Management Audit of the
Department of Public Safety’s
Contracting for Prison Beds and
Services
A Report to the
Governor
and the
Legislature of
the State of
Hawai‘i

Report No. 10-10
December 2010

THE AUDITOR
STATE OF HAWAI‘I

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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“Quick and dirty” numbers
In December 1995, in an effort to address persistent prison overcrowding, the Department of Public
Safety (PSD) began transferring inmates to out-of-state facilities. The transfer was viewed as a
stop-gap measure that would give prison officials time to increase in-state capacity. Today, about 2,000
male inmates, approximately one-third of Hawai‘i’s inmate population, are held at facilities in Arizona.
Department officials have testified that sending inmates off-island is a temporary measure. However,
we found that management does not understand the necessity of providing detailed and accurate
financial information to policymakers and the public, a key component in solving this crisis. For
instance, PSD reports that it spends about twice as much to maintain an inmate in-state. However, we
found that these cost estimates are based on a flawed methodology designed around what is easiest
for the department to report, or, as one PSD official characterized, “quick and dirty” numbers. The
department ignores a major component for calculating these costs—capacity versus use. In
addition, PSD underutilizes the capabilities of its inmate tracking management system, which can
collect and compute inmate days and other information that would assist managers. Moreover, this
inmate tracking system is often used incorrectly. In one analysis, we found errors in 28.4 percent of
the tracking system’s reports. The interim director contends that PSD provided a simple cost estimate
because it could not articulate the complexity of calculating the myriad expenses incurred by individual
inmates at differing facilities on a specific day. The department misses the point. The Offendertrak
management system, if used accurately and to its capabilities, would enable prison managers and
policymakers to make decisions with reliable information.

Circumventing the law
In 2006, the past department director signed an inter-governmental agreement (IGA) with the City
of Eloy, Arizona, to consolidate housing for Hawai‘i inmates to three prisons owned and operated by
Corrections Corporation of America (CCA), a for-profit provider of correctional facilities. At the time, the
corporation was building a $95 million prison in Saguaro, Arizona, specifically for Hawai‘i inmates.
As the name indicates, IGAs are agreements that involve government-to-government
transactions. These agreements are exempt from competitive procurement methods that
state agencies must generally employ when soliciting proposals, a requirement of the Hawai‘i
Public Procurement Code. However, in the department’s IGA with Eloy, the department actually
conducts all transactions directly with CCA. We found no evidence that Eloy sub-contracted
inmate services to CCA, nor is the city compensated for its role in the agreement. In the State chief
procurement officer’s opinion, such a contract inappropriately used the IGA exemption and is
circumventing the law. Through this misuse of the exemption, the department was able to secure CCA
as its preferred provider. In addition, we found that the IGA does not contain safeguards that protect
the State’s interests in the event of a dispute or if funds are not appropriated or available to pay CCA,
so the State is exposed to a liability risk.
We found that the department has no written policies or procedures for contract administration, and the
administrator and staff readily accepted CCA’s representations and conclusions of its performance
without verifying statements against documented evidence. At the time of our fieldwork, the department
had no plans for contracting for private prison beds beyond June 30, 2011, when its contract with Eloy
and CCA will expire. The interim director reports that the department is working with the City of Eloy
and CCA to establish a separate agreement that will specify and document the working relationship
between the two parties. However, the fundamentally flawed agreement should not be revisited.
Instead, the department would be better served by guidance and training from the State Procurement
Office. Doing so would better address the need for private prison beds beyond 2011 by helping to
ensure that procurment occurs properly in the first place.
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Foreword

This report on the management audit of the Department of Public Safety
responds to a request by the president of the Senate and the speaker
of the House of Representatives to initiate an audit that focuses on
contracting for prison beds and services with non-Hawai‘i entities and
compares in-state and out-of-state incarceration costs. We conducted the
audit pursuant to Section 23-4, Hawai‘i Revised Statutes, and Article VII,
Section 10 of the Hawai‘i State Constitution, which require the Auditor
to conduct postaudits of the transactions, accounts, programs, and
performance of all departments, offices, and agencies of the State and its
political subdivisions.
We wish to express our appreciation for the assistance extended to us
by the director and staff of the Department of Public Safety, the State
Procurement Office, and others whom we contacted during the course of
the audit.

Marion M. Higa
State Auditor
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Chapter 1
Introduction
This report responds to a request by the speaker of the House of
Representatives and the president of the Senate asking the Auditor to
exercise her authority to conduct a management audit that 1) focuses
on the Department of Public Safety’s contracting for prison beds and
services with non-Hawai‘i entities and 2) compares in-state and out-ofstate incarceration costs. The audit was undertaken pursuant to Section
23-4, Hawai‘i Revised Statutes (HRS) and Article VII, Section 10 of the
Hawai‘i State Constitution, which requires the State Auditor to conduct
post audits of the transactions, accounts, programs, and performance
of all departments, offices, and agencies of the State of Hawai‘i and its
political subdivisions.

Background

Prison overcrowding has been a significant problem in Hawai‘i. In
September 1984, the American Civil Liberties Union filed a class-action
lawsuit on behalf of inmates at the O‘ahu Community Correctional
Center and the Women’s Community Correctional Center, calling
crowded conditions life-threatening. As part of the settlement, the State
consented to federal court supervision of both facilities. From June 1985
to September 1999, under the federal consent decree, the Department of
Public Safety was required to address deficiencies related to health care,
sanitation, inmate idleness, and staff shortages. The most significant
problem was overcrowding, which the consent decree addressed by
setting maximum capacities for both facilities based on standards
of professional organizations such as the American Correctional
Association.
In 1993, the Legislature determined that a permanent solution to
overcrowding was needed to terminate federal court supervision, prevent
future litigation, and enable the department to more effectively operate
its facilities. Act 343, Session Laws of Hawai‘i (SLH) 1993, created
the Corrections Population Management Commission to maximize
inmate population limits for each correctional facility and recommend
cost-effective mechanisms, legislation, and policies to prevent the
inmate population from exceeding those limits. The commission
developed an Omnibus Corrections Population Management Plan with
recommendations to control inmate populations and overcrowding
through: 1) intermediate sanctions to divert offenders from the prison
system; 2) programs to facilitate rehabilitation and reintegration of
incarcerated persons to reduce their length of stay in prison; and
3) expansion of the correctional system by building more jail and prison
bed space.

1

Chapter 1: Introduction

Use of non-state
facilities

In December 1995, in an effort to address the prison overcrowding
crisis, the department initiated a transfer of prison inmates to out-of-state
facilities. From 1995 to 1998, the department housed 600 inmates in
Texas with the Bobby Ross Group. The first transfer of Hawai‘i inmates
was viewed as a “short-term solution to chronic overcrowding”—an
attempt to give prison officials “breathing room” until new prison cells
could be built to accommodate bed space needs and future demands.
In screening inmates for possible transfer to mainland prisons, the
department rejected those with: 1) pending court cases; 2) serious
health problems; 3) maximum-security classification; 4) a history of
institutional violence; and 5) an escape record.
In 1998, a downturn in the economy derailed funding for major prison
expansion, and both state legislators and prison officials began to
reexamine the use of out-of-state facilities as a longer-term solution than
first proposed. What started as a temporary solution to relieve prison
overcrowding is today a matter of state policy.

Policy to transfer adult inmates out-of-state
Today, the department’s policies and procedures for the transfer of
inmates to out-of-state facilities is based on the inmates’ classification,
individual needs, resources and facilities available, the exigencies of the
community, and in consideration of the provisions of the Community
Safety Act of 2007. The department’s Mainland and Federal Detention
Center Branch (Mainland/FDC Branch) is responsible for determining
the eligibility status of each inmate screened for out-of-state transfer.
The current considerations are: 1) time left to serve on sentence; 2)
program refusals, non-clinical discharge, or misconducts incurred;
3) parole violators with more than 12 months to serve; 4) no pending
criminal charges; 5) no medical or mental health conditions that may
affect an inmate’s ability to function within a normal range; and 6)
inmates that volunteer and have cleared all facility holds. The Mainland/
FDC Branch makes all transfer arrangements with the private prison
vendor, which completes the final screening and selection in accordance
with appropriate state statutes.

Corrections
Corporation of America
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The Corrections Corporation of America (CCA) is the owner and
operator of privatized correctional and detention facilities and the
nation’s leading provider of correctional solutions to federal, state, and
local governments. As of April 2010, CCA operated 65 correctional and
detention facilities, including 44 facilities that it owns, with a total design
capacity of approximately 87,000 beds in 19 states and the District of
Columbia. The corporation reportedly offers offenders in its prisons a
variety of rehabilitation, vocational, and education programs, including
addictions treatment, General Educational Development preparation
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and testing, post-secondary studies, life skills, employment training,
recreational options and work opportunities.
In July 1998, the department entered into its first contract with the CCA
to address prison overcrowding. As of June 2010, 55 of Hawai‘i’s
medium security male inmates were housed at the Red Rock Correctional
Center, two at Florence Correctional Center, and 1,883 at Saguaro
Correctional Center. The corporation owns and operates these three
correctional centers in Arizona. In FY07, the contract price per inmate
per day was reportedly $57. This price has steadily increased to $61.68
as of July 2009.
From September 2005 to September 2009, some of Hawai‘i’s female
inmates were housed in Otter Creek Correctional Center in Kentucky,
which is also owned and operated by CCA. The contract price was
$51.90 per inmate per day. In September 2009, the contract was
cancelled and 128 female inmates were returned to Hawai‘i.

Federal Detention
Center

The Federal Detention Center (FDC) operated by the U.S. Bureau of
Prisons is located near Honolulu International Airport. It opened in
2001 with an original bed capacity of 670 inmates. Today, FDC has a
capacity for about 862. Since June 2001, the State has leased bed space
at the detention center primarily to relieve jail overcrowding. The center
holds a combination of pre-trial detainees and sentenced felons, male and
female, with less than one year to serve. As of June 2010, the FDC held
about 400 Hawai‘i inmates, 300 males and 100 females.
The department pays a rate equal to the FDC’s per day cost, which is
set annually by the U.S. Bureau of Prisons. In July 2001, the first 25
inmates to occupy the center cost the State $90 per inmate, per day. The
initial inter-governmental agreement allowed the State to house up to 200
male inmates. Since August 2009, the State may house up to 550 male
and female inmates at the FDC. The 2010 rate is $89.18.

Organization of the
Department of Public
Safety

The Department of Public Safety is responsible for formulating and
implementing state policies and objectives for correctional, security, law
enforcement, and public safety programs and functions, and maintaining
all public or private correctional facilities and services. The department’s
mission is to provide for the safety of the public and state facilities
through law enforcement and correctional management.
The department is headed by a director who oversees, directs, and
coordinates the plans, programs, and operations to provide for the
safety of people, both residents and visitors, from crimes against people
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and property. The director is assisted by three deputy directors for
administration, corrections, and law enforcement.
•

The Administration Division oversees the department’s
expenditures, capital improvement projects, procurement of
goods and services, and statewide training program for both
uniform and civilian departmental personnel.

•

The Corrections Division manages the State’s community
correctional centers (jails) on O‘ahu, Hawai‘i, Maui, and
Kaua‘i, and correctional facilities (prisons) located on O‘ahu
and the mainland, to provide for the care, custody, control, and
educational and reintegration programs for prison inmates.

•

The Law Enforcement Division is responsible for preserving
the peace. The division protects the public in designated areas,
including all state property and facilities, and enforces specific
laws and rules for the prevention and control of crime. The
division is made up of the Narcotics Enforcement Division and
the Sheriff Division.

Exhibit 1.1 shows the department’s organization chart. We focus our
discussion on processes within relevant sections of the administration
and corrections divisions.

Corrections Division

Jails are normally a county responsibility; however, in Hawai‘i,
corrections management is solely a state function. The department’s
corrections division is responsible for managing both jails and prisons.
The Office of the Deputy Director for Corrections provides for the
custody, care, and assistance of all persons incarcerated by the courts or
otherwise subject to confinement based on an alleged commitment of a
criminal offense. The deputy director oversees seven divisions or offices:
1) Offender Management Office; 2) Intake Service Centers Division;
3) Inmate Classification Office; 4) Institutions Division; 5) Corrections
Program Services Division; 6) Health Care Division; and 7) Correctional
Industries Division.

O‘ahu Intake Service Center
The O‘ahu Intake Service Center completes an intake screening for
all newly admitted individuals that are detained or committed to the
O‘ahu Community Correctional Center. The initial classification of a
jail or prison inmate is conducted to determine the custody designation
appropriate to the inmate’s needs and the risk the inmate represents
to security. The five custody designations to which an inmate can be
assigned are: maximum, close, medium, minimum, and community.
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Exhibit 1.1
Department of Public Safety Organization Chart

Source:

Organization chart created by Office of the Auditor with information provided by the Department of Public Safety.
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Jail inmates should have an initial custody screening instrument
completed within 72 hours of admission. Prison inmates must have
an initial custody instrument completed by the assigned case manager
within 60 days upon transfer to the Reception, Assessment, and
Diagnostic (RAD) unit. The RAD unit identifies medical, mental health,
and other service needs and recommends an initial housing placement
and security classification.

Institutions Division
The Institutions Division consists of jails, in-state prisons, and the
Mainland/FDC Branch. The community correctional centers provide
the customary jail function for pretrial detainees, and short-term
(misdemeanants) sentenced population and convicted offenders serving
sentences of less than one year. There are four jails—located on O‘ahu,
Hawai‘i, Maui, and Kaua‘i. The jails also provide furlough or re-entry
programs for those who have almost completed their felony sentences,
and are returning to the community. Jail population consists of both male
and female detainees and inmates.
The prisons, referred to as correctional facilities, hold the higher-level
sentenced offenders (felons) according to their assigned classification
with longer incarceration terms. As of October 2009, with the closing
of the Kūlani Correctional Facility, there are three Hawai‘i prisons all
located on O‘ahu: Hālawa Correctional Facility, Waiawa Correctional
Facility, and the Women’s Community Correctional Center. Based
on their risk to other inmates, staff, and the community, male felons
who require more controls are placed at the Hālawa Special Needs or
Medium Security Facility. Those who present lesser risks are placed
in the minimum security Waiawa Correctional Facility. Female felons
are assigned to the Women’s Community Correctional Center and the
Federal Detention Center.
Exhibit 1.2 details the capacities of the in-state and non-state facilities
utilized by the department.

The Mainland and FDC
Branch
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The Mainland/FDC Branch was initially created as a special program
in November 2004 to “deal with approximately 2,100 inmates with
contracts [totaling] $60,211,435.” Sections 64 and 65 of Act 178, SLH
2005, authorized the general fund appropriations. The branch oversees
and monitors the state contracts with private mainland prisons and
the FDC in Honolulu for the housing and care of Hawai‘i’s inmates.
Its primary responsibility includes custody and programming of
inmates housed in private contract facilities on the mainland and fiscal
responsibility for the inmates placed at the FDC. Prior to 2004, the
program was personally managed by the deputy director of corrections.
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Exhibit 1.2
Department of Public Safety Capacities of Correctional
Centers and Facilities

LOCATION

DESIGN CAPACITY

OPERATIONAL BED
CAPACITY

Hawai‘i Community Correctional Center

Hilo, Hawai‘i

206

226

Kaua‘i Community Correctional Center

Lihu‘e, Kaua‘i

110

128

State Correctional Centers (Jails)

Maui Community Correctional Center

Wailuku, Maui

209

301

O‘ahu Community Correctional Center

Honolulu, O‘ahu

628

954

1,153

1,609

Total
State Correctional Facilities (Prisons)
Hālawa Correctional Facility

‘Aiea, O‘ahu

586

1,124

Waiawa Correctional Facility

Waipahu, O‘ahu

294

334

Women’s Community Correctional Center

Kailua, O‘ahu

258

260

Kūlani Correctional Facility

Hilo, Hawai‘i

160

160

Total

1,298

1,878

Total Capacity, State Facilities

2,451

3,487

Non-State Facilities
Red Rock Correctional Center

Eloy, AZ

1,596

*

Saguaro Correctional Center

Eloy, AZ

1,896

*

3,492

*

670

862

Total Capacity, Non-State Facilities

4,162

862

Total Capacity, All Facilities

6,613

4,349

Total
Federal Detention Center

Honolulu, Hawai‘i

*Kūlani Correctional Facility closed October 2009. All inmates were transferred to other locations. We include here to
note bed capacity as a result.
Source: Compiled by the Office of the Auditor from the Department of Public Safety 2008 Annual Report and Corrections Corporation of
America website.

In 2006, the Legislature authorized and approved ten permanent civil
service positions to monitor the out-of-state contracts and inmates.
This branch provides for the basic needs of prison inmates by developing
and maintaining a secure, safe, healthy, and humane social and physical
environment. This branch also facilitates participation in academic
and work/training programs designed to prepare these inmates for
reintegration into the community. The branch’s goal is to monitor and
ensure compliance with the agreements for the secured care, custody,
and availability of programs for Hawai‘i inmates housed in out-of-state
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facilities and the FDC. In addition to monitoring the current agreements,
the branch is tasked with ensuring that the quality of programs in the
contracted out-of-state facilities is equal to or better than programs in
the state facilities. Exhibit 1.3 provides the Mainland/FDC Branch’s
organization chart.

Exhibit 1.3
Department of Public Safety, Mainland/FDC Branch Organization Chart
Department of Public Safety
Director

Corrections Division
Deputy Director

Institutions Division
Administrator

Mainland /Federal Detention Center
Branch Program Manager

Secretary II

Program Supervisor

Contract Monitoring
Section

Security Threat Group
Section
Investigator IV*

Office Services Section
Account Clerk IV

Clerk Typist II

Social Worker IV
(four positions )

*Position abolished by Legislature in 2009 under Act 162
Source:
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General funds for all costs associated with housing out-of-state and FDC
inmates are appropriated in the PSD 808 Non State Facilities program.
Prior to FY08, the appropriations were included with the PSD 900
Administration program. Exhibit 1.4 details actual amounts expended as
reported annually in required legislative reports. Since FY01, the actual
amounts expended for the out-of-state facilities have more than tripled,
as shown in Exhibit 1.4.
Exhibit 1.4
Non-State Facilities, FY01-FY09 Expenditures

Source:

Data compiled by the Office of the Auditor from FDC/Mainland branch expenditures reports

Prior audits

Although this is our first management audit of the department’s
contracting for private prison beds and services, we have conducted
several audits of the department’s security staffing and procurement
practices.
•

Report No. 92-27, A Review of a Formula for Security Staffing
at the Department of Public Safety, recommended that the
department prioritize all security posts and work positions. The
audit also recommended that the department limit the use of
overtime to emergencies or non-coverage of security posts.

•

Report No. 94-18, A Follow-Up Review of Security Staffing
in the Department of Public Safety found that the department
had made steps towards implementing our earlier audit
recommendations, but implementation was limited.
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•

Report No. 00-05, the Management and Financial Audit of
the Department of Public Safety, found the director of public
safety failed to provide the leadership and guidance needed
to efficiently staff facilities and control the department’s
extraordinary overtime costs. We found breaches in prison
security that seriously jeopardized public safety where the misclassification of inmates resulted in inmates being improperly
confined in lower-security levels or incorrectly released into
community furlough programs. We also found that inmates were
not provided with adequate access to health care services nor
were inmate grievances addressed in a timely manner.

We have also conducted several financial audits of the Department of
Public Safety.

Objectives of the
Audit

•

Report No. 92-26, Financial Audit of the Department of Public
Safety, reported on the department’s failure to exercise adequate
control over the use of leave and overtime, stating that this
resulted in excessive overtime costs.

•

Report No. 02-10, Financial Audit of the Department of
Public Safety, KPMG LLP found deficiencies in the financial
accounting and internal control practices of the department. The
department continued to experience unusual patterns of sick
leave, and overtime costs were significant. The department
continued to maintain a significant outstanding balance of salary
overpayments that cannot be collected.

•

Report No. 06-05, Financial Audit of the Department of Public
Safety 2006. While the certified public accounting firm of
KPMG LLP found the financial statements were presented fairly,
there were several deficiencies in the internal controls over
financial reporting and operations. The department had difficulty
reconciling and transferring inmate trust account balances
accurately and timely. Uninhibited sick leave usage continued
to result in significant overtime costs. Lastly, the department
continued to maintain a significant outstanding balance of salary
overpayments that cannot be collected.

1. Evaluate the Department of Public Safety’s data relating to
incarceration costs.
2. Assess the department’s efforts to procure and administer contracts
for prison beds and services.
3. Make recommendations as appropriate.
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Scope and
Methodology

Our audit focused on the department’s contracting for prison beds and
services. We reviewed in-state and out-of-state incarceration costs and
analyzed the methodology used. We evaluated management’s cost data
utilization. In addition, we evaluated the department’s procurement
process for sending inmates to out-of-state facilities, including the
procurement methods selected, execution of agreements, contract
administration, and overall monitoring.
We conducted interviews with legislators, department personnel and
managers, and representative officials from the non-state facilities. We
reviewed pertinent policies and procedures, reports, and other documents
to assess management’s adherence to state laws. We conducted site visits
to observe processes in place for monitoring contractor performance and
to determine comparability between facilities. Our audit focused on the
time period of July 1, 2006 through June 30, 2010.
Our audit was conducted between May 2010 and October 2010 according
to the Office of the Auditor’s Manual of Guides and generally accepted
government auditing standards. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence to provide
a reasonable basis for our findings and conclusions based on our audit
objectives. We believe that the evidence obtained provides a reasonable
basis for our findings and conclusions based on our audit objectives.

Auditor’s access to
information

Our audit was marked by numerous roadblocks to our access to
information. Department officials repeatedly attempted to deny us direct
access to individuals and documents, define our audit scope, and stop us
from conducting an audit at all, among other issues.
At the onset of our audit, we provided our request for information to the
department, a standard procedure during the preliminary planning phase
of an audit. Our first request for documents was made to the department
on June 22, 2010. We repeated this request on July 13, 2010 and
July 21, 2010. Documents were provided piecemeal and oftentimes,
had been filtered through management, as opposed to directly by the
responsible individual.
For requests specific to Offendertrak, the department’s inmate tracking
system, the deputy director of administration questioned our need for
the information, maintaining that it was not pertinent to the scope of
our audit. The management information system administrator was
instructed not to meet with our analyst or provide answers to questions
about Offendertrak. Instead, all inquiries were directed to the business
management officer and the deputy director of administration. We took
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the alternate route of interviewing the Motorola engineer who installed
Offendertrak in order to understand the system’s capabilities. We also
researched the budget history through which the department obtained the
appropriation for the system.
During the preliminary planning phase of this audit, the department
director and the Mainland/FDC Branch administrator invited members
of the audit team to accompany the contract monitors on their quarterly
site visit—from June 29 to July 1, 2010—to observe the monitoring
practices in place. On the second day of observation, the Saguaro
warden informed us that he would not allow us to obtain copies of any
documents on instructions from the department director. The director
questioned our legal authority to proceed with the audit because of the
governor’s veto of House Bill No. 415, House Draft 1, Senate Draft 2,
Conference Draft 1 of the 2010 legislative session which had called for
a prisons audit that included the closure of Kūlani Correctional Facility.
The director wanted requests to be routed through his office for review
and final release of documentation.
On several occasions, the director screened our requests, raised
questions, and denied access in an attempt to define our scope and
control our workflow, thus causing delays in fieldwork. For example,
on July 14, 2010 we sent an email to the director requesting the
documents previously reviewed by the audit team at Saguaro. On
July 21 and July 27, 2010 we followed up on that request, and on
July 30, 2010, we received notice that the director would not provide
the documents because he deemed them confidential and beyond
the scope of our audit objectives. We proceeded, anticipating that
the supporting documentation would be included in the final audit
report by the department’s own contract monitoring audit team that
we had been invited to join. We again experienced some delays in
our fieldwork because the final audit report was not released until the
director authorized the branch administrator to do so. Lastly, towards the
end of our fieldwork, the Institutions Division administrator issued an
advisory email to all wardens to submit any response to our inquiries to
management first for approval.

Audit delays
Our requests for information in this audit do not differ from requests
made in prior audits. We routinely request preliminary information to
plan and define our audit fieldwork, such as department organization
charts, functional statements, budget documents, and procedural
manuals. Lacking such foundational information, we filled in gaps in our
knowledge with interviews of departmental employees and contracted
parties.
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Auditor’s authority to access information
The Auditor’s constitutional (Article VII, Section 10 of the Hawai‘i State
Constitution) and statutory (Chapter 23, HRS) powers in their totality
support the principles of objectivity and independence that the 1950
constitutional drafters envisioned for a fearless “watchdog of public
spending.” Section 23-5, HRS, gives the Auditor authority to examine
and inspect all accounts, books, records, files, papers, and documents
and all financial affairs of every department, office, agency, and political
subdivision. Further, Section 92F-19, HRS, of the Uniform Information
Practices Act, requires agencies to share records with the Office of the
Auditor. The administration’s withholding of records and questioning
of our need for information caused delays in carrying out the Auditor’s
constitutional and statutory authority to conduct post-audits.
It is the constitutional duty of the Auditor to conduct post-audits of the
transactions, accounts, programs, and performance of all departments,
offices, and agencies of the State and its political subdivisions. The 1978
Constitutional Convention clarified these duties, making clear that the
office’s post-auditing functions are not limited to financial audits, but
also include program and performance audits of government agencies.
While financial audits attest to the accuracy of financial statements and
adequacy of financial records and internal control systems of agencies,
program and performance audits assess the performance, management,
and effectiveness of government agencies and programs—providing
information to improve operations, facilitate decision making, and
increase public accountability.
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Chapter 2
Management Evades Accountability for Prison
Costs and Contracts
We found the Legislature is not given sufficient information regarding
the costs associated with the care and custody of offenders in out-of-state
and in-state facilities. Instead, management chooses to report artificial
cost figures derived from a calculation based on a flawed methodology,
designed entirely on what is easiest for the department to report.
Because funding is virtually guaranteed, management is indifferent to
the needs of policymakers and the public for accurate and reliable cost
information. As a result, true costs are unknown. Unfortunately, without
accurate and reliable cost data, the State cannot appropriately address the
continuing problem of prison overcrowding.
Our audit also assessed the department’s efforts to procure and
administer contracts for prison beds and services. We focused primarily
on the department’s contracts to house a majority of Hawai‘i’s male,
medium security inmate population in out-of-state prison facilities,
owned and operated by the Corrections Corporation of America (CCA).
We found that department directors, past and present, have misused
their procurement authority to circumvent the process that agencies are
required by law to follow. By treating CCA as a government agent,
instead of a private for-profit corporation, the department was able to
secure the company as the vendor of choice, relieving it from the open
competition that the Hawai‘i Public Procurement Code was designed to
ensure.
Moreover, the department director has ignored his oversight
responsibility to administer contracts for the care and custody of inmates
housed in out-of-state facilities, thus leaving the operational staff illprepared to contract for private prison beds beyond June 30, 2011,
when the current contract expires. The director leaves for the next
management team a department with no policies and procedures aligned
with the Hawai‘i Public Procurement Code, no objective evaluation to
measure CCA’s performance, and no plan for contracting for private
prison beds to reasonably ensure fiscal responsibility in obtaining the
best value at prices the State can afford.

Summary of
Findings

1. Long term solutions for prison overcrowding cannot be addressed
since true incarceration costs are unknown.
2. In “partnership” with its vendor, the department circumvented the
procurement process and ignored oversight responsibility for out-ofstate contracting.
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Background

In December 1995, the department initiated a transfer of prison inmates
to a privately-run facility in Texas. Initially, the transfer out of state
was viewed as a temporary solution to relieve prison overcrowding in
an effort to give prison officials time to increase in-state capacity to
meet future demands. However, an economic downturn several years
later derailed funding for major prison expansion, and what started as
a temporary solution to relieve prison overcrowding is now a matter of
state policy.
Today, there are approximately 2,000 inmates currently held at
Corrections Corporation of America facilities in Arizona. Both the
director and deputy director for administration stated that there is no
available bed space to bring back the 2,000 inmates housed in mainland
prisons. The Mainland and Federal Detention Center Branch (Mainland/
FDC Branch) administrator concurred, stating that the department will
need to enter into another agreement to house those inmates.

Prison
Overcrowding
Cannot Be
Addressed Since
True Incarceration
Costs Are
Unknown

Management reports
misleading cost data
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We found that the department does not provide accurate and reliable
incarceration cost data to policymakers and the public. Without this
information, policymakers cannot begin to address long-term solutions to
the problem of prison overcrowding.
The department repeatedly misled policymakers and the public by
reporting inaccurate incarceration costs. To justify the practice of
sending inmates to mainland facilities and guarantee funding, the
department reports that it spends approximately twice as much to
maintain an inmate in-state. These reported costs are calculated
through a flawed methodology, designed entirely on what is easiest for
the department to report. The department willfully ignores a major
component for calculating these costs—an accounting of inmate days.
Although the department is equipped with tools to effectively track
inmate data through Offendertrak, a computer-based, inmate-tracking
system installed in 1999, department management has not emphasized
the need for accountability and chooses instead to provide artificial
inmate costs.
The department reports annually to the Legislature the cost per day
to house inmates in-state, in mainland facilities, and in the Federal
Detention Center in Honolulu. These costs are misleading because
they are based on non-comparable data. For instance, there are
inconsistencies in the usage of the number of days inmates are housed.
In addition, we found that shared costs are not being allocated or
assigned appropriately, resulting in skewed cost reporting.
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Lastly, the department has woefully underutilized Offendertrak, designed
as a comprehensive inmate management tool. Relevant to the cost per
inmate day calculation, Offendertrak has the capabilities to provide
actual inmate day counts. However, the actual data input and reports
generated by Offendertrak are not reliable due to inconsistencies in
system usage by the correctional facilities. Department officials lack a
basic understanding of the system’s capabilities that could be used to aid
in their planning and decision making as originally intended.

Cost per inmate day calculation methods lack comparability
Typically a cost calculation begins with the costs of resources consumed,
usually measured by the amount expended, allocated to a specific output.
In the case of incarceration costs, the specific output is the housing
of an individual inmate. Therefore, a reasonable incarceration cost
calculation consists of total amount expended allocated to the number
of inmates housed. The department’s model for determining costs does
not follow this basic premise. The department reports three different
costs per inmate day: in-state cost includes all in-state prisons and
jails; a mainland facilities cost, used for prison overflow; and a Federal
Detention Center (FDC) cost, used primarily for jail overflow. These
costs differ in calculation due to a lack of comparable costs and the
inconsistent usage of actual number of inmates housed.
For instance, the department uses the operational bed capacity for in-state
calculations instead of actual inmate days. The director explained that
day-to-day data is unknown because each facility reports its head counts
on a weekly and monthly basis. In addition, according to the director,
the Legislature and the public would be very confused if the department
provided daily or monthly calculations because Hawai‘i facilities do not
have a stable population. Exhibit 2.1 details the department’s cost per
inmate day breakdown.
The calculation for in-state cost per inmate day begins with all general
fund incarceration costs. This includes all the state facilities, programs,
and health care costs. For the FY07-FY09 calculations, the facilities
included prisons—Hālawa Correctional Facility, Kūlani Correctional
Facility, Waiawa Correctional Facility, Women’s Community
Correctional Center; and jails—Hawai‘i Community Correctional Center,
Maui Community Correctional Center, O‘ahu Community Correctional
Center, and the Kaua‘i Community Correctional Center. Program
services include such items as education, substance abuse treatment
program, sex offender treatment program, library programs, and food. In
addition to costs for these programs, a portion of general administration
is allocated to the total expenditures for in-state facilities.
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Exhibit 2.1
Department’s Cost Per Inmate Day Breakdown for FY07 Through FY09
DESCRIPTION

FY07

FY08

FY09

In-state cost per day calculation
In-state costs

$151,232,338

$161,237,232

$166,372,908

$9,462,439

$13,532,643

$10,020,220

Total

$160,694,777
1,272,755

$174,769,875
1,272,755

$176,393,128
1,272,755

In-state cost per inmate day

$126

$137

$139

$50,291,460

$55,524,915

$57,384,990

$50,291,460

$55,524,915

$57,384,990

724,088

745,108

746,207

$69

$75

$77

$79

$84

$87

Administration
Inmate days (3,487 bed x 365 days)

Mainland facility cost per day calculation
Mainland costs
Administration

Total

Inmate days (actual)
Mainland cost per inmate day

Federal Detention Center cost per day calculation
Federal Detention Center cost per inmate day
Source: Department of Public Safety

To complete the in-state cost per inmate day calculation, the department
divides total expenditures by the total fixed annual operational bed
capacity, not current head counts, for the facilities listed above.
Operational bed capacity refers to the maximum capacity, in excess of
original design, for the facility. As a result, the calculation is skewed,
because it does not reflect the actual number of inmates housed. The
department completely ignores the fact that the actual number of inmates
is the driver of costs. The department purposefully skews reporting of
in-state costs.
In comparison, the out-of-state incarceration cost calculation is driven
primarily by the per diem cost per inmate charged under the State’s
contract with its private prison vendor. Additional expenditures incurred
such as transportation, health care, and administrative costs for the
Mainland/FDC Branch that oversees contract performance are also
included. The total amount expended for the housing and care of these
inmates is then divided by the actual number of inmate days (based on
contractor billings) to determine the mainland cost per inmate day.
Lastly, the cost per inmate day calculation for the FDC is much simpler.
The department reports only the per diem cost charged the State by
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the U.S. Bureau of Prisons and does not include either the branch’s
administrative costs or allocate any share of general administrative costs.
Medical costs are not included but are absorbed by the department.
In addition, no share of administrative expenditures (i.e., accounting,
finance, training, etc.) is allocated to either the mainland or the FDC
calculation and costs are absorbed within the in-state calculation.
Besides the lack of comparability in cost calculation methods, the
department fails to analyze costs based on the differences in each
facility’s spending, driven not only by the actual head count but also
other factors. The in-state calculations include all inmates, regardless of
gender, security classification, or other factors. The mainland facilities
house a very specific population: male, medium security or protective
custody inmates. The FDC houses primarily jail overflow, both male and
female.
In keeping with our project scope, we attempted to isolate for
comparison purposes the inmate per day costs for male, medium security
prison inmates housed at the Saguaro Correctional Center and Hālawa
Correctional Facility. A true cost comparison could not be performed
because of differences in the building design that drives staffing needs,
the program offerings specifically needed at each location, and the level
of medical and other services provided. For example, the Saguaro
Correctional Center, built in 2007, can house up to 1,896 inmates, with
uniformed staff of 226. In contrast, the medium security Hālawa facility,
built in 1987, houses 992 inmates with a corresponding security staff of
290. Photographs documenting our observations of both facilities can be
found at Appendix A.

Flawed methodology results in artificial cost reporting
The department’s inmate cost methodology is flawed because it reports
costs per inmate day in the aggregate and does not distinguish between
differences in facilities or security classifications. Also, administration
expenses which support the total department (i.e., accounting, finance,
training, etc.) are not shared with the mainland and FDC populations.
Moreover, in-state/out-of-state costs are not identified or classified
accurately. The resulting reported costs are artificial at best, because the
calculations are based on inaccurate and incomplete data.
According to the Statement of Federal Financial Accounting Standards
4: Managerial Cost Accounting Standards and Concepts, reporting
entities should report the full costs of outputs in general purpose financial
reports. Full cost can be described as having two major components
of direct and indirect costs. Direct costs can be readily identified as
contributing directly or indirectly to the output. For example, direct
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costs can include salaries, materials, equipment, and office space.
Indirect costs are for identifiable supporting services. Examples
include general administration services, general research and technical
support, and security. These indirect costs are pro-rated based on a
common denominator across responsibility segments, such as number of
employees, or direct costs incurred in segments.
We found that the department does not allocate its indirect general
administration costs to its mainland and FDC populations, skewing
further the inmate cost calculations. These omissions have resulted in
understated costs per inmate day for those specific populations. The
department’s general administration provides department-wide support
services such as managerial and technical support, budget preparation,
budget execution, fiscal accounting, payroll, procurement, and training.
General administration costs attributed to corrections were included
in the in-state cost per inmate day. However, the department does not
allocate these corrections administration costs to the per inmate day rate
for the non-state facilities.
The department’s budget supervisor, responsible for calculating the per
inmate day costs, does not allocate any share of general administration
to the non-state inmate costs because she maintains the share is minimal.
We disagree. Using FY08 year-end inmate numbers for state, mainland,
and FDC shares of population, the mainland inmates comprise 34.7
percent of year-end incarcerated inmates. Cost accounting guidance
states that shared costs can be allocated using a common divisor. In
this case, using inmate population would be reasonable. We found
this practice in use in other states, such as the Mississippi Department
of Corrections. If this principle of shared costs was applied to FY08
general administrative costs, Hawai‘i’s share of corrections’ general
administration costs of $13,532,643 would be allocated, adding
$4.7 million to mainland expenditures. Because this principle was not
applied, the corresponding in-state per inmate day cost is overstated.
Exhibit 2.2 details the FY08 year-end inmate head count and
corresponding allocation of general administrative expenditures by instate, mainland, and FDC categories.
Management should define and establish responsibility segments to
measure and report the costs of each segment’s outputs. A responsibility
segment is defined as a component of an entity that is responsible for
conducting a major line of activity. For each segment, managerial cost
accounting should define and accumulate outputs, and quantify each type
of outputs in units. Accounting for entity-wide revenues and expenses in
aggregate (total) does not serve costing purposes.
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Exhibit 2.2
Allocation of Administrative Costs to In-State, Out-of-State, and Federal Detention
Facilities, FY08
Facilities

FY08 YearEnd Inmate
Head Count

Percentage of
Inmates to Total
Population

FY08 General
Administrative
Costs,
Allocated

Total
Expenditures
(before cost
allocation)

Total,
Expenditures
and General
Admin. Costs

In-state

3,482

60.1%

$8,129,859

$161,237,232

$169,367,091.00

Mainland

2,014

34.7%

4,702,337

55,524,915

60,227,261.60

FDC
Total

300

5.2%

700,447

7,873,335

8,573,782.40

5,796

100%

$13,532,643

$224,635,482

$238,168,125.00

Source: Department of Public Safety

One possible way to identify responsibility segments could be to mirror
program budget identification numbers utilized by the Legislature. The
department’s accounting system tracks revenues and expenditures using
the program identification numbers. If the department provided cost
per inmate day amounts on a per facility basis, a comparison of actual
expenditures against appropriations across cost categories could be
useful. Other states that apply these practices are able to report their
inmate costs in greater detail. For example, the Mississippi Department
of Corrections reports costs per inmate classification (minimum,
medium, maximum). The Florida Department of Corrections produces
costs per inmate data by type of facility. By reporting inmate costs by
jail or prison facility, the differences in facility requirements may be
better captured and available for further analysis, planning, and decision
making. For example, the department could use the costing calculation
discussed previously, and for a given time period allocate the total
amount expended to the number of inmates housed, and apply to the
different facilities, population, or security classification, as necessary.
Although it is feasible for the department to report inmate costs by
facility, management chooses not to do so. According to the director,
producing such a report is not useful because various cost factors cannot
be compared. He cited such reasons as a facility’s physical location, the
building itself, and movement of inmates. While the deputy director for
administration stated that it is difficult to break down shared expenditures
such as corrections programs and health care at the facility level, the
fiscal officer asserted it could be done. By segregating and allocating
this cost data, the department would be able to determine costs on a per
facility basis. Even though differences between Hālawa and Saguaro
cannot be compared, the cost data would be useful to compare a
facility against its own historical performance or compare specific cost
components at a facility for best practices. Both the director and deputy
director failed to comprehend the utility of applying these best practices
for accurate cost data.
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We also found costs were incorrectly classified. For example, out-ofstate expenditures for interstate corrections compacts authorized under
Chapter 353B, HRS, are recorded as in-state costs. The department
has 24 inmates housed in seven out-of-state prisons through interstate
corrections compact agreements. In exchange, Hawai‘i houses ten
inmates of other states at CCA facilities on the mainland. Most of
the agreements provide for an exchange of services, and neither state
is billed. The only exception is in the case of two inmates housed
in Virginia. The department is billed for those costs—$62,986 in
FY07, $84,429 in FY08, and $49,887 in FY09—and reflects them
as in-state costs classified as a general administration expenditure by
the deputy director for corrections. Over the three fiscal years these
amounts were minimal, averaging less than 1 percent of total out-ofstate costs annually. Nevertheless, this contributed to the inaccuracy of
the department’s report to the Legislature on in-state and out-of-state
incarceration costs.

Management fails to utilize available tools for accurate data
collection
Management does not utilize available tools for accurately tracking,
collecting, and reporting inmate data. Offendertrak, a state-of-the-art
correctional information system, was installed in 1999 to replace an
outmoded inmate database system. In justifying the purchase of the
system, the department explained that, “Accurate and timely information
for the administrators [was] critical in planning for the direction of the
correctional facilities and in handling overcrowding.” The Legislature
concurred, stating, “an effective information system is needed to track
inmates within the correctional facilities and to improve planning and
decision making with regards to public safety.”
According to the Offendertrak representative, the system can track the
number of inmate days by custody level (community, minimum, medium,
close, maximum) or facility over a fiscal year. Other standard features
include tracking inmate program participation and completion, initial
medical assessments and medical conditions, visitations, work release
or work furloughs, commissary purchases, and inmate trust account
balances. However, the department has not taken advantage of these
capabilities nor has it been able to input or maintain reliable inmate data.
We reviewed an Offendertrak prison inmate roster report for the Hālawa
Correctional Facility dated August 9, 2010, and found examples of
incorrect or missing data, values outside valid time periods, and values
outside a designated range. Exhibit 2.3 summarizes the errors we found
in the department’s report.
The term “release date” is defined by the department’s policy COR.23.01
as “the date an offender is administratively released from a facility
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Exhibit 2.3
Errors Found in Review of Offendertrak Report Generated by
the Department

Error Description
List as having scheduled a release date that has already
passed
Minimum security classification with no scheduled release
date recorded
Unclassified over a year; no reclassification

No. of
Errors

Total
Record

Percentage
of Total
Record

280

985

28.4%

28

985

2.8%

4

985

0.4%

Source: Office of the Auditor analysis based on Department of Public safety inmate report

operated by the [d]epartment. The offender will not be returning to the
facility, nor will he/she be moved to another facility.” Based on this
definition, the scheduled release date recorded should not be one that
has already elapsed. We found 280 out of 985 release date errors in our
report review.
In another example, department policy requires that inmates classified
as minimum security should have scheduled release dates because they
are to be released within 48 months, and a formal reassessment of the
inmate’s custody designation is supposed to be conducted at least every
six months after the last classification action. We found 28 out of 985
instances of no updates recorded. In addition, we found four inmates
with an unclassified security status even though they had been at Hālawa
Correctional Facility for over a year.
Offendertrak data and the reports generated are only useful to support
costing purposes if the data contained in it is sufficiently reliable. This
information, if accurate, can be used in making decisions about allocating
resources, authorizing and modifying programs, and evaluating program
performance. Staff interviewed stated that the Offendertrak data are
not reliable. One staff stated that another report is needed to verify the
Offendertrak data because transfer data are sometimes missing from
Offendertrak, another admitted that the data were not up-to-date, and
another stated that the data in Offendertrak are “not as accurate as it
should be.”
However, the deputy director for administration was unaware of the
system’s features and capabilities and admitted that he did not know
if utilizing Offendertrak properly would result in a more accurate
inmate cost calculation. Management has failed to embrace a useful
and comprehensive inmate management tool that could support sound
management decisions. Without the use of such a tool, the number of
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inmates, the driver of incarceration costs, is not accurately recorded,
thereby limiting the accuracy of the cost-per-day calculation.

Management
indifferent to the needs
of policymakers and
the public

Department management does not provide useful cost information to
the detriment of public accountability. Cost information is essential
for decision making, specifically to monitor expected results and to
alert managers to waste and inefficiencies. While the department
reports annually to the Legislature its costs per inmate day for the
inmate population housed in-state, at mainland facilities, and at the
Federal Detention Center, the department director and deputy director
for administration admitted the department does not utilize the
information to drive management decision making. Moreover, as we
discuss above, department management did not understand the need to
either utilize or provide this information in a more detailed or accurate
manner. Department management needs to ensure accurate reporting
of incarceration costs is in place, based on improved methodologies for
compiling and calculating these costs. This would reassure policymakers
and the public of the department’s accountability in carrying out program
objectives with the public resources entrusted to them.
Much of the department’s decision making is based on the fact that
prisons are overcrowded. Years of budget testimony note that funds
are needed to house inmates in non-state facilities to assist with the
overcrowding problem. The department provides cost data, which as
we discuss above, is misleading. Relying on the information provided,
the Legislature has appropriated increasing amounts of funds to house
inmates in non-state facilities. With the Legislature providing funding
without a proper review, there is no incentive for the department to
identify cost savings or inefficiencies or areas for improvement within
in-state facilities.

Department fails to use cost information for management
decisions
The department reports annually to the Legislature the cost per inmate
day for in-state and non-state facilities. These calculations are of limited
use and performed solely to fulfill requests from the Legislature. The
director stated, “other than for information purposes, the [inmate day
cost] data is not used to drive other [management] decisions.” The
director’s perspective is contrary to commonly accepted principles on
cost data.
The deputy director for administration admitted that the department
calculates and compares in-state and out-of-state inmate costs per day
solely to fulfill annual legislative requests. He explained that the in-state
and non-state inmate cost information is a more simplified “quick and
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dirty” approach used to answer the Legislature’s queries. The deputy did
not know why and admitted he never asked why the Legislature would
need the in-state and out-of-state cost information.
We find this response curious considering that, at different junctures
during the course of this audit, the deputy director of administration
himself questioned why we wanted access to certain information, his
rationale being, in order to best provide a response. It would stand to
reason that the department would take a similar approach to legislative
inquiries—in order to best provide needed information to legislators.
Cost information is essential for decision making, specifically to monitor
expected results and to alert managers of waste and inefficiencies.
Accountability for the use of public resources is key to our State’s
governing processes.
As policymakers, the Legislature relies on the inmate day cost
information for department budget and decision making matters. For
example, during the 2010 legislative session, the Senate Ways and Means
Committee chairperson relied on information that it costs more to keep
a prisoner in-state versus out-of-state to justify budget cuts made to
the Hālawa Correctional Facility. The lack of complete and accurate
inmate cost data compromises the Legislature’s decision making ability
concerning the department’s in-state and out-of-state facility matters. We
urge that the department consult with legislators to develop cost reporting
that would be useful for both the department’s and the Legislature’s
purposes.

Funding is ensured by State policy on prison overcrowding
The department operates under the assumption that funding will be
available for the continued use of Corrections Corporation of America
facilities to alleviate overcrowding. For example, the current CCA
facility utilized by the department, the Saguaro Correctional Center, is
nearing operational capacity. According to the Mainland/FDC Branch
administrator, if the department needs more space, it could move the
inmates to another CCA facility.
For the period of July 1, 2005 through June 30, 2009, the Mainland/FDC
Branch was appropriated a combined $237 million for the inmates held
in non-state facilities. In its 2006, 2007, and 2008 budget testimony,
the department repeatedly noted that resources were required to house
additional inmates in out-of-state prison facilities and the Federal
Detention Center to address overcrowding. Specifically, in 2006,
the rationale for sending inmates off-island was until a “permanent
solution to the problem of overcrowding can be addressed” and in 2008
“until other secure facilities are built.” This resulted in $47 million
appropriated in FY06, $60 million in FY07, $65 million in FY08, and
$66 million in FY09.
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While it has been the policy of the State to handle overcrowding by
sending inmates off-island, legislators, and families of the incarcerated
have stated that they would like the inmates to be returned to Hawai‘i.
However, before the Legislature can even address this policy issue,
the department must provide better costing data to properly evaluate
the specific performance of facilities and compare alternatives. The
Legislature needs to hold the department’s management accountable for
the funds appropriated. Moreover, the Legislature cannot continue to
allow management to hide behind the issue of prison overcrowding as
justification for not providing better cost data.

Procurement
Process
Circumvented,
Oversight
Responsibility
Ignored

The department circumvented the competitive procurement process
and ignored its responsibility to oversee the contracting for out-of-state
prison beds by blindly treating CCA as a government agent, instead of a
private vendor operating for a profit. We found the department directors,
past and present, misused their procurement authority and manipulated
the procurement practices to secure CCA as the vendor of choice, freeing
it from the open competition that the Hawai‘i Public Procurement Code
was created to ensure.
Moreover, the department director has ignored his responsibilities to
oversee and administer contracts for the care and custody of inmates
housed in out-of-state facilities. As a result, the operational staff is illprepared to contract for private prison beds beyond June 30, 2011, the
date when the current contract expires. The director leaves for the next
management team a department with no policies and procedures aligned
with the Hawai‘i Public Procurement Code, no objective evaluation to
measure CCA’s performance, and no plan for contracting for private
prison beds to reasonably ensure fiscal responsibility in obtaining the
best value at prices the State can afford.

Department’s
contracting efforts
manipulated to favor
vendor’s interests
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Instead of ensuring that safeguards in its contracts were in place to
protect the State’s interests, the department directors, past and present,
misused their procurement authority to secure CCA as the vendor of
choice. By treating CCA as a government agent under the guise of
contract administrator for the City of Eloy, the department circumvented
the competitive procurement process. As a result, the corporation
assumed few risks in contracting for Hawai‘i’s prisoners’ care, built
a $95 million prison designed for Hawai‘i inmates, and received over
$111.5 million from FY08 to FY09 for housing about one-third of the
State’s total inmate population.
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Safeguards in contracts fail to protect State’s interests
The contract most relevant to our audit is the department’s intergovernmental agreement (IGA) with the City of Eloy, Arizona, and CCA,
for prison beds and services at Florence Correctional Center (Florence),
Red Rock Correctional Center (Red Rock), and Saguaro Correctional
Center (Saguaro). In June 2006, while Saguaro was under construction,
the State entered into the IGA with the City of Eloy and CCA in order
to move and consolidate inmates to Arizona at the three correctional
centers. The department’s partnership with CCA culminated in the
development, planning, and construction of Saguaro Correctional Center.
The facility was included in the terms and conditions of the IGA and
completed in June 2007, with a bed capacity of 1,896, one year after the
IGA with the City of Eloy and CCA took effect. This agreement is set to
expire on June 30, 2011. Exterior and interior photographs of Saguaro
Correctional Center are shown in Appendix A.
Based on expenditures reported in PSD’s annual reports, over a fouryear period from FY06 to FY09, the department has paid CCA a total
of $202,706,429 to provide housing and services for Hawai‘i’s prison
inmates in its out-of-state facilities as shown in Exhibit 2.4.
Exhibit 2.4
Payments to CCA FY06 to FY09
FACILITY
OK: Diamondback (male)
MS: Tallahatchie (male)
AR: Florence/Red Rock/
Saguaro (male)

FY06 Exp

FY07 Exp

FY08 Exp

FY09 Exp

Total

$17,916,512

$15,687,449

$1,336,746

$34,940,707

15,455,514

16,776,043

1,312,202

33,543,760

5,579,391

14,009,861

48,519,607

53,136,066

121,244,925

$38,951,418

$46,473,353

$51,168,555

$53,136,066

$189,729,392

2,276,033

3,480,225

3,616,529

3,604,250

12,977,037

Total paid to CCA $41,227,451

$49,953,578

$54,785,084

$56,740,316

$202,706,429

2,010

2,014

2,077

Subtotal, males
KY: Otter Creek (female)
Number of inmates (year-end)

1,844

Source: Department of Public Safety

The Hawai‘i Public Procurement Code was enacted in 1994 and codified
in Chapters 103D, HRS, relating to the purchase of goods and services,
and 103F, HRS, relating to the purchase of health and human services.
The code intends to ensure that all persons dealing with the State’s
procurement system should be afforded fair and equitable treatment to
compete to do business with state government. The code is intended
to foster broad-based competition among vendors while ensuring
accountability, fiscal responsibility, efficiency in the procurement
process, and increased confidence in the integrity of the system.
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Chapter 103F, HRS, applies to contracts entered into after July 1, 1998,
by state agencies to solicit providers for health or human services. The
State’s chief procurement officer administers the provisions of this
chapter. The purpose of Chapter 103F, HRS, is to provide uniform
practices and procedures for drafting, monitoring, and evaluating
contracts awarded by purchasing agencies. The uniform practices
provide certain safeguards to protect the State’s interests. For example,
contracts awarded pursuant to Chapter 103F, HRS, must, at all times,
be subject to legislative appropriation. In addition, all contracts may
be terminated without liability to either the purchasing agency or the
provider in the event that funds are not appropriated or available. More
importantly, under Section 103F-504, HRS, the law limits the remedies
available for aggrieved parties to the procedures and mechanisms
for resolving disputes according to the rules adopted by the State
Procurement Policy Board.
Based on our review of the terms and conditions of the IGA, we found
these safeguards, designed to protect the State’s interests, were missing
from the agreement, the compensation and payment schedule, and
the general conditions. For example, the compensation and payment
schedule shows that payment is “subject to legislative appropriation;”
however, there is no provision between the State and CCA to terminate
without liability in the event that funds are not appropriated by
the Legislature, or if appropriated, not available. A review of the
standardized “General Conditions” identifies the City of Eloy as the
responsible party for fulfilling the terms and conditions of the contract as
the “Provider.” Thus, the State and the City of Eloy, but not CCA, may
terminate without liability in the event that funds are not appropriated or
available.
Moreover, it appears that CCA is not subject to the exclusive remedies
provision for resolving contractual disputes with the State as provided
under Section 103F-504, HRS. These omissions are significant, because
we found no evidence that the City of Eloy obtained written permission
from the State to subcontract with CCA as provided for under subsection
3.2, entitled Subcontracts and Assignments. Further, as we discuss
below, despite representations in the IGA, a contract assigning provider
responsibility from the City of Eloy to CCA as its administrator for all its
inter-governmental service agreements does not exist.

Misuse of procurement exemption benefits vendor
Procurement authority for contracting services under Chapter 103F,
HRS, has resided solely with the department director, and has not been
re-delegated to any departmental personnel such as the procurement
specialist or the Mainland/FDC Branch administrator. As such, the
discretion to apply a procurement exemption for government-to-
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government transactions under Section 103F-101(a)(2), HRS, rests with
the department director. Inter-governmental agreements are exempt
from the competitive purchase of services method that state agencies
must generally employ when soliciting proposals for services with funds
appropriated by the Legislature. According to the State Procurement
Office, there are no administrative rules or procedures for applying the
exemption or defining government-to-government transactions.
We found that department directors, past and present, misused their
procurement authority through the use of inter-governmental agreements
to secure CCA’s services and facilities. The State’s chief procurement
officer concurs with our conclusion. In his opinion, “Section
103F-101(a)(2) is an exemption that may be utilized to enter into an
agreement limited to governmental entities, and does not include a
private entity, in this case CCA.”
Unlike the department’s lease agreement with the U.S. Bureau of Prisons
for bed space at the Federal Detention Center, the IGA with the City of
Eloy and CCA does not meet the plain statutory language of governmentto-government transactions. Inter-governmental service contracts have
been defined as:
“. . . [A] formal means by which governments undertake mutual
obligations to one another (usually voluntarily) to purchase a
particular service. It is a simple business transaction between or
among government units which enables one unit of government to
contract with another for specific services.”

The department should have known not to use an IGA in contracting
with the City of Eloy and CCA, given problems encountered in 2004
with Brush County in an effort to transfer 63 female inmates to its
correctional facility operated by a private correctional management
company. Negotiations came to a standstill because the City of Brush
was not authorized to execute a contract with the State of Hawai‘i. At
the time, the department director through the former supervising deputy
attorney general sought and obtained an exemption from the procurement
requirements. To support the exemption request, the department notified
the State’s chief procurement officer that it planned “to seek services
to house female inmates on the mainland through the Chapter 103F
procurement process” but, as the supervising deputy attorney general
explained, approximately one year was needed “to develop the first such
proposal and the most complex attempted to date.”
Based on the State chief procurement officer’s written approval, the
department was able to contract directly with the GRW Corporation for
approximately one year. From July 2004 to August 2005, the department
used the time to develop an RFP competitive procurement process
under Chapter 103F, HRS. As the only responsive bidder, CCA was
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awarded the contracts in October 2005 and October 2008 to house female
inmates at the Otter Creek Correctional Center. In September 2009, the
department terminated the contract with CCA and returned the female
inmates to Hawai‘i.
By June 2006, the department should have been using the RFP process
already developed for housing female inmates for male inmates as
well. Instead, the past department director signed an IGA exempt from
the procurement requirements with the City of Eloy and CCA after
learning that Pinal County, Arizona, had no authority to execute an intergovernmental services agreement.
For five years, from July 1, 2001 to June 30, 2006, the department had
an IGA with Pinal County and CCA to provide housing to its male
inmates at the Florence facility. In June 2006, according to Eloy City
Council special meeting minutes obtained from the city clerk’s office,
the Pinal County Attorneys’ Office raised questions about the county’s
legal authority to enter into an IGA to house inmates in facilities owned
by CCA. On June 28, 2006, two days before the Florence contract
was set to expire, the Eloy city attorney submitted a request for formal
council action and explained that CCA was asking for an IGA to house
Hawai‘i’s inmates at its Eloy facilities. Based on the dates the agreement
was signed, it appears that CCA assumed the Eloy City Council would
act favorably on its request. The CCA vice president of state customer
relations signed the IGA on June 21, 2006, more than a week before
submitting the request for council action. Then, on behalf of the City of
Eloy, the vice-mayor signed the agreement the same day the city council
approved CCA’s request, June 29, 2006, and the department’s then acting
director signed it the next day.
According to the Eloy City Council executive session meeting minutes,
the city attorney had informed the mayor and city council members
that the city had earlier approved an inter-governmental agreement
in February 2006 with CCA and U.S. Immigration and Customs
Enforcement (ICE) in which the city is “paid an administrative fee of
$.25 per day, per inmate.” He clarified, however, that in the IGA with
CCA and the State of Hawai‘i under consideration, “the payment is less
than the ICE inter-governmental agreement.” The city attorney also
“pointed out that the city [would] only serve as a pass through for funds
for CCA and that the citizens would not be taxed.” As discussed below,
unlike the federal ICE agreement, the City of Eloy receives no payments
to pass to CCA because no contract exists between the City of Eloy and
CCA to act as its contract administrator.
Based on the department’s past problems in contracting with Brush
County, the department should have notified the State’s chief
procurement officer to request an exemption for time to develop an
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RFP to house the male inmate population in facilities owned by CCA.
Instead, in partnership with the CCA, the past department director, who
approved and signed the agreement, misused his procurement authority
to secure CCA’s facilities and services, which then assured CCA of
inmates to fill its Saguaro facility when it was built.

Vendor as agent is a fiction
Contrary to a provision in the IGA that describes the scope of services to
be provided, no contract exists that establishes CCA as the City of Eloy’s
administrator for its inter-governmental agreements with the State. The
State’s chief procurement officer opined that:
. . . if the contract between the PSD and the City of Eloy
is such where the City of Eloy is not contributing to
the performance of the contract, and is a pass-through
mechanism to contract with CCA, this would be considered
a circumvention of the statutes and an inappropriate use of
the inter-governmental exemption HRS §103F-101(a)(2).
We found that although it was understood by the Eloy City Council
that the city would serve as a pass through for funds to CCA, the city
performs no role as the “Provider” other than as a signatory to the IGA.
Instead, the department has been blindly treating CCA as the “Provider’s
administrator” even though no contract establishing such a relationship
exists. By doing so, the department has circumvented the procurement
process.
In effect, the City of Eloy has no role in the agreement except the vice
mayor signed the IGA, and the mayor, who is also a CCA employee at
Red Rock, signed the compensation and payment schedule. The Eloy
City Council authorized the mayor and vice mayor to sign the IGA. An
examination of CCA’s financial records to determine whether the mayor
personally benefitted as a CCA employee was beyond the scope of this
audit.
The Mainland/FDC Branch administrator acknowledged that the
government entities have played no role in providing for inmate housing
services in CCA facilities. We verified this based on interviews and our
review of the department’s contracts with CCA. In eight IGAs in the
department’s files, the government entities named as the providers or
contractors performed no role in receiving payments from the State and
in compensating CCA. Instead, the department received invoices from
CCA, which in turn was directly compensated via wire transfers to its
corporate account.
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The City of Eloy as the “Provider” receives no compensation despite the
following compensation clause provision:
The PROVIDER shall be compensated . . . based upon referrals
to the PROVIDER from the STATE, payment for each such
referral shall be made according to Exhibit “B” to this
Agreement, which is attached, and made a part of this
Agreement. . . .
Under the terms of the IGA, instead of the City of Eloy, only CCA is
directly compensated based on a per inmate per bed day rate. Exhibit B
is the “Compensation and Payment Schedule” agreed to in October 2006,
approximately four months after the IGA of which it is a part. It was
approved by the deputy attorney general and signed by the acting public
safety director for the State, the City of Eloy mayor as the “Provider,”
and CCA’s vice president for state relations as the “Provider’s
Administrator” as shown in Appendix B.
Unlike as provided by the ICE agreement for the federal Eloy Detention
Center, the City of Eloy does not receive funds from the State of Hawai‘i
to pay CCA. In our search of the contract files at the City of Eloy’s
clerk’s office, we located an IGA executed in February 2006 between
the City of Eloy, and U.S. Immigration and Customs Enforcement for
the care of federal detainees at the Eloy Detention Center owned and
operated by CCA. Under this agreement the federal government pays the
City of Eloy a per diem fee. The IGA was attached as Exhibit A to the
agreement between the City of Eloy and CCA shown in
Appendix C. The City of Eloy agreed to transmit to CCA the per
diem payments within ten working days of the city’s receipt of the
federal funds. On a monthly basis, CCA must in turn pay the city an
administrative fee of $0.25 per day per inmate at the detention center.
In addition, CCA indemnifies the city, its officers and employees from
liability, claims, judgments, and damages arising as a result of CCA’s
acts or omissions in performing the agreement to provide detention
services at the Eloy Detention Center.
In Hawai‘i’s case, we found no similar agreement between CCA
and the City of Eloy that establishes CCA’s role as the “Provider’s
Administrator” or as the City of Eloy’s subcontractor. The department’s
scope of services section of the IGA specifically states: “City of Eloy has
contracted with the Corrections Corporation of America to administer
all of its inter-governmental service agreements relating to the Florence
Correctional Center, the Red Rock Correctional Center and the Saguaro
Correctional Facility.”
Our exhaustive search of the records at the City of Eloy County Clerk’s
office proved futile. In fact, according to CCA’s vice president of
contracts, the City of Eloy did not execute a separate agreement with
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CCA to administer its inter-governmental agreements. Moreover, CCA’s
officer did not “think a separate agreement was necessary.”
The public safety director could not provide a reasonable explanation as
to why no such contract exists. The Mainland/FDC Branch administrator
had not seen such an agreement, did not verify the existence of a contract
that established CCA as the agent of the City of Eloy, and did not think
it was her responsibility to do so. Instead, she deferred responsibility for
validating the existence of the contract to the department’s procurement
and supply specialist. Although she did not insert the provision in the
scope of services agreement, she acknowledged it has been included in
all of the IGAs ever since she started working with the contracts. Based
on our review of the eight IGAs with CCA, we verified the identical
provision is in every contract. Ultimately, responsibility rests with
the head of the purchasing agency with the procurement authority for
contracting services under Chapter 103F, HRS; that is, the department
director.

The department’s weak
control environment
leaves the operational
staff ill-prepared to
contract for private
prison beds and
services

The department’s weak control environment leaves the operational staff
ill-prepared to contract for private prison beds and services beyond
June 30, 2011. The control environment of an organization encompasses
the integrity, ethical values, and competence of an organization’s people.
It also includes the way management assigns authority and responsibility.
Part of the assignment of the authority includes the creation of policies
and procedures. We found no policies and procedures aligned with the
Hawai‘i Public Procurement Code, no objective evaluation to measure
CCA’s performance, and no plan for contracting for private prison beds
to reasonably ensure fiscal responsibility in obtaining the best value at
prices the State can afford. The department director has ignored his
responsibility by failing to ensure policies and procedures were created
to guide and direct the activities of the staff for procurement and contract
administration.

Management’s lack of policies and procedures hampers
effective contract administration
Management’s role is to ensure that department-specific guidance is
in place over initial planning for goods and services, over monitoring
during the contract, and through final receipt of goods and services.
Without such guidance, there is a greater likelihood of error. We
found the lack of policies and procedures created numerous delays in
contracting and allowed errors to go uncorrected.
The department has had ample time, since the Mainland/FDC Branch
was established in 2004, to update its procurement policies and
procedures for contracting for prison beds and services. Fifteen years
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after the Hawai‘i Public Procurement Code took effect in 1994, the
department has one procurement-specific policy and procedure applicable
to this audit period. The policy was written in 1986 and updated in
1993, pre-dating the procurement requirements the department must
follow when contracting for prison beds and services. Without adequate
policies and procedures in place, management cannot ensure directives
are carried out and necessary actions are taken to address risks to achieve
the organization’s objectives. Despite the fact the agreement for outof-state prison beds ends within a year, and knowing the State does not
have the capacity to house all inmates in the islands, as of October 2010,
management had not decided how to proceed.
The department’s lack of policies and procedures has led to problems
in procurement planning and execution. Specific to planning for
services, the National State Auditors Association’s (NSAA) best practice
document Contracting for Services states that proper planning provides
the foundation for contract awarding and monitoring. Planning identifies
what services are needed and when, how they should be provided, and
what provisions should be in the contract. Planning also helps ensure
proper information is collected to effectively structure a request for
proposal. Timely planning is crucial in all procurements, but especially
in procurements like RFPs that can take a lot of time to execute.
We discovered that it took more than a year for the department to
develop its RFP competitive procurement process after the procurement
exemption was approved by the State’s chief procurement officer
to contract directly with the GRW Corporation for housing female
inmates at Brush County. The Mainland/FDC Branch administrator
acknowledged the department waited too long to start the RFP
competitive procurement process it needed to develop. The delay
necessitated a two-month extension with the GRW Corporation to
September 30, 2005. Because of the department’s failure to plan in
a timely manner, prepare, and develop the RFP procurement process,
the supplemental agreement with CCA for housing female inmates at
Otter Creek was signed one month after the female inmates had been
transferred from Brush County to Otter Creek Correctional Center. In
other words, CCA accepted custody of 80 female inmates from Brush
County before it had a signed contract in place to pay for the housing
services provided to the State.
In another example, because the department delayed executing the last
two-year extension (July 1, 2009 up to June 30, 2011) with the City of
Eloy and CCA, the State incurred late fees. Instead of executing the
extension by or before June 1, 2009, the department did not execute
Supplemental Contract No. 6 until August 14, 2009. According to the
State of Hawai‘i Accounting Manual, invoices for contracts cannot be
paid until the certification of availability of funds has occurred. That
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certification in turn requires that copies of the current contract be
submitted to the comptroller for review, approval, and assignment of
a contract number. Because the department could not pay CCA’s June
housing invoice on time, the department paid $1,975 in interest charges
to CCA in August 2009.
The department director is responsible for setting the tone at the
top within the Department of Public Safety. The deputy director of
administration admitted that the lack of written policies and procedures
was likely due to a lack of oversight; ultimately, the responsibility lies
with the department’s director. The director has failed to provide the
leadership necessary by stressing the importance of written policies and
procedures to establish the control environment.
The Committee of Sponsoring Organizations of the Treadway
Commission (COSO), in its Internal Control-Integrated Framework,
emphasized the importance of management’s use of internal controls to
provide assurance of the effectiveness and efficiency of an organization’s
operations. Internal controls are processes used by an organization’s
management to provide assurance regarding the achievement of the
organization’s objectives. According to COSO, internal controls as
a whole consist of five components. A control environment is the
foundation for the other internal control components and sets the
regulatory tone of an organization.
Control activities, another one of the elements of internal controls, are
the policies and procedures that help ensure management directives
are carried out and that necessary actions are taken to address risks to
achievement of the entity’s objectives. Control activities usually involve
two elements; a policy establishing what should be done and, serving as
a basis for the second element, procedures to effect the policy. A policy
must be implemented thoughtfully, conscientiously, and consistently. A
procedure will not be useful if performed mechanically without a sharp
continuing focus on conditions to which the policy is directed.

Department officials have not decided how to execute new
agreement by end of year
As of October 7, 2010, the department had not decided how it will
pursue contracting for prison beds and services. Allowing the contract
to expire without a plan in place is not an option. The deputy director
of administration admitted that the department has no room to bring
back the approximately 2,000 inmates housed in mainland prisons. The
director, the deputy director for corrections, the Institutions Division
administrator and the Mainland/FDC Branch administrator had not
determined if they should execute a new agreement by December 2010
before the change in administration or begin the procurement planning
process and leave the decision making to the new administration.

35

Chapter 2: Management Evades Accountability for Prison Costs and Contracts

In this situation, timing is critical. The department’s procurement and
supply specialist stated that there are two options: pursue another
inter-governmental agreement, which would take approximately four
to six months to execute, or conduct competitive sealed proposals,
which would take approximately eight to nine months to complete. But,
as we noted above, the use of an inter-governmental agreement is no
longer a viable option. Without a plan to address the incarceration of
approximately 2,000 inmates housed on the mainland, the department is
shirking its responsibility to provide for the safety of the public through
correctional management and leaves the operational staff ill-prepared to
contract for private prison beds and services.
The department should create operating policies and procedures to
govern procurement and contract administration to ensure consistency in
operational oversight. This is one way the department can ensure that the
State is receiving the best value for its money. The department should
require that staff responsible for overseeing the private prisons is trained
in the new operating policies and procedures.

Contract administrator lacks objectivity when monitoring
private vendor
Oversight responsibilities belong primarily to the Mainland/FDC Branch
administrator as the department’s primary enforcement officer for the
non-state prison contracts. According to her position description, the
administrator is responsible for contract development, implementation,
ongoing administration, and statutorily required monitoring of contracts.
The contract administrator is responsible for ensuring compliance with
all of the terms of the contract by managing oversight on a day-to-day
basis. However, we found that the department’s “partnership” with CCA
has resulted in an over-reliance by the administrator and department staff
on CCA’s representations of contract performance.
For instance, a team from the Mainland/FDC Branch and branchidentified “subject-matter experts” visit mainland facilities quarterly
to ensure CCA’s compliance with contract terms. The branch
administrator provides team members with a compliance checklist that
lists specific provisions within the contract’s scope of work section, a
copy of the relevant portion of the contract, notes from prior site visit,
communication between the branch and the facility for the specific
subject matter, and additional blank pages for notes.
During the June 29-July 1, 2010 site visit to Saguaro, we observed
the contract monitoring team take the testimony of the contractor’s
staff without verifying their statements against documentary evidence.
These unverified claims comprised a large body of evidence, and led
the department’s site visit team to conclude that the CCA was in full
compliance with contract requirements.
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The failure to test the reliability of testimony and documentation received
raises concern because the process in place over site visits, while not
fully documented, is the primary internal control used for validating
that services are being received. Interviews with inmates and staff are
usually the least effective means of monitoring a facility, and caution
should be used in weighing staff responses. If record reviews focus
only on whether the report was completed properly, for instance, instead
of validating the information contained therein, little is revealed about
the facility’s operation. Reports should be reviewed, not as isolated
documents, but as part of a whole. The audit team would benefit from
having specific guidance as to what to test or how to validate, such as an
independent sample of items to substantiate testimony, to show greater
evidence of compliance. For example, an inspection of the housing units
might include a determination that all security posts are manned and a
review of log books to determine whether they are being kept properly.
And as needed, the monitor should utilize checklists pertinent to the
walkthrough areas.
Although the Mainland/FDC Branch has informal processes over
contractor monitoring, there are no written policies and procedures for
the contract administration of the contracts related to the care, custody,
and confinement of Hawai‘i inmates in non-state facilities to ensure
consistency of oversight. Moreover, since 2006, neither the Mainland/
FDC Branch administrator, nor the branch supervisor had attended a
training workshop on contract administration sponsored by the State
Procurement Office. The branch administrator had attended only one
workshop for small purchases.
In addition, the Mainland/FDC Branch administrator admitted to relying
on the current vendor to provide pricing information on competitors.
While the branch administrator could not provide documentation to
support her claims that she continually compares prices quoted/charged
with other states, she said she is careful to compare prices for the same
level of service, such as ensuring the prisons are American Correctional
Association certified. In the past, she relied on CCA to provide the
department with the rates being quoted by their competitors whenever a
contract with CCA was up for renewal. Seeking competitors’ rates from
CCA raises concerns on the objectivity of the renewal process.
The department’s multi-year contract with the City of Eloy and CCA
includes a proviso for annual price adjustments. Unlike the Bureau of
Prison’s IGA where the per diem rate is not negotiated but is set annually
by the bureau and based on the cost per inmate per day, CCA’s initial per
diem rate is increased annually by 2.5 percent or by the previous year’s
Consumer Price Index for All Urban Consumers as is shown in Exhibit
2.5. CCA’s initial per diem rate is not based on its cost but rather on a
rate established by CCA. As a result, it is difficult to ensure that the State
is receiving the best value for its money.
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Exhibit 2.5
Rate of Contract Adjustment for IGA with City of Eloy
and CCA
FACILITY

FY07 Exp FY08 Exp FY09 Exp FY10 Exp

Initial per diem rate

$57.00

Adjusted per diem rate
charges

$58.43

$60.18

$61.68

% increase over prior year

2.51%

3.00%

2.49%

Source: Department of Public Safety

Performance evaluation is another component of effective contract
administration. The department should evaluate the contractor’s
performance against a set of pre-established, standard criteria and retain
this record of contract performance for future use. Monitoring should
provide a basis for renewing contracts, imposing financial sanctions, or
terminating contracts. Assessing a contractor’s performance following
the completion of a contract can be useful in instances where a
contractor’s past performance plays a role in decision making for future
contracting. This aids the ultimate goal of selecting the most qualified
vendor at the best prices.
The department also has no policies or procedures regarding the
systematic and formal evaluation of contractors. Though the department
spent approximately $57 million in FY09 to house Hawai‘i inmates
in mainland facilities, the branch administrator has not conducted
any formal performance evaluations prior to extending contracts or at
completion of the contract period. Instead, the administrator relies on
the quarterly inspections, and also assembles the team who assisted with
reviewing contract compliance to determine what has or has not worked
in the current contract. We were unable to verify this process because
the branch administrator could not provide documentation that this had
occurred.
We also found deficiencies in fiscal monitoring, which includes a review
of the contractor’s invoices and supporting documentation. The contract
administrator should verify the accuracy of the contractor’s invoices
and documentation before authorizing payment, whether the contractor
has satisfactorily delivered the contracted services, whether billings are
consistent with contract requirements, and whether total payments are
within the limits set by the contract. Without review and verification, the
branch administrator has no way of knowing that the individuals listed
on the invoice are in fact housed at the facility and that CCA is billing for
the correct number of days.
For example, some invoices had no documentation to validate reviews
or evidence of payment approval. In one instance, an invoice from the
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private prison contractor was modified in writing by the vendor, and the
department paid the invoice without any confirmation that the revisions
were accurate. The same invoice had other errors that had not been
caught or corrected by either the vendor or the Mainland/FDC Branch
staff.
The department’s invoice processing is missing a key component for
validating accuracy. We found that neither the account clerk nor the
branch administrator validates that the individuals listed on the invoice
are in fact housed at the facility. Both stated that they rely on the other to
validate the information, which results in neither performing the task.
The branch administrator fails to understand the full extent of her
responsibilities as the contract administrator. From the branch
administrator’s perspective, her role, as it relates to contracts, is limited
to preparing the contract’s scope of services. She deferred to the
department’s procurement and supply specialist to take care of all the
other contract issues. The branch administrator needs to properly fulfill
her role as contract administrator in order to ensure that the State is
receiving best value for its money. Moreover, the department should
ensure that key individuals in the Mainland/FDC Branch also attend SPO
training workshops related to contract administration and procurement of
health and human services under Chapter 103F, HRS.

Conclusion

The Legislature must hold the Department of Public Safety accountable
for its inadequate cost reporting. Without clarified guidance by
policymakers, the department has no incentive to perform better and will
continue to evade accountability by providing unreliable and inaccurate
reporting of incarceration costs. Moreover, the Legislature will continue
to receive this insufficient cost information and be unable to address
the larger problem of prison overcrowding. To address these issues, the
department must first improve the methodology employed to calculate
comparable inmate per day costs for the department’s use in decision
making and reporting to the Legislature. In addition, management
should be more diligent and improve the compilation of its incarceration
costs data by utilizing available tools such as Offendertrak.
In addition, the department has misused its procurement authority to
circumvent the process designed with safeguards to protect the State’s
interests. By focusing efforts on quarterly site visits, the department
effectively ignored oversight for all other provisions of contracts for
out-of-state prison beds. The department cannot ensure it has been
fiscally responsible in obtaining the best value for housing Hawai‘i’s
male inmate population out-of-state. The department must comply with
the governing procurement practices and procedures if it intends to
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continue its “partnership” with the Corrections Corporation of America
to purchase out-of-state prison beds and housing services to address
prison overcrowding. Because the department failed to comply with the
procurement process, we recommend that the State’s chief procurement
officer assume a more active role specific to procuring prison beds and
services for the State. Moreover, the department needs to strengthen
oversight of its contracts to ensure that the private vendor is adequately
meeting the contract requirements.

Recommendations

1. To improve the compilation of its incarceration cost data, the
Department of Public Safety should:
a. Consider developing a useful calculation to be applied at regular
intervals to more easily use cost accounting for cost savings or
accounting for performance;
b. Utilize a more systematic process for cost comparisons, taking
into consideration a need for a cost-accounting methodology.
c. Rather than provide data simply because it is requested,
communicate with the Legislature to gain an understanding as
to why information is requested in order to provide pertinent
information in return;
d. Compile useful, reliable, and complete data, utilizing available
tools such as Offendertrak, for both the Legislature and its own
use.
2. To improve its processes for monitoring the operations of private
prisons, the department should:
a. Enhance processes used to test compliance with contract
requirements to include what to test and how to validate
compliance. This should include developing standardized tools
that can be used by staff to measure compliance with all areas of
the contract on a regular basis;
b. Develop a quality review program to ensure that the monitoring
records and reports accurately and thoroughly document
inspection results;
c. Establish policies and procedures related to documenting
contract compliance issues and the retention of monitoring
records; and
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d. Update its operating policies and procedures for fiscal
monitoring and the approval and processing of invoices to ensure
that the State is receiving the programs and services that it
contracted for.
3. To improve contracting for private prison beds in out-of-state
facilities, the State chief procurement officer should:
a. Suspend procurement authority delegated to the department for
out-of-state prison contracts with private vendors until:
1) The department’s practices are reviewed and policies and
procedures are in place to ensure compliance with Chapter
103F, HRS;
2) The Mainland/FDC Branch administrator and key staff
have completed procurement training workshops related to
contract administration and procurement of health and
human services under Chapter 103F, HRS.
b. Provide guidance and oversee the procurement process,
including final approval over the next contract to replace the
contract for housing the male prison population at Red Rock
Correctional Center and Saguaro Correctional Center that expires
on June 30, 2011.
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Appendix A
Facility Tour: Saguaro Correctional Center, Eloy, Arizona

Opened: 2007
Bed Capacity: 1,898

Recreational Areas

Classroom
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Appendix A

Facility Tour: Saguaro Correctional Center, Eloy, Arizona (cont.)
Living quarters, common area
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Appendix A
Facility Tour: Hālawa Correctional Facility

Year Opened: 1962 (Special Needs)
1987 (Medium Security)
Operational Bed Capacity:
Special Needs
132
Medium Security
992
Total
1,124

Recreational Areas

Classroom

45

Appendix A

Facility Tour: Hālawa Correctional Facility (cont.)
Living quarters, common area
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Responses of the Affected Agencies

Comments
on Agency
Responses

We transmitted a draft of this report to the Department of Public Safety
(PSD) and the State Procurement Office (SPO) on December 14, 2010.
A copy of the transmittal letter to the interim director is included as
Attachment 1. A similar letter was sent to the SPO administrator who
opted not to respond. The interim director’s response is included as
Attachment 2.
To her credit the interim director is open to reviewing our audit findings
and recommendations to improve the department’s core function as a
whole and the deficiencies in the Mainland and Federal Detention Center
Branch. However, in her response the interim director misses the point
in several key areas.
•

With respect to our finding regarding misleading cost data,
the interim director goes to great lengths to explain that the
department took an average of its entire operational capacity
in totality rather than breaking down each facility’s actual
population or a “snapshot of a particular day” because of the
complexity in calculating all costs incurred per inmate per
day. She asserts the department knows it is cheaper to house
inmates on the mainland. But auditors are trained to ask: how
do you know? We found the department does not know the
true incarceration costs because it calculates in-state costs on
the basis of total operational bed capacity. In comparison, the
out-of-state costs are based on actual use, that is, actual head
count. Lost in the director’s discussion is a basic understanding
of what the data is used for. For example, if the department
provided cost per inmate day amounts on a per facility basis, a
comparison of actual expenditures against appropriations across
cost categories could be useful. By reporting inmate costs by
jail or prison facility, the differences in facility requirements may
be better captured and available for further analysis, planning,
and decision making. Even though differences between Hālawa
Correctional Center and Saguaro Correctional Center (SCC)
in Arizona cannot be compared, the cost data would be useful
to compare a facility against its own historical performance or
compare specific cost components at a facility for best practices.

•

The interim director reports that the department is working with
the City of Eloy and the Corrections Corporation of America
(CCA) to establish a separate agreement that will specify and

61

document the working relationship between the two parties.
We see no point in doing so when the existing contract does
not allow for further extensions and expires on June 30, 2011.
Moreover, the SPO administrator has opined that using the City
of Eloy as a pass through mechanism to contract with CCA
circumvents the Hawai‘i Public Procurement Code and is an
inappropriate use of the inter-governmental exemption used
by the department in the first place to avoid the competitive
procurement process for its preferred prison vendor. Instead, the
department should focus its attention on the request for proposal
process similar to the competitive contracting process it properly
followed to secure housing for its female inmates in Kentucky.
More importantly, the director should seek guidance from the
SPO administrator to better understand her responsibility when
exercising her procurement authority because ultimately she is
accountable for the spending of taxpayer dollars.

62

•

Contrary to the interim director’s statement that our audit team
chose not to review the working files containing the contract
monitoring team’s written documentation, we did review those
files on August 18, 2010 and in fact copied documents for
analysis. We found that the contract monitors had performed
very limited independent reviews of contractor testimony and
documents, if they did any at all. The department has learned the
importance of having an audit checklist in its contract monitoring
in order to comply with the American Correctional Association
auditing standards. The fact that we use different standards
appropriate to our audit work does not excuse the failure of
the monitoring team to test the reliability of testimony and
documentation received from CCA during the site visit in July
2010. As the interim director pointed out, the department has yet
to create policies and procedures to guide staff in their contract
monitoring activities. Until the department does so, a checklist,
no matter what its affiliation or certifying organization, will
be of little value. As noted in our report, one of those contract
monitoring procedures is the verification of contractor staff
statements and assertions against documentary evidence.

•

The interim director asserts that the Mainland and Federal
Detention Center Branch administrator clearly understands
the role of the position and is not a procurement specialist,
which is the function of the purchasing and contracts office.
If the branch administrator had received the SPO training for
contract administrators, she would have learned that planning,
procurement and contracting is a team process that involves the
contract administrator from the beginning. The SPO’s training
handout on contract administration defines the role of the

contract administrator as the one who: manages the day to day
oversight; is the expert regarding contract requirements; is the
point of contact for correspondence; provides technical guidance
to contractor and users; maintains the file and documentation;
ensures the goods/services are received; and is responsible
for ensuring other team members are informed of significant
events, issues/problems. According to the SPO, good contract
administration ensures that the procurement process results in
the organization getting what it pays for and is one of the biggest
areas that could be improved for most government agencies.
Due to her lack of training, the branch administrator blindly
treated CCA as a government agent for the City of Eloy instead
of seeking guidance from the SPO when problems arose.
Finally, we corrected on page 19 of our report the total number of
uniformed staff (including correctional officers) at SCC from 96 to 226
on clarification of definitions in CCA documents. Subsequent to our
fieldwork, we learned that one correctional officer was hired after an
incident in July to increase the uniformed staff to 227. The correction
does not change our finding that a true cost comparison of inmate per day
costs for male medium security prison inmates could not be performed
because of differences in the building design that drive staffing needs, the
program offerings specifically needed at each location, and the level of
medical and other services provided.
We share the interim director’s bewilderment over the lack of
cooperation our audit team received from the department throughout the
audit process, and we, too, look forward to an improved relationship.
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