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Foreword

Thisisareport of our audit of the out-of-state travel by city’s
executive staff. The city auditor initiated this audit pursuant to
Section 3-502.1(c) of the Revised Charter of Honolulu, the Office of
the City Auditor’sAnnual Work Plan for FY 2005-06, and Council
Resolution 04-384 that requested the city auditor investigate the
sources and financing of former Mayor Jeremy Harris travel. The
city auditor determined that areview of executive staff out-of-state
travel was warranted due to concerns that such travel was not being
accurately reported.

We wish to express our appreciation for the cooperation and
assistance extended to use by the officials and staff of the Office of
the Managing Director, the Department of Budget and Fiscal
Services and others who we contacted during this audit.

Ledliel. Tanaka, CPA
City Auditor






Office of the City Auditor City and County of Honolulu

EXECUTIVE SUMMARY

Audit of the City's Executive Staff's Out-of-State Travel
Report No. 06-05, July 2006

Thisaudit wasinitiated by the Officeof the City Auditor pursuantto
Section 3-502.1(c) of theRevised Charter of Honolulu, the Officeof the
City Auditor’ sAnnual Work Planfor FY 2005-06, and theHonol ulu
City Council Resol ution 04-384 whichrequested that thecity auditor
Investigatethesourcesandfinancing of former Mayor Jeremy Harris
travel. Thisreport reviewsand assessesthecontrol, monitoringand
reporting practicesof out-of-statetravel by city executivestaff, including
but not limitedtothemayor, departmental directorsand deputies, and
other non-civil serviceprofessional positionsfor theperiod covering

FY 2002-03 through FY 2004-05.

Background City executivestaff, likeall city employees, areresponsiblefor complying
withestablished city travel -rel ated policiesand procedures. These
travel-related poli cesand procedures, whicharefoundinthecity
charter, ordinance, andadministrativepolicy, ensurethat travel either
paidfor orincurredwhileonofficial work timeisproperly reviewedand
accountedfor; that employeesneither gainnor losefinancially asaresult
of undertaking official out-of-statetravel ; and that arecord of the
authority fortimeaway fromthecity onofficial out-of-statetravel is
maintai ned. Executiveout-of-statetravel thatinvol vespayment of travel
costsinsomeformby athird party issubject togift and ethicslawsin
additiontoofficia businesstravel requirements.

Themanagingdirector hasoversight authority for theout-of -statetravel
processfor theexecutivebranch. Assuch, themanagingdirectoris
respons blefor ensuringtheaccountability of out-of-statetravel by city
officias, inpart, by ensuringtheroutine, completeand accuratereporting

of travel oncity business.
Summary of Wefoundnumerousinstances, primarily of theformer administration,
Findin gs wherecity executivesfailedtocomply with established out-of -state

travel policies, proceduresandrules. Inaddition, practicesrelatingto
giftedtravel appear to permit circumvention of proper disclosureand
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reporting. Our review coverstheperiod FY 2002-03 through FY 2004-
05, andthereforemost of thefindingsrel ateto practicesof theformer
administration. Sinceour review periodincludesonly approximately six
monthsof thecurrent administration’ sexecutivetravel , exampl esof
actual travel by thecurrent administrationwerelimited. Wedididentify
someearly issueswiththecurrent administration’ spractices; however, it
appearsthat additional instructionandguidanceby themanaging
director’ sofficeareleadingtoimproved accounting andreporting
practicesover thosefoundinthepreviousadministration. However
someof thefundamental concernsfoundinour review shouldstill be
addressed.

For our audit, wereviewed 175 out-of -statetripstakenby city
executives, includingthemayor, departmental directorsanddeputies,
and other non-civil service, non-clerical, non-contract professional
positions. Wefound numerousexampleswherecity executivesfailedto
comply without-of -statetravel policiesand procedures. Inaddition, we
foundthat out-of -statetravel reportingthatinvolvesgiftedtravel isfurther
complicated by afailuretoadequately account for gifts. Asaresullt,
many travel giftstoexecutivesgounreportedandclarity inthe
interpretation of thegiftlawisneeded. Accurateand completetravel
reporting by city executivesisessential for therecording of theproper
authorizationfor thetravel and absencefromcity duties, vaidatingthe
publicpurposefor thetrip, and substantiating authorized travel expenses.
Further, city executives, asmanagersand|eadersof city departments
andagencies, should* lead by exampl€’ throughcompliancewithtravel
laws, rulesandregulationsthat all city employeesareexpectedtofollow.

Finding1: Numerouscity executivesfail tocomply with out-of-
statetravel policiesand procedur es.

e Out-of-statetravel informationispoorly documented, making
accountability weak. Wefound numerousexampleswhere
executivesfail tocomply withcity travel policiesand procedures.

» Supporting documentationto substantiatethe Travel Requestis
insufficient. Wefoundanumber of travel requestswithout
sufficient documentationtojustify thepurposeor needfor an
out-of-statetrip. Whilesomeof theseshortcomingscanbe
attributedtolack of clarity intravel policiesand proceduresand
applied oversight, othersappear to beduetothefailureof
individual city executivestocomply withestablishedtravel
reporting requirements.
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» Many city executivetravel fileslack thefinal report of completed
travel. Wefoundthat thenecessary documentationtovalidate
compl eted executivetravel uponreturnfromtravel is
unaccountedforinmany travel filesat theDepartment of Budget
and Fiscal Services, eitherincompleteor missing. Several of
theseexecutivetravel recordsincludeadvancefundspaidtothe
executivetraveler priortotravel. Wefoundthat inthese
situations, theexecutivetravel filerecordswerenot processed
andremain pendinguntil either acompletedtravel reportis
received or theaccount can bewritten off asuncollectible.

» Thereconciliationof completedexecutivetravel isnecessary for
compliancewithfederal tax |awsand the Department of Budget
andFiscal Services policies. Internal RevenueService
regulationsrequirethat aportionof travel allowancesbe
reported astaxableincometothetraveler. Theinability to
reconcilecompletedtravel recordsresultsinafailuretocomply
withfederal tax lawsand Department of Budget and Fiscal
Services policies.

» TheDepartment of Budget and Fiscal Services policy further
statesthat failureto submit completedtravel reportswithin30
daysfromthereturnof atripwill resultintheentiretravel
advancebeingincluded asincomeontheemployee’ sForm
W-2. Inaddition, thefull amount of thetravel advanceal so
becomesareimbursableexpensetothecity if thetravel
completionreportisnot submitted. However, wefound
numerousexampleswhereneither actionwastakenby the
Department of Budget and Fiscal Serviceswhenthecompleted
travel documentationwasnot received or receivedincompl ete.

» Whilecity executivetravel proceduresrequiretheapproval of
themayor or managingdirector, wefoundthat many executive
travel recordslack therequiredtravel approvals. Thefallureto
comply withtravel policiesand proceduresdiminishes
accountability for thereview and proper authorizationfor
executivestravelingout-of-sate.

» Thepolicy andapproval procedurefor businessor first class
airfareneedsclarification. Wefoundthat theformer mayor’s
travel by first-classairfaretobeinconsi stent withestablished
travel policy.
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For thefirst six monthsof operationsfor thenew administration, we
foundthat executivetravel filerecordsdocumentationhadimproved
andweremorecompl etethantherecordsof theformer
adminidration.

Finding 2. Many personal travel giftsto executivesgo
unreported and clarityintheinter pretation of thegift lawis
needed.

Gifts,includingtravel-related gifts, may bemadetoanagency or
individual city employee. All gifts, whether totheagency or
individual government employee, must bereviewedtoensurethat the
giftand conditionsof thegift areappropriateand meet general ethical
standards. Travel-related giftstoan executiveagency must be
formally reviewed and approved by thecity council. Thedecisionto
acceptapersond gift,includingtravel-related gifts, islefttothe
individua. ConsultationwiththeHonoluluEthicsCommissionis
recommended but not required.

Thereiscurrently noreporting requirement for persona gifts. In
2002, Ordinance02-15, codifiedin Section 3-8.7, ROH, stipul ated
that personal giftsexceeding $200inval ueshoul d not beaccepted,
but indoing so del eted therequirement that such giftsbereportedto
thecity clerk.

Inlight of Ordinance02- 15, ethicscommissionguidelineson
personal gift acceptanceconcludedthat agift valuedinexcessof
$200, for whichthedonor doesnot haveaninterest that may affect
therecipients courseof fulfillinghis/her jobduties, isnot prohibited.
Thus, atravel-related personal gift, eveninexcessof $200, canbe
accepted aslongasthereisnoconflict of interest.

Many of theformer mayor’ sout-of-statetravel involvedgiftingthat
wasaccepted asapersonal gift and not disclosedtothecouncil.
Wefoundthat thispracticeisquestionablebecausethestated
purposeof many tripsappear related totheformer mayor’ sposition
andnottohimasanindividual. Webelievethatitisreasonableto
concludethat gifted-travel rel ated totheposition of the Officeof the
Mayor should becons dered anagency gift subjecttoreview and
approval by thecity council.
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Recommendations
and Response

Finally, wefoundinstanceswherepersona giftedtravel of theformer
mayor wastakenduringofficial work time. Whiletheremay be
someexceptions, webelievethat generally, theacceptanceof a
travel-related gift asapersona giftimpliesthat thetraveler should
takevacationleavefor suchtravel and not chargethetaxpayersfor
histimeaway fromhisofficial duties.

Wemadeanumber of recommendationsto addressproblemsidentified
duringthisreview. Werecommended that themanaging director shoul d:

Review and modify administrativedirectivesasneededtoensure
existenceof clear policiesand proceduresnecessary for accurate,
consi stent andtimely reporting, accountingand documentation of
executiveout-of-statetravel;

Work withtheHonolulu EthicsCommissiontoensuretheproper
identificationof giftsand compliancewithgiftdisclosure
requirements, includinggifted personal travel;

Establishaclear policy onuseof first/businessclasstravel
accommodationsfor executives,

Ensurethat all outstanding executivetravel reportsat Department of
Budget and Fiscal Servicesareresolvedand properly accountedfor
andreported;

Ensurethat thel nternal Revenue Servicetaxability requirementsare
met for any outstandingexecutivetravel reports,

Implement proceduresto ensurethat executivetravel -rel ated reports
and documentsareproperly tracked and monitoredfor complete,
accurate, andtimely completion; and

Work withthecity council toimplement personal travel -related gift
acceptanceand di scl osurerequirementsthat ensuremonitoringand
accountability controls.

Inresponsetoour draft report, themanaging director statedthat his
officewoul dutilizetherecommendationsof thereport, includingworking
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withtheDepartment of Budget and Fiscal Services, ethicscommission
andcity council toensurethat al reportingrequirementsaremetina
proper andtimely manner. Heemphasi zed that most of theconcerns
addressed practicesof theformer administrationanditistheirintentto
continuetoensurethatimprovementsnotedinthepresent
administration’ sprocessing of travel-rel ated documentswoul d continue.

Thedirector of the Department of Budget and Fiscal Servicesnotedin
her responsethat overall theaudit wasagood report, and

acknowl edged theproblematic natureof thedocumentationand
processing of thepreviousadministration’ stravel -rel ated documents,
particularly whengiftedtravel wasinvolved. Thedirector commented
however, that thefindingswerenot completely accuratebecausethe
audit focused ondocumentationmaintai ned by thefiscal accountantsand
not thevoucher payment documentsof theaccountspayabl esection.
However, webelievethisisanimproper characterization of theaudit.
Our audit objectivesweretoreview and assesscity executivestaff’s
accuracy and compl etenessinreporting of out-of -statetravel andthe
policiesand proceduresinplacefor ensuringaccountability, which
includestherol eof the Department of Budget and Fiscal Services fiscal
accountantsintheprocessing of travel -rel ated documents.

Inour meetingwithdepartment official sitwasconfirmedthat thefiscal
accountantsand not accountspayabl estaff areresponsiblefor working
directly withcity agenciesto processout-of-statetravel -rel ated
documentsand payments, including verificationof travel expenditures,
review and approval of travel advances, andreconciliationof completed
travel statements. Wewerefurther informed by thedepartment that
claimsvouchersarereviewed and compl eted by thefiscal accountants
beforebei ngforwarded to accountspayabl efor payment. Duringour
fieldwork wedidtrack asampleof recordstotheaccountspayable
section, but wereinformedthat accountspayabl estaff track only
payment vouchers, andtheresponsibility for trackingall travel -rel ated
documentsrestswiththefiscal accountants. Finally, sincethefiscal
accountantsareresponsi blefor thereview, approval and processing of
travel -rel ated documents, theacknowl edgement by thedirector of
budget andfiscal servicesthat their recordsare*incomplete” further
supportsour concernsfor theneedtoimproveaccountability.
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Weareencouragedthat theadministrationrepresentativeshave
acknowledged the problemsand appear committedto continueto
proactively addresstheconcernsidentifiedintheaudit.

Leslie I. Tanaka, CPA Office of the City Auditor

City Auditor 1000 Uluohia Street, Suite 120
City and County of Honolulu Kapolei, Hawai'i 96707

State of Hawai'i (808) 692-5134

FAX (808) 692-5135
www.honolulu.gov/council/auditor
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Chapter 1

Introduction

Thecity auditorinitiated thisAudit of theCity’ sExecutiveStaff’ s
Out-of-State Travel asprovidedintheRevised City Charter of
Honolulu, andthecity auditor’ sAnnual Audit Programestablishedfor
FY 2005-06.

Theaudit respondsto concernsby thecity council andthepublicabout
thecity administration’ sinadequatereportingof out-of -statetravel
activitiesby city executivestaff. Theaudit al soaddressesconcerns
expressed by thecity council inResolution 04-384 whichrequested that
thecity auditor investigatethesourcesandfinancing of former Mayor
Jeremy Harris travel. Theresolutionrespondedto numeroustripstaken
in2004 by theformer mayor and concernsthat someof themayor’s
travel may haveincluded personal tripsoncity timeandfinanced by
unknownthird partieswho may haveaninterestincity business. For
exampl e, during calendar year 2004, theformer mayor traveled

out-of -statemorethan 20timesto destinationsincludingHong Kong,
China, Australia, Chile, Saipan, Sweden, Japan, and United States.
Althoughthemagjority of travel wasreportedly for theformer mayor to
attend conferencesand other officia functions, hisfailuretoreadily
disclosethenatureand extent of travel ; thedifficulty toobtainsuch
informationwhenrequested by thecity council and media; and questions
concerningthefinancingof thetravel,increased concernsthat

out-of -statetravel wasnot being accurately reported.

Thisaudit assessesthecontrol, monitoringand reporting practi cesof
out-of -statetravel by city executivestaff, includingbut not limitedtothe
mayor, departmental directorsand deputies, and other non-civil service
professional positionsfor theperiod covering FY 2002-03 through

FY 2004-05.

Background

Out-of -statetravel practicesby City and County of Honoluluemployees
aregovernedby city travel policiesand proceduresfoundinthecity’s
charter, ordinances, administrativepoliciesandguidelines. These
policiesandguidelinesensurethat travel either paidfor orincurredwhile
onofficial work timeisproperly reviewed and accountedfor andthat
employeesneither gainnor losefinancially asaresult of undertaking
official out-of-statetravel . Thepoliciesand proceduresal soensurethat
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Out-of-statetravel
policies and procedures

arecord of theauthorizationfor timeaway fromthecity onofficial
out-of-statetravel ismaintained. City executivestaff members, likeall
city employees, areresponsiblefor complyingwiththesecity travel
policiesand procedures, including obtai ning proper authorizationfor such
travel andreporting of travel -rel ated expensesupon compl etion of the
travel.

Out-of -statetravel cana soinvolvetravel expensesthat arepaid by
otherssuchasthroughreimbursement of all or aportionof relatedtravel
costsby thesponsoring organi zation. Travel under theseconditionsmay
congtituteagifttothecity or official andmay a sorequirecompliance
withcity giftlawsand policiesregardinggiftsof travel. Travel that
involvesgiftedtravel entail sadditional review pursuanttothecity’s
standardsof conduct law and other ethicsguidelinesor requirements.

For theexecutivebranch, oversight authority for theout-of -statetravel
processisassignedtothemanagingdirector. Themanagingdirector has
theresponsibility for ensuringaccountability of out-of-statetravel by city
officialsby ensuringtheroutine, completeand accuratereporting of
travel oncity business.

Out-of-statetravel proceduresarebased onprovisionsincity charter.
Section13-110, Revised City Charter of Honolulu (RCH), statesthat all
officersand employeesof thecity areentitledtotheir traveling or other
necessary expensesincurredintheperformanceof their official duties.
Section6-102(c), RCH, providesthat themanagingdirectoris
responsiblefor prescribing thestandardsof administrativepracticetobe
followed by al agenciesunder themanagingdirector’ ssupervision.

Responsibilitiesof themanagingdir ector’ soffice

All city executivetravel requiresapproval by themayor or managing
director. Beforepermittingacity executiveto attend anout-of -state
conference, convention, seminar, meetingor training course, the
managingdirector must ensurethat aclear publicpurposeisbeing
served. Travel for other purposesisconsidered onthemeritsof the
individual case. Thestandardsfor reviewingtravel requestsarefoundin
themanagingdirector’ sAdministrativeDirectivesManual (ADM), a
set of administrativepoliciesand proceduresapplicabl etodepartments
and agenciesunder themanagingdirector’ ssupervision. Althoughnot
recently reviewed or updated, theADM servesasthesourcedocument
onadministrativepoliciesand procedures. TheManagingDirector’s
OfficeisresponsiblefortheADM and ensuresthat new policiesare
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added, existing policiesarekept currentand conflictingpoliciesand
proceduresarediminated.

Travel guidelinesestablished by themanagingdir ector

Inaccordancewiththemanaging director’ sresponsibilities, Section130
on PaliciesGoverning Official Travel, of the ADM establishesthe
policiesand proceduresrel atingto out-of -statetravel . Thissection
stipul atesthat out-of -statetravel shouldbefor publicpurposesto
transact businessonbehalf of the City and County of Honol ulu.
Whenever possible, travel requestsshoul d besubmitted tothemanaging
director for approval at |east 45 daysbeforethedeparturedate.
Out-of-statetravel should only beconsidered whenbusinesscannot be
accomplished satisfactorily by correspondenceor by tel ephone; the
natureof theinformationdesiredisessential tothedevel opment or
completion of acity and county project; theprogram dataand
experiencecannot practically beobtainedlocally or by correspondence;
orthetravel toattend conventionsand annual meetingsof national and
sectional groupsinvolvemattersof interest tothecity. TheADM further
clarifiesthat attendanceshoul d belimited to oneout-of -stateconference
per fiscal year per departmentinany of itsmajor functional areas. In
addition, fundsmust al so beavailableinan approved departmental
budget and specifically for out-of -statetravel purposes.

Inaddition, Section 130reiteratesthecharter provisionthat city officers
and employeesareentitled to payment of transportationand other
necessary reasonableexpensesactually incurredintheperformanceof
their officia duties, providesadditional guidanceontravel arrangements
tobemadeby thetravel er andtheinformationtobeincludedina
request for travel. For example, the ADM notesthat transportationand
travel routing shall beby themost economical, most direct, convenient
andappropriatemeansandtravel ticketsshall befor completeroutes,
inclusiveof stopover privilegeswhenever andwherever practical. In
addition, airfareshall beby economy classair passagewhenever
available, appropriateand practical ; whiletravel by any other means
must bespecifically requested and authorized. Furthermore, excess
travel timeresultingfor thepersona convenienceof theemployeeshall
bechargedtovacationtime.

TheADM a soidentifiesspecificinformationthat must beprovidedwhen
requestingapproval for official out-of-statetravel , including:
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1. persontraveling, positiontitleandsdaryrating;

2. purposeof trip (toincludeknowledgeto begained or businesstobe
concluded);

3. durationof absence, datesand number of tripdays,

4. costof trip(transportation, per diemand other expenses), including
caculationsforal mgjoritems;

5. itinerary whichincludesall placesthat will bevisited enrouteandat
degtingtion;

6. agendafor conferencesor content of coursesthat will beattended,
asappropriate;

7. departmentd justification,includingwhy smilar Honol ulubased
actionscannot accomplish samepurposewhenreasonsarenot
obvious,

8. date, destinationand purposeof prior out-of -statetripsmadeduring
thepast threeyearsby thepersontraveling; and

9. sourceof funds.

Finaly,theADM stipul atesthat within 30 daysafter returnfroman
out-of -statetrip, atravel er shall submittothemanagingdirector, through
hisdepartment head areport on his/her accomplishmentsduringthe
absencefromHawaii; and shouldincluderecommendationsfor actions
that thedepartment couldtaketo benefit fromideasor knowledge
gainedduringthetrip.

Responsibilitiesof the Department of Budget and Fiscal Services

Inaccordancewith Section 130, ADM, the Department of Budget and
Fiscal Services(BFS)isassignedtheresponsibility forimplementing
travel policiesand procedurestoensurecompliancewiththeADM.
WithinitsBudget and Fiscal ServicesPolicy and ProceduresManual,
Section 9.1, entitled Official Travel Expenses, aredetailedtravel
proceduresthat all city employees, includingexecutivestaff members,
arerequiredtofollow. Someof theseproceduresrequirethat:
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* Travel by city employeeswhichistoinvolveexpensestothecity
areapprovedinadvanceontheTravel Requestform; and

* Within 30daysafter theemployeereturnsfromofficial travel,
travel expensesareto bedetailed in the Statement of
Completed Travel and Expendituresand related forms.

TheBudget and Fiscal ServicesPolicy and ProceduresManual is
supplementedthroughfinancecirculars. For example, FinanceCircular
92-02.0dated May 5, 1992 providesadditional guidanceonthetax
reportinginformationonper diemratesfor travel.

BFSisresponsi blefor processing departmental travel requestsafter
approval by themanagingdirector. Uponreceipt of travel reporting
informationfromcity executives, BFSwill review and verify requested
out-of -statetravel expendituresfor compliancewithBFSpoliciesand
procedures. Thisreview andverificationprocessisprimarily afunction
of thedepartment’ sA ccounting Division, whichisorganizedintotwo
branches—the A ccounting Branchand theFiscal ServicesBranch.

TheFiscal ServicesBranchisresponsiblefor processing out-of -state
travel expensesinvolvingcity employees. Branchemployeeswill verify
that proper approval swereobtained onthetravel request forms
submittedinadvanceof thetravel. Uponthetraveler’ sreturntowork
andsubmissionof atravel completionreport, they will verify that all of
theapprovalsandtravel documentationaresubmitted. Thebranchis
dividedintosix sectionswith each sectionassigned specificexecutive
agenciestooversee. Toass st departmentsand agencies, copiesof the
requiredtravel forms, such asthe Travel Request, Form M-6; the
Satement of Completed Travel and Expenditures, Form DF-59; the
Per Diem Substantiation Form, Form DF-A-81; and the Per Diem
Report Form, Form DF-CHRM S 17 are attached asexhibitsand
appendixestothe BFSPolicy and ProceduresManual. Inadditionto
out-of -statetravel review responsibilities, thebranch staff alsoconsults
andadvisesthedepartment headsinfiscal andadministrativefunctions
pertinenttotheir departments. Exhibit 1.1 providesabrief description of
theout-of -statetravel processfor executivestaff.
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Exhibit 1.1
Out-of-State Travel Process for City Executive Traveler

City Executive Traveler

e Completes Travel Request form
o Traveler submits Travel Request with supporting documentation to the Managing Director
for review and approval

Managing Director

¢ Managing director reviews and approves Travel Request

BFS Fiscal Officer

¢ Determines availability of budgeted funds for consideration of official out -of-state travel
identified by the department

¢ Signs Travel Request form to certify that funds are available for particular trip based on
travel cost estimates identified on the Travel Request

¢ Works with city executive traveler to verify accuracy and completeness of travel claims
and per diem advances for compliance with BFS travel policies and procedures

¢ Verifies payment voucher for accuracy and compliance prior to issuance
of check by accounts payable staff

City Executive Traveler

o Within 30 days upon return from travel , the traveler completes Statement of Completed
Travel and Expenditures and Per Diem Substantiation Form according to the BFS
Palicies and Procedures Manual

Managing Director

¢ Reviews completed travel reporting documentation and approves Statement of Completed
Travel and Expenditures form

BFS Fiscal Officer

o Determines the accuracy of the traveler's expenses and substantiates the taxable portion
of the per diem paid to the traveler

¢ Reconciles travel expenses completely to settle all travel claims to the traveler or due
to the city

Source: Administrative Services Manual, Managing Director's Office; Policy and Procedures Manual, Department of
Budget and Fiscal Services; and Department of Budget and Fiscal Services, Accounting Division
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Out-of-state executive
travel expenditures

Travel-related gifts

Responsibilitiesof thetraveler

Thetravelerisresponsi blefor complyingwiththespiritandintent of city
travel policiesand procedures, ensuringthat all required approvalsare
obtai ned, supporting documentati onissubmitted when necessary, and
travel completionformsaresubmittedinatimely andaccuratemanner.
Asprevioudy noted, writtenguidanceisprovidedintheAdministrative
DirectivesManual andtheBFSPolicy and ProceduresManual. In
addition, personal assistancerelatedtotravel policiescanbeobtained
fromthedepartment’ sfiscal staff, theManaging Director’ sOffice, or
BFSsFisca ServicesBranch.

Generally eachagency isresponsiblefor itsown out-of -statetravel costs
that areall ocatedwithintheir annual operatingbudget. Travel-related
financial transactionsaretracked throughthecity’ sComputerized
Integrated Financial Information System (CIFIS). CIFIScollects
financia data, includingtravel budgeted and expendedfor travel by city
empl oyees, through theaccounting object code3212—Travel
Expenses—Out-of -State.

After reviewing CIFI Sreports, weestimatethat thetotal out-of-state
travel expendedby all city employeesfor fiscal years, FY 2002-03to
FY 2004-05isapproximately $854,000. City executivetravel costsare
not segregated separately from other city employee’ sout-of -statetravel,
but weestimateexecutiveout-of-statetravel for thesameperiodtobe
approximately $297,800.

Whenall or aportion of theout-of -statetravel costsarepaid by athird
party, itmay constituteagift either totheindividual or tothecity. The
city charterin Section13-113providesauthority tothecity council for
acceptinggiftsonbehalf of thecity. Inaddition, thegift may besubject
tothegeneral policiesongift acceptanceand reporting requirements,
includingtravel-related gifts, in City Council Policy Resol ution86-298
andsinceMarch 1, 2006, Resolution05-349, CD1, FD1. Additionally,
therecipient of thegiftissubject totheethicsandgiftlawsprovidedin
thecity ordinancepertai ningto conflictsof interestand prohibitionson
giftssolicited, accepted or received by city employees.

Additional directivesongift acceptanceand reporting areal socontained
inthe ADM, Section 141, entitled Reporting of Proffered Gifts of
Travel, Lodgingand Meal swhichestablishesguidelinesfor the
acceptanceof giftsof travel, lodgingand meal's,inconnectionwithtravel



Chapter 1:

Introduction

by city officersinthecourseof their duties, tocomply with standardsof
conduct containedinthecity charter. Section 141 requiresthat thegift
servealegitimatecity purposeandreceiveprior approval of the
managingdirector. Theexecutiveisa soresponsiblefor providing
notificationtothedonor that thepurposeof acceptingthegiftedtravel is
forinformational valueandinnoway obligatesthecity tothedonor. The
executiveal somust prepareawritten summary of thetrip uponreturn
fromtravel tothemanagingdirector.

Gift toagency

PriortoMarch 1, 2006, in accordancewith Council Resol ution 86-298,
giftstoanagency valued at | essthan $1000 coul d beaccepted by an
agency providedthedonor isnotifiedthat acceptanceisconditional until
formal approval by thecity council. Themanagingdirector must report
suchexecutiveagency giftstothecity council onaquarterly basisfor
formal acceptance. Giftstoanagency, includingtravel -related gifts,

va uedinexcessof $1000 must beformally approved by thecity council
prior toacceptance. Intheseinstances, theagency must notify the
potential donor inwritingthat acceptanceof thegift may only occur after
formal approval by thecouncil.

OnMarch 1, 2006, Resol ution 86-298 was superseded with the
adoptionof Council Resolution05-349, CD1, FD1, whichraisedthe
executivegift valuelimit, whichmust beformally approved by thecity
council priortoacceptance, toover $2500. Weincludethisfor
informational purposesonly sincetheeffectivedateof thenew resolution
isbeyond our audit scopeand doesnotimpact thereport findings.

Gifttoindividual

Somegiftsareoffered personally tocity employees, andincludegifts
offeredandacceptedforindividual travel, lodgingandor meals. The
ethicsandgiftlawsinthecity ordinancesgoverngiftstoindividuals, as
opposedtoacity agency. Section3-8.7, Revised Ordinancesof
Honolulu(ROH), hasdefinedagiftas” .. .any gift, whether intheform of
money, goods, services, loan, travel, entertainment, hospitality, thing, or
promiseor inany other form.” Thissectionprovidesamonetary limitto
personal gift acceptanceof $200 per year statingthat, “ During each
fiscal year, neither themayor, prosecuting attorney nor any appointed
officia oremployeeshall solicit, accept, or receive, directly orindirectly,
fromany onesourceany gift or gifts, not exempted by subsection(d),
valuedsingly orintheaggregateinexcessof $200.”
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Audit Objectives

Toassi st city employeeswiththecity’ sstandardsof conduct and gift
laws, theHonol ulu EthicsCommission hasissuedwrittenguidelines
about giftstoindividuals. Someexampl esof acceptablegiftsto
individualsincludetokensof aloha, suchasalei or foodtobeshared;
giftsof relatively small value, such asapen, watch or totebag val ued at
lessthan $50; or ticketsfor charity fundrai sersequal tothevalueof the
foodanddrink consumed by thepublicofficia, excludingtheval ueof
any donation. Theethicscommissionalsooffersguidelinesonwhatto
dowithaprohibitedgift, which states:

“If yourecelveagift that isprohibited under ethicslaw, the
employeemay not keepit. Youarerequiredtoreturnthegiftor
donateittoapublic body (such asthe department) or abona
fideeducationa , non-profit or charitableorgani zationwithin30
days.” Inaddition, theethicsguidelinesaddthat penaltiesin
violationof city giftlaws* ... may subject theemployeeto
discipline,includingterminationof employment or impeachment
inthecaseof electedofficials.”

Ethicscommissioninvolvement

Establishedincity charter, theHonolulu EthicsCommissionprovides
advisory opinionstocity officia sreviewingthepossibleconflict of
interest or unethical conduct regardingtheacceptanceof travel-rel ated
gifts. Whilenot mandatory, theethi cscommissionrecommendsthat city
executives, asarecipient of giftedtravel, seek theadviceof the
commissionontheacceptability of suchgifts. Further,thecommission
recommendsthat city executiveswhoaccept offersof travel, lodgingor
meal sinconnectionwithtravel, duringthecourseof their official duties,
without administrativeapproval or consultingwiththeethicscommission,
risk recelving giftsthat may beinviolation of thecity’ sstandardsof
conductinSection3-8.7, ROH.

Theaudit objectiveswereto:

1. Reviewandassessout-of-statetravel reporting by city executive
staff for accuracy and completenessaccordingtocity policiesand
procedures.
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Scope and
Methodology

2. Review andassesstheadequacy of existingcity policiesand
proceduresfor ensuringaccountability of out-of-statetravel

reporting.

3. Makerecommendationsasappropriate.

Wereviewed out-of -statetravel reportingrecordspertainingtothecity’s
executivestaff for FY 2002-03 through FY 2004-05, including but not
limitedtothemayor, managingdirector, deputy managingdirector,
department directorsand deputies, and other sel ected professional staff
exemptedfromcivil service. Excludedfromthisreview wereexecutive
staff from attached agenciessuch asboardsand commissions, theBoard
of Water Supply, HonoluluFireDepartment, and Honol uluPolice

Department.

Our review of thecity’ sexecutivestaff out-of -statetravel wasbased on
rostersof executivestaff namesfor FY 2002-03, FY 2003-04 and

FY 2004-05obtainedindividually fromthecity employeecardfilesat the
Department of Human Resources. Weconsidered executivestaff tobe
higher managementlevel city officialsincludingthemayor, managing
director, departmental directorsand deputies, appointed executive

assi stants, and other non-civil service, non-clerical, non-contract
professional city employees.

Subsequent to obtai ning theroster of executivenames, wereviewed and
assessedtrave filescurrently maintained by admini strativeandfiscal
personnel at the Department of Budget and Fiscal Servicesand sel ected
city departments. Weal sointerviewed sel ectedcity officialsand
employeesfromthepreviousand current city administrationtoidentify
thecity’ sexecutivestaff travel reportingandfileretention practices. We
reviewed and assessed whether out-of -statetravel reportingas
submitted by executivestaff wasreasonabl e, accurateand compl ete.
Wereviewedtheestablished approva authority for executivestaff travel.
Wedid not review and assessthecity’ sout-of -statetravel costsor
accounting processes.

Wea soreviewedlaws, rules, policiesand procedures, ethics
commissionguidelinesrelatingtothearrangementsfor official travel by
city executivestaff andthepoliciesand proceduresrelatingtothe
RecordsManagement Programfor thecity. Wereviewed selected
personnel vacation andleaverecordstotheextent that they relateto
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out-of -statetravel reports. Wereviewed government auditing standards
todiscernthedistinction of abusefromfraud, illegal actsor viol ationsof
provisionsof contractsor grant agreements. Weassessed theextent to
whichexistingcity policiesand procedureswereadequatefor ensuring
accountability of out-of -statetravel reporting by executivestaff.

Thisaudit wasconductedinaccordancewithgenerally accepted
government auditing standards.

11



12

Chapter 1: Introduction
]

This page intentionally left blank.



Chapter 2

City Executives’ Compliance With City
Out-of-State Travel Policies and Procedures Is
Generally Poor, Making Accountability of Cost
and Assessment of Public Benefit Difficult

Citytravel policiesand proceduresprovidethefoundationfor ensuring
thattravel either paidfor by city fundsor incurred during officia work
timeisproperly reviewed and accountedfor. They alsoensurethat city
employeesneither gainnor losefinancially asaresult of their travelingin
theperformanceof their official duties. Accurateand completetravel
reporting by city executivesisessential torecordingtheproper
authorizationfor absencefromcity duties, validatingtravel for apublic
purpose, and substanti ating travel expenditures—ensuringaccountability
of out-of -statetravel fundsandactivities. Sincecity executivesarethe
managersand | eadersof thecity departmentsand agencies, they have
theresponsibility toensurecompliancewithcity laws, rules, regul ations
and procedures. They should al so set theexamplewhichother city
employeesfollow.

Thisreport reviewstheout-of -statetravel reporting practicesby city
executivesfromFY 2002-03to FY 2004-05 and assessescompliance
withcity travel laws, rules, policiesand procedures. Over threefiscal
years, city executives, includingthemayor, departmental directorsand
deputies, and other non-civil-serviceprofessionals, took at least 175
out-of-statetrips. Whilethereview period primarily coversthetravel
activity of city executivesfromtheformer administration, wedidfinda
fewinstancesfromthecurrent administrationwhereexecutivesfailedto
submitcompletetravel information. However wedidfind attemptsby
thenew administrationtoimprovereporting of out-of-statetravel
informationthroughtrainingand communi cationfromthemanaging
director’ soffice.

Whenout-of-statetravel involvesgifting, theproblemswithreporting
travel arefurther complicated by failuretoadequately accountfor gifts.
Thecombinationof incorrecttravel reportingandlack of travel
documentationresultsintheinability todemonstratethat giftedtravel was
appropriateand hasbeen properly reported and accountedfor.
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Summary of
Findings

1. Wefoundnumerousexampleswherecity executivesfailedtocomply
withthecity’ sout-of-statetravel laws, rules, policiesand
procedures. Travel informationwaspoorly documented, including
completedtravel reportsthat wereofteninaccurate, incompleteor
not submitted. All travel advanceshavenot beenaccountedfor and
| RStaxability requirementshavebeenignored.

2. Trave-relatedgiftreportingisproblematicandmay resultinthe
circumventionof proper disclosureandreporting. City ordinance
requirementsandethicscommissionguiddinesrelatedtotravel gifts
toindividua employeeslack clarity and havebeenusedtoevade
requirementsof reporting of giftstocouncil.

Numerous City
Executives Fail to
Comply with
Out-of-State Travel
Policies and
Procedures

Travel information poorly
documented making
accountability weak

Executivetravel approvals, documentationandreportinglacksor omits
requiredinformationresultinginpoor accountability for executive
out-of-statetravel . Thecity hasestablished policiesand proceduresto
monitor andtrack out-of -statetravel toensurethat travel isappropriate,
and expensesareproperly accountedandpaidfor. Itisthe

responsi bility of city executivestoensurecompliancewithcity travel
policy and proceduresby submitting accurate, consi stent and compl ete
travel informationthat clearly documentsthepurpose, costsand benefits
of thetripby city executives. However for theperiod under review, we
foundthat thetravel reporting wasoftenneither accuratenor complete.
Required approval sand supporting documentationfor travel requests
and completedtravel statementswereoftenincompleteor lacking.
Whilesomeof theseshortcomingscanbeattributedtoalack of clarity in
thetravel proceduresand applied oversight, othersappear to bedueto
thefailureof individud city executivesinvol vedtocomply with
establishedtrave reportingrequirements.

Out-of -statetravel requestsusually beginat theagency level. The
agency headwill normally review and approvethisrequest. However
for city executives, includingthemayor, themanagingdirector is
responsiblefor thereview and approval of al travel requests. In
addition, themanagingdirector must ensurethat suchrequestsare
accurateandfollow city travel laws, rulesand regul ations. Whenthe
managingdirector isthetravel er, themayor or deputy managingdirector
reviewsand approves.
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Required documentation established in BFSpoliciesand
procedur es

Aspreviously noted, theactual proceduresfor processing out-of -state
travel requestsareestablishedin Section 9.1 of the Department of
Budget and Fiscal Services (BFS) policiesand proceduresmanual .
Bothagency and BFSpersonnel areresponsiblefor verifyingtravel
expensessubmitted by executivetravel ers, ensuring accurateaccounting
of travel advancesprior totravel,and reconciling previously approved
travel advancesonaschedul ed basi sor within 30 daysuponthe
completionof travel or thetraveler’ sreturntowork.

Generally, thetravel approval processisinitiated by filingaSatement of
Completed Travel and Expenditures, Form M-6 with BFS at |east 45
work dayspriortocommencingtravel. BFSverifiesthat the Travel

Request containsnecessary travel informationandreportingin
compliancewithADM andBFSprovis onsincluding:

* nameof traveler, positiontitle, salary rating;

* purposeof trip, toincludeknowl edgeto begained or businessto
beconcluded;

* durationof absence, datesand number of tripdays,

e costof trip, toincludetransportation, per diemand other
expenses, withcalculationfor al majoritems;

e itinerary whichincludesall placedvisitedenrouteand at
dedtination;

¢ agendafor conferenceor content of coursesto beattended;
¢ departmental justificationtoincludewhy similar Honol ul u-based
actionscould not accomplish samepurposewhenreasonsare

notobvious;

¢ date, destinationand purposeof prior out-of-statetripsmade
duringthepast threeyearsby thepersontraveling; and

e sourceof funds.

15



Chapter 2: City Executives' Compliance with City Out-of-State Travel Policies and Procedures Is Generally Poor,
Making Accountability of Cost and Assessment of Public Benefit Difficult

Upon return, thetravel er must compl eteaStatement of Completed
Travel and Expendituresform. Thisstatement recordsand documents
thecompletedtravel,includinganaccounting of theactual travel
expendituresincurred.

I nformation provided with Travel Requestisinsufficient

Despitetheseprocedures, wefoundthat therequiredinformationonthe
Travel Request and supporting documentati on sometimeswasei ther
incompleteor inaccurateor both. For example, themanagingdirector’s
AdministrativeDirectivesManual (ADM), specifiesthat thepurpose
of tripshouldincludeinformation onknowledgeto begained or business
tobeconcluded, an agendaor schedul e, content of courseto be
attended, andjustificationwhy similar Honol ul u-based actionscould not
beaccomplished when reasonsarenot obviousasapart of the Travel
Request. Wefoundanumber of travel requestswithinsufficient
documentationtojustify thepurposeand needfor anout-of-statetrip.
Exampl esof supporting documentation couldincludeconference
agendas, programs, invitation|ettersor other similarinformation. We
foundthat 25 or about 14 percent of thetravel requeststhat we
reviewed hadinadequateor no documentationto supportthetravel

pUrpose.

I nadequatedocumentation hinder sreconciliation of travel
pur pose, costs, and advance paymentsr eceived

I nadequatedocumentation can hinder verificationof travel purposeand
reconciliationof travel costs. Oneof thefunctionsof the Travel Request
istopermitanadvancepayment of projectedtravel expensesand per
diem, and minimizetheout-of -pocket expenseincurred by city
employeestravelingonofficia business. Policy and procedura
guidelinesfor reporting of allowabletravel costsareprovidedintheBFS
Policy and ProceduresManual and FinanceCircular No. 92-02. The
city will advancetravel expenses, including per diemandother
reimbursabl eexpenses, based onthetravel informationcontainedina
Travel Request accompani ed by supporting documentationsuchas
invoices, itinerary, and confirmation of registrationfees. Whilemost
travel reportingfileswerecompleteand accurate, at least 35travel
requestshad no supportinginformationincludedintheir filestoverify
travel costs. Theabsenceof financial documentationtoaccurately verify
travel expensesral sesquestionsabout theaccountability of travel
reporting by city executives. Without suchdocumentationfromthe
traveler, verification of estimatedtravel costsisimpossibleandcan
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Documentation to
validatecompleted
executivetravel is
unaccounted forin travel
files

impact thecal culation of thetravel advanceandtheproper reconciliation
of travel costswhenthetraveler returns.

Whencity executivesreturnfromtravel, they arerequiredtosubmita
Satement of Completed Travel and Expenditures and related
documents. A copy of the Satement of Completed Travel and
Expendituresandrelated documentsshouldbeincludedinevery
executivetravel recordfileat BFStovalidatethat thetravel hasbeen
completed andwasproperly reported. City executivelevel staff, likeall
other city employees, arerequired to submit aStatement of Compl eted
Travel and Expendituresform, uponcompletionof travel. Thisformis
usedtoreconcileall appropriatetravel costs, includingany
reimbursementsduethetravel er or any additional paymentsduetothe

city fromexcesstravel advancereceived by thetraveler.

Reconciliationof travel expensesisbased oncal culationsonallowable
travel time, i.e., theactua flight timeby themost direct routebetween
authorized destination plusthetimenecessary toconduct theofficia
business. Any excesstravel timeresultingfromsel ectedroutingfor
personal convenienceof theemployeeischargedtovacationtime. The
BFSpoaliciesand proceduresmanual specifiestheproceduresandforms
that must besubmittedwhentravel iscompleted. Oneformisa
Satement of Completed Travel and Expendituresthat isduewithin
30daysafter theofficial or employeereturnsfromofficial travel to
compl etethetravel process, andisneededto ensureaccurateaccounting
of travel expensesandallowances. Thisformisnot only necessary for
recordingtheauthority for theperiod of absence, butisfor reconciliation
and settlement of travel expendituresandany advancesreceived. In
addition, BFSpolicy statesthat travel advancesconstituteareimbursable
claimagainsttheemployeeuntil suchtimethecompletedtravel formsare
filedandtravel advancesarereconciled. Moreover, thisformis
necessary for compliancewithfederal tax lawssincethePer Diem
Substantiation Form, which accompani esthe Statement of
Completed Travel and Expenditures, must besubmitted toidentify the
excessamount, if any, thatisconsidered reportablegrossincometothe
traveler for tax purposes.

Many city executivetravel fileslack final report of completed
travel

Despitethestated purposeof the BFSpoliciesand proceduresfor
obtainingaccurateandtimely completedtravel reports, theextent of
non-complianceby city executivesissignificant. Wefoundthat about 47

17
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of thel75executivetravel fileswereviewed or approximately 27
percent contai ned missing or incompl ete Satementsof Compl eted
Travel and Expendituresreports. Exhibit 2.1 presentsthestatusof city
executiveout-of-statetravel fileswithout sufficient travel completion
documentationor compliance.
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Exhibit 2.1
City Executive Out-of-State Travel Files at BFS With Incomplete or Missing Travel
Completion Reports, FY2002-03 to FY2004-05

Estimated
Travel Travel Completion
Executive Staff Dept Date of Travel Destination Costs* Report Status **
Amii, Michael DCS Jan 18-24, 2004 Washington, DC $ 3,097 Outstanding
Arakawa, David COR  Oct 19-23, 2002 Denver, CO $2,490  Outstanding
Apr 26-30, 2003 Washington, DC $2,763  Outstanding
Oct 10-16, 2003 Minneapolis, MN $3,130 Outstanding
Apr 22-27, 2004 Washington, DC $2,835  Outstanding
Oct 2-7, 2004 San Antonio, TX $3,074  Outstanding
Diebling,Chris BFS  Sep 8-15, 2004 Salt Lake City, UT $2,939  Outstanding
Doyle, Frank ENV  Aug 28-30, 2002 San Francisco, CA $1,090 Outstanding
Oct 27-Nov 1, 2002 Long Beach, CA $1,885  Outstanding
May 10-13, 2003 San Francisco, CA $ 876  Outstanding
Oct 10-16, 2003 Los Angeles, CA $2,166  Outstanding
Nov 16-21, 2003 San Francisco, CA $2,491  Outstanding
Oct 7-8, 2004 San Francisco, CA $1,442  Outstanding
Harrington, Courtney DIT  Jun 20-25, 2004 Boston, MA $1,972  Outstanding
Harris, Jeremy MAY  Jul 18-20, 2002 Reno, NV $ 560 Incomplete
Jan 29-Feb 1, 2003  San Francisco, CA $1,755 Incomplete
May 27-Jun 1, 2003  Denver, CO $ 852  Outstanding
Sep 17-19, 2003 San Francisco, CA $1,226  Outstanding
Jan 21-24, 2004 Washington, DC $2,667  Outstanding
Feb 23-27, 2004 Hong Kong $1,842 Incomplete
Apr 3-10, 2004 Denver, CO $ 2,265 Incomplete
Apr 14-18, 2004 Suzhou, China $ 50 Incomplete
Apr 20-30, 2004 Charleston, SC $2,912 Incomplete
May 18-27, 2004 Melbourne, Australia $ 100 Incomplete
May 31-Jun 5, 2004  Iquique, Chile $ 100 Incomplete
Jun 20-26, 2004 Saipan, N. Marianas $ 100 Incomplete
Jun 26-29, 2004 Boston, MA $ 3,262 Incomplete
Jul 16-18, 2004 Boston, MA $1,391  Incomplete
Aug 6-9, 2004 San Diego, CA $2,178 Incomplete
Aug 20-24, 2004 Salt Lake City, UT $ 1,490 Incomplete
Aug 27-30, 2004 Denver, CO $1,285 Incomplete
Aug 30-Sep 7, 2004  Stockholm, Sweden $1,830 Incomplete
Oct 15-18, 2004 Niagara, Canada $ 1,465 Incomplete
Oct 18-19, 2004 San Diego, CA $ 891 Incomplete
Nov 15-19, 2004 Hiroshima, Japan $2,382 Incomplete
Nov 20-24, 2004 Nanjing, China $2,382 Incomplete
Dec 10-11, 2004 Washington, DC $ 997  Outstanding
Houghton, Timothy ENV _ Apr 29-May 6, 2004 Washington, DC $ 3,808 Outstanding
Lee, Benjamin MDO  Feb 1-2, 2003 San Francisco, CA $ 203  Outstanding
Lui-Kwan, lvan BFS  Jul 25-Aug 3, 2003 New York, NY $ 2,587  Outstanding
Menendez, Manuel MAY  Sep 2-9, 2003 Busan, Korea $1,365  Outstanding
Sep 19-22, 2003 Taipei, Taiwan $ 200 Outstanding
Oct 13-16, 2003 Seoul, Korea $1,352  Outstanding
Jan 20-24, 2004 Washington, DC $2,897  Outstanding
Feb 23-27, 2004 Hong Kong $ 992  Outstanding
Apr 27-May 1, 2004  San Diego, CA $1,615 Outstanding
Steinberger, Timothy  ENV  Aug 28-30, 2002 San Francisco, CA $ 1,265 Outstanding
TOTAL $82,517

Source: Department of Budget and Fiscal Services, Fiscal Services Branch

*Estimated travel costs are the projected costs to the city as reported in the original Travel Request. They do not reflect

gifted travel funds or other sources of funds and therefore may not represent the actual cost.

**Qutstanding refers to travel files that did not contain travel completion reports; while incomplete refers to travel

completion reports that were incompletely prepared, submitted to BFS and remains as is, unprocessed.
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Of the47 executivestaff travel fileslistedin Exhibit 2.1, 281acked
evidencethat acompletedtravel statement wassubmittedand 191acked
thetraveler’ ssignatureasrequired by city policy. BFSpersonnel stated
that they wereunabl eto processthefinal travel reconciliationwithouta
Satement of Completed Travel and Expenditures or a properly
completed statement. Theabsenceof asignificant number of outstanding
completedtravel reportsrai sesconcernsabout thelack of accountability
of out-of -statetravel coststotaxpayersandindicatesaseriousdisregard
by numerouscity executivesof manageria responsbilitiesandcity travel
policiesand procedures.

Travel advancesnot accounted for

Whenacity employeetravel sonofficial city business, advancefundsare
providedtotheemployeebased ontheir projected expensesto be
incurredduringtravel . Thisisintendedtominimizepersonal expensethat
theemployeewill incurwhenonofficia travel. Uponreturn, the
employeeisrequired to submit a Statement of Completed Travel and
Expendituresand Per Diem Substantiation Formwhich are used to
reconcileand account for thetravel fundsadvanced and theactual
expendituresincurred. BFSofficialsnotethat they donot compl etethe
reconciliationif theseformsarenot submitted. Wesel ected ajudgmental
sampleof 16 of the47 executivetravel filesthat weidentified ashaving
either amissing or incompl ete Satement of Completed Travel and
Expendituresto seeif advancetravel fundshad beenissued. Asshown
inExhibit 2.2wefoundthatin9 of the 16 casesadvancefundshad been
issued with no Statement of Completed Travel and Expendituresto
matchwiththe Travel Request. Intwoinstances, stepsweretakento
report theadvancesastaxabl eincome, but no processing or
reconciliationoccurredfor theother instances. BFSofficialsverifiedthat
generaly if thecompletedtravel and per diem statementsarenot
submittedafinal reconciliationisnot performedandthefileremains
suspended pending recei pt of thedocuments. Staff will attempttowork
withagenciesandissueremindersbut notethat they havenoability to
compel compliance. Inthesesituations, thetravel filesarenot processed
andremain pendinguntil either acompletedreportisreceivedorthe
account canbewrittenoff asuncollectible. A BFSofficial notedthat the
staff positionwhichnormally identifiesaccountsandrequestspermission
towritethemoff asuncollectiblewasvacant, sothesetravel filesremain
outstandingand unreconciled.
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Exhibit 2.2
Status of Selected Executive Travel Fund Advances

Amount of Status of BFS
Funds Reconciliation
Advanced for Funds Advanced

Executive Staff Dept Date of Travel Destination for Travel For Travel
Arakawa, David COR Oct 19-23, 2002 Denver, CO $1,150.00 Outstanding
Apr 26-30, 2003 Washington, DC $1,203.08 Outstanding
Oct 10-16, 2003 Minneapolis, MN $1,330.00 QOutstanding
Apr 22-27, 2004 Washington, DC $1,370.00 Outstanding
Oct 2-7, 2004 San Antonio, TX $1,414.40 Outstanding
Lui-Kwan, lvan BFS  Jul 25—-Aug 3, 2003  New York, NY $1,092.00 Outstanding
Diebling,Chris BFS  Sep 8-15, 2004 Salt Lake City, UT $1,464.00 Qutstanding
Harrington, Courtney DIT  Jun 20-25, 2004 Boston, MA $1,158.50 Qutstanding
Menendez, Manuel MDO Jan 20-24, 2004 Washington, DC $997.04 Outstanding

Source: Department of Budget and Fiscal Services

Completedtravel documentationisnecessary for compliancewith
federal tax lawsand BFSpolicies

TheBFSPolicy and ProceduresM anual explainstheimportancefor the
Per Diem Substantiation Form, and specifiesthat for proper
accounting of payroll tax withholding ontaxabl etravel allowancesor per
diem, theformmust befiledwithinareasonabl eperiod of timefollowing
completionof travel or withinareasonabletimebeforethenext pay
period. Completion of thePer Diem Substantiation Formwhich
accompanies the Statement of Completed Travel and Expendituresis
requiredfor compliancewithInternal RevenueServices(IRS)
regulations. IRSregulationsrequirethat acertain portionof travel
allowances, suchasper diem, bereported astaxableincometothe
traveler. TheBFSpolicy further statesthat failureto comply within30
daysfromreturnwill resultintheentiretravel advancebeingincludedas
incomeontheemployee sFormW-2. Inaddition, thefull amount of the
advanceal so becomesareimbursableexpensetothecity if the
reconciliationisnot submitted. However, wefoundthat neither action
wastakenwhenthecompletedtravel documentationisnot submitted.

BFSofficia sacknowledged both policiesbut alsonoted that failureto
submit completedtravel statementsresultsinthetravel fileremaining
suspended and not processed. Asaresult, required actionssuchas
reportingthetravel advancesastaxableincomeand/or pursuing
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Exhibit 2.3

reimbursement of theadvancefundsarenotinitiated. Asshownin
Exhibit 2.3, of thenineexamplesof travel fund advancesnoted
previously, sevenwerenot reported astaxabl eincomeinaccordance
withIRSrequirementsand nonehad any actionsinitiated to seek
reimbursement tothecity fromthetravel erinaccordancewithBFS
policy. Thetwoinstancesthat werereported astaxableincomewerea
result of aninitiationby theBFSfiscal officerinaccordancewiththe
reporting requirement. However thisactionwasnot pursuedfor the
other outstandingtravel incurred by thesamepersoninother fiscal years.
Therelativesmall amount of fundsinvolved, lack of priority pertainingto
processingtravel, and perceivedinability by staff tocompel compliance
of executiveswerenoted aspart of theproblemsinattemptingto
reconcileoutstandingtravel files. A BFSofficia notedthat inthepast
theseamountswoul deventual ly bewritten off asuncollectible; however
thestaff positionrespons blefor reviewingandrecommending actions
pertai ningtouncollectibleaccountshasbeenvacant for sometime. Thus
travel accountsthat arenot reconciled remain suspended.

Travel Advance Funds Reported as Taxable or Reimbursement Sought

Amount of Reported as
Advanced Taxable
Funds Income to Reimbursement
Executive Staff Dept Date of Travel Destination Outstanding IRS to city requested
Arakawa, David COR Oct 19-23, 2002 Denver, CO $ 1,050.00 No No
Apr 26-30, 2003 Washington, DC $1,203.08 Yes No
Oct 10-16, 2003 Minneapolis, MN $1,330.00 Yes No
Apr 22-27, 2004 Washington, DC $1,370.00 No No
Oct 2-7, 2004 San Antonio, TX $1,414.40 No No
Lui-Kwan, lvan BFS  Jul 25-Aug 3, 2003  New York, NY $1,092.00 No No
Diebling,Chris BFS  Sep 8-15, 2004 Salt Lake City, UT $1,464.00 No No
Harrington, Courtney DIT  Jun 20-25, 2004 Boston, MA $1,158.50 No No
Menendez, Manuel MDO  Jan 20-24, 2004 Washington, DC $997.04 No No

Source: Department of Budget and Fiscal Services

Travel approval process

compromised

Insomeof thetravel documentswereviewed, theadvancetravel

approval for someexecutivetravel requestshad been executed by
personswithout travel -approving authority. Wealsofoundthat some
approval swereaobtai ned after thedeparturedateof thetraveler. While
theseincons stencieswithtravel approval sfor executivestaff donot
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necessarily meantravel wasnot authorized, itisrepresentativeof thelack
of accountability surroundingout-of-statetravel . Theapproval process
isintegral tothetravel processsinceit providesaccountability of
executivetravel withinthecontext of compliancewith establishedtravel -
related policiesand procedures. Travel documentationthat reasonably
supportsout-of-statetravel detail sprovideaccountability for executive
travel purposeand costs.

Managingdirector hasover sight responsibility for review and
approval of executivetravel

All city executivetravel requirestheapproval of themayor or managing
director. TheADM, BFSPolicy and ProceduresManual, and BFS
FinanceCirculars, statethat theapproval of themanagingdirectoris
requiredfor all executivestaff’ sofficial out-of-statetravel. BFSFinance
Circular No. 92-02 recommendsthat the Travel Request berouted for
approval tothemanaging director viathechief budget officer, who
certifiestheavail ability and designation of fundshby theappropriatefiscal
office. Further reinforcement of thisapproval requirementisalso
containedinbudget guidelinescirculatedtoall city executiveagencies
after theenactment of eachfiscal year’ sexecutiveoperating budget
ordinance. Normally, operatingbudget instructionsrequirethat the
Travel Request containtheprior approval of thedirector of BFS; that
travel by directorsand deputy directorsal sorequiretheapproval of the
mayor or themanaging director; andlastly, that the Travel Request be
completed and authorized prior tothetravel date. Wefound some
executivetravel requestslackingtherequiredtravel approvalsbythe
managingdirector. For example, someexecutivestaff’ stravel requests
containedtravel -approving signaturesby thedeputy director or
administrationservicesstaff. Thefailuretocomply withtravel policies
and proceduresdiminishesaccountability for appropriately reviewing
executiveout-of-statetravel.

Approval reviewresponsibility inconsistent and inadequate

Duringour review of travel recordfiles, wefoundthat the Travel
Reguestsshowedinconsi stenciesinhow travel request approvalsare
obtainedfromthemanagingdirector. Approval signaturesfor executive
out-of -statetravel werenot consistently provided onthe Travel Request
formandwhiletheseincons stenciesdo not necessarily meantravel was
not authorized, itisrepresentativeof compromisedreview processfor
travel requestssubmitted by city executives. Several directors Travel
Request formshad been executed by variousagency personnel,
including deputy directors, administrativeserviceofficers,andinsome
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Procedure on approvals
for business or first class
airfare needs clarification

instancesexecutiveassistants. Oftenthesetravel requestsdoincludea
copy of awrittenmemoapprovingtravel fromthemanagingdirector’s
office. For example, memorandumstothemanaging director, subject:
Travel Request, fromtheexecutivetravel er wouldincludeinformation
suchastravel destination, person(s) attending themeeting or conference,
purposeof meeting or conference, datesof absenceand designated
personin-chargeduringtheabsence. Useof anattached memo appears
to beused asadefacto approval by themanaging director. However,
thisiscounter toexisting procedural requirementsand bringsinto
questionwhether themanagingdirectorisresponsiblefor approvingonly
therequest for travel or toactually review thedetailedtravel proposal as
noted ontheTravel Request. Clarificationof theintentand approval
requirementswouldfacilitate BFSreview toensurethat proper
authorizationhasbeen obtained prior to processingtravel requests.

Wealsofoundthat approval dateswerenotincompliancewithfiscal
policiesconcerningtimely submissionof official travel documents. For
exampl e, thereweretwo approval sfromthemanagingdirector obtained
after thedateof departurefor thetrip andtwo approval sobtained onthe
same day asthe date of departure. A Travel Request for atripto
Hiroshima, Japan departingon November 15, 2004 wasapproved by
themanagingdirector ontheNovember 15, 2004 and signed by the
fiscal officer certifyingavailability of fundsontheNovember 19, 2004.
Inanother exampl e, anamended Travel Request for atripdepartingon
August 6, 2004 wasapproved by themanaging director on September
29, 2004 and certified astofund avail ability by thefiscal officeron
October 20, 2004. A notation onthebottom of thisrequest indicated
that thisamended request supersedesapreviousTravel Request dated
August 4,2004; however, no copy of theoriginal Travel Requestwas
attached orincludedinthetravel file. Inaddition, therewereat |east nine
instanceswheretherequired certificationsof fundavailability for travel
wereincorrect duringthethreefiscal years, FY 2002-03to FY 2004-05.
For example, atravel request for atrip departingon November 14,
2002 wasapproved by themanaging director ontheNovember 13,
2002 and signed by thefiscal officertocertify availability of fundsonthe
November 18, 2002.

Theprocedurefor obtaining proper authorization of exceptionsto coach
classairfareisunclearinthetravel process. AccordingtotheADM,
travel shall beby themost economical, convenient and appropriate
means, by economy classwhenever available, andthat travel by other
meansbespecifically requested and authorized. Inaddition, BFStravel
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policiesand proceduresstatethat air travel at first-classrateswill not be
approved, except at timeswhen accommodati onsat other ratesarenot
reasonably available. Wefoundthat exceptionsto coachclass
accommodationshad been approved for theformer mayor; however, it
isunclear astowhether theexemptionwascons stent with policy which
statesthat air travel at first-classrateswill not beapproved except at
timeswhenaccommodationsat other ratesarenot reasonably avail able.
Wedidnot finddocumentationintravel filesrecordsindicatingthat other
rateswerenot reasonably availablefor eachtimethat former mayor
traveledbyfirst classair travel, but welearnedfromstaff that, in
practice, theformer mayor’ sauthorizationtotravel by business/first class
travel wasprovidedthroughamemoranda, dated July 21,1999, which
provided approval fromthedirector of BFS. Provisionsondelegated
travel-approvingauthority, however, arenot specifiedintravel policy
and proceduresandresultsininconsi stenciesintheproceduresfor
obtaining proper approval for travel whencoachclassairfareis
unavallable

Business/fir st classairfaresfor theformer mayor areinconsistent
withtravel policy

Our review of travel filerecordsshowed Travel Requestswith business/
firstclassairfareratesfor travel by theformer mayor areinconsi stent
withtravel policy and procedures. Staff hadinformed usthat theformer
mayor’ sbusiness/first classairfarerateswereauthorizedina
memorandumdated July 21, 1999, exempting theformer mayor from
coachclassairfareand provided approval of airfaretravel for theformer
mayor at the* |lowest avail ablebusinessclassticket” whentravelingon
official business. Thismemorandumwasapproved by thedirector of
BFS. Forthemost part, thisparti cular memorandumwasappliedasa
blanket authorizationto purchaseseveral businessclasstickets. The
memorandumdoesnot provideastatement tofurther identify thereason
for therequest nor any statement onthereason or limitation associated
withtheapproval by thedirector of BFS. Thebusiness/firsttravel
authori zationprovidedinthismemorandumappearsincons stent withthe
BFSpolicy whichstatesthat air travel at first-classrateswill not be
approved except at timeswhenaccommodationsat other ratesarenot
reasonably available. For comparison purposes, thereisanother trip
taken by thecurrent mayor withanexemptionfor special businessclass
airfareto San FranciscoandreturningtoHonolulufromLosAngeles. In
thisexampl e, thecurrent mayor’ sTravel Request specifically notedthat
“Deltahadnocoachavailability - $1,470.20, United, Round Trip Coach
- $1,489.72 —thisairfarewasthe cheapest - @$1,293.71.” This
explanationisinaccordancewithtravel policy sincenoother reasonable
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Resolution of
outstanding out-of-state
travel is needed

rateswereavailable. Thistravel request wassubsequently approved by
themanagingdirector whiletheformer mayor’ sother thancoachair
travel washandledinadifferent manner that appearsinconsistentwith
BFStrave policy.

Designated authority to approvefirst/businessclasstravel is
inconsistent

Aspart of our review, wedid not assessthe appropriatenessof the
mayor’ stravel by business/first class. However, wenotethat an
exception providedtotheformer mayor by memorandumfromtheBFS
director authorized business/first classtravel for himwhichif viewedas
policy should moreappropriately provideastatement that reflectspolicy,
I.e., exemptscoachairfareat timeswhenaccommodation at other rates
arenot reasonably available, appropriateand practical. Inaddition, we
believethatif thiswasapolicy decisiontogivetravel approval authority
totheBFSdirector for theformer mayor totravel by business/first class
airfarerates, then such adel egation of authority tothe BFSdirector for
approvingexemptionsto coachfaresshouldbeformally incorporated
intothecity’ stravel policiesand procedures.

Several executiverecordsshow that sometravel recordsfor completed
travel areunprocessed by BFSbecause of non-receipt of completed
travel forms, inaccurately submittedformsfromthetravel er, or other
pendingissues. However, resol ution of unprocessed compl eted
executivetravel isneeded. Wefoundthat anumber of travel files
containeitherincompl etetravel formsor noneweresubmitted by
traveler. Sincetheexecutivesarenolonger workingfor thecity,
processing of theseexecutivetravel recordsappear tohavestalled and
thereisnoindicationintherecordstodetermineactiontocompletethe
final stepintheprocess. Wenote, however, that BFSpolicy statesthat
if the Statement of Completed Travel and Expendituresis not
submittedwithin 30 daysafter theempl oyeereturnsfromtravel, theper
diemallowancewill beincluded asincomefor taxability purposeson
FormW-2. Inanother section of theBFSPolicy ProceduresManual, is
another provisionfor non-filing of the Statement of Compl eted Travel
and Expendituresand the Per Diem Substantiation Form, which
statesthat advancesof fundsconstituteareimbursableclamagainstthe
employee until the Statement of Completed Travel and Expenditures
isreceived by BFS. Although many of theseexecutivesarenot presently
workingforthecity, thetravel filerecordsshould not havebeenl eft
unresolved and resol ution by BFSof any unprocessed executivetravel
filerecordsisneeded.
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Additional training and
information has
improved current
administration's travel
reporting practices

Many Personal
Travel Gifts to
Executives Go
Unreported and
Clarity in the
Interpretation of the
Gift Law is Needed

Two reporting
procedureson gift
acceptanceandreporting

Our review period coveredthefirst six monthsof operationsfor thenew
administration. Wefoundthat for themost part, theexecutivetravel files
for thissix month period weremorecomplete. Whilesomeexamplesof
incorrect travel documentation practi ceswereobserved, themanaging
director’ sofficehassinceprovided someguidanceproceduresfor
support staff to processtravel -rel ated documents. Informationontravel
procedureshad beendistributedto secretaria staff inthe Officesof the
Mayor and ManagingDirector. Writteninformationforinsertionin
secretarial manual sincluded proper handling of the Travel Requestform
regardingnecessary approval s, required supporting documentation, and
examplesof validtravel purposejustification. For example, current
descriptionsof travel purposeexplainshow participationbenefitsthe
department or thecity, or relatestothework responsibilities. Previous
travel purposenarrativesincluded going to meeting, expectedto beat
themeeting, attendingworkshop, or reiterating theconferenceagendaas
judtificationsfortravel. Proper attachmentsfor requestswere
communicatedsuchasincludingtheflight scheduleor itinerary,
conferenceagendaor meetinginformation, andtotal number of prior
tripstaken. Theguidanceprovided by the Officesof theMayor and
Managing Director may resultinimprovedtravel reportingfromcity
executives.

Executiveout-of-statetravel that invol vespayment of travel costsin
someformby athird party (giftedtravel) issubject togift and ethicslaws
inadditiontoofficial businesstravel requirements. Wefoundproblems
withaccurategift reporting and accounting of executiveout-of-state
travel whengiftedtravel isinvolved. Thelack of clarity of giftdisclosure
and acceptancerequirementsin somecasesappearsto circumvent
compl eteand opendisclosureof personal gifts. Asaresult, thereisboth
afailuretoaccurately account for proper disclosureand reporting of the
giftandreview out-of-statetravel.

Giftedtravel, likegiftsingeneral, canbeclassifiedintotworecipient
types—giftsofferedtocity agenciesandgiftsofferedtoindividual city
employees. All gifts, whether toanagency orindividua government
employee, must bereviewedtoensurethat thegift and conditionsof the
giftareappropriateand meet general ethical standards. Thereview
processesto determineacceptability, appropriateness, correct reporting
andaccountingfor giftedtravel vary inaccordancewithwhether the
recipientisacity agency or anindividual city employee. Giftedtravel to
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Gifts to an agency must
bereported and properly
accepted by city council

anagency generally entail sreview and acceptanceby athird party —the
city council. Giftedtravel toanindividual city employeecaninvolvethe
HonoluluEthicsCommission, but generally assessment and determination
of theacceptanceof giftedtravel toacity employeerestswiththe
individud.

Whengiftedtravel istoacity agency, theauthority toreview and accept
thegiftrestswiththecity council. Thisauthority isbasedin Section
13-113of theRevised Charter of the City and County of Honolulu
(RCH), whichstipulatesthat theauthority to accept gifts, including gifted
travel, resideswiththecity council. Thecity council, asaseparate
branchof city government, providesanindependent review of gifts
profferedto city agenciesto ensuretheacceptability and appropriateness
of thegift.

Incompliancewithcharter requirements, thecity council established
specificguidelinesfor review and acceptanceof giftstoanagency
necessary toimplement thecharter provisionsin City Council Resolution
86-298. WhileResol ution 86-298 wasrecently supplanted by action of
thecity council, itsprovisionsand proceduresareapplicablefor the
subject period of thisreview and city agenciesthat received giftedtravel
duringtheFY 2002-03to FY 2004-05time period needed to comply
withthesegift reporting and acceptancerequirements. Whileall giftsto
city agenciesmust beapproved by thecity council, Resol ution 86-298
differentiatesthegift approval processaccordingtowhether theva ueof
thegift exceeds$1000.

For giftsvalued at $1000 or | ess, Resol ution 86-298 providesthat an
agency.

* May conditionally accept thegift prior toacceptanceby thecity
council but mustinformthedonor of theconditionsof
acceptance.

* Mustsubmitareportthroughthemanagingdirector tothecity
council onaquarterly basisrequestingformal approval and
acceptanceof thegifts, includingany giftedtravel.

* Ensurethat thereport beawrittenrecordof agiftthatincludes
thenameand addressof theprospectivedonor, thegift's
description, itsintended purpose, itsestimated or actual value,
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andany requirement for itsacceptance, maintenance, or eventual
dispositionby theCity.

For giftsvalued at morethan $1000:

Thecity council must approveof thegift prior toactual
acceptanceby anagency.

Theagency profferedagiftisrequiredtonotify thepotential
donor at thesametimethat acceptanceof suchatravel gift can
only bemadeafter formal approval of thegift by thecouncil.

Theagency must submitaformal request tothecity council
requesting approval of theprofferedgift.

Resolution86-298 providesthat for al giftstoanagency inthecouncil’ s
deliberationswill takeinto cons derationthefollowingfactorsto
determinewhether agift may beaccepted:

Nogift shall beacceptedthat imposesan onerousrequirement
foritsacceptance, maintenance, or eventual dispositionby the
City;

Nocity employeehaving enforcement powersor review
authority over any applicationor permit shal solicitgiftstothe
aty;

Giftsonbehalf of thecity shall not givetheappearanceof
influencingorimpairingthejudgment of thecity employeeinthe
performanceof hisor her official duties;

Applicationof provisionscontainedinthisresolutionshal l apply
except wheremorerestrictiveordinances, rules, or administrative
policiesareineffect; and

All monetary giftsshall bedepositedintotheGeneral Fund.

Travel giftstoan agency can beto an individual employee

Giftedtravel may alsobedirectedtoaspecific personintheagency and
becons dered anagency gift, requiringformal acceptanceby thecity
council. For example, acity agency may agreetogiveapresentationat
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conferenceonaproject or undertaking at an out-of -stateconference.
Agency representativeswho attendtheconferenceto makethe
presentationwill haveall expensesrel atedtothetripand presentation
paidfor by theconferencesponsor. Inthisinstance, thegiftrelatestoan
activity of theagency and not necessarily tospecificindividuals.
However inthisexampleitisalsopossiblefor thegiftedtravel toasobe
directedtoaspecific personbut still beviewed asanagency gift. For
example, anindividual inchargeof anagency project may beinvitedto
makean out-of -statepresentation. Whilethisoffer of giftedtravel istoa
specificindividua, thegift pertainsto apresentation of anagency
project. Suchgiftedtravel canbeviewed asspecifictotheagency and
subjecttothereview and acceptanceby thecity council.

Similarly, themayor may beaskedtoformally represent thecity at an
out-of -statefunctionor conference, withthecost of attendancefully or
partially paidfor by theconferencehost. Whiletheinvitationisspecific
tothemayor, it can beviewed asagift totheagency — Officeof the
Mayor. However, our review of executivetravel filesfor thethreefisca
year periodfoundthat most of thegiftedtravel sweretreated by the
mayor aspersonal giftsandnot giftstoanagency.

New agency gift acceptancerequirements

InMarch 2006 thecity council adopted Resol ution 05-349which
supersedesResol ution86-298' sguidelinesfor solicitationandrecei pt of
gifts. Resol ution 05-349recognizesthecontributionand benefitstothe
city that giftsoffer, but al sorecognizestheneedto strengthenthe
council’ sreview andapproval authority over thecity’ sexecutivebranch
whilefacilitatingthereporting and approval process. Asof April 2006,
Resolution 05-349implementsanew classificationof giftstoanagency
intofour categories:

* Agiftvaluedat $2,5000r lessthatisnot ananonymous
unrestricted gift may betakeninto custody by anagency, subject
toformal acceptancebased uponreview of aquarterly report
submittedtothecouncil. Thegiftisconsideredautomatically
acceptedif not rej ected by thecouncil within 30 daysof receipt
of thereport.

* Agiftvauedinexcessof $2,500that isnot ananonymous
restricted gift and hasnot beentakeninto custody by theagency,
issubject toformal acceptanceby thecouncil uponreceiptof a
writtenreport onthegift. Thegiftisconsideredautomatically
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Rules on travel-related
giftstoindividual
employees are generally
subject to ethics laws

acceptedif not rejected by thecouncil within 60 daysrecei pt of
thereport.

* Agiftvauedinexcessof $2,500that isnot ananonymous
unrestricted gift that hasal ready beentakenintothecustody of
theagency must bereported tothecouncil accompaniedby a
statement fromthemayor or managingdirector specifically
recommending acceptanceof thegift. Thecouncil must
specifically accept thegift within 60 daysrecel pt of thereport or
thegiftisautomatically rejected.

*  Ananonymousunrestrictedgiftinany amount thatisaccepted by
theagency must bereported within 10 daysof receipt of thegift
tothecouncil for formal acceptance. Thegiftisautomatically
accepted by council if not specifically rgjectedwithin 30days
receipt of thenotice.

Thecity clerk’ sofficehasdevel oped andimplementedasystemfor
acceptanceand reporting of giftsinaccordancewiththeprovisionsof
Resolution 05-349, and areintendedtofacilitatethereportingand
acceptanceprocessfor agencies.

Thesecondmgjor gift classificationrel atedtotravel arethosethat are
viewedaspersonal giftstoacity employee. A travel-relatedgifttoan
individual that doesnot resultinapotential conflict of interest may be
viewedasonlyincidental totheindividual’ spositionwithinanagency.
For example, adirector may serveonaboard of directorsfor a
professional organizationthat paysfor itsdirectorstoattend board
meetings. Whiletheprofessional organizationmay indirectly relatetothe
director’ spositioninthecity, if thegiftedtravel istotheindividual inhis/
her professional capacity and not asanagency director, suchagift could
beviewed asapersonal gifttotheindividual andnot asagifttothecity

agency.

However, acceptanceof atravel-related gifttoacity employeeis
subjecttocity ethicslaws. City ethicslawsarestatedintherevised
charter, and ordinances, andinthewritten opinionsof theHonolulu
EthicsCommission(commission). Inadditionthecommissionalsoissues
guidelinestoass st employeesintheinterpretationand application of
ethicslaws. Thecommissionencouragesall employeestoconsultwith
thecommissionwhenever agiftisofferedtoensurethat theemployee
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makesaproper responsetotheoffer; however, consultationisnot
mandatory and ultimately islefttothegift reci pient’ sdiscretion.

Thegenera standardsfor acceptanceof giftstoanindividual arealso
definedinthecharter. Section 11-102(a), Revised Charter of theCity
and County of Honolulu (RCH) specifically addressesthisconcernas
folows

“Noelected or appointed officer or employee, shall ... (a) solicit
or accept any gift, directly or indirectly, whether intheformof
money, loangratuity, service, thingor promise, orinany other
form, under circumstancesinwhichit canbereasonably be
inferredthat thegiftisintendedtoinfluencetheofficer or
employeeintheperformanceof suchaperson’ sofficial duties.”

Thischarter requirement addressedin Section 3-8.7 of theROH,
pertainstogiftstothemayor, prosecuting attorney, appointed officersor
employees. Thisthereforeappliestoal individualsexaminedduringthe
courseof thisaudit. Section3-8.7(Q) stipulatesthat agift caninclude
travel and Section 3-8.7(b) notesspecifically that any giftintendedto
influencetheempl oyeeintheperformanceof anofficial duty or asa
rewardfor any official action by that employeeisprohibited. Procedures
for acceptanceof personal giftsby acity employeearemorestringent
thanthosefor giftsprofferedtotheagency. Thisisintendedtoensure
that any potential gift doesnot unduly influenceanemployeeinthe
performanceof their publicduties.

Per sonal gift disclosur erequirementschanged
Priorto 2002, officia sreceiving persona giftswererequiredtosubmit
anannual disclosurestatement withthecity clerkif:

* Thetota valueof gift(s) fromasinglesourceexceeded $200;

* Thesourceof thegift(s) may beaffected by theactionor lack of
actionby theofficial receivingthegift; providedthat

* Thegiftwasnot specifically exemptedinordinance.

Thesereguirementsappear to placetheresponsibility for acceptanceof
agiftontheindividual, but al sorequiredthat they makeadisclosure,
availablefor publicreview, whenthespecificconditionsnoted above
werepresent. Whileofficialswererequiredtoreport giftsthat met those
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qualifications, therewasno prohibitiononacceptanceof personal gifts
byofficids.

INn2002, thecity council modified therequirementsof Section3-8.7with
the passageof Ordinance02-15. Ordinance02-15deleted the
disclosurerequirement but added theadditional requirement that:

“Duringeachone-year period beginningonJuly 1 andending
onJune30™, neither themayor, theprosecuting attorney, nor
any appointed officer or employeeshall solicit, accept or receive,
directly orindirectly fromany onesourceany gift of gifts, not
exempted by subsection (d), valuedsingly orintheaggregatein
excessof $200.00.”

Inissuingitsguidelinestocity employeesonthechangesinthe
ordinance, theHonol ulu EthicsCommissionnoted that thegift disclosure
reguirement wasrepeal ed becausegiftsover $200 may not beaccepted.
Thisobservationappearstoimply that theintent of thecity council in
adoptingtheordinancewasthat di sclosurewoul d not benecessary
becauseindividual scould not accept suchgifts. However,inpracticethe
lack of reporting/disclosurefor thisclassof giftsmay haveactually
negatively impactedtheaccuratereportingand disclosureof giftedtravel
by individual city employees.

Theethicscommissionisrespons blefor ensuringthat thestandardsof
conduct provisionsof theHonolulu City Charter or ordinancesare
followed. Ordinance02-15wasenacted by thecouncil withinput and
consultationwiththecommissiontomonitor and control theuseof
gifting, andensurethat giftswoul d not resultinany undueinfluenceon
publicofficiasintheperformanceof theirjobs. Followingtheprecedent
of other jurisdictions, aprohibitionwasimposed ontheacceptanceof
giftsvaluedinexcessof $200whenit canbeinferredthat thegiftis
intendedtoinfluence, reward, or otherwiseaffectanofficia’ sjob
performance. However, thischangecoupledwiththedel etion of the
reporting requirement hasmadeit possi bleto accept personal giftswith
essentialy nooversight.

EthicsCommission guidelinesrevealsloopholein acceptance of
per sonal gifts

InApril 2004, thecommissionissued Revised Guidelineson Giftsto
ass stindividual employeesindetermining theappropriatenessof
accepting personal giftsinaccordancewith Ordinance02-15. The
guidelinesnotethat giftsvaluedinexcessof $200andfor whichthe
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donor hasaninterest or whichmay affect therecipients' courseof
fulfillinghhigher jobdutiesareprohibited. However, if theprofferedgift
doesnotinvolvesuchaninterest, itisnot prohibited. Thusatravel-
related personal gift, evenif theval ueexceeds$200fromonesourcein
any givenyear, canbeaccepted aslong asthereisno conflict of interest.

Therational efor thecommission’ sinterpretation of thepersonal gift
acceptancerequirement isexplanedinthecommission’ sAdvisory
Opinion 2002-3. Theopinionnotesthat boththecharter and ordinance
intendedthat agift cannot beacceptedif thedonor intendstoinfluence
or otherwisereward anemployee swork performance. Sincethe
requirement of theintent toinfluencetheemployeeremainsasthebasis
for determiningtheappropriatenessof apersonal gift, thedetermination
of whether agift exceeding $200inval uemust bedeclined al sodepends
onwhether thereisany intenttoinfluence. If thereisnone, thenthegiftis
not prohibited and can beaccepted.

A problemwiththissituationisthat acceptanceof apersonal giftand
determinationwhether apotential conflictof interest restsentirely upon
theindividual . Whilethecommiss onencouragesofficiastoseek
guidanceprior toacceptance, and doing so of ferssomemeasure of
protection shouldtheacceptanceof agift bequestioned, itisnot
required. Moreover, sinceOrdinance02-15del eted thereporting
requirementtothecity clerk’ sofficethereiseffectively nooversight over
thosegift acceptancedecisions. Theethicscommissionnotesthat
normally aninquiry or complaintisneededtoinitiateaninvestigation
about aquestionabl egift acceptance. Sinceanofficial isfreetomake
thedetermination ontheappropriatenessof acceptingagift exceeding
$200invaueandthereisnolonger adisclosurerequirement, itis
difficulttodetermineif agiftwasmade. Webelievethat provisionsof
Section3-8.7 RCH, asmodified by Ordinance02-15, permitindividual s
tocircumvent theintent of thegift acceptanceoversight and monitoring of
thecity council. Our review of executivetravel showedthat therewerea
number of instanceswherethesituation abovewasused asrational efor
not reporting theacceptanceand useof giftedtravel. Asdiscussedinthe
foll owing section, wefound exampleswherethecurrent ethics
commissionguidelinesfor Ordinance02-15codifiedin Section 3-8.7,
ROH, arebeing usedtoevadegift reportingtothecouncil.

Exhibit 2.4 outlinestheeva uation, acceptanceanddisclosure
requirementsfor personal giftsthat alsoareapplicablegiftsof travel. As
canbeseen, theprocesswhileproviding criteriatotheindividual for
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Exhibit 2.4

Travel-Related Gifts to the Individual—Acceptance Requirements Pursuant to

acceptability of aproffered gift hasnorequirementstodiscloseor
otherwiseaccount for thosegiftsthat areaccepted.

Section 3-8.7, Revised Ordinances of Honolulu

City Executive

» The travel-related gift is clearly offered as a gift to an individually named city executive

v

City Executive

* Determines appropriate acceptance of travel gift with city ethics and gift laws

e Section 3-8.7, ROH, states that the city executive shall not solicit, accept, or receive directly or indirectly
any gift under circumstances which it can be reasonably inferred that the gift is intended to influence
the solicitor or recipient in the performance of official duty

 City executives are encouraged to seek advice from the Honolulu Ethics Commission if unsure

A 4

influence exists

If Travel Gift Valued at $200 or Less

 City executive may accept personal gifts per
year valued $200 or less if no conflict or

$200

If Travel Gift to City Executive in Excess of

e Section 3-8.7, ROH, states that during each
one -year period beginning July 1% and
ending on June 30", the city executive
shall not accept gifts valued singly or in the
aggregate in excess of $200

Source: Office of the City Auditor

Ethics Commission Guidelines on Travel Gift to
City Executive in Excess of $200

e Commission guidelines provides a footnote to its
interpretation of Section 3-8.7, ROH, stating that
because gifts over $200 may not be accepted,
the requirement to report gifts to the City Clerk
over that amount was repealed in 2002

o The commission guidelines notes that a gift in
excess of $200 is not prohibited if the donor
does not have an interest that the individual
may affect in fulfilling his /her job duties
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Many of the former
mayor’s out-of-state
travel gifts should have
been reported to council
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Thecommissionnotesinitsguidelinesongiftsthat therecanbeadegree
of interpretationwitheachindividua travel giftinvolved, andthatthis
affectswhether suchagift shouldbeviewed astotheindividual oran
agency. For exampleformer Mayor Jeremy Harriswasinvitedto
participateinalectureseriesaspart of theKansasStateUniversity
Distinguished L ectureSeries. Thelectureseriesheldat KansasState
University coveredall expensesinvol vedfor themayor toparticipate. In
thisexampl e, theethicscommissionnotedthatitispossibletointerpret
thisgiftasagifttotheagency. If themayor wasattendingthelecture
seriesaspart of apanel of mayors, it couldbeinterpreted asrelevant to
thecity andthereforewouldresultinagifttotheagency rather thanthe
individual. However, if theinvitationwastothemayor asanindividual
rather thanashiscapacity asMayor of Honolulu, it couldbeviewed asa
gifttoanindividual,whichinour opinionwouldrequirethat themayor
takevacationleaveof absencetoattend thisconference. Further, if the
university hasnoinvolvementwiththecity andthemayor hadno
involvementwiththeuniversity, it couldbeinterpretedasnoconflictfor
themayor andthereforewoul d not be prohibited regardl essof theactual
valueof thegift. Becauseof theindividual factorsthat canaffect
interpretation of thenatureof aprofferedgift, thecommission
recommendsthat it beconsulted any timesuchanoffer isreceivedto
ensurethat proper gift disclosureoccurs. Thecommissionalsonotes
that toavoidindividual concerns,itrecommendsthat donorsmakethe
offertotheagency toavoidtheethical concernsaboutindividuals
acceptinggifts. Thecommissionalsorecognizedthat it shouldbe
consultedwhenever thereisaquestion about acceptability of agift;
however,itisnotmandatory.

Aspart of our review of executiveout-of -statetravel, wefoundthat 19
or themajority of thetripsthat wereincompleteor had outstanding
documentationwereattributedtotheformer mayor andinvol vedtravel
asapersonal gift. For eachof thesetravel files, wefound no
documentationto substanti atethat adeterminationwasmadetotreat the
giftsasapersonal or anagency gift. Wefoundnoevidenceinthefiles
that theethicscommission had been consulted ontheacceptability of the
mayor’ stravel giftstotheformer mayor andthecommissiondoesnot
maintainpublicrecordsof verbal inquiries.

However, uponexaminationof the 19 out-of -statetripsfor theformer
mayor that included giftedtravel, thestated purposesof thetripsas
showninExhibit2.5,indicatethat thegiftswererel ated totheformer
mayor’ sofficial positionandnottohimasanindividual. Under this



Chapter 2: City Executives' Compliance with City Out-of-State Travel Policies and Procedures Is Generally Poor,

Making Accountability of Cost and Assessment of Public Benefit Difficult

conclusion, suchtravel should havebeen subjecttoreview andapproved
by thecity council under therulesgoverninggiftstocity agencies.

However wefound noapproval requestssubmitted tothecouncil by the
former mayor.
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Exhibit 2.5
Former Mayor's Out-of-State Gifted Travel Accepted as Personal Gifts
FY2002-03 to FY2004-05

Dates of Travel Destination Stated Travel Purpose
Jul 18-20, 2002 Reno, NV City Parks Forum symposium; Mayor Harris is one of five mayors
chosen to participate
May 27-Jun 1, 2003 Denver, CO Participate in workshop; conference focuses on actions and

Dec 1-6, 2003
Feb 28-Mar 7, 2004
Apr 14-18, 2004

Apr 20-30, 2004

May 18-27, 2004

May 31-Jun 5, 2004

Jun 5-12, 2004

Jun 20-26, 2004

Aug 13-16, 2004

Aug 20-24, 2004

Sep 8-12, 2004
Oct 12-15, 2004

Nov 7-8, 2004
Nov 9-12, 2004
Nov 20-24, 2004

Nov 30-Dec 4, 2004
Dec 10-11, 2004

Washington, DC
Washington, DC

Suzhou, China

Charleston, SC

Melbourne,
Australia

Iquique, Chile
Chicago, lllinois

Saipan,
Northern
Marianas

Melbourne,
Australia

Salt Lake City,
uT

Banff, Canada

Indianapolis, IN

Tucson, AZ
Kansas City, KS
Nanjing, China

Washington, DC
Washington, DC

approaches of local governments in achieving climate protection goals
Mayor elected as 2004-06 public director on AlA Board of Directors
Board member of AIA; attend meeting

Participate in Mayor’s Forum on important role tourism plays in cities’
development and prosperity

Participate in Theme Team Meeting of the Sea Grant Coastal
Communities and Economies program with the University of Hawaii

Keynote speaker/participate in workshop regarding his work in the 21%
Century Oahu: Vision for the Future Process and the Waikiki
Revitalization Project

Plenary panelist, “Tourism and Magical Cities”
Board member of AIA; attend meeting

Participate as panelist, “Coral Reefs and Watershed Protection”

Participate as speaker about practical local solutions to global
sustainability issues

Selected as one of 60 highest government officials to attend Harvard
University’s China Leaders in Development Program; participate in
Mayor’s Forum

Board member of AIA; attend meeting

Guest lecturer to architecture students and keynote speaker for
American Planning Association’s Midwest Regional Planning
Conference

Speaker at Digital Government Conference
Lecturer for Kansas State University’s Distinguished Lecture Series

Distinguished Speaker and Guest of Honor at the World Tourism
Marketing Summit

Board member of AlA; attend meeting

Luncheon speaker, “Building Infrastructure for Sustainable Cities”

Source: Department of Budget and Fiscal Services, Fiscal Services Section
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Personal gifted travel not
adequately reflectedin
traveldocuments

EthicsCommission guidelinesused to evadegift reportingto
council

Documentation provided onthemayor’ stravel in2004 confirmsthat all
giftedtravel wasinterpreted aspersona withnoreporting requirement.
A summary of themayor’ stravel for theyear 2004 wasprovidedtothe
city council, at itsrequest, by thethendirector of the Department of
Budget and Fiscal ServicesonDecember 13, 2004, in Department
CommunicationNo. 1133. Thiswassubmitted partly inresponsetothe
discussi on of Resol ution 04-384 requesting anaudit of themayor’ s
recenttravel. Thecommunication’ scover |etter statedthat “ no conflict
of interest existedfor all travel takenfor 2004.” Thisstatement indicates
thatall travel -rel ated giftswereviewed aspersonal giftsandtherefore,
nodisclosure, or review and acceptanceby thecity council isrequired.
Inaccordancewiththeethicscommissioninterpretation of Ordinance
02-15, if thereci pient concludestherewasno conflict of interest, then
acceptanceof apersonal giftinexcessof $200wasnot prohibited.

Choosingtoaccept giftedtravel asapersonal giftthat doesnot require
disclosurecanresultinaseriouslack of accountability and assurancethat
expensesareproperly documented andreconciled. It canalsomakeit
difficulttoensurethat travel takenduring official work timeisfor apublic
purpose. For exampleshortly after Ordinance02-15becameeffective
theformer mayor travel edto Reno, Nevadato participateinaCity
ParksForum symposiumasoneof fivemayorsinvited. It couldbe
arguedthat sincethemayor wasapparently askedtoattendthe
symposiumin hiscapacity asmayor, that thismay bebeenviewed asa
travel gifttothe Officeof theMayor and subject toformal acceptance
by thecity council. However, sincethegiftedtravel wasinterpretedasa
personal gifttothemayor that did not present aconflict-of -interest
situation, thegift, regardlessof itsval ue, wasnot prohibited and did not
haveto bedisclosed.

Acceptingtravel-rel ated giftsaspersonal giftsal soleadstotheconcern
that suchtravel may not beappropriately reflected asbusinessor
vacationtravel by thecity executiveinvolved. Ascity employees, city
executives, arepermittedtoincur businesstravel asregular work time.
Thisincludesreasonabletimeintransittoandfromanevent. However,
if giftedtravel isviewed aspersonal and not rel ated tothenormal duties
of theposition, thenwebelievesuchtravel shouldbetakenasvacation
and not at theexpenseof city taxpayers.
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Managing director needs
to provide better
guidance and oversight
on thereporting of travel-
related gifts
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Thecombinationof |ax reportingrequirementsfor giftedtravel coupled
withlax review and approval of travel documentsby therespective
executivebranchstaff may resultinthefailuretosubmit accurate
documentation necessary todifferentiatebus nessand personal
expenses. For exampleacomparisonof theformer mayor’ stravel
showninExhibit 2.5withappropriatevacationleaverecordsindicates
that themajority of thegiftedtravel wastakenasofficia city business.
However, inat |east oneinstance, therewerevacation daystakenaspart
of theofficial travel period. Travel documentsindicatethat themayor’'s
triptakenfrom August 13- 16, 2004, to Melbourne, Australiawasto
participateasaspeaker onpractical local solutionstoglobal
sustainability issues. However, theformer mayor’ svacationrecords
notethat August 13, 2004 and August 16, 2004 weretaken asvacation
days. However, another trip by themayor toMelbourne, Australiathat
liststhesame purposeindicatesthat novacation daysweretakenfor
travel takenfromMay 18- May 27, 2004. Weemphasizethat thisis
not to questiontheappropriatenessof thetravel but rather tonotethat
theguiddlinesandrequirementsfor suchtravel andgiftingareinsufficient
toensureproper documentation, reconciliation, and accountability.
Ethicscommissionstaff notedthat itispossiblefor official travel toalso
involveapersonal gift. Forexample, agift of coach-classairfarepaidby
athird party thatisnot viewed asan attempt toinfluenceanofficial or
otherwisebeself-servinginnaturecanbeconsidered agifttoanagency.
However, if theairfarewasfor first classflight accommodations, the
differencebetween coachandfirst classcould beconsidered apersonal
gift. However, ethicscommissionstaff agreedthatif anentiretripis
reported asapersonal gift, it would appear questionabletotakethetrip
without taking vacation. M ost of theformer mayor’ sreported persond
giftedtravel in2004 wascompleted oncity timeand should havebeen
reportedfor acceptanceby thecity council.

Ensuringthat therei sproper management and administrativeoversight
relatingtotrave giftsisafundamental responsibility of themanaging
director. Thisisparticularly important for city executivesbecause
subordinatescan sometimesberel uctant to questionactionsof their
bosses. Toensurecompliancewithlawsand policiesonexecutiveout-
of-statetravel and gifts, themanaging director needstoensurethat clear
guidelinesand proceduresareestablishedintheAdministrative
DirectivesManud.
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Conclusion

Citytravel policiesprovideanadequatefoundationfor facilitatingthe
administration of theout-of -statetravel process. However, theprocess
dependsontheresponsibilitiesof thetravel er, themanaging director and
BFSfiscal servicesstaff toproperly ensurethat thetravel documents
indicatetheauthority for theperiod of absencefromthecity, validates
thetravel for publicpurpose, andtherequiredreporting of travel are
properly accountedfor. Our review of city executivetravel filerecords
show that executiveout-of -statetravel isincompleteandinaccurately
reported resultinginal ack of accountability with established travel
reporting requirementsincity laws, policiesand procedures. Severa
Travel Requestslack oneor moreitemsof supporting documentationon
travel purpose, travel itinerary, airfare, and costsof lodging or
conferencefees. Inaddition, wefound examplesof Travel Requests
withbusiness/first classtravel for theformer mayor that wasunclear and
inconsistentwithpolicy whichstatesthat air travel atfirst-classrateswill
not beapproved except when accommodationsat other ratesarenot
reasonably available.

Wefoundthat theextent of unprocessed compl etedtravel filerecordsby
city executivesissignificant. Completedtravel formsarenotonly
necessary for recording theauthorizationfor theperiod of absencebut

a soforthereconciliationand settlement of travel expenditures.
Moreover, completedtravel formsarenecessary for compliancewith
federal tax lawssincel RSrequirethat acertain portionof travel
allowances, suchasper diem, bereported and appropriately included as
taxableon FormW-2.

Wealsofound similar mistakesand omissionsinsomeof thelimited
documentsinthecurrent administration, however, recognizable
improvementsin providing proper supportingdocumentationwhen
reportingtravel requestsand completedtravel madereview of travel
purposeand costslessdifficult.

Further, wefoundthat accurateaccounting and reporting of out-of -state
travel iscomplicatedwhengiftingisinvolved. Inadditiontoensuringthat
costsand other factorsareproperly recorded, itisal so necessary to
ensurethat giftsthat areprofferedtoagenciesof individual city
employeesarewithinproper ethical guidelinesandareproperly
disclosed. Current giftingguidelinesfor persona giftspermitthe
acceptanceof gifttobelargely dependent upontheindividual’ sown
discretion. Further, thepresent requirementsappear to permit thegifts,
including giftedtravel, tobeacceptedwithout disclosure. Thelack of a
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Recommendations

disclosurerequirement coupled withinadequate control sontheaccurate
reportingandreconciliation of travel requests, prevent travel records
frombeingadequately reconciled.

Finally, wefoundthat BFSneedsto ensurethat out-of -statetravel
reportingand accountability requirementsareunderstood by those
involvedinprocessingexecutivetravel. Themanagingdirector needsto
work withBFStoensurethat travel reportsaresubmittedinacompl ete
andtimely manner andthat appropriateactiontocomply withfedera

and other regulationsaremet. Wefound several executivetravel reports
primarily by thepreviousadministrationwereoutstanding or
unprocessed. However, resol ution of unprocessedtravel completed by
executivetravel ersisneededfor compliancewith RSregulationsand
BFStravel policy.

Themanagingdirector should:

a. reviewandmodify administrativedirectivesasneededtoensure
existenceof clear policiesand proceduresnecessary for accurate,
cong stent andtimely reporting, accounting and documentati on of
executiveout-of-satetravel;

b. workwiththeHonoluluEthicsCommissiontoensuretheproper
identificationof giftsand compliancewithgiftdisclosure
requirements, includinggifted personal travel;

c. establishaclear policy onuseof first/businessclassaccommodations
forexecutives,

d. ensurethatall outstandingexecutivetravel reportsat BFSare
resolved and properly accounted for and reported;

e. ensurethatthelRStaxability requirementsaremetfor any
outstanding executivetravel reports,

f.  implement procedurestoensurethat executivetravel -rel atedreports
and documentsareproperly tracked and monitoredfor complete,
accurate, andtimely completion; and

g. workwiththecity council toimplement personal travel-related gift
acceptanceand discl osurerequirementsthat ensuremonitoringand
accountability controls.
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Comments on
Agency Responses

Responses of Affected Agencies

Wetransmitted adraft of thisreport tothe Officeof theManaging
Director onJune 30, 2006. A copy of thetransmittal letterisincluded as
Attachment 1. OnJuly 17, 2006, themanaging director submitteda
writtenresponsetothedraft report, whichisincluded asAttachment 2.
Weweresubsequently informed that the Department of Budget and
Fiscal Serviceswasal so preparing awrittenresponsetothedraft report.
Thedepartment requested, andthecity auditor granted, anextensionto
Wednesday, July 19, 2006 to submit aresponse. A copy of the
department’ sresponseisincluded asAttachment 3.

Inresponsetoour draft report, themanaging director statedthat his
officewoul d utilizetherecommendati onsof thereport, includingworking
withtheDepartment of Budget and Fiscal Services, ethicscommission
andcity council toensurethat al reportingrequirementsaremetina
proper andtimely manner. Heemphasi zed aswasnotedinour report,
that most of the concernsaddressed practi cesof theformer
administrationandreiterated our observationthat additiona guidance
fromthepresent administration appearedtoberesultinginimproved
processing of travel -rel ated documents. Themanagingdirector noted
that they intendtowork diligently to maintain completeand accurate
recordsfor executivetravel.

Thedirector of the Department of Budget and Fiscal Servicesnotedthat
overall theaudit wasagood report, and acknowledged theproblematic
natureof thedocumentati onand processing of theprevious
adminigtration’ stravel -related documents, particularly whengiftedtravel
wasinvolved. Thedirector contended, however, that our findingsare
not compl etely accuratebecausewerelied primarily uponreview of
recordsmaintained by thefiscal accountantswhenweshouldhaverelied
uponvoucher payment documentsmai ntai ned by theaccountspayable
section. Thedirector noted two examplesof copiesof travel requests
that werefoundinthevoucher payment recordsthat werenot foundin
our review of thefiscal accountants’ records. Inresponsetotheletter,
wesubseguently obtai ned copi esof thespecific missingdocumentation
whichwerenotinthedepartment filesduringour fiel dwork and have
adjustedour final report toreflect thisinformation.
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However, webelievethedirector’ scommentsimproperly characterize
theaudit. Our audit objectivesweretoreview and assesscity executive
staff’ saccuracy and compl etenessinreporting of out-of -statetravel and
thepoliciesand proceduresin placefor ensuring accountability, which
includestherol eof the Department of Budget and Fiscal Services fiscal
accountantsintheprocessing of travel -rel ated documents.

Inour meetingwithdepartment official sitwasconfirmedthat thefiscal
accountantsand not accountspayabl estaff areresponsiblefor working
directly withcity agenciesto processout-of-statetravel -rel ated
documentsand payments. |naccordancewiththedepartment’ sown
policiesand procedures, thefiscal accountantsareresponsiblefor
verificationof travel expenditures, review andapprova of travel
advances, andreconciliationof completedtravel statements. Thefiscal
accountantsarerespons blefor compl etion of theclaimsvouchersprior
tobeingforwardedtotheaccountspayabl estaff for payment. During
our fieldwork wedidtrack recordson sel ected travel documents
maintai ned by theaccountspayabl esection, andwereinformed by
accountspayabl estaff that thefiscal accountantsareresponsibleto
review and processtravel -rel ated documents. V oucher paymentsare
only apart of thetravel -rel ated processand theaccountspayable
sectionisnotarepository for all travel -rel ated documents. Further,
documentation mai ntained by thefiscal accountantsmay not be
“originals’ butarenoless” officia” and should bemorecompl etethan
payment voucher recordsmaintai ned by accountspayable. Finally we
believethat sincethefiscal accountantsareresponsiblefor thereview,
approval and processing of travel -related documents, the
acknowledgement by thedirector of budget andfiscal servicesthat their
recordsare”incomplete” further supportsour concernsfor theneedto
improveaccountability.

Weareencouragedthat theadministrationrepresentativeshave
acknowledged the problemsand appear committedto proactively
addresstheconcernsidentifiedintheaudit.



ATTACHMENT 1

OFFICH OF THH CITY AUDITOR

CITY AND COUNTY OF HONOLULU
1000 ULUOHEA STREET, SUITE 120, KAPOLEL HAWAN 96707 / PHONE: (B08) 632-5134 / FAX: {808) 632-5135

LESLIE I TANAKA, CPA
CITY AUDITOR

s
June 30, 2006 COPY

Mr. Wayne Hashiro

Managing Director

City and County of Honolulu
530 South King Street, 3" Floor
Honolulu, Hawaii 96813

Dear Mr. Hashiro:

Enclosed for your review are two copies (numbers 11 and 12} of our confidential draft audit report,
Audit of the City’s Executive Staff's Out-of-State Travel. It you choose to submit a written response to
our draft report, your comments wiil generally be included in the final report. However, we ask that you

submit your response to us no later than 12:00 noon on Monday, July 17, 2006.

For your information, the mayor and each councilmember have also been provided copies of this
confidential draft report.

Finally, since this report is still in draft form and changes may be made to it, access to this draft report
should be restricted to those assisting you in preparing your response. Public release of the final report
will be made by my office after the report is published in its final form.

Sincerely,

!\MZﬁtv« ““é/z J’fé‘xﬁ fL—

[.eslie [, Tanaka, CPA
City Auditor

Enclosures
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ATTACHMENT 2

MUFT HANNEMANN
MAYOR

58

OFFICE OF THE MAYOR
CITY AND COUNTY OF HONOLULU

530 SOUTH KING STREET, ROOM 300 * HONCLULY, HAWAH 96813
PHONE: (B0B) 523-4141 * FAX: (B08) 523-4242 “INTERNET. www. honoluhui.gov

WAYNE M. HASHIRO, P E.
MANAGING DIRECTOR

TRUDI S. SAITO
DEPUTY MANAGING DIRECTOR

July 17, 2006

06 ML17 HO 42

Mr. Leslie | Tanaka, CPA :

City Auditor c %Q 6F z-é@?égww
1000 Uluohia Street, Suite 313 a8
Kapolei, Hawaii 96707

Dear Mr. Tanaka:

Thank you for the opportunity to comment on the draft audit of the executive staff's out-
of-state travel.

We note that the audit was a response to concerns expressed by the City Council over
the sources and financing of travel by the previous mayor. You noted that your review period
covered only the first six months of the Hannemann administration. You also acknowledged
that, for the most part, our executive travel files were complete and that our office was now
providing guidance to the administrative staff on the proper procedures to follow in processing
travel-related documents. We will work diligently to maintain complete and accurate reports of
executive travel and will continue to provide guidance both to executives traveling at City
expense and those charged with maintaining travel records. in addition, we will use the
recommendations you made, including working with the Depariment of Budget and Fiscal
Services, Ethics Commission, and the City Council, to ensure all reporting requirements are met
in a proper and timely manner.

In conclusion, we appreciate that you indicated the Hannemann administration has
shown “recognizable improvements in providing proper supporting documentation when
reporting travel requests,” particularly in comparison to the past practices you documented in
your audit.

Sincerely,

/

A
%‘ggm At «J}é‘wwﬁs
Wayne M. hashiro
Managing Director



ATTACHMENT 3

DEPARTMENT OF BUDGET AND FISCAL SERVICES
CITY AND COUNTY OF HONOLULU

530 SQUTH KING STREET, ROOM 208 « HONOLULLL, HAWAI 86813
PHONE: (B0B) £23-4616 » FAX: (B08) 523-4771 « INTERNET: www honolul.gov

MARY PATRICIA WATERHOUSE
DIRECTOR

MUFEHANNEMANN
HMAYOR

PATRICK T. KUBOTA
DEPUTY DIRECTOR

July 19, 2006 0 JL19 P67
C & C OF HONDLULU
CITY AUDITOR

Mr. Leslie I. Tanaka, CPA

City Auditor

1000 Uluchia Street, Suite 313
Kapolei, Hawaii 86707

Dear Mr. Tanaka:

Thank you for the opportunity to comment on the executive staff's out-of-state travel. |
will only be commenting on concerns raised in regards to the Department of Budget and Fiscal
Services.

Overall, we feel it is a good report, however, | would like to make a couple clarifications.
The auditors relied heavily on the fiscal accountants travel documents files aithough they were
informed on a number of occasions that these files may not be complete. The auditors were told
that the voucher payment documents maintained by the Accounts Payable section are the
official records and are more complete, but they chaose to use the fiscal accountants’ records
instead. Consequently, their findings are not completely accurate. For example, Walea
Constantinau did submit a trave! request form for her April 2004 trip (item 83) and a Travel
Request for Peter Carlisle’s April 2005 was prepared (item 175).

We did have problems with the prior administration submitting their documents to us on a
timely basis. Donated travel especially posed a problem since we had no way of knowing what
was going on unless the department provided us with the necessary information.

Please feel free to call met at 523-4617, if you have any questions or concerns.

Sincerely,

Mary Patricia Waterhouse, Director
Budget and Fiscal Services

cc. Wayne M. Hashiro, P.E.
Managing Director
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