighter” for the program and spends his time fixing problems.
Agency Response

In its response to our draft report, the department objected to our finding that “Inattention to basic
management functions exacerbates program’s inability to prevent fraud and abuse.” It expressed
appreciation and support for the current program manager, who is responsible for the day-to-day
management of the program, describing him as a valued and hard-working employee. However, the
department did not provide any additional information to dispute this or any other of our findings. The
department did provide specific comments on the 13 recommendations we made in the draft report.
Judging by the recent actions undertaken by management as described in its response, the department
appears to be in general agreement with our conclusions and recommendations.
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Foreword

This is a report on the management and financial audit of the Department
of Health’s Deposit Beverage Container Program, June 30, 2012. We
conducted this audit pursuant to Section 342G-107, Hawai‘i Revised
Statutes, which requires the Office of the Auditor conduct a management
and financial audit of the Deposit Beverage Container Program and
Special Fund in fiscal years ending in even-numbered years, after the
initial audit for the fiscal year ended June 30, 2005. This audit was
conducted by the Office of the Auditor and the certified public accounting
firm of Accuity LLP.

We wish to express our appreciation for the cooperation and assistance
extended by the officials and staff of the Department of Health and other
offices and individuals whom we contacted during the course of our audit.

Jan K. Yamane
Acting State Auditor
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Chapter 1

Introduction

Hawai‘i’s Legislature has long recognized the importance of managing
and protecting the state’s environment through recycling efforts. Glass
container importers have been paying a glass advance disposal fee of one
and one-half cents per container since 1994. The revenue from these fees
was deposited into an account in the State’s Environmental Management
Special Fund under the Department of Health and financed county

glass recovery programs. To further protect the environment, increase
recycling, and reduce litter, the 2002 Legislature passed Act 176, Session
Laws of Hawaii (SLH) 2002, known as the “bottle bill,” to establish the
Deposit Beverage Container Program.

In the act’s preamble, the Legislature stated that recycling is an important
element of an integrated solid waste management system, which can
protect and preserve environmental resources and reduce economic
costs to residents and businesses. The Legislature also noted a need

to expand participation in recycling programs and minimize costs to
participants and the government. The purpose of Act 176, SLH 2002,
was to increase participation and recycling rates for specified deposit
beverage containers, provide a connection between manufacturing
decisions and recycling program management, and reduce litter. The
nickel-redemption program aims to recover 80 percent of the bottles and
cans used in Hawai‘i.

Hawai‘i is one of ten states that has some form of beverage container
recycling program. The others are California, Connecticut, lowa, Maine,
Massachusetts, Michigan, New York, Oregon, and Vermont.

Background
Audit requirement

Act 176, SLH 2002, codified as Chapter 342G, Part V111, Hawai‘i
Revised Statutes (HRS), requires the Auditor to conduct a management
and financial audit of the Deposit Beverage Container Program for
FY2005, FY2006, and each even-numbered fiscal year thereafter. The
Auditor is also required to submit a report, including the amount of any
unredeemed refund value and recommendations, to the Legislature and
the department no later than 20 days prior to the convening of the next
regular session. For FY2012, we conducted the management audit and
contracted with a CPA firm, Accuity LLP, to undertake the financial
audit.
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Inception of the
Deposit Beverage
Container Program

The redemption
process

The State Department of Health’s Environmental Management Division,
Solid and Hazardous Waste Branch, Office of Solid Waste Management
administers the Deposit Beverage Container (DBC) Program and

the Deposit Beverage Container Deposit Special Fund (DBC Fund).
Chapter 342G, HRS, defines a deposit beverage container as an
“individual, separate, sealed glass, polyethylene terephthalate, high-
density polyethylene, or metal container less than or equal to 68 fluid
ounces used for containing, at the time of sale to a consumer, a beverage
intended for use or consumption in Hawai‘i.” Such beverages include
all nonalcoholic drinks (e.g. soda, water, juice, tea, coffee) and some
alcoholic drinks (e.g. beer, malt beverages, mixed spirits, mixed wine).

According to the department, the DBC Program was implemented on
September 1, 1994, when glass distributors began paying an advance
disposal fee of one and one-half cents per glass container. However,
after Act 176 was passed, the department set a July 1, 2002 deadline for
deposit beverage distributors to register with the State. According to
Chapter 342G, HRS, a deposit beverage distributor is a “manufacturer
of deposit container beverages in the state, or an entity that imports

or engages in the sale of filled deposit beverage containers to a dealer
or consumer.” This definition includes federal agencies and military
distributors but excludes airlines or shipping companies that merely
transport deposit beverage containers.

On October 1, 2002, distributors began paying into the DBC Fund

a deposit beverage container fee of one-half cent for each plastic or
metal container they manufactured or imported into Hawai‘i. On
October 1, 2004, this container fee increased to one cent per container;
and glass beverage containers, as well as plastic and metal containers,
were included in the program.

On January 1, 2005, the five-cent deposit refund fee went into effect
along with the requirement that all deposit beverage containers be labeled
with a five-cent redemption value. The five-cent deposit is refunded

to customers when they take their empty containers to a redemption
center to be recycled. A redemption center is “an operation that accepts
redeemable containers from consumers, provides their refund value, and
ensures the empty containers are properly recycled.”

The DBC law authorizes the department to adopt administrative rules to
implement the program. The department adopted Title 11, Chapter 282,
Hawai‘i Administrative Rules (HAR), in April 2007.

The department collects both a five-cent deposit refund fee and a
container fee from distributors for each eligible beverage container sold
in the state. Effective September 1, 2012, following its press release that
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the current fee structure and declining special fund balance would leave
the program underfunded in 2014 and unable to continue operations, the
department raised the container fee from one-cent to one and

one-half cents. The department reimburses the five-cent deposit to
certified redemption centers for each recycled container and pays a
two-cent handling fee on O*ahu and a three-cent handling fee on
neighbor islands to ensure redemption centers recycle all redeemed
containers. Effective September 15, 2008, the department adjusted the
handling fee for glass deposit containers to two cents for construction
and agriculture applicants and four cents for remanufacturing applicants.
Moneys are deposited into and paid out of the DBC Fund. Exhibit 1.1
illustrates the basic redemption process.

Exhibit 1.1
Basic Redemption Process

Consumer pays
The certified redemption

center pays customer

e /‘_'__.

for every container purchased

)

"\

for every container redeemed

Dealer/Retailer pays Distributor/ Importer

Deposit Beverage Container
Deposit Special Fund pays
Certified Redemption Center

for every container purchased

0 0000 -

Distributor/Importer pays the Deposit
2¢ to 4¢ for every container recycled Beverage Container Deposit Special Fund

for every container purchased

Source: Office of the Auditor
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An individual or business that wants to operate a redemption center must
receive both a solid waste permit and a redemption center certification
from the department. In addition to conditions listed in the permit

and certification, redemption centers must comply with statutory
requirements in Section 342G-114, HRS, which are to accept all types
of empty deposit beverage containers for which a deposit has been paid;
verify that all containers to be redeemed bear a valid Hawai‘i refund
value; pay the redeemer for the full refund value in either cash or a
redeemable voucher for all deposit beverage containers; ensure each
deposit beverage container is recycled through a contractual agreement
with an out-of-state recycler or an in-state recycling facility permitted
by the department (not applicable if redemption center is operated by a
recycler permitted by the department); and forward the documentation
necessary to support claims for payment.

Counties are eligible for money from the DBC Fund to assist in
continuing redemption center operations. The department signed
separate contracts for FY2011 and FY2012 with Hawai‘i and Kaua“i
counties for $1.53 million and $530,000, respectively. The City and
County of Honolulu and Maui County did not contract for funding.

As of June 2012, the department authorized a total of 117 certified
redemption centers on O‘ahu and the neighbor islands. The one-cent
non-refundable container fee collected by redemption centers is used to
cover the costs of supporting redemption operations, collection, handling,
transportation, and administrative costs. Exhibit 1.2 shows a breakdown
of redemption centers by each island.

Exhibit 1.2
Certified Redemption Centers, by Island
Island Number of Centers
O‘ahu 67
Hawai'i 20
Maui 17
Kaua‘i 10
Moloka‘i 2
Lana‘i 1
TOTAL 117

Source: Department of Health

The department requires redemption centers to sort deposit

containers from non-deposit containers; sort by material type (aluminum,
bi-metal, glass, and plastic); empty containers of liquid or other foreign
material, although rinsing containers is not necessary; and remove caps
from containers. Initially, containers could not be flattened; however, as
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of July 7, 2005, flattened containers are accepted at redemption centers
but not by reverse vending machines.

Certified redemption centers may weigh loads of empty deposit beverage
containers and pay deposits based on weight rates by material type.
Consumers may request hand-counts of loads of 200 containers or
fewer. When containers are weighed, redemption centers must use
state-provided segregated rates to calculate the number of redeemed
containers per pound. Segregated rates are based on an average number
of containers per pound, so a consumer may receive more

or less than five cents per container. The number of containers per
pound by material type is required to be posted at redemption centers.
Non-deposit beverage containers can also be recycled, but without a
refund. Exhibit 1.3 shows the current segregated rates.

Exhibit 1.3

Hawai'‘i Deposit Beverage Container Law Segregated Rates, Effective December 1, 2010
Deposit Container Material Type No. of Containers per Pound Price per Pound
Aluminum 32.0 $1.60

Bi-metal 5.9 $0.30

Glass 24 $0.12

Plastic (mixed rate: sizes 0-68 fl. 0z.) 18.8 $0.94

Plastic (small rate: sizes 0-17 fl. 0z.) 26.3 $1.32

Source: Department of Health

Organization of the The Department of Health’s Environmental Management Division, Solid

Deposit Beverage and Hazardous Waste Branch, Office of Solid Waste Management is

Container Program headed by the Solid Waste Management coordinator, and has a total of
14 positions.

Of the 14, ten civil service positions are assigned to the program: an
accountant IV, two account clerk Ils, a planner 1V, an environmental
engineer 1V, four environmental health specialist I1ls, and an
environmental health specialist IV. One environmental health specialist
111 position was downgraded to an environmental health specialist 11

as an 89-day hire. Arecycling coordinator oversees implementation

of the DBC Program under law. Exhibit 1.4 illustrates the program’s
organization.
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Exhibit 1.4
Deposit Beverage Container Program Organizational Chart

Director of Health

Deputy Director
Environmental Health Administration

Environmental Management Division

Solid and Hazardous Waste Branch

Solid Waste Management Coordinator
Office of Solid Waste Management

Recycling Coordinator Accountant IV

L Account Clerk II (2)

Planner IV Environmental Engineer IV

Environmental Health Specialist Il (4) Environmental Health Specialist IV

Source: Office of the Auditor

The Deposit Beverage Section 342G-104, HRS, established the DBC Fund as a means to finance

Container Deposit the DBC Program. The intent of the fund was for program revenues to

Special Fund support the program’s recycling expenditures. The distributors’ five-cent
deposit and one- or one-and-one-half-cent container fee for each eligible
beverage container sold in the state produces revenue for the fund.

Pursuant to Act 79, SLH 2009, the director of finance deposited interest
earned by the DBC Fund into the State’s general fund and also paid

for central services administrative expenses effective July 1, 2009 to
June 30, 2015. In addition, Acts 192, SLH 2010, and 124, SLH 2011,
transferred a combined $1.3 million in excess funds from the DBC Fund
to the general fund during FY2011.
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The fund’s expenditures include the five-cent deposit paid as a
reimbursement to certified redemption centers for each container
redeemed and a handling fee per container of two cents on O*ahu

and three cents on the neighbor islands. The program may also use

the money in the special fund to pay for administrative, audit, and
compliance activities associated with collection and payment of the
deposits and handling fees of the program; conduct recycling education
and demonstration projects; promote recyclable market development
activities; support the handling and transportation of the deposit beverage
containers to end-markets; hire personnel to oversee implementation

of the deposit beverage container program, including permitting and
enforcement activities; and pay for associated office expenses.

The department reported collecting more than $54 million in FY2012.
This includes both deposits and container fees collected from
distributors. The department reported paying out more than $59 million
in expenditures, including $36 million in redemption fees, $18 million

in handling fees, and $5 million in administrative and other operating
expenditures. Exhibit 1.5 shows the total revenues and expenditures on a
cash basis for the DBC Fund for FY2008 through FY2012.

Exhibit 1.5
Deposit Beverage Container Deposit Special Fund Revenues and Expenditures (Cash Basis),
FY2008 through FY2012

$64,000,000
$62,000,000

$60,000,000 . /\\
$58,000,000 . /\ /

\ V4
$56,000,000 \\ ----- Revenues
$54,000,000 / \\ ——————————————— Expenditures
$52,000,000
$50,000,000
$48,000,000 T T T T )

FY2008 FY2009 FY2010 FY2011 FY2012

Source: Department of Budget and Finance

Reporting The law establishes numerous reporting requirements for involved

requirements entities. Section 342G-15, HRS, requires the Solid Waste Management
coordinator to submit an annual report of the office’s activities to each
county, the director, the governor, and the Legislature 20 days prior to the
convening of each regular session.
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Redemption centers must submit reports to the department in order

to receive payment for handling fees and refund values. Using forms
prescribed by the department, redemption centers must provide: 1) the
number or weight of containers of each material type accepted at the
redemption center for the reporting period; 2) the amount of refund

paid out by material type; 3) the number or weight of containers of each
material type transported out-of-state or to a permitted recycling facility;
and 4) copies of out-of-state transport and weight receipts or acceptance
receipts from permitted recycling facilities. If the redemption center
and recycling facility are the same entity, copies of out-of-state transport
and weight receipts, or documentation of end-use accepted by the
department, must also be included. Requests for payment by redemption
centers must be at least twice a month.

Beverage distributors are required to submit a monthly report to the
department on the number of deposit beverage containers sold, donated,
or transferred by container size and type.

The DBC Program does not apply to deposit beverage containers sold

or delivered to an entity operating a commercial passenger vessel when
the container is intended for use and consumption on the commercial
passenger vessel. However, to be exempt, the entity operating the vessel
must have a beverage container recycling plan prescribed or approved
by the department. Plans must include the name and address of the
recycling facility accepting the empty containers. Deposit beverage
containers covered under this exemption must not be redeemed for a
refund or handling fee.

Prior Audits The Office of the Auditor has conducted three audits of the Deposit
Beverage Container Program. In our 2005 Report No. 05-09, Audit
of the Deposit Beverage Container Program, we found that numerous
delays at the Department of Health negatively impacted program
planning and implementation. The department failed to submit a timely
budget request for program funding, losing valuable time in preparing
for when consumers could start redeeming empty beverage containers.
The department was late in hiring staff, which limited program planning
and implementation efforts. Redemption centers were poorly operated,
with inconsistent operations, because the department had not developed
standard redemption procedures or levels of service. Inspections by
environmental health specialists were limited, sporadic, and reactive.
Public education efforts were untimely and static, overlooking the greater
environmental message. The department failed to develop procedures
to verify that data submitted by distributors were accurate or that
resulting payments received from distributors were justified. Payments
to redemption and recycling centers were based on unverified numbers.
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Lastly, the department failed to establish a financial accounting system
for the program, was unable to complete reconciliations of accounting
records or adjustments to prepare the financial statements, and lacked
internal controls.

The State of Hawai‘i Deposit Beverage Container Deposit Special Fund
Financial and Program Audit June 30, 2008, conducted by Accuity
LLP, found that the program lacked adequate procedures to prevent or
detect whether distributors fraudulently or erroneously under-reported
containers sold or distributed, or whether certified redemption centers
fraudulently or erroneously over-reported containers redeemed. Deposit
and fee collections from distributors as well as payments to certified
redemption centers were based on unverified numbers with limited
inspections performed by program personnel. The program lacked
controls to prevent or detect unauthorized beverage containers from
entering the redemption stream. Since inception of the program, exempt
commercial passenger vessel companies had not been inspected. The
program’s management also misstated the DBC Fund’s balance by

$5 million in FY2007, which resulted in a $5 million restatement of the
beginning fund balance in FY2008.

The State of Hawai‘i Deposit Beverage Container Deposit Special Fund
Financial and Program Audit June 30, 2010, also conducted by Accuity
LLP, found that despite five years of experience, several deficiencies
exposed the program to fraud, including over-reliance on self-reporting
by program personnel and lack of systematic compliance inspections.
Deposits and fee collections from distributors as well as payments to
redemption centers were unsupported. Four redemption centers refused
to provide support for amounts redeemed and the related reimbursements
requested. At least one large redemption center operator increased

the weights reported on redemption forms submitted to the program

to correct for errors made by its employees. Exempt commercial
passenger vessel companies had not been inspected since the program’s
inception, which continued to expose the program to risk of unauthorized
containers entering the redemption stream. Consequently, the program
was potentially operating at a greater cost than necessary, and the
reported redemption rate may not have been reliable.

Objectives of the 1. Assess the efficiency and effectiveness of the Department of Health’s
Audit management of the Deposit Beverage Container Program.

2. Conduct a financial audit of the program, including information on
the amount of unredeemed refund value.

3. Make recommendations as appropriate.
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Scope and
Methodology

We conducted a management and financial audit of the Deposit Beverage
Container Program for the fiscal year ended June 30, 2012. The audit
considered information from prior and subsequent fiscal years as
available and relevant to our overall objectives.

We conducted interviews with key program staff and reviewed relevant
documents, including those regarding the program’s management to
determine whether relevant laws and policies were met; the system

is efficiently and effectively managed; and there was documentary
evidence of ongoing performance monitoring. We assessed whether the
program was provided sufficient oversight by department and program
management and reviewed planning, personnel, and other documents for
compliance with applicable policies, procedures, agreements, and other
relevant criteria.

Accuity LLP conducted a financial audit, including:

1. Assessing the adequacy, effectiveness, and efficiency of the systems
and procedures for financial accounting, internal control, and
financial reporting of the program; recommending improvements
to such systems, procedures, and reports, and to report on the fair
presentation of program’s revenues, expenditures, and fund balance;

2. Ascertaining whether expenditures or deductions and other
disbursements have been made and all revenues or additions and
other receipts have been collected and accounted for in accordance
with applicable laws, rules, regulations, policies, and procedures of
the State of Hawai‘i; and

3. Making recommendations as appropriate.

Our audit was performed from March 2013 through August 2013 and
conducted according to the Office of the Auditor’s Manual of Guides and
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe the
evidence we obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.
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Mismanagement of the Deposit Beverage
Container Program Puts Its Continued Operation

at Risk

This is our fourth financial and program audit of the Deposit Beverage
Container (DBC) Program. As in our previous audits, we found that

the program relies on self-reported data from distributors that may be
fraudulently or erroneously under-reporting beverage containers sold or
distributed, and certified redemption centers that may be fraudulently or
erroneously over-reporting beverage containers redeemed. This systemic
flaw, coupled with the absence of a detailed audit function, exposes

the program to abuse and risk of fraud. For example, from FY2010
through FY2012, certified redemption centers could not account for
approximately 7.5 million pounds of recycled materials they claimed to
have received and were reimbursed $6.2 million by the DBC Program.
We found that the Department of Health, which administers the program,
has been aware of this flawed payment system since 2006 but has

done little to address it, either with changes to the program or through
enforcement and inspections.

We also found the program manager, who is limited to a reactionary,
“fire-fighting” role, is unable to effectively and efficiently manage the
program’s resources. Moreover, a lack of staffing in critical positions
hampers the program’s ability to ensure that certified redemption centers
and recyclers are held accountable for submitting proper payment

claims. For example, a single employee is responsible for issuing

more than $54 million in payments, a situation that further exposes the
program’s operations to risks, since there is no other employee capable of
performing this vital function.

Summary of
Findings

1. Unaddressed program flaws result in $6.2 million in overpayments
and undermine the Deposit Beverage Container Program’s financial
sustainability.

2. Inattention to basic management functions exacerbates the program’s
inability to prevent possible fraud and abuse.

3. Significant deficiencies in internal controls over distributors and
certified redemption centers expose the program to fraud.

11
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Unaddressed
Program Flaws
Result in $6.2
Million in
Overpayments
and Undermine
the Program’s
Financial
Sustainability

Management has done
little to address flawed
payment system,
resulting in loss of
millions of dollars

Our audit found that from FY2010 through FY2012, the DBC Program
paid $6.2 million in deposit refunds for almost 7.5 million pounds of
materials that cannot be accounted for. Management has known about
its flawed payment system for years but has done little to address the
defect. Further, the program’s inspection and enforcement functions
are ineffective as a deterrent to fraud. These systemic flaws continue to
negatively impact the financial sustainability of the Deposit Beverage
Container Deposit Special Fund (DBC Fund).

According to one of its managers, the DBC Program has changed

the public’s attitude towards stewardship of the environment and
recycling. However, we found significant problems with the program’s
payment system, which pays the five-cent deposit refund fee to certified
redemption centers and recyclers based on what they claim to have
received rather than what they actually ship to recyclers. This “front-
end” payment system makes the program susceptible to fraud, since
some redemption centers and recyclers appear to receive more deposit
refunds than they should. We found that the department identified
overpayments as a concern as early as 2007; however, it has taken no
action to address this issue, resulting in the loss of millions of taxpayer
dollars.

Program regularly pays deposit refunds to redemption centers
for materials that cannot be accounted for

In FY2010, the program could not account for more than one million
pounds of aluminum cans, of which deposit refunds of more than

$1.6 million had already been paid to a single redemption center, RRR
Recycling. This has allowed certain redemption centers to abuse the
program by receiving payment for materials that cannot be accounted for.
The department pays redemption centers a handling fee for each deposit
beverage container redeemed by a consumer in addition to the refund
value of each deposit beverage container based on collection reports
submitted by the center.

The DBC Program payment system requires redemption centers to
submit separate forms for reimbursement requests for deposit refunds
(5¢ Deposit Refund Request Form DR-1) and handling fees for
containers redeemed (Handling Fee Request Form HR-1). The program
payment system was designed to have the amount of materials submitted
on the DR-1 form equal, or be corroborated by, the amount of materials
reflected on the HR-1 form. The program’s policies further specify that
all weights reported on the HR-1 form must reference an incoming load
number previously reported on a DR-1 form.
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Redemption centers receive their refunds without verification of the
weights or amounts claimed. Deposit refunds require a summary sheet
prepared by redemption centers; however, no supporting documentation
to verify amounts claimed is required. Handling fee payments, however,
do require verification of weights claimed, as redemption centers

must submit documentation from a shipping company of the weight

of materials shipped. Nevertheless, once the program pays deposit
refund fees (five cents per container), it has no formal procedures to
recoup payments made for materials claimed on DR-1 forms that are not
reflected on the weights included with HR-1 forms.

In describing the DBC Program payment system, the program’s
accountant 1V stated that the DR-1 form sets a ceiling on the amount of
materials a redemption center can claim in handling fees, since payment
will not be made if weights on an HR-1 form are more than those on a
corresponding DR-1 form. However, if the reported weight on a DR-1
form ends up being more than the weight claimed on a corresponding
HR-1 form, the program does not seek to recover the five-cent refund
that has already been paid. The accountant IV tracks the weights claimed
and reported by redemption centers on the DR-1 and HR-1 forms via a
spreadsheet.

We reviewed the spreadsheet and calculated the differences in weights
reported on DR-1 and HR-1 forms. We then calculated the value those
differences represented by using the program’s various rates for different
materials. For example, we used the rate of 32 aluminum cans per pound
to determine the total number of aluminum containers, then multiplied
the number of containers by the five-cent refund fee. We determined the
program has been potentially overpaying redemption centers the refund
fee when weights reported on HR-1 forms are less than those reported on
DR-1 forms.

For example, if a DR-1 form claims 1,000 pounds of aluminum cans,
five-cent refunds are paid for 1,000 pounds of cans—i.e., $1,600 is paid
to the redemption center. The corresponding HR-1 form should then
claim handling fees for 1,000 pounds of cans. However, the redemption
center might only claim handling fees for 900 pounds of cans, meaning
that only 900 pounds of cans were actually shipped to the end-recycler.
As a result, in this scenario, the program would have overpaid the
redemption center $160 in refunds (the difference of a hundred pounds
of cans multiplied by five cents per can). Exhibit 2.1 provides further
details on overpayments that result from differences in weights reported
on DR-1 and HR-1 forms.

13
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Exhibit 2.1

Deposit Refund Potential Overpayments Due to Differences on Self-Reported DR-1 and

Verified HR-1 Forms

Deposit Refund
Actual Pounds of Deposit Refund Deposit Refund Deposit Refund Overpayments If
Aluminum Cans Based Payment Made Overpayments If 10% Overpayments If 20% 40% Difference
on HR-1 Based on DR-1 Difference in Weight Difference in Weight in Weight

1,000 $ 1,600 $ 160 $ 320 $ 640

50,000 $ 80,000 $ 8,000 $ 16,000 $ 32,000

250,000 $ 400,000 $ 40,000 $ 80,000 $160,000

1,000,000 $1,600,000 $160,000 $320,000 $640,000

Source: Office of the Auditor

This system, which pays deposit refund and handling fees separately,
contributes to the program’s ineffectiveness and exposes it to fraud

and abuse. Abuse involves behavior that is deficient or improper when
compared with behavior that a prudent person would consider reasonable
and necessary business practices. We found abuse was evident because
the program has paid $6.2 million for 7.5 million pounds of claimed
material it cannot account for.

For example, in FY2010, the program overpaid more than $4 million in
deposit refund fees for more than 4.3 million pounds of unaccounted-
for material. Further, we found that a single redemption center, RRR
Recycling, accounted for a difference of more than two million pounds
of claimed material, which resulted in it receiving about $2.2 million in
potential overpayments of deposit fees. The accountant IV told us that
the program inquired about the large discrepancy, but the redemption
center was unable to explain the difference in weights reported; as

a result, the department decided not to pay handling fees to RRR
Recycling for unaccounted for materials. However, the accountant IV
acknowledged that despite RRR Recycling’s inability to account for the
discrepancy, the department did not require it to return any overpayments
of deposit fees it had received for unaccounted for materials. Exhibit 2.2
highlights some of the larger differences reported by select redemption
centers in FY2010.
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Exhibit 2.2
Differences in Weight Reported By and Possible Overpayments to Redemption Centers,
FY2010

DR-1 Self-Reported HR-1 Actual Weight Difference in DR-1 and Potential

Redemption Center Weight (Ibs) (Ibs) HR-1 (Ibs) Overpayment

Atlas Recycling 6,491,871 6,197,650 294,221 $ 457,570
Island Container 8,609,308 7,734,958 874,350 $ 416,162
RRR Recycling 11,547,896 9,505,538 2,042,358 $2,218,680

Source: Office of the Auditor

We asked the Solid Waste Management (SWM) coordinator what action
the department was taking to address differences in weight reported on
DR-1 and HR-1 forms. The coordinator said the department was unable
to do anything about this due to a lack of resources. He said that with
only one inspector currently on staff, the department is unable to follow-
up and investigate this issue due to the lack of time. He added that the
accountant IV keeps him apprised of issues and shares information with
him on a regular basis.

The Solid and Hazardous Waste (SHW) Branch chief, who assisted with
developing the DBC Program, stated that the separate payment system
was intended to serve as a check-and-balance system. In the early stages
of program implementation, redemption centers needed assistance in
establishing their operations, so the five-cent deposit refund payment
helped establish a cash flow to recoup refunds already paid. Planners
envisioned that the requirements for additional documentation when
requesting payment of handling fees would serve as a control to keep
recyclers honest. The branch chief acknowledged these controls have not
functioned as intended. He also expressed frustration that payments are
not adjusted for errors that occur at redemption centers and asked why
the program should pay for such errors.

Our analysis revealed a sharp decline in weight differences between

the DR-1 and HR-1 forms and resulting possible overpayments from
FY2010 to FY2012. In FY2010, the difference in weight between

the forms was about 4.3 million pounds, amounting to a possible
overpayment of almost $4.1 million. In FY2012, the difference

was about 1.6 million pounds, amounting to potential overpayments

of approximately $973,000. While these results show noticeable
improvement, we note that between FY2010 and FY2012 the DBC
Program nevertheless delivered possible overpayments of approximately
$6.2 million in total.

While abuse is evident, it is clear the program may also be at risk of
fraud by certain redemption centers and recyclers. Fraud involves
obtaining something of value through willful misrepresentation.
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However, a determination of fraud must be made through the judicial
or other adjudicative system and is beyond auditors’ professional
responsibility.

Program has considered changing its payment system for more
than six years, with no decision to date

Since 2006, the DBC Program and Office of Solid Waste Management
annual reports have contained references to a departmental proposal

for a “back-end” payment system. Such a system would require that
claims for both five-cent container refunds and handling fees be based
on the number of containers shipped to end-user recyclers, instead of
the number that redemption centers claim they receive from customers
at redemption centers. Despite identifying weaknesses with the current
payment system, the department has not acted on its proposal to move to
a back-end payment system.

The first DBC Program report to the Legislature was released prior

to the start of the 2007 legislative session. In its inaugural report, the
department said it was proposing “a major change in how redemption
and recycling companies make claims for deposit refunds and handling
fees,” which was to shift to a back-end payment system. According

to the report, the DBC Program was concerned that quantities claimed
by redemption centers were not reflective of actual materials collected,
because the materials could be affected by factors such as shrinkage,
theft, and contamination. The department’s proposal was to combine
the DR-1 and HR-1 forms, resulting in both refunds and handling fees
being paid at the same time. The department expected opposition from
redemption centers and recycling companies, since payments would be
made later, making them responsible for any discrepancies between what
was collected and what was shipped.

In its 2008 DBC Program report, the department again said it was
assessing a procedural change to a combined deposit and handling fee
form. The department noted that an informal survey of redemption
centers indicated that such centers would oppose the change. The
department intended to continue to evaluate the negative impacts of such
a procedural change, since it could lead to the closing of redemption
facilities and a possible reduction in the rate of deposit beverage
container redemption (i.e., recycling by consumers).

Thereafter, the 2009, 2010, and 2011 DBC Program reports and the 2012
Office of Solid Waste Management annual report (which replaced the
DBC Program Report) contained identical language about the proposed
change. The department acknowledged, in some cases, that there were
significant differences between the number of containers claimed for
deposit refunds and the number of containers shipped to recyclers. The
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reports state the negative impacts of the proposed change—potential
closing of some redemption centers and a possible reduction in
redemption rates—were being assessed. As of June 2013, the SWM
coordinator and the Solid and Hazardous Waste Branch chief confirmed
that moving to a back-end payment system is still under consideration.

Both officials also told us that moving to back-end payments would
require amending the program’s administrative rules and that the
program’s deputy attorney general is in the process of drafting such
rules. The program’s deputy attorney general, however, told us that
draft rules had been prepared and provided to the program’s coordinator
for review in June 2012. In fact, he said the draft had been prepared by
the deputy attorney general on his own initiative. Both the current and
prior program deputy attorneys general determined there was a need to
move to a back-end payment system when they noticed the likelihood
of overpayment. To proceed through the rule-making process, DBC
program management must review and comment on the draft rules.
Thereafter, the Department of the Attorney General will ensure the
amendments conform to existing laws, then send the draft rules to the
program for finalization and publication, with public hearings to follow.

Program inspection and enforcement functions are ineffective
as a deterrent to fraud

We found that the DBC Program’s routine compliance inspection
activities do not address the risk of overpayment of deposit refund fees
to certified redemption centers nor underpayment by distributors. As
a result, improper payments resulting from the flawed payment system
continue to go undetected and unaddressed.

The program has broad authority to inspect and audit the records of any
distributor, redemption center, or commercial passenger-vessel company.
The law also provides that records of deposit beverage distributors,
dealers, redemption centers, and recycling facilities must be made
available upon request for inspection by the department, or State Auditor.
In addition, by rule, the program is authorized to inspect information
relating to deposit beverage containers of a person who manufactures,
distributes, sells, stores, handles, transports, redeems, recycles, or
disposes of them. If the director of health determines that any provision
of the DBC law or rule has been violated, the director may issue field
citations or an order assessing an administrative penalty for any past or
current violation, or initiate a civil action.

Redemption centers have an inherent incentive to overstate the amount
to be refunded for deposit beverage containers because the department
reimburses them for the amount they pay to consumers without
verification. There is a similar incentive for distributors to under-report
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sales/distributions of deposit beverage containers since they pass on
beverage container costs to retailers. Distributors could collect deposits
and container fees from retailers but not pay them to the program. The
department does not verify these numbers either.

In our 2005 Report No. 05-09, Audit of the Deposit Beverage Container
Program, we identified the risk that the DBC Program pays redemption
centers on the basis of unconfirmed or unverified numbers, since it does
not require redemption centers to provide documentation to substantiate
the numbers reported on DR-1 forms. As a result, the program could
have been overpaying redemption centers. The department also was
not verifying that data on distributor forms or payments the department
received were correct; thus, the department may have been under-
collecting fees from distributors. In response to the audit, the department
said that it took the possibility of fraud seriously and was working

to prevent it. The department also acknowledged the need to verify
payment claims.

Environmental health specialists (inspectors) are responsible for
investigating compliance and complaints associated with the program,
including redemption centers. Under the general supervision of the
program manager, the environmental health specialist 1V (lead inspector)
acts as the program’s primary enforcement officer. According to

the position description, the lead inspector should provide technical
assistance and coordination of daily inspection, compliance monitoring
and enforcement activities, and investigate complex allegations of non-
compliance and complaints associated with the program.

There are four different types of inspections within the DBC Program:
1) routine; 2) complaint-driven; 3) investigative; and 4) audit. Routine
inspections are scheduled or unannounced inspections that use a
checklist to test for compliance with the law. The complaint inspections
are narrower in scope and are designed to ascertain the validity of a
complaint. Investigative inspections are conducted to obtain more
information from distributors or redemption centers. Audit inspections
are specialized and detailed, involving a review of an organization’s
information and records to verify numbers reported to the program for
refunds or handling fees.

If a violation is found during an inspection, the program initiates an
enforcement action through a warning letter signed by the SHW Branch
chief. Inspectors then conduct follow-up inspections to see if the
violation has been resolved. If a violation continues, the program issues
a formal enforcement notice with assessed penalties signed by the deputy
director of environmental health and the deputy attorney general.
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We found that the program conducts primarily routine or compliance
inspections, which it defines as non-complaint-driven inspections of
certified redemption centers and smaller deposit beverage dealers/
distributors. From FY2010 through FY2012, the program averaged 153
routine inspections per year—217 in FY2010, 107 in FY2011, and 134
in FY2012.

To conduct routine inspections, inspectors use a checklist for both
distributors and redemption centers. A copy of the redemption center
inspection report form is shown in Appendix A and the dealer/distributor
inspection report form is at Appendix B.

We note that routine inspections are not designed to validate information
contained in reports submitted by redemption centers and distributors.
For instance, redemption center inspections are designed to address
signage/certification, operational, and permitting/recordkeeping.
Inspectors look at such things as signage with operating hours and
refund values, whether the scale is approved and functions properly,
and whether the redemption center has a current Solid Waste Permit and
Certification. Likewise, dealer/distributor inspections cover operational
issues such as whether a dealer is charging customers deposit value

on non-labeled containers or ineligible containers or has a sign at each
public entrance identifying the closest redemption center location;

a distributor is registered with the department; or deposit beverage
container fees are charged to the customer at the register.

We also found that the program conducts investigative inspections
through a Request For Information (RFI) from distributors or redemption
centers. The accountant 1V stated the program seldom issues RFIs

to distributors, and when it did a few years ago, it was not to verify
distributor underpayments. On the other hand, the accountant IV may
self-initiate an RFI to a redemption center when the difference in weights
reported on the DR-1 and HR-1 forms is too large, or when “something
does not look right.” The discrepancy is reviewed with the lead
inspector, who then issues an RFI to request supporting documentation.
In addition, the accountant IV may withhold payment of handling

fees reflected in the HR-1 form until the redemption center provides
supporting documents. While an investigation through an RFI serves

as a mechanism for the program to obtain more information, it is not an
audit.

Although the program is aware of the need to audit redemption center
and distributor reports to address the risk of overpayment to redemption
centers and underpayment by distributors, it has not audited those reports
since 2008. In our 2008 and 2010 program and financial audits and

our 2012 departmental financial audit, we concluded that the program’s
overreliance on self-reporting from redemption centers and distributors
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exposes the program to risks of overpayments to certified redemption
centers and underpayments by distributors. In response to our 2012
audit, the department stated that it has not been able to audit reports
and deposits received from distributors or reconcile redemption center
reports.

According to the department, a lack of resources has hindered the
program from following up with an audit to verify the overpayment
of deposit fees claimed by RRR Recycling and recovering the amount
overpaid. As a result, the program could only withhold payment of
handling fees for those unaccounted materials. Department staff
acknowledged that deposit refund fees had already been paid for the
unaccounted materials, yet the program has not pursued the potential
$2.2 million overpayment in FY2010 to RRR Recycling as shown in
Exhibit 2.2.

Our review of enforcement actions during the audit period found that
actions filed against redemption centers and distributors were not a result
of discrepancies observed in claims submitted. Instead, the program took
enforcement actions against redemption centers for repeated violations
uncovered during routine inspections that remained unaddressed over
multiple follow-up inspections, and against distributors for late filing of
distributor reports.

We found one instance of a successful enforcement action prior to our
audit period that resulted in the program being reimbursed $1.7 million.
In May 2008, the DBC Program notified Honolulu Recovery Systems
that it must reimburse the program more than $2 million since it had
failed to account for more than 44 million deposit beverage containers
it claimed to have collected and for which it received refund fees in
FY2006. Exhibit 2.3 shows the numbers of containers claimed for
refund and handling fees by Honolulu Recovery Systems in FY2006.

Exhibit 2.3
DBC Containers Claimed by Honolulu Recovery Systems, FY2006
Number of
Number of Containers Submitted

Containers Claimed for Handling Fees Percentage Potential

for Deposit Refunds Difference Overpayment
Aluminum 29,662,634 12,407,100 58.2% $ 862,777
Plastic 33,702,379 17,113,704 49.2% $ 829,434
Glass 41,504,228 31,255,826 24.7% $ 512,420
Bi-metal 48,096 43,208 10.2% $ 244
Total 104,917,337 60,819,838 $2,204,875

Source: Department of Health
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Honolulu Recovery Systems failed to provide weight receipts from
permitted recycling facilities, or other evidence or documentation of
end-use recycling as required by state law, despite requests from the
DBC Program. Honolulu Recovery Systems explained the large weight
differences were due to a multitude of factors such as contamination,
internal and external theft, and consumer fraud. Ultimately, the DBC
Program and Honolulu Recovery Systems agreed on a settlement of
$1.7 million, which was paid in full to the program in February 2012.

The recovery of overpayments to Honolulu Recovery Systems was the
only enforcement action we could find; however, the outcome illustrates
that such actions can be effective if diligently pursued.

The DBC Fund is no longer sustainable

On a cash-basis accounting system, the DBC Fund’s unencumbered
cash balance has been declining—maost notably from FY2010 through
FY?2012. At the end of FY2012, the cash balance less encumbrances
was about $4.2 million, which the department said was too low to fund
DBC Program operations. Thus, the department increased the container
fee charged to manufacturers, distributors, and importers of beverages
to Hawai‘i from one cent to one and one-half cents effective September
1, 2012. Exhibit 2.4 shows the unencumbered cash balance of the DBC
Fund from FY2008 through FY2012.

Exhibit 2.4
Unencumbered Cash Balance of the DBC Fund, FY2008 through FY2012
$25,000,000 - .
522 Million 431 4 wmillion
$20,000,000 -
$13.4 Million
$15,000,000 -
$10.4 Million
$10,000,000 -
$4.2 Million
$5,000,000 -
$O T T 1
FY2008 FY2009 FY2010 FY2011 FY2012

Source: Department of Health
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Exhibit 2.5

Based on figures received from the program, the DBC Fund is paying
more money per container than it is taking in. In spite of the deposit fee
increase, handling fees paid for containers are still higher than revenues
received from deposit fees.

Further, the DBC law mandates the program “pay to each certified
redemption center a handling fee of not less than the prevailing
deposit beverage container fee for each deposit beverage container
redeemed by a consumer” (emphasis added). A plain language
reading of this provision requires the program pay a higher rate for
handling fees, currently fixed at two to four cents depending on the
material, than the container fee collected—one and one-half cents as
of September 1, 2012—per deposit beverage container. Thus, the
fund intentionally pays out more than it receives per deposit beverage
container.

To illustrate the per-container losses experienced by the DBC Fund,
Exhibit 2.5 shows the reported figures for revenues generated by
container fees (at a rate of one cent per container) and expenditures
consisting of handling fees.

DBC Program Container and Handling Fee Revenues and Expenditures,
FY2010 through FY2012

expenditures

FY2010 FY2011 FY2012 Total
Container fee $ 9,001,961 $ 9,204,588 | $ 9,112,843 $ 27,319,392
revenues
Handling fee $ 18,540,915 $ 18,454,022 | $ 18,563,081 $ 55,558,018

Net Loss

($ 9,538,954)

($ 9,249,434) | ($ 9,450,238) | ($ 28,238,626)

Source: Office of the Auditor based on Department of Health data

As shown in Exhibit 2.5, in the previous three fiscal years, the fund

has paid out $28 million more in handling fees than it has collected in
container fees. Even with the higher container fees of one and one-half
cents per container, the program will still pay more per container than

it receives. Exhibit 2.6 shows our analysis of the program’s projected
revenues and expenditures for FY2013 with the increased container fee,
which results in a deficit of more than $5.2 million.
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Exhibit 2.6

Analysis of Projected Revenues and Expenditures, FY2013

FY2013 projections based on

FY2012 actual FY2012 actuals

Number of containers sold

907,093,351

Container fee revenues at $0.015 per
container

907,093,351 x $0.015 =
$13,606,400

Number of containers redeemed

697,259,004 containers redeemed
bearing variable handling fees

Handling fees expenditures at average
of $0.027 per container’

697,259,004 x $0.027 =
$18,825,993

Net Loss

($5,219,593)

*Aluminum and plastic containers bore handling fees of two-cents per container while glass containers merited handling

fees of four-cents per container.

Source: Office of the Auditor

Inattention to
Basic Management
Functions
Exacerbates
Program’s Inability
to Prevent Fraud
and Abuse

Management’s
inadequate guidance
leaves program’s
enforcement function
adrift

The DBC Program lacks adequate management to effectively and
efficiently guide its enforcement functions and payment process. The
SWM coordinator, who is the program manager, is performing none of
the five basic management functions of planning, organizing, staffing,
leading, or controlling. For example, the coordinator has not established
goals and objectives for the program or its inspection and enforcement
activities in order to guide the use of public resources. The absence of
adequate management also hinders staffing of the program’s enforcement
functions. Currently, all four inpsector positions are vacant, although
one is filled by an 89-day hire on an interim basis. The difficulty in
recruiting and retaining inspectors is partly due to management’s failure
to correct inaccurate position descriptions that have remained unchanged
since the program’s inception. Minimum qualifications do not align

with the position’s duties. In addition, management relies on one person
to issue and approve more than $54 million in payments to redemption
centers statewide. Management recognizes this predicament but has only
recently begun to approve requests for additional accounting support.
However, it will be some time before a position can be established and
filled. These management deficiencies exacerbate the program’s flaws.

Management and officials entrusted with public resources are responsible
for providing services to taxpayers effectively, efficiently, economically,
ethically, and equitably within the statutory boundaries of a specific
government program. According to the Government Accountability
Office (GAO), the concept of accountability for use of public resources
and government authority is key to our nation’s governing processes.

As manager of the DBC Program, the SWM coordinator is accountable
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for the proper use of public resources for the program. We found that
the coordinator cannot demonstrate the effective and efficient use of the
program’s resources to perform inspection and enforcement activities.

To operate effectively and efficiently, a manager must perform several
basic functions. According to the Encyclopedia for Business, 2nd
Edition, management is “the acquisition, allocation, and utilization

of resources through planning, organizing, staffing, leading, and
controlling.” It adds that managing involves five basic functions:

1) planning; 2) organizing; 3) staffing; 4) leading; and 5) controlling.
We found the program manager is performing none of these basic
management functions. The results of our analysis are shown in

Exhibit 2.7.
Exhibit 2.7
Analysis of Program Manager’s Performance of Five Basic Management Functions
Function
Function Organizational Functions Performed?
Planning: Developing specific Goals and objectives established for the DBC No
strategies designed to achieve Program
organizational goals
Strategic plan/strategy prepared for how the DBC
Program will achieve its goals and objectives No
Organizing: Structuring an Functional statement related to the DBC Program No
entity's resources in a way that reviewed and edited to ensure alignment with current
allows it to achieve its goals and program operations
objectives
Organizational structure and staffing resources No
reviewed in order to assist the program in addressing
its operational needs to monitor and audit distributors
and certified redemption centers on a regular basis
Staffing: Finding and sustaining Labor needs for inspection and reinforcement No
a labor force that is adequate to functions analyzed to facilitate recruiting the skills
meet organization objectives requested to meet these needs
Inspector position descriptions reevaluated in order No
to improve the program's inspection functions
Formal training and development program No
implemented for DBC Program staff
Performance appraisals of DBC Program staff No
conducted by program manager
Leading: Guiding and influencing Program manager directs staff on how to conduct No
other people to achieve goals inspections
Work priorities established for DBC Program in order No
to provide guidance to the inspection and
enforcement staff
Controlling: Measuring and Performance standards or measures established for No
evaluating the outcome of DBC Program inspections and enforcement

planning, organizing, staffing,

and leading efforts
Monitoring program performance by requiring status No
reports from DBC Program staff on their work
activities and progress

Source: Office of the Auditor
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Planning—the first management function—is the development of
specific strategies designed to achieve organizational goals and serves

as the foundation for the other functions. Forward-looking managers
use planning to develop strategies, policies, and methods for achieving
agency objectives. The program manager’s position description includes
conducting planning relative to the program’s personnel. However, the
program manager told us he does no planning. In addition, he has not
established any goals or objectives for the program or its inspection and
enforcement activities.

Although the department published a strategic plan in 2012, the plan is
high-level and does not include goals, objectives, strategies or initiatives
specific to the DBC Program. Even the department’s work plan, a
companion to the strategic plan, has only a high-level initiative to
support and regulate statewide recycling efforts for the Environmental
Management Division, which includes the DBC Program. In addition,
the department does not have “Act 100” planning documents. In
enacting Act 100 (SLH 1999), the Legislature expressed that the
development of goals and objectives is essential for state departments
and agencies to determine priorities, guide decisions, and measure the
effectiveness of programs and services. The purpose of the act was to
require all departments and agencies to identify their goals, objectives,
and policies to provide a basis for determining priorities and allocating
limited public funds and human resources.

The second management function—aorganizing—is the process of
structuring an organization’s resources, such as personnel and materials,
in a way that allows it to achieve its objectives. It entails a fundamental
three-step process: developing tasks, labor units, and positions.

In accordance with Administrative Directive 95-06, Interim Policy and
Procedures for Effecting Changes in Organization, the Department

of Budget and Finance requires departments to annually update their
organization charts and functional statements. The Department of
Health’s Administrative Services Office coordinates the department’s
update. When asked, the program manager recalled seeing a functional
statement for the Office of Solid Waste Management when he first
started with the program in 2012. He told us he briefly looked at it, and
recalls that, even then, the functional statement for the Office of Solid
Waste Management was outdated and inaccurate, adding that 50 percent
of it was incorrect. However, he took no action, and thereby lost an
opportunity to rectify inaccuracies in the program’s functions through the
reorganization process.

In addition, the program manager has not re-evaluated his staff’s position
descriptions and was not aware of an inaccuracy in a program planner
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IV position description, which has existed since December 2005. The
description states that the program planner IV spends 75 percent of

their time conducting inspections. However, when interviewed, the
planner 1V said he does not conduct any inspections. Instead, his key job
responsibility involves tracking redemption and segregated rates.

The third management function—sta