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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
and to cover budget cuts to its overseas offices. This non-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
or no descriptions at all, 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 halt all 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 request records from the Pacific and Asian Affairs Council related to the 2005
mission and contact key stakeholders involved in the 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
State Auditor
State of Hawai‘i
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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 Hawaiÿi 2007).
We conducted the investigation pursuant to Section 23-4, Hawaiÿi
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 nonCBED 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 17th 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

OFFICE OF THE GOVERNOR

Hawai‘i Tourism Authority

OFFICE OF THE DIRECTOR

Office of Tourism Liaison
(For administrative
purposes)

Aloha Tower Development
Corporation
Hawai‘i Community
Development Authority

Administrative Services
Office

(For administrative purposes)

Hawai‘i Strategic Development
Corporation

Hawai‘i Television & Film
Development Board
High Technology
Development Corporation

Land Use Commission
Natural Energy Laboratory of
Hawai‘i Authority (NELHA )
National Defense Center of
Excellence for Research in
Ocean Sciences (CEROS)
Office of Planning

Strategic Marketing
& Support Division

Foreign Trade
Zone Division

Creative
Industries Division

Research &
Economic Analysis
Division

Strategic Industries
Division

Business &
Community
Assistance
Branch

Operations
Branch

Film Industry
Branch

Economic
Research
Branch

Energy
Efficiency
Branch

Services Trade
Branch

Development
Branch

Arts & Culture
Development
Branch

Statistics &
Data Support
Branch

Science &
Technology
Branch

Investment &
Business
Analysis
Branch

Business
Office

Tourism
Research
Branch

Energy
Planning &
Policy Branch

Economic
Information
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 &
Support Division

Our investigation focused on the programs and activities of the Strategic
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;

•

increasing exports of Hawai‘i professional services;

•

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

•

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

Services Trade
Branch

Investment &
Business
Analysis Branch

Business and
Community
Assistance
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-ofState 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;

4

Chapter 1: Introduction

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;

•

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 outof-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-ofstate 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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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.

Objectives

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 2009.
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.
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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.

Summary of
Findings

1. The Department of Business, Economic Development & Tourism
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.
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2. A lack 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 nondisclosure 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 outof-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
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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 wellinformed 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 nongeneral 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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However, our investigation found that such advice may have been
influenced by the department’s failure to provide key information to the
advisor.

Department withheld
or provided false
information to state
lawmakers and
agencies

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

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

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

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 coorganize 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. In a
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
Attorney General issues opinion on
mission structure

April 16, 2005
Mission Protocol
Agreement Finalized

April 12, 2005
PAAC opens mission bank account

April 1, 2005

April 20, 2005
DBEDT meets with State Procurement Office

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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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.

Department was
lead organizer of the
mission and had little
or no controls on its
spending

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.

31

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

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 VIP 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 AfterConcert 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, I 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 I). 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
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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.

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

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 nonpaying 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

“In our meeting, I
would also wish to
discuss ‘talking points’
of interest to NCL
that we could work
into the speeches,
presentations,
Governor’s comments,
and so forth to be
made throughout the
Mission.”

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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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.

Department should use
federal trade mission
policies as guidance

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

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.

Failure by the
department to produce
timely information
hinders legislative
oversight of the
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.
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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? I
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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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.

Conclusion
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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.

Recommendations

1. We recommend that the Department of Business, Economic
Development & Tourism:
a) 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;
b) Ensure personnel engaged in both submitting and reviewing
expenditures by overseas offices are proficient in reading and
writing both English and Chinese.
c) Update its Overseas Offices Procedures Manual to include
specific reporting and enforcement criteria regarding the purpose for expenditures made by overseas offices and ensure
the policies are diligently enforced.
d) Conduct a financial audit (as opposed to a financial review)
of the overseas offices accounting system every two years.
e) Use the trade mission policy of the U.S. Department of Commerce 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.
f) Provide additional ethics training to departmental
employees.
2. 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 department administration under the direction of the director of business, 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 it is 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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