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Foreword

Thisisareport of our Audit of Selected Management Issues of the
Honolulu Liquor Commission. The audit was conducted pursuant to
Council Resolution 03-223 that requested the city auditor to review
the investigative and enforcement functions of the Honolulu Liquor
Commission. The city auditor selected the commission’s
organizational structure and personnel management practices to
review because these are essential to effective management and the
fulfillment of the commission’s responsibilities.

We wish to acknowledge the cooperation and assistance of the liquor
commissioners, management and staff of the liquor commission and
others who we contacted during this audit.

Ledliel. Tanaka, CPA
City Auditor
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EXECUTIVE SUMMARY

Audit of Selected Management Issues of the Honolulu
Liguor Commission

Report No. 05-02, April 2005

Thisaudit wasconducted pursuant to Council Resolution03-223,
requestingthecity auditor toreview theinvestigativeandenforcement
functionsof theHonolulu Liquor Commission. Thecity auditor selected
thecommission’ sorgani zationa structureand personnel management
practicestoreview becausetheseareessential to effectivemanagement
andthefulfillment of thecommission’ sresponsibilities.

Background IN2002, anumber of liquor control investigatorsassignedtothe
Enforcement ServicesSectionof theHonoluluLiquor Commissionwere
indicted and subsequently either pled or werefound guilty of federal
extortionand/or fraud criminal charges. Concernsrelatedtothese
criminal activitiespromptedtherequest for thereview of the
commission’ smanagement practices.

TheHonoluluLiguor Commissionisresponsiblefor theenforcement of
stateliquor lawswithinthe City and County of Honoluluinaccordance
withtheprovisionsof Chapter 281, Hawai ‘i Revised Statutes(HRS).
Thisincludesthelicensingof facilities, monitoringcompliancewiththe
laws, and enforcement of | egal requirementsby liquor licensees. In
1965, thepower to appoint membersof thecommissionwastransferred
fromthestatetothecounty andthecommissionitself wasre-established
under county regulatory andfiscal control. Today, theliquor commission
isadminigtratively attached tothe Department of Budget and Fiscal
Servicesbut personne actionsaregenerally lefttothecommission.
Since 1990, thecommissionadmini strator hashad sol ejurisdiction,
power, authority and discretionover commissionstaff, butthe
commissionersretai nauthority toappoint andremovetheadministrator.

Inaccordancewith Section 281-17, HRS, thecommissiondetermines
theamount and manner of payment of feesfor licenses, permits, and
filingfeesinconjunctionwithfulfillment of therequirementsof thestatute.
Thefeesareusedto offset the costsand expensesdirectly relatedtothe
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Summary of
Findings

operational andadministrativecostsincurred by thecommissionin
performingitsduties.

Oversight and management of theHonoluluLiquor Commissionare
inadequate. Thecommissionhaslackedthenecessary |eadershipand
guidancetoimplement changesand proactively addressthechallengesit
faces. Theseinadequaci esaffect theentirecommissionorganizationand
arenotlimitedtoitsinvestigatory enforcement responsibilities.
Furthermore, ineffectivepersonnel policiesand management, coupled
withthenegativeperception of commiss on management, hashampered
theagency’ ssmall but hard-working staff, and al sohinderstheability of
thecommissiontoeffectively achieveitsmission.

Finding1: Overall, wefoundthat theover sight and management
of theHonolulu Liquor Commission ar einadequateandrequire
improvement toensur ethat thecommission fulfillsits
responsibilitiespur suant totheprovisionsof Chapter 281, HRS.
However,wefoundthat ther eissufficient latitudewithin Chapter
281, HRSto effectuate the changes needed.

* AlthoughChapter 281, HRS, providesthat enforcement of the
provisionsof thestateliquor lawsshould beadministered at the
county level, thestatewidecharacter of thel aw ensuresconsi stency
of regulatory purposebetween counties.

*  Whiletheliquor commissionisanindependent decision-makingand
rule-makingbody, thereareprovisionsintendedtoensurethe
accountability of thecommissionandcommissioners. Theseinclude:

> themayor’sappointment and removal of liquor commissioners,
subject to council approval;

> applicability of city ethicscoderequirementsto thecommission;

> submission of anannua report to the mayor, who may request
that specificissuesbe addressed withinthereport;
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> adminigrativeattachment of the commissionto the Department
of Budget and Fiscal Servicesprovidesfor budget andfisca
oversight by thecity administration; and

» city council'sauthority to control al of thecommission's
expenses by ordinance.

TheHonoluluLiquor Commission’ sadjudicationresponsibilitiesmay
hinderitsability toeffectively overseetheadministrationof the
commission’ sfunctions.

Many responsi bilitiesareappropriately delegatedtothe
administrator for implementation, but thecommissionerslack the
communicationandorientationtoeffectively overseethe
adminigtrator’ sactions.

Thereareinsufficient published policiesand procedurestoassist the
commissionersinfulfillingtheirduties.

Theexempt empl oyeestatusof theadministrator may not be
warranted and appearstolimitcommissioner oversight.

Commissionersdo not makeeffectiveuseof eval uationandreview
processesto assesstheperformanceof theadministrator.

Finding2: Management continuesto behamper ed by ineffective
oper ational practices. Whileanumber of stepshavebeen taken
to addresspast problems, anumber of issueseither havenot been
addressed or arebeingineffectively pursued. Asaresult, the
potential effectivenessof thecommission to perform itsdutiesis
hampered.

Senior management’ sactionsunderminesupervisory-level staff.
Supervisory decisionsareoverridden by senior managementwithno
explanation, and may occur withoutinforming supervisors.

Administrativeservicessectionpersonnel report that they are
“micromanaged” , withexperienced staff nolonger abletomake
decisionswithout consultation.
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Effectivecommunicationscontinuesto belacking. Staff report that
attemptstocommunicatearediscouraged andtherearefew effective
channel stocommuni catewithmanagement. Communicationsor
suggestionsareoften percelved ashostile, and staff lack involvement
withoperations.

Policies, proceduresand other writtendirectivesand documentation
arelackingandoutdated.

Personnel -rel ated decisionsdo not appear to bemadeinthebest
Interest of commissionoperations. Positionvacanciesarenot
aggressively pursued. Anessential management positionremains
vacant. Purported effortspertainingtoreall ocationand/or repricing
of positionshavenot been pursued. Other initiativestosecure
personnel resourcesnecessary for effectiveoperationshavebeen
ineffective,

Thecommission’ strainingprogramsfor staff, commissionersand
licenseesareinadequateand digointed. Trainingof commissionersis
primarily on-the-jobwithlittleformalizedtraining of published
operational guides. Staff training continuestolack coordinationand
theeffectivenessof licenseetrainingisquestionable.

Thecommission’ sadministrativemanagementisreportedtobe
unresponsiveand unsupportiveof staff.

Whileadvocatingtheneedfor creationof aninternal affairsreview
process, thereislittleindicationthat management hasbeenactively
pursuingitsimplementation.

Issues Requiring
Further Examination

Duringthecourseof our review, weidentified anumber of issuesor
concernsthat could not beaddressedinthisreview. However, these
Issuesmay haveasignificantimpact uponthecommissionandwe
recommendthat thefollowingbereviewedinfurther detail.

Current practicepermitsthetransfer of aportion of collectedfinesto
betransferredtothecounty general fund. Fundsfromfinesareused
for educational purposes. Givenconcernswiththeadequacy of
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Recommendations
and Response

existingtraining programs, diversionsof finestothegeneral fundmay
not beadvisable.

Auditinglicenseesisanessentia el ement of thecommission’s
respongbilities. Thecommissionaspresently configured cannot fulfill
itsaudit-relatedresponsibilities.

Thetransfer of theliquor control enforcementinvestigation

responsi bilitiestotheHonol ulu Police Department hasbeen
suggested asoneoption but requiresresol ution of anumber of
functiona issues. Thesefunctional issuesshouldbeexaminedbefore
adecisonismade.

Werecommendedthat theHonol uluLiquor Commission:

work proactively withtheliquor control administrator to adopt
specificgoal sand objectivesfor job performance; and

ensurethat senior management takesstepstoimplement effective
openmanagement and communi cation practi ces.

Weal sorecommendedthat theliquor commissiondirect theliquor
control administrator toensurethat:

thorough, cong stent training programsarei mplemented and properly
documented,

astaff reorgani zati on plan becompletedwithinanagreed upontime
frame; and

all necessary stepsaretakentofill thedeputy administrator position.

Wefurther recommendedthat theliquor commissioninitiateactionsto:

assesstheconcept of creating an adjudicationboard separatefrom
thecommisson;
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at aminimum, proposecharter anendmentstore-classify the
administrator positionasanexcludedclassposition;

study thefeasibility of transferringliquor enforcementinvestigatory
responsi bilitiestotheHonol ulu Police Department; and

thoroughly review thecommission’ sauditing of licenseesand
allocationof fundsfromliquor viol ationfinesby theDepartment of
BudgetandFiscal Services Interna ControlsDivision.

Werecommendedthat that liquor control administrator should:

work proactively withtheliquor commissionerstoidentify andfill
necessary vacant positions,

ensurethat administrativedirectivesandother policiesand
proceduresarereviewed and updated;

implement, withreview and approval of thecommissioners,an
internal affairsreview process; and

ensurethat budget preparationguidelinesaccurately reflectthe
commission’ sself-sustainablepostion.

Finally werecommended that themayor should:

ensurethat liquor commissioner nomineesfully understandthe
requirements, ethical obligationsandworkloadtimedemandsimplicit
Inacceptinganomination; and

quickly andthoroughly review questionsconcerning liquor
commissoners behavior.

Inresponsetoour draft audit report, theHonolulu Liquor Commission
reportedthat thecommissionersand commissionadministrationaccept
andwill undertaketoimplement each of therecommendationslistedin
thedraft audit report. Thecommissionnotedthatit hasinitiatedwork on
acomprehensivelong-rangestrategicplanandintendstoutilizetheaudit
report to supplement theongoi ng strategi ¢ planning process.
Furthermore, thecommissioncommentedthat, toeffectuateaproactive
management team approachto changesneeded, it mustincludeentities
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external tothecommissionthat areintegral componentsof these
governmental processes.

Finaly, weareencouragedthat thecommissionersand commission
administration havecommitted to undertaketherecommendationsinthe
audit but emphasi zethat thecommission must assumethel eadershipand
responsibility forimplementati on of needed organi zationa and

operationa changes.

Leslie I. Tanaka, CPA Office of the City Auditor

City Auditor 1000 Uluohia Street, Suite 313
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

Historical Overview

Thisauditwascompleted pursuant totheHonolulu City Council’ s
Resolution 03-223, requesting that thecity auditor review the
investigativeandenforcement functionsof theHonoluluLiquor
Commission. Theresolutionrequestedthat theauditinclude, but not be
limitedto: 1) themanagement control sused by theliquor commissionto
safeguardtheinvestigativeand enforcement functionsfromabuse,
misconduct, and criminal acts; and 2) thestatestatutes, city charter
provisionsand city ordinancesthat would needto beamended, repealed
or adoptedinorder toreformtheliquor commission’ sinvestigativeand
enforcementfunctions.

Thecity council,inrequestingtheaudit, noted that eight liquor
commissionstaff had beenindictedonfederal chargesof extortingand
accepting bribesfrom establi shmentsthey weresupposedtoinvestigate.
Thecouncilmember whointroduced theresol ution noted that the
indictmentsareindicatorsof theneedfor major reformand changesin
operations, but do not identify theroot causeor problemsthat needto
be addressed.

Wesd ectedtheHonoluluLiquor Commission’ sorganizational structure
and personnel management practi cesasthefocusof thisaudit because
theseareessentia el ementsintheeffectivemanagement of theliquor
commissionandbothdirectly affect theperformanceandfunctionof the
commissioninthefulfillmentof itsresponsbilities.

TheTerritorid Legidatureoriginally formedtheliquor commissionin
1907 withtheadoptionof Act 119. Act 119 provided for thecreation
of county board of licensecommissioners, appointed by thegovernor,
andrepresented thefirst decentralizationof liquor regul ationtothelocal
governmentlevel. In1918, theliquor commissionwasterminatedwhen
theUnited StatesCongressimposed prohibitioninHawal‘ i asawar
measure. Theprohibitionwasextendedin1921 whentheprovisionsof
theNational Prohibition Actof 1919wereextendedtoHawai‘i. In
1933, theTerritoria LegidaturethroughAct 33reauthorizedthecreation
of county-level liquor commissionsinanticipationof theend of
prohibition. Theliquor commissionhasexistedinavariety of
configurationssincethat time. Prior to 1965, theliquor commissions
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wereformedat thecounty level, but theappoi ntment authority tofill
commissionpositionswasvestedinthegovernor (bothterritorial and
state). Theoperating costsof thecommissionswereoffset by revenues
fromthecommissions' licensingand enforcement practiceswithexcess
fundsgoingtotheGenera Fund of theState Treasury.

In1965, asaresult of Act 172, Session Lawsof Hawai*i (SLH)1963,
thepower to appoint membersof thecounty liquor commissionswas
transferredtothecounties, and thecommissionswerere-established
under county regul atory andfiscal control. Mayor Neal S. Blaisdell
placedtheHonol ulu Liquor CommissionintheDepartment of Financeas
a“separatedivision” intheMayor’ sDirectiveNo. 142, dated December
28, 1964.

IN1973, Honolulu’ scity charter wasamended, and formally attachedthe
liquor commissiontotheDepartment of Financefor administrative
purposes, noting that thedutiesand functionsof thecommissionshall be
asprovided by law. Withthe 1998 citywidereorganization, the
commissionbecameadministratively attached tothenew Department of
Budget and Fiscal Services, whichassumed many of thefunctionsof the
former Department of Finance.

Prior legal opinionsnotedthat thedirector of finance—and now budget
andfiscal services—hasthepower of oversight (review andapproval)
over all budget requests. WhiletheHonoluluLiquor Commissionhas
control over itspersonnel-rel ated i ssues, thecity administration—through
thebudget andfiscal servicesdirector—exercisessomeinfluenceover
thecommi ssionon personnel mattersand operationsthroughthebudget
review andapproval process, includingthoserelatedtohiringand
compensationof commissonstaff.

Priorto1990, Section281-17(4), Hawai‘ i Revised Statutes(HRS),
providedthecommissionwiththesol ejurisdiction, power, authority and
discretionover commissionstaff. Act171, SLH 1990, shiftedthe
authority over commission personne totheadministrator of theliquor
commission. Today, thecommissionretainstheauthority toappointand
removetheadministrator but all other staffingdecisionsrestwiththe
adminigtrator.

Theadministrativerulesof theliquor commissionaresubjecttothe
review and approval of themayor. Liquor commissionrulingsarenot
subjecttomayoral review but may beappeal edthroughthejudicial
processinaccordancewith statestatute. Whilethestatute permitsliquor
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commissionstobeestablished at thecounty level toenforcestateliquor
regulations, each county’ smayor hasthepower to appoint the
commissionerswithcity council gpprova. Theuniquejurisdictional
statusof theliguor commission hasbeen asourceof concernbecause
thereisaperceivedlack of oversight duetothestate/county roleinthe
creationandadministrationof theliquor commissions.

TheHonoluluLiguor Commissionisresponsiblefor theenforcement of
stateliquor lawswithintheCity and County of Honolulu. Thisincludes
thelicensingof facilities, monitoring compliancewiththelaws, and
enforcement of legal requirementsby liquor licensees. Someof the
commission’ sactivitiescanbenaturally conducivetoabuseandillegd
activitiesif not properly overseen by monitoringandenforcement, as
evidenced by arecentincidentinvol ving about 40 percent of the
authori zed enforcement servicessection staff positions.

INn2002, six investigatorsand two supervisors, or approximately 80
percent of thenight shift enforcementinvestigatorsemployedby the
HonoluluLiquor Commissionwereindicted and subsequently either pled
or werefoundguilty of federal extortionand/or fraud criminal charges.
Sincethe2002indictmentsand convictions, theHonoluluLiquor
Commissionworkedwithamanagingdirector’ stask forcetoidentify,
address, andimplement operational changesto minimizethepotential for
similar criminal activity. However, it appeared that thework of thistask
forcestoppedinlate2002 and did not reconveneuntil early 2004.
Newsarticlesreportedthat former Commission Chair John Spierling
wasinstrumental inleading reformeffortswithinthecommission, but Mr.
SpierlingdiedinMay 2004. Commissioner DennisEnomotowas

el ected thechairperson of thecommissioneffectiveJuly 1, 2004.

Inadditiontoissueswithliquor commissionstaff, therehavebeen
periodicissueswithindividua commissioners, rangingfromapparent
conflictsof interesttoother issuesaffectingtheir ability toserveinthe
capacity of commissioner. Thereal sohavebeen operationsissues,
including problemswith collecting outstandingfines. Inresponsetothis
Issue, commission management hascontendedthat much of thefinesare
uncollectibleandthat it needstoimproveitspracticeof writing of f
uncollectibles.

Duringthe2004 statel egidlativesession, billswereintroducedtovest the
countieswiththeauthority tocontrol their respectiveliquor commissions.
Therationaefor theproposed| egid ationwasthat theexisting statutes
affordnopractical statewideor county oversight over theoperationsof
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Liquor Commission
Administration

thecommissions. Thegovernor andtheHawai*i State Association of
Countiessupportedthesemeasures; however, liquor industry
representativesvoiced concernover theproposedlegidation. The
proposed|egid ationwasnot acted upon by thelegidature. Similar
legidationisproposedfor actioninthecurrent (2005) legid ativesession.

Inaddition, thenMayor Jeremy Harrispublicly endorsed theconcept of
transferringtheenforcement andinspectionfunctionsof theHonolulu
Liquor CommissiontotheHonoluluPoliceDepartment. However, this
proposa met with staffing and operational concernsby thepolice
department, includingitsrel uctanceto assumetheseadditiona functions.

Most recently, it wasreportedthat the Federal Bureau of Investigation
wasagai nreviewingtherecordsof theHonolulu Liquor Commissionfor
anas-of-yet undisclosed purpose.

TheHonoluluLiquor Commissionisheaded by fivecommissionersand
hassol ejurisdiction, power, authority and discretiontogrant, refuse,
suspendandrevokeany licensefor themanufacture, importationor sale
of intoxicatingliquor withintheCity and County of Honolulu. In
Honolulu, thecommissionalsoadministratively hearsand adjudicates
liquor control violationscommitted by liquor licensees. Each
commissioner isnominated by themayor and confirmedby thecity
council. Commissionersservefor aninitial five-year termandmay be
nominatedto serveanadditional termfor atotal servicetermof upto 10
years. Theservicetermsof thecommissioner positionsarestaggered,
withonepositioncoming upfor appoi ntment eachyear. Commissioners
whosetermshaveexpired continueto serveinahol dover capacity until
their replacementshavebeen nominated and confirmed.

Anadministrator ishired by thecommissionersandisresponsiblefor the
overal operationsof thecommission. Thecommissionitself isbroadly
dividedintotwofunctiona sections, theAdministrative ServicesBranch
andtheField ServicesBranch. Administrativeservicesincludessupport
for commissionmeetings, processing of licensesand server registration,
auditsof licenseesand general support servicesforthecommission’s
activities. Fieldservicesincludeslicensing servicing, whichcompletes
backgroundand other researchinconjunctionwithlicenseeapplications
andadjudi cation of violations, and enforcement servicesthat involvethe
review, ingpection, andciting of licenseesfoundinviolationof theliquor
laws. Thecurrent organization of theliquor commissionisshownin
Exhibit1.1.
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Exhibit 1.1
Organization Chart of the Honolulu Liguor Commission

Liqguor Commission
Commissioners (5)

Administration
Liquor Control Administrator

Secretary Il

Asst. Liquor Control
Administrator

Training Specialist | Senior Clerk Typist

| |
Administrative Services
Branch
Administrative Services Officer

Field Services Branch
Chief Liquor Control Investigator,

Enforcement Services Section

Administrative Services
Section

Hearings Reporter II

Hearings Reporter | (3)

License Fee Assess. &
Audit Svcs. Section

Licensing Services Section
Supervising Liquor Control
Investigator

Supervising Liquor Control
Investigator

Liquor Control Auditor |1

Liquor Control Investigator 11 (5)

Liquor Control investigator 111 (2)

Liquor Control Auditor | (3)

Senior Account Clerk
Liquor Licensing Clerk
Senior Clerk-Typist (6)

Source: Honolulu Liquor Commission

Liquor Control Investigator |1
(16)

Liquor Control Investigator | (2)




Chapter 1: Introduction

Liquor commissionis
required to be self-
sustaining

Theliquor commissionisauthorized under Section281-17,HRS, to
determinetheamount and manner of payment of feesfor thelicensesand
permitsandfilingfeesheldinconjunctionwiththeful fillment of the
requirementsof thestatute. Feesand other fundscollected, withthe
exceptionof fines, areusedto of f set operational costsof the
commission, and aresubject toreview and approval of themayor and
city council. Thecommissionchargeslicense, filingand photo
identificationfeesinconjunctionwithitsnormal work. Section281-
17.5(b), HRSprovidesthat theselicensefeesand any moniescollected
aretooffsetthecostsand expensesdirectly relatingto operational and
adminigtrativecostsincurred by thecommissioninperformingitsduties.
However, Section281-17.5(e), HRS, providesthat any fundsinexcess
of 20 percent of thecommission’ scurrent budget shall bereturned or
creditedannually toexistinglicensees.

Section281-17 (3), HRS, providesthat any educational programsbe
limitedtolicenseesandtheir empl oyeesandthat theseprogramsbe
financed frommoniescollectedfromtheassessment of finesagainst
licensees. Whileit appearsthat educational programsmust befunded
fromfines, their usemay not belimiited only toeducation purposes. The
commissionhasrequested aninterpretationfromthe Department of the
Corporation Counsel onthismatter, but management reportsthat an
opinionhasnever beenrendered.

Feesandfinescollected by thecommissionaredepositedintotheLiquor
Fund. Fundsdepositedintothisfundaretransferredintothecounty
genera fundto pay for theadministrativeand operating costsof the
commission. Thecommissionmay proposeadjustmentsinthefee
structure, but must demonstratethat theincreasesarenecessary tomeet
operational requirementsof thecommission.

Thecity administration canal soassessamanagement feeequivaentto
fivepercent of incomefor support servicesprovidedtothecommission.
Exhibit 1.2 showsthecommission’ srevenuecollectionsand Exhibit 1.3
illustratesthecommission’ scurrentexpenditures.
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Exhibit 1.2
Liquor Commission Revenue Sources and Amount

LICENSE FILING FINES PHOTO ID MISC TOTAL

FISCAL YEAR  ~Zoro FEES RECEIPTS

FY1999-2000 $2,475,471 $2,200  $247,200 $122,680 $10,661 $2,858,212
FY2000-01 $2,529,116 $8,200  $200,825 $115,720 $7,265 $2,861,126
FY2001-02 $2,571,142 $4,600  $204,045 $105,940 $19,679 $2,905,406

FY2002-03 $2,498,241 $3,600  $334,170 $125,640 $30,303 $2,991,954

Source: Department and Agency Reports, City and County of Honolulu

Exhibit 1.3
Liquor Commission Expenditures

FISCAL YEAR ~ SALARIES & ol EQUIPMENT  TOTAL
FY1998-99 $1,400,883 $333,810 $16,655  $1,751,348
FY1999-2000 $1,685,953 $349,686 $26,001  $2,061,640
FY2000-01 $1,539,427 $408,246 $40,285  $1,987,958
FY2001-02 $1,611,300 $682,451 $19402  $2,313,153
FY2002-03 $1,492,551 $714,482 $17,363  $2,224,396

Source: City and County of Honolulu, Executive Program and Budget Reports

O bj ectives of the 1. Reviewandassesstheorganizational structureof theHonolulu
Audit Liquor Commissioninmeetingitsrespons bility toimplementthe
provisionsof Chapter 281, Hawai‘ i Revised Statutes.

2. Review and assessthepersonnel management practicesof the
HonoluluLiquor Commission.

3. Makerecommendationsasappropriate.
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Scope and
Methodology

Wereviewed Chapter 281, HRS, therulesand regul ationsof the
HonoluluLiquor Commission, andtheresultinginterpretationand
applicationof management principlesand practicesasthey affectthe
operationsof thecommission. Our primary focuswasanexamination of
theserulesandlawsandtheir effect uponthecommission’s
administrativefunctions—theday-to-day administrationandinternal
management, theenforcement, oversight, and executionof rulesand
regulations, and theeducation, monitoringandtraining of staff. We
reviewedthefinancial operationsof thecommissiononly totheextent of
our review of thecommission’ spersonnel administration.

Wereviewed past, current, and any planned personnel management
practicesand how they addresspersonnel managementissuesidentified
inpreviousauditsasareasfor concernfor thecommission. Wealso
reviewed previousmanagement auditsandinternal reviewstoassessthe
extent that previoudly identified problems/i ssueshavebeen addressed.
Wealsoexamined past, current, and proposed organi zational structures
and proposal sfor changeconcerningtheHonolulu Liquor Commission.

Weconducted areview of relevant documentation, includingtheliquor
commission’ spoliciesand procedures, annual and other reports,
budgets, revenueand expendituredocuments, eval uationreportsand
plans, andlegal and other documentationrel atingtothecommission’s
fulfillmentofitsmisson.

Weconductedinterviewswithliquor commissioners,commission
administrativestaff, personnel fromother rel ated agencies, suchasthe
Honolulu Police Department, the Departmentsof Budget and Fiscal
Servicesand Human Resources, licenseesand other personsor entities
identifiedasinvolvedwithliquor control, regulationanduse.

Weal so conducted on-siteobservationandreviewsof thecommission
meetings, and staff functions. Weconducted asearch of Internet and
other literaturesourcestoidentify other industry informationor
commonly utilized practicesand standards.

Thisaudit wasconducted from September 2004 to February 2005in
accordancewithgenerally accepted government auditing standards
(GAGAYS).
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Inadequate Management and Oversight of the
Honolulu Liquor Commission Hampers the
Ability of the Commission to Effectively Fulfill Its
Responsibilities

Oversight and management of theHonoluluLiquor Commissionare
inadequate. Thecommissionhaslackedthenecessary leadershipand
guidancetoimplement changesand proactively addressthechal lengesit
faces. Theseinadequaci esaffect theentirecommission organizationand
arenotlimitedtoitsinvestigatory enforcement responsibilities.
Furthermore, ineffectivepersonnel policiesand management, coupled
withthenegativeperceptionof commissionmanagement, havehampered
theagency’ ssmall and hard-working staff and also hinder theability of
thecommissiontoeffectively achieveitsmission.

Hawai'i hashadalonghistory of “ shared control” over liquor regulation,
fromcounty liquor commissionsto statelawsregul ating thesocial useof
liquor. Today, theHonolulu Liguor Commissioncontinuestobecharged
withtheresponsibility for enforcingstateliquor lawsintheCity and
County of Honolulu. In 1963, the power to appoi nt thecounty liquor
commissionerswastransferredfromthestatetothecountiesand placed
thecounty liquor commissionsunder county regulatory andfiscal control.
Wefoundthat thisarrangement ensuresthat statewidepublicinterests
related totheuseand control of al cohol areaddressed whilepermitting
each county somedegreeof admini strativeautonomy todeterminehow
best to apply and enforceliquor lawswithintheir county. Whileissuesof
“homerul€’” havebeenapertinent, ongoingissue, wefoundthat themost
problematicissuetoday —thelack of adequateoversight over the
management and operationsof thecommission—canbereasonably
addressed under exi stinglawsgoverningthecommission’ soperations.

Summary of
Findings

1. Overdl,wefoundthat theovers ghtand management of the
HonoluluLiquor Commissionareinadequateandrequire
improvementtoensurethat thecommissionfulfillsitsresponsibilities
pursuant totheprovisionsof Chapter 281, Hawai‘ i Revised Statutes
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Oversight and
Management of the
Honolulu Liquor
Commissionare
Inadequate

State laws ensure
statewide consistency
while promotinglocal
control

(HRS). However, wefoundthat thereissufficient latitudewithin
Chapter 281, HRS, to effectuatethe changesneeded.

2. Wea sofoundthat management continuesto behampered by
ineffectiveoperational practices. Whileanumber of stepshavebeen
takento addresspast problems, anumber of issuesareeither not
addressed or arebeingineffectively pursued. Asaresultthe
potential effectivenessof thecommissiontoperformitsdutiesis
hampered.

I ssuessurroundingtheoversight and management of liquor commission
can becomplicated duetothestatewidenatureof theliquor control
statute, and theuni questatusof thesecommissionsandboardsinrel ation
tostateand county governmental bodies, giventhenatureof individual
county level implementationof regul ationsand controls. Sincecounties
areaffordedtheability toadminister theprogramasappropriatetothe
needsof thehomecounty, webelievethat theconcernsregardingthe
operationsof theHonolulu Liquor Commission canbeaddressed under
theexistinglegal framework. However, itwill takearenewed
commitment fromall of thestakehol dersto exert proper management
oversight over theoperationsand management of theHonolulu Liquor
Commission.

Similartoother states, Hawai* i attemptsto minimizetheproblems
associatedwiththesocia useof intoxicatingliquorsthroughastatutory
systemof control implemented by theindividual counties. Thestate's
delegationof thisresponsibility tothecountiesisimplicitinthepower of
countiesto createcounty liquor commissionsor liquor control boardsas
definedin Section281-11, HRS. Thecounty policepowersspecifiedin
Chapter 46, HRS, county chartersand ordinancesfurther recogni zethat
countieshavethenecessary legid ativeauthority tofulfill these

respons bilitiesthroughitspower tolegidateintheinterest of health,
safety, andwelfare.

Theauthority for countiestoregulateal cohol isspecifiedin Chapter 281,
HRS, whichprovidesalimited, uniformframework of regulating
intoxicatingliquors. Theprimary focusof Chapter 281, HRS, ison
liquor salesand usagerestrictions, andin prescribing theproper scopeof
liquor-related businessandlicensing. Itasoprovidesadministrative,
structural guidancetothecountiesbut limited guidanceon
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County oversight over
theliquor commissioners
exists

implementation or objectivestobemet. Chapter 281, HRS, setsfortha
policy preferencethat liquor control isbestimplementedat thecounty
level through county administrativeboardswithdiscretionintheir
organizationandimplementationto meet thesecontrol objectives.
Althoughthereisnoapparentinterfacebetween county liquor
commissionsandthestategovernment, intermsof reportingor oversight,
theprescriptionsand prohibitionsof Chapter 281, HRS, areintended to
provideauniformadministrativestructureand control foundation
sufficienttoimplementliquor control at thecounty level. The
establishment and operation of theindividua county liquor commissions
and adjudi cativeboardsinaccordancewiththeprovision of Chapter
281, HRS, isevidenceof thecounties acceptanceof thedel egationand
theresponsi bility toregul ateintoxicatingliquorswithintheir separate
juridictions.

Theestablishment of aliquor commissionisintendedtoprotect the
hedlth, safety andwelfareof therespectivecounty by regulating
intoxicatingliquors. Whilethestateretainsplenary statutory authority
over theliquor commissionsandthepower tochangeor reformthe
currentregul atory scheme, flexibility isafforded each county inthe
manner inwhichliquor lawsareadministered. Theauthority for liquor
commissionswiththecountiespromotes® homerule,” andasaresullt,
implementationineachcounty level may vary. Inprovidingthisflexibility,
thereareanumber of specificprovisionsgrantedtothecountiesthat
affordadministrativeoversght over theoperationsand management of
thecommissions.

Thereisnostatutory authority or rulethat indi catesthat thecouncil,
mayor, or any executiveofficer may dictatearegul atory agendaor
prescribetheactivitiesof theliquor commission. Thiscreatesadegree
of autonomy for thecommission, preservestheindependenceof the
liquor commissionasanadministrativedecis on-makingandrule-making
body that may makel egally binding rulesand decisions, and promotes
theability tosetitsownregulatory agendatofulfill itsregul atory
purposes. However, thereareother provisionsto hold commissioners
accountablefor ensuringthat their regulatory responsibilitiesarebeing
upheld.

Mayor possesses control and over sight responsibility over
commission

Section281-11, HRS, giveseach mayor theauthority to appoint and
removepersonstoserveasliquor commissionerssubject totheadvice

11
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and consent of thecounty council. Themayor isal soempoweredto
Initiateactionstoremovecommissionerswhenwarranted.

Overall county administrativeoversightandreviewisbuiltintothe
commissi oner appoi ntment andremoval process. County liquor
commissionersareappointed by themayor and approved by thecity
council. Under existing procedures, oneof thecommissioner positionsis
normally availablefor gppointment onanannual basis. Thusthemayor
andcity council canexertinfluenceand oversight uponthecomposition
of thecommiss onthroughthecommissioner sel ectionandapprova
process.

Inaddition, themayor withtheapprova of thecity council may removea
commissioner. Theexistenceof thisprovisionimpliesthata
commissioner positionhasperformanceconditions, dutiesor
responsibilitiesrel atedtotheposition, aswell asaccountability tothe
respectivecounty mayorsand councilsfor thedutiesandresponsibilities
delegated. Whiletherearesafeguardspresent to protect the
commissioner selectionandapproval processfromunduepolitica
influence, itisclear that somelevel of executivereview of each
commissioner’ sperformanceisal sointended by thepowersrelatedto
thepossibility of appointment and removal of commissionersfrom
service.

Diligenceisneeded in selection of commissioners

Themayor hasanimplicit goodfaith obligationtoappoint commissioners
whoarequalifiedtofulfill theregul atory purposesof thecommission. The
statute prohibitstheappoi ntment of commi ssionerswhoarecurrently
either inor possessinterestsinbus nessesthat manufactureor sell liquor.
Evenafter appointment, therestrictiononnon-participationintheliquor
busi nessfor commissionersisongoingand shouldbemonitored. In
addition, commissionersor potential appointeescannot hold el ected
political officeor seek political officecoincidenttotheir serviceonthe
commission. If suchdisquaifyingincapacitiesoccur, themayoristo
proceedwiththeremoval of theoffending commissioner withtheadvice
and consent of thecouncil. Thisimputescontrol responsibility onthe
mayor over commiss onerstoavoidand prevent ethical violations.

Commissioner sfaceconsider ableethicsand timecommitment
requirements.

Eachmember of theliquor commissionmust swear apublicoathto
executethedutiesof acommissioner accordingtolaw. Thisoath
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triggersother county officer statusand rel ated obligationsasaccorded
by stateand county laws, especially thoserel ated to matterssuch as
conflictof interest, gifting, and ethics. Thesegood government
obligationsareparticularly important becausecommissionerscaneasily
beexposedtoethical issuesandsituationsonadaily basis. Inaddition,
commissionersmeet onaweekly basis, and haveconsiderable
requirementsnecessary todiligently performtheir duties.

Asamatter of policy, thecommissionersandadministrativesteff are
boundto act accordingtothestandardsof conductinArticleX| of the
Honolulu City Charter. Thissectionof thecharter requirestheHonolulu
Liquor Commission, itsmembersand empl oyeestoact accordingtothe
highest standardsof ethical conduct, servethepublicinterest, and putthe
publicinterestfirst. Additionally, withrespect totheCity EthicsCode,
thecommissionersof theHonoluluLiquor Commissionareconsidered
officers, andthecommission’ sadministrativestaff membersare

cons dered empl oyeesof thecity. Thusboththecommissionersandthe
administrativestaff arerequiredtoboth undergotrainingonandact
appropriatetotheprescribed standardsof ethical conduct. Suchtraining
isnotonly intendedtoinform commissionersand staff of their
responsibility but al sotoensurethat they arehel dtotheethical standards
expected of city officersand employees.

Accountability of commissioner sshould bemonitored

Asnoted above, themayor hasthepower toremovecommissioners
fromoffice. Thoughtheconditionsfor removal arenot specifically
enumeratedinthesectionrelatedtoremoval, itisreasonableto conclude
that commissionerscould beremovedfor derelictionof their duties, not
abidingby thelegal restrictionsonpersonal enterpriseandaffiliation,
requirementsfor ethical behavior and supervision, and other reasonsthat
haverenderedthemunabletofulfill theroleof acommissioner.

A review of newsarticles, previousreportsandtestimonial evidence
showsthat therehasbeen periodic concernthat individual commissioners
haveexhibitedinappropriatebehavior. Failuretotrack andreview such
concernshastheeffect of underminingthepublic'sconfidencein
commissioners abilitytofaithfully performtheirresponsibilities. Itis
thereforeessential that themayor ensurethat theperformanceof
commissionersistracked andthat all egationsor concernsabout
improper behavior arequickly and adequately addressed. Inone
instance, acommissioner foundtobeinviolationof theethicscodefailed
tocorrect thecondition after being advisedtodo so. Thereareother
reported conflicts, includingaformer commissioner solicitinglicensees

13
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County oversight over its
local liguor commission
also exists

for businesspurposes, toallegationsof commissionersacceptingfree
foodanddrinksfromlicensees. Whileallegationsmay or may not be
substantiated, theexistenceof suchimpressionsamongthepublicand
commissionstaff doeslittleto advanceaccountability for thework of the
commission.

Inadditiontotheoversight providedtothecounty inthepower to
appointandremovecommissioners, thereareal soseveral provisionsthat
providesomedegreeof input and oversight of theoperationsof the
commissionaswell. Theseoversight provisionsarefoundinthenature
of theadministrati veattachment of thecommissionandtheresulting
influenceuponthebudgetary processof thecommission.

Mayor al review of annual report

Additionally, thecommissionisrequiredby lawtosubmitanannual
report of itsoperationsand bus nessactivitiestothemayor.
Furthermore, Section 281-15, HRS, providesthat themayor may
request that certainissuesbeaddressed withinthereport. Thegenerality
of the clause, “with such other matters of information and comment
asthe elected executive head may deem appropriate” providesthe
mayor withdirect authority for ongoing executivereview and promoting
accountability fromthecommission. Also,inaccordancewiththe
provisionsof Chapter 91, HRS, themayor hasthe power toreview and
approveadministrativerulesof theliquor commission. While
commissiondecisionspertainingtolicensingand adjudicationarenot
subjecttosuchexecutivereview, it appearsclear that theability and
opportunitiesfor administrativeoversight existforthemayor’ sexercise
anddiscretion, especially asit rel atestoissuesor mattersof concern
relatingtothecommissionanditsoperations.

L imited executivecontr ol by administrativeattachment

TheHonoluluLiquor Commissionisadministratively attachedtothe
Department of Budget and Fiscal Services. Theconcept of
“administrativeattachment” referstotherel ationship created betweena
department and acommissionor board by assigningittoadepartment
foradministrativepurposes. Administrativeattachmentinpracticeresults
insimilar treatment of theliquor commissionasif itwereadivisionunder
thecontrol of thebudget andfiscal servicesdepartment withrespectto
certainadministrativematters. However, matterssuch aspersonnel
administrationor pursuit of itsadministrativeagendaarelefttothe
commission’ sdiscretion. However, becausethedepartment may
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exercisebudget andfiscal oversight, thedepartmentineffect canexert
cons derableinfluenceover thepersonnel of thecommission. In
addition, current protocol requirementsrequirethat theliquor
commissioncopy itscommunicationsto themayor and thedepartment,
whichcould provideadditional informationandan opportunity for
adminigtrativeoversight over thecommission.

Departmental and council level budget over sight exists

Theliquor commission preparesand submitsitsfinancial requirements
and budget requeststo Department of Budget and Fiscal Servicesfor
review, approval, andinclusionwithinthedepartment’ sbudget. As
another layer of review, thecouncil throughthelegid ativebudget process
canalsoprovideasi gnificant basi sof review over theliquor commission
by exercisingitsfundingdiscretion,includingthepossibility of placing
conditionsandcriteriaonfunding.

Inaddition, thecouncil hastheauthority tocontrol by ordinancethe
payment of all expensesof thecommission, includingmember expenses
and compensation, and staff expensesand compensationinaccordance
with Section 281-16, HRS. It also hastheauthority todirect feesand
other moneyscollected by theliquor commissiontoaspecial fund, which
wascreatedin 1978to pay for thecommission’ soperational and
administrativecosts. Inaddition, thebudget andfiscal services
department hastheauthority to devel op proceduresfor administration of
thecommission’ sspecial fundaccount with council approval. These
budgetary and statutory practi cesal so providetheexecutivebranchand
thecity council withtheopportunity toinfluencetheoperationa funding
aspectsof thecommission.

Per sonnel administrationrestswith thecommission

Section281-17(5), HRS, grantstheliquor commissionadministrator
authority over thepersonnel administration, itsat-will personnel and staff.
Theadministrator possessesthe power to supervisethedutiesof liquor
commissionemployees. Under applicablecivil servicelaw andrules, the
liquor commissiona somustimplement personnel policies, rulesand
regulationsrel atedtoitsemployees. Astheagent of theliquor
commission, theadministrator isrequiredto apply theseinmattersof
personnel administration. Thecommissionasabody hasthesole
discretiontoappoint, remove, and eval uatetheadministrator, whilethe
liquor commissionanditsadministrator havejointrespons bility to
overseearational personnel administrationsystemfor commissionstaff
based onmerit.

15
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Liqguorcommissioners
have policy-making and
administrative oversight
responsibilities

Ingeneral, Chapter 281, HRS, authorizestheHonol ulu Liquor
Commissiontoassumepolicepowerstoenforceregulationson
intoxicatingliquors, andtoberesponsiblefor thel ocal enforcement of
thechapter. Theseresponsibilitiesarealsotasked viadel egationfrom
theliquor commissionerstotheadministrator, withtheadministrative
support providedfromcommissionstaff. TheHonoluluLiquor
Commission haspromul gateditsownset of rules, theRulesof the
Liquor Commission, whichinadditiontothechapter areintendedto
guidetheoperationsof thecommission. Intheinterest of publichealth,
safety, andwelfare, thecommissionisgranted regul atory powers
intendedto control, supervise, andregulatethemanufacture, importation,
andsaleof liquor throughinvestigationandeducation. Inpractice, the
commissionisrespons blefor regul atingintoxicatingliquorsby
overseeingall licensing, administration, adjudication, andal other rel ated
activitiestoensurecomplianceand enforcement of applicablelocal,
state, andfederal liquor laws.

Withtheexception of thecommiss onmembershipandorgani zational
requirementsof Section281-11, HRS, focusingoncommissionsize,
member qualification, and compensation, thecommissionisempowered
throughthestatuteanditsadministrativerulemaking power toset rules,
policies, and practicesfor itsregulatory purposes. Suchstatutory
authority providescountieswithlatitudetoorganizetherindividual
commissionsfor thepurposesof Chapter 281, HRS.

Countieshaveorganized differently toachievethesameregul atory
purposes. For example, Hawai‘ i and M aui countieshavechosento set
uporganizationswithdiscreteentitiesfor liquor adjudication, liquor
control licens ng, andadministrativeservicestoefficiently administer their
regulatory purposesandresponsibilities. Incontrast, Honoluluutilizesa
singlecommissiontoadminister licensingrequirementsandadjudicate
liquor law violations. Suchasinglecommissionoffersthepotential
advantagefor commissionersto havebackgroundknowledgeand
familiarity withlicenseesinadjudicationissues. A possibledrawbackis
that theneedfor commissionerstoremainimpartia for adjudication
purposesmay hamper itseffectiveoversight of thecommission’'s
operations.

Adjudicationfunction may hinder administrativeover sight

TheHonoluluLiquor Commission’ sfunctionsasanadjudicationboard
tohear and passjudgment onlicenseesthat havebeencitedfor
violationsof theliquor laws. Bothcommissionersandcommission
administrationnotethat, inorder toavoid possiblechargesof prejudice,
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commissionersarekept at armslengthfrom staff that may beinvolved
withtheadjudication. Thispracticeisintendedtoavoid chargesof bias.
However, asaconsequence, thecommissionershavebeeneffectively
isolated fromoversight of commissionoperations. Staff notethat there
arefew communicationavenuesavail ablebetween commissionersand
staff todiscussconcerns. Inorder toassurethat effectivemanagement
oversight by thecommissionersisnecessary, it may beadvisableto
consider creation of aseparate adj udi cationboard suchasMaui and
Hawai'‘i countieshaveimplemented. Thispermitsthecommissionto
assumeitsoversight responsibilitieswithout fear of prejudicing
adjudicationcases. Whilewehavenot evaluated thefinancia costs, we
notethat theadditional costsfor anadjudicationboardarefairly nominal,
entailing primarily aper diem cost per board member that isapproved by
thecity council. Thecommissionalready hasinplacethenecessary
support mechani smto support theadj udicationrespons bilitiesof the
commission. Separationof theadjudicationrespons bilitiesfromthe
volunteer commissionersmay a soencouragethemtoassumemoreof
thepolicymakingactivitiesfor whichthey arecharged. Wefoundthat
thispractice, coupledwithother del egationsof dutiestothe
administrator, hasresultedinalack of effectiveoversight by the
commissoners.

Commissioners roleprimarily ministerial and adjudicative

Chapter 281, HRS, stipul atesthat any actionrequiringahearing or
publicmeetingisreservedtothecommission. By implication, any other
functionsor dutiesmay bedel egatedtotheadministrator. Rule17.4 of
the Rulesof the Liquor Commission, notesthat intheinterest of
efficiently meetingitsrespons bilities, thecommissionersmay delegateto
theadministrator dutiesand functionsthat donot requireahearing.
Topromoteefficient operations, thecommissionershavelargely

del egated dutiesand functionsnot requiringahearingtothe
administrator. Theadministrator hasfurther del egated thesetasksto
variousstaff personnel. Inaddition, theadministrator alsooverseesthe
direct operationsof thecommissioninprovisionof administrative
servicesandfield services. Administrativeservicesareintendedto
providesupport for thecommissionersinperformingtheir duties, for
licensingandfor monitoringfeecollections. Fieldservicesareintended
toprovideall inspectionandenforcement activities.

Thispassestheresponsibility for theachievement of all other functions
fromthecommissionerstotheadministrator and administrativestaff.
Thisisinkeepingwith Chapter 281, HRS, which providesthat the
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commissionershaveoversight over theadministrator, but the
administrator controlsall other personnel-rel ated activities. Asamatter
of administrativeoversight, theadministrator isdirectly responsibletothe
commiss onersfor administeringandachievingthedd egatedfunctions
andrespongbilities.

Communication between commissioner sand administration
variablein effectiveness

Liquor commiss onersconstitutethepolicy and decision-makingbody of
thecommission. Wefoundthat thereported perceived effectivenessof
communicationsbetweenindividua commiss onersandtheadministrator
tobequitevaried, ranging fromvery good to uncommunicativeand
unresponsive. Concernwasexpressed that commissionersnecessarily
hadtolimit communicationwith somestaff inorder toensurethat issues
relatingto adjudi cationand|icenseeapplicationsremainat armslength
duetothecommission’ squasi-judicia function. Thispracticeisintended
tominimizeany opportunitiesto prejudiceor compromisemattersthat
maly appear beforethecommission.

Inthissituation, commissionersmust rely ontheadministrator toact as
theconduit for communications. However, concernwasexpressed that
thereislittlefollow-up and mattersthat shoul d becommunicated back to
commissionersareeither insufficiently communicated or unresponsive.
Another commissioner expressedthat theadministrator, whileguiding
improvementsinoperations, lacksaccessibility and hasnegatively
impacted effortstomai ntaingood communi cationswithstaff. While
consideringissuesof personality differencesand perceptionof role, the
commentsreceived fromboth staff and commissionersrai seconcernthat
thelack of effective, meaningful communi cationby thecommission’s
administrativemanagement negatively impactsontheability of the
commissiontofulfillitsresponsibilities.

Over sight of administrator by commissionislacking

Therelationshipbetweenthecommissi onersandadministratoris
intendedto promoteeffectiveoperationsby consolidating management
respons bility whilestill maintainingthat thecommissionersexercisean
oversightrole. However, thistypeof administrativedel egationcanonly
beimplemented throughtheexistenceof policiesand practicesthat are
operativebetweenthecommissionersandtheadministrativestaff. The
absenceof suchformal admini strativeguidancefromthecommissioners
will makeit difficulttoprovidethenecessary oversight and management
of theoperationsof thecommissionthoughtheadministrator.
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Wefoundthat commiss oners, whilehavingdiffering perceptionsof their
oversightrespons bilities, lacked effectivepolicy and management
oversight over theadministrator. Asaresult, commissionersdonot
exerciseeffectiveoversght toensurethat theadministrator remains
accountablefor hisactions. Without an effectivemeanstooverseethe
administrator, commissionershaveeffectively limitedtheir rolesto
ministeria andadj udication mattersand havebecomeineffectivein
providing policy oversight andmonitoringontheadministration of the
commission. Toitscredit, thecurrent commissionersappear to
recognizetheneedfor moreeffectiveoversight, statingthat astrategic
planning effort hasbeeninitiated to addressmanagement concerns.

Operationsof thecommissionarevirtualy at thesoledirection of the
administrator anditsmanagement team, andlack an effectiveavenueto
establishgoal s, measureperformance, or overseeoperationsof the
commission. Also, thereisno effectivemeansto addressand assess
present andformer staff concernsabout management practices.

Wehavenoted anarrow operational application of thepowersof the
commissioners, wherethey believethat they only havethedirect
discretiontoappoint and removetheadministrator. Thisprovision,in
combinationwiththedel egation provision of theRulesof theLiquor
Commission, Rule17.4, hasbeen appliedto meanthat commissioners
shouldhavenoinputintothedaily operationsor utilizationof the
adminigtrativestaff. |ncombinationwiththefactorsabove, thishas
resultedinreducingthecommission’ sfunctionstoministeria and
adjudicativefunctions; hasexpanded thesphereof theadministration’s
control over thekey operationsand functionsof thecommission; andhas
reducedtheoversight of thecommissionover itsadministration.
Commissionerswespoketofeltthat generally they wereunabl eto effect
orinfluencestaffingand personnel operationsof thecommissionsince
commissionersarelimitedintheir direct oversight over theactivitiesof
theadminigtrator.

Priorto 1990, commissionershad direct authority tohireandfire
commissionemployees. In 1990, thisauthority wastransferredfromthe
commissionerstotheadministrator. Thisisnotanunreasonableor
unusual practice. Theadministratorissimilar toachief executiveor
operating officer andinthat capacity should havethe powersnecessary
tocontrol theadministrativeoperationsof thecommission. However,
commissionersretainthepolicy oversight and management

respons bilitiesfor thecommission. Whilethe 1990 changeremoved
direct control, commissionersarestill chargedwiththeresponsbility to
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ensurethat stateliquor lawsareobserved and that commissionpolicies
affectingthecommission’ sadministrativeoperationsarefollowed.

Whileitisclear that theadministrativestaff isresponsibletothe
administrator, theadministrator’ sresponsibility tothecommissionersis
not diminished or abrogated by thestatutory ceding of staff control tothe
administrator. Theresponsibility of oversight over theadministration
logically extendsbeyondtheinitia hireor removal of anadministrator. It
alsoincludesoversight toensurethat thefunctionsof theagency andits
regulatory activitiesand operationsasdel egated areefficiently
performed. Thiskindof oversight by thecommissionersisrationally
related to and supportsthe proper exercise of power to removeor

renew theadministrator.

Commissionersreported that theadministrator and staff haveimproved
thelicensing and adjudication process, resultinginhearingsof the
commissiongenerally proceeding morerapidly and reducingthelengthof
timefor thehearings. However, commissi onersal soacknowledged that
they havelittleknowledgeof staff processesand exerciseessentially no
oversight over theadministrator. Thisrelationshipappearsatleasttobe
tacitly encouraged by theactionsof theadministrator, whomaintainsa
separation between thecommissionersand any oversight of the
operationsof thecommission. WenoteinaMarch4, 2004 |etter tothe
editor that commissioners, throughreview of weekly reportsprovided by
theadministrator, coveredall aspectsof thecommissionorganization.
However, our review of asampleof thesereportsfoundthat they are
primarily statistical reportsand do not provideanavenuefor effective
managementoversight.

For exampl e, wefoundthat thecontent of currentinternal control sisnot
evidentinthewrittenguidanceof theRulesof theLiquor Commission
or thecontrolling statute, andisassumed tobeamatter of unwritten
practiceor internal guidance. Withthefundamental natureof periodic
changeandrotation of commissioners, suchunwritten practicescan
easily belost or changed. Despitethiscurrent stateof affairs, the
ultimaterespons bility of achievingtheaimsof theagency and meetingthe
stateregulatory functionsrestswiththecommissioners. Section281-
17(5), HRS, clearly notesthat thecommi ssionersmaintainoversight over
theadministration of thecommissiontomeetitsregulatory purposes, and
that it meetsitsdutiesunder thelaw. Totheir credit, thecommissioners
appear torecognizethisconcern, indicatingthat they haveinitiateda
strategic planning processto addresssuch concerns.
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Employment status of
administrator may limit
oversight

Commissionerscurrently believethat theadministrator’ sexempt
employeestatus, withitscivil serviceprotections, leavesthemwithno
effectiveoversight or control over theadministrator. Asaresult,
commissionershavedonelittletoinfluencethepersonnel management
practicesof thecommission.

Wefoundthat theadministrator’ sexempt butincluded employment
statusisused andinterpretedto discouragecommissioner oversight. For
example, anannual performanceappraisa of theadministratoris
requiredunder city civil serviceprocedures. Whilereviewscanbea
useful tool inmeasuring performance, wefoundthat theappraisal of the
administrator lacksany useful information. Thestandardcivil service
evaluationformused by thecommissionisvoid of any specificobjectives
andcriteriatoeffectively measuretheperformanceof theadministrator.
Thusthecommissioners' potential tomonitor andensuretheefficiency
and effectivenessof theadministrator islimited by thecommissioners
inability toholdtheadministrator accountabl efor hisactionsand
attainment of commissioners’ directions. Twocommissionersnotedto
usthat thepresent performanceapprai sl methodol ogy isineffectiveand
thereforethey did not bother to compl etetheeval uationformfor the
adminigtrator.

Theeva uation processmay betai nted andineffectivebecausetheentire
eval uation processappearsto becontrolled by theadministrator.
Personnel appraisal formsfor theadministrator aredistributedtothe
commissionersand collected by theadministrator. Thereasoisno
collectivereview or assessment of theadministrator’ sperformanceby
thecommissionersapart fromthiscontrolled eval uation process.

Exempt statusmay not bewar ranted

Problemsdealingwiththelack of oversight reflectthecommissioners
failuretorecognizethat they canexert oversight and establish
accountability goal sand obj ectivesasameansto compel the
administrator to pursueparticular coursesof action. Thisproblem
appearstobeamplified by civil serviceprotectionsdiscussed abovethat
areaffordedtheexempt positionclassification of theadministrator. Civil
serviceprotectionsareintendedtoensurethat merit principlesare
employedinafair, unbiased assessment of theadministrator’ swork
performance. Whiletheseprotectionsareimportant, webelievethe
appropriatenessof suchadesignation shouldbeeval uated. Under
existinglaw, Maui andHawai‘ i countieshavecreated equivalent
positionsthat areexcludedfromcivil service. SincetheHonoluluLiquor
Commissionadministrator i sequival ent toanexecutivemanagement
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Management
Continues To Be
Hampered By
Ineffective
Operational
Practices

positionandgiventhepositionandresponsibilitiesof theposition, there
aremeritstore-eval uating theexempt statusof theposition. However,
officialsof theDepartment of Human Resourcesnotethat inaccordance
with Chapter 76, HRS, acharter amendment would berequiredto
changethepositionclassificationof theadministrator. Suchachangein
theliquor commissionadministrator’ spositionclassificationwill require
thisexecutive-level positiontoberesponsiveandaignwiththepolicy
directionand management of thecommissi oners—thepolicy-making
body of thecommission.

Oversight of administrator possiblethr ough evaluationandreview

RepresentativesfromtheDepartment of Human Resourcesconfirmthat
whiletheannual review of theadministrator may utilizea“ standardized’
evaluationform, theeval uation canbemodifiedtoincludeel ements
tailoredtotheliquor commission, suchasspecificgoals, objectives, and
expectationsof performanceof theadministrator. Thecommissioners
shouldwork withtheadministrator to establishclear goa sand
expectationsal ong with specificperformancecriteriatobeusedto
evaluatetheadministrator’ sprogressand performanceinachievingsuch
goal sand expectations.

Theliquor commissionadministrativestaff isresponsiblefor supporting
all activitiesof thecommission, including providingadministrativesupport
toprocesslicenseapplications, monitoringandauditingfinancial
performanceof licensees, aswell asprovidingrelatedlicensing
investigatory services. Thecurrentadministrationisledby asenior
management team cong sting of theliquor control administrator
(administrator), assistant liquor control administrator (deputy),
adminigtrativeservicesofficer andchief liquor control investigator are
responsi blefor directingtheoverall operationsof thecommissionstaff.
Thedeputy positionhasbeenvacant for anumber of years, and current
management hasutilized theservicesof aspecial assistanttothe
administrator, whoisretained onatemporary contract basis.

In 1988, management andinternal control auditsconducted by the
Department of Finance, and aprivateinvestigation company reporton
theliguor commissionidentifiedanumber of operational issuesthat
warranted attention. Whiletherewasaninitial responsetothe
management auditin 1988, ittook over 14 yearsfor thecommissionto
follow up, or revisit thefindingsand recommendati onsof theaudit. The
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Problematic supervisory
practices

timing of thefollow-up appearedto be prompted by theformationof a
managingdirector’ sformationof aninteragency task forcetoaddress
operational problems, resultinginpartfromthefedera indictment of eight
commissioninvestigatory personnd.

Wefoundthat despiteanumber of stepspurportedto beresponsiveto
management concernsidentifiedintheseaudits, managementand
operationsof theliquor commissioncontinueto beproblematic.
Continuing management concerns, coupledwiththelack of effective
oversight over thecommission’ sadministration, hasresultedinthefailure
toeffectively addressfundamental operational issues, poor staff morale,
and continued concernsthat thecommissionisunabletofulfill its
responsibilities.

A recurringthemeencountered duringinterviewswith presentandformer
staff isthat senior management’ sactionsunderminesupervisory-level
staff. Supervisory-level staff areakey elementinensuringtheeffective
operationsof anorgani zation. Liquor commissionmanagement has
emphasi zed theimportanceof theroleof supervisory-level steffinthe
causationand preventionof thetypeof illegal activitiesexperienced. We
found concernsbothintheundermining of supervisory authority and
falluretodel egateauthority.

Supervisory personnd reported that senior management would often
overridetheir decisions. Suchdecisionsmay bemadewithlittlerationale
provided, and, at times, aremadewithoutinforming or consultingwith
theaffected supervisor. Oneexamplenoted that management regularly
overturnsrecommendationsor requestsfor trainingfromsupervisory
staff without informingthesupervisor of thedecisionor consultingthe
supervisor prior tothedecision. Whileitistheprerogativeof
management to makesuch decisions, themanner inwhichthedecisions
tooverridesupervisory-level staff aremadeand communicated canhave
anegativeeffect uponstaff moraleandthelevel of trust between
supervisorsand management.

Withintheadmini strativeservicessection, wefound concernsthat
individual swho had supervisory-typeroleswerebei ng“ micromanaged.”
For thissection, routinedecision-makingisnow concentratedinthe
adminigtrativeservicesofficer positionathoughitwasprevioudy leftto
thediscretionof lower level staff. Whileitisamanagement prerogative
todeterminewheredecisionsaremade, theapparent concentration of
routinedecision-makingat ahigher level may not beefficient or
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warranted, particularly whenlongtenured, experiencedemployeesare
involved. Similar concernswereal sovoicedthat decision-makingatthis
level wasunresponsi veand/or madewith noexplanation or consultation.
Questioningadministrativeservicesmanagement by staff ontheseissues
reportedly resultedinclosed responses. Again, suchbehavior canhave
theeffect of lowering staff moraleand confidenceinthemanagement to
effectively overseeoperationsof thecommission. Theseissuesareof
particular concern becausemuch of thework insupport of theliquor
commission’ sfull chargefor enforcement of stateliquor lawsis
accomplishedthroughtheadministrativeservicessection.

Continued communicationspr oblemsreported

The 1988 management audit foundthat therewaslittlecommunication
and coordinationamong staff. Recommendationsat that timecalledfor
theingtitution of regul ar staff and supervisory mesetings. Aninternal
review completedin 2002 reported that thecommissionwasin
compliancewiththeserecommendations, notingthat therecommended
meeting had beeningtituted.

Wewereprovided minutesof monthly supervisory meetingsand noted
that they werealsoopentoall staff toattend. Supervisorsinformedus
that they routinely informedtheir appropriatesectionsof information, as
appropriate. Wewereal sotoldthat thereareregular senior
management team meetings, but nominutesor documentation of such
meetingswereprovidedinour request todocument thevariousstaff
mestings.

Wefoundthat despitetheinstitution of regul ar staff meetings, the
majority of existing staff andall former staff membersweta kedtofelt
that communi cation between staff and management wasineffective. Staff
reported that communication processesgenerally areineffective. There
wasno processthroughwhich staff can providemanagement withinput,
tocommuni cateprogrammati ci ssuesor suggestionsto management.
Whenissuesor concernsareexpressed, management isreportedto be
unresponsive.

Commissiongtaff notedthat althoughthemonthly supervisory meetings
areopentoall, itisunderstoodthat they must have permissionto speak
up or voiceconcerns. Concernsor problemsvoiced aresometimes
perceived ashostileby senior management. Severa staff commented
that management’ sreactionto such commentsor speakingup at
meetingsusually resultsinnofollow-upaction, or comesat therisk of
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beinglabeledasa® disgruntledemployee’ andriskspossiblereprisals
frommanagement.

Several staff al sonoted that supervisory meetingsincludereportson
meetingsand news, but do not provideguidanceor discussion of
substantiveissues. Non-supervisory staff who attend meetingsarenot
expected to speak or contributeto thediscussionwithout prior approval
of supervisory staff. Staff noted that directionfrommanagement,
specificaly theadministrator, may bypasslinesof supervision.
Supervisory personnel may only learn of administrativeguidanceor a
decisionfrommanagementindirectly fromother staff. Concernwasalso
voi ced about thelack of transparency inmanagement. Whilestaff
acknowl edged that somemanagement decisionsareappropriately kept
at thesenior management level, many other decisionsthat affect common
operationsand provideguidanceand directionwoul d bebetter
supportedwiththeinvolvement andinput fromstaff.

Inarelatively small organizationliketheliquor commission, whichrelies
ontheeffectiveperformanceof itsstaff, ineffectivecommunication
lowersoverall staff moraleandhindersthecommissionfromeffectively
performingitsresponsbilities. Staff fromall areasof thecommission's
operationsexpressed concernthat ineffective, closedandevenhostile
communication patternsstiflescooperationand createsnegativefeelings
that aredisruptivetooperations.

Obser ved documentationinadequateasadministrativeguidance

Inorganizationssuchastheliquor commission, itisimportant tohaveup-
to-date, substantiverules, regul ations, directivesand other written
documentationavailablefor consultation. Suchinformationmay beused
asaclear guidefor directionand actions. Specificdirectivesareuseful
toguidestaff membersintheexecutionof theirindividual job
requirementsand ensurethat thereareclear guidelinesprovidedto
monitor and guidestaff performance. Aspart of our review, we
requested copiesof official rules, regul ationsand other documentsthat
wouldattest totheexistenceof thiskind of writtenadministrative
guidance. However, wefoundthat what wasprovided touswasoften
outdated, nolonger applicable, or insufficient toguidestaff operations.

Policiesand proceduresprovidedincluded outdated proceduremanuals,
with content referringtothe Department of Finance, which ceasedto
existin1998. Duringour backgroundreviews, ol der referenceswere
madeto* operationsmanuals’ that wereprovidedtocommissioners
duringtheir training and orientation. Instead, present commissioners
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Staffing issues not
aggressively pursued
despitevacanciesin
criticalregulatory areas

havebeen givenacommission-published bookl et of rulesand

regul ations, that isadmittedly out-of-date. Whenqueried about
additional guides, operationsmanual sor other writtenguidancetoassist
thecommissionersintheir function, nocommissioner wasableto
produceor demonstratethat suchinformationhad been provided.

Incomparison, arepresentativefromtheHonol ulu Police Department
noted theimportanceof administrativedirectivesinthepolice
department. Suchdirectivescanbevery specificandareintendedto
provideguidancetostaff inproper responsetoavariety of situations.
Wewereprovidedabundlecontai ning approximately 164 administrative
directivesfor commissionoperations. Staff notedthat at onetimeall
staff membershadtheir ownadministrativedirectivesbinder, butthatin
present practicedistributionisat thesupervisory level only. We
reviewedthedirectivesandfound many possessed dated, inaccurate
information. For example, AdministrativeDirective AP-30, Liquor
License Fees, Publication Costsand Filing Fees, waslast updated as
of December 8, 1993, but feeswereincreasedin 1995. Administrative
Directive L-108, Licensing InvestigatorsWorking Hoursand Lunch
Hours, specifically referencesfour employees, noneof whomare
currently employed by thecommission. AdminigtrativeDirective, AP-
29, Use of Liquor Commission Vehicles, dated January 13, 1997, may
not reflect current vehi clesused by theliquor commissionand doesnot
reflect therel ocation of Department of Facility Maintenance' s
AutomotiveEquipment Service’ smovetoHalawaValley. Inaddition,
directivescoveringtopicssuchasparenta leave, useof cellular
telephones, Polaroi d cameras, and even mileagerel mbursement appear
tobeoutdated. Onestaff noted that the current administrator doesnot
appeartoutilizetheadministrativedirectives.

Theliquor commissionhasbeenhamperedby alack of sufficient staffing
inavariety of areastoeffectively performitsfunctions. Thecommission
isresponsiblefor awiderangeof activitiesrel atingto enforcement of
stateliquor laws. However, wefoundthat staffing shortagesand other
personnel practi cesnegatively impact theability of thecommissionto
fulfillitsrespongbilities. Toitscredit,commissonstaff have
demonstratedflexibility and dedicationinbeingwillingtoaccommodate
theneedsof thecommission. However, thereareoperational limitstoan
agency thatisunderstaffed.



Chapter 2: Inadequate Management and Oversight of the Honolulu Liquor Commission Hampers the Ability of the
Commission to Effectively Fulfill Its Responsibilities

Continuingdeputy administrator vacancy affectsor ganizational
continuity

Thecurrent administration hasel ected tokeepthedeputy positionvacant
sincetheformerincumbent retiredin 1998. Notingthat apending
review of itsorgani zational structurewasunderway, administration
created atemporary contract position, special assistanttotheliquor
control administrator, toass st theadministrator whilethependingdesign
of thereorgani zationwascompl eted.

After morethansix years, therehasbeenlittleprogressincompl etingthe
proposed reorgani zation. Recent reorgani zation proposal shavenot
presented any feasi blerestructuringthat woul d either redefineor
significantly ater thefunctionand purposeof thedeputy position.
Moreover, therearestill noeffortstofill thisposition. InDecember
2003, acommission statusreportedindicated that thecommission
management expectedtofill thedeputy positionduring Spring 2004.
Thisdidnot happen, andthereisanunwarranted continuingreliance
uponthetemporary contractual specia assistant positiontofulfill the
dutiesof thedeputy.

Theofficia positiondescriptiondescribesthedeputy position’s
regponsbilitiesas.

"Under thegeneral supervisionof theLiquor Control
Adminigtrator, thispositionassistsintheoveral | administration of
theofficeof theLiquor Commissionwithprimarily responsibility
for daily operations; assistsinreviewing, planning, developing,
andadministeringthepoliciesandrulesrelatingtotheoperation
of theLiquor Commission; administerstheovera | programsof
thelicensing, investigative/audit, regul atory/enforcement and
administrativeservicesactivitiesof theLiquor Commission;
assumesthedutiesof theLiquor Control Administrator inhis/her
absence.

Thedeputy positionisintendedtobeabletostepinandfulfill the
functionsof theadministrator onan as-needed basisand promote
continuity of organizational leadership. Whiletheremay beaneedto
adjust thespecificjob descriptionand dutiesof thedeputy administrator
position, theimportanceof thepositionasthefirst back-up positionto
theadministrator remainsunchanged.

Thespecial assistant performsalimitedrangeof duties, whichare
directed by theadministrator andisnot subject tothesamesel ection
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criteriaandreview afforded thedeputy position. Therehasbeen
discussiontoconvertthespecial assi stant positiontoapermanent specia
counsel totheadministrator position. However, noevidencewas
presented of any attempt to pursuethisoption. Whilethespecial

assi stant can serveauseful functionfor theadministrator, asatemporary
contractual position, it doesnot provideassuranceof continuity and
uninterrupted operations.

Withthecontinued vacancy, thechief liquor control investigator, the
administrativeservicesofficer, andthespecia assistant haveat various
timesbeencalledupontofulfill theadministrator’ sposition. Whileall
positionsinthecommissioninclude” other dutiesasassigned”, theeffect
of thiscontinuingvacancy istounnecessarily placeadditional demands
uponexisting positionsthat shoul d behandl ed by thedeputy positionand
resultsintheassi gnment of organizational |eadershipauthority in
unpredictableor arbitrary ways.

Inaddition, thefalluretofill thedeputy positionresultsinaperceived
|eadershipvacuuminmanagement. Liquor commissionersinther
oversightrolemay findit difficult toterminatetheadministrator without
potentially serioudy handicappingtheoperationsof thecommission.
Commissionersintheir decision-making processshouldnot berestricted
becauseof aperceptionthat theadministrator isindispensabletothe
operationsof thecommission. Organizationsneedtomaximizetheability
for continuity of operationswithinitsorganizational limits. Thecontinued
failureof thecommissiontofill thedeputy positioniscontrary tothis
practice.

Someper sonnel assignmentsand allocationsappear arbitraryand
unresponsive

INn2001, theadministrator noted that management wishedto explorethe
concept of amultiskill worker conceptinadministrativeservicesand
support areas. Under thisconcept, staff would becross-trainedto serve
inanumber of capacitiesasneed demanded. Staff,intheseareaswe
interviewed, notedthat they areaskedtoperforminsuchamultiskill
capacity. However, formal effortshavenot beeninitiated to effectuate
suchachangeand staff doesnot appear awarethat such an adjustment
isbeing contemplated. Useof amultiskill worker conceptimpliesa
flatter, moreequitablepersonnel classificationsystemsinceskillsand
trainingwouldbemoreequalized. Ifinfactthecommissionis
implementing suchdefactoass gnmentsof personnel, thereareformal
civil serviceand positionadjustmentsrequired that havenot taken place.
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InJuly 2002, thecommissionrequested theupwardreallocation of its
liquor control investigators. Theadministrator reportedtousin August
2004 that heunderstood it had beenturned over tothemanaging
director’ sofficebut wasnot awareof thestatusof therequest.
However, asfar back as September 2002, themanaging director had
requestedtobeadvisedif heneededto” prompt” thebudget andfiscal
servicesdepartment with respect to personnel actions. TheDepartment
of Human Resourcesnoted recel pt of therequest, noting therequest was
routedtotheBudgetary Administrative Divisionof theDepartment of
Budget and Fiscal Servicesinaccordancewithstandardadministrative
procedures. Therequestswerereturnedtotheliquor commissionby the
budget and fiscal servicesdepartment onMarch4, 2003torespondto
variousquestionsabout thedutiesand responsibilitiesof thenew
positions. Asof December 2004, thereall ocationrequestshad not been
resubmittedtothe Department of Human Resources.

Liquor commission personnel alsoreportedthat requeststoreprice
(instead of reall ocate) or adjust sal ariesof variouspositions, based on
justificationof additional dutiesandresponsibilities, havenever been
actedupon. TheDepartment of Human Resourcesnotedthat five
repricing requestshad beenreceived duringal5-year periodfrom

FY 1985-86 and FY 1999-2000. Thedecisionineach of these cases
wasthat thecurrent salary rangeswereappropriateto thedutiesof the
positions. Humanresourcespersonnel report that since2002, all
requestsfor repricingarenow theresponsibility of theappropriate
collectivebargainingunit. Thereisnolonger any obviousrolefor the
liquor commissiontoinitiaterepricingrequests. Department of Human
Resourcesreportedthat totheir knowledgeno unionshaveyet sought to
Initiaterepricingnegotiations.

Under staffingof audit function diminisheskey commission
regulatoryfunction

Duringthecourseof our review, wefoundthat thecommission’ saudit
functionwasstaffedwithonly oneauditor. Thecurrentofficial
organizationd structurecallsfor threein-houseauditorswithan
additiona supervisory auditor, al under thegenera supervisionof the
administrativeservicesofficer. A commissionaudit canbeadetailed
operationinvolvingthephysical inspectionof licenseepremisesaspart of
itsreview. Onemanagement staff member noted that thegoal isto
completeanaudit of all licenseesonceevery fivetotenyears, even
thoughthecommissionlacksaschedul efor tracking of suchaudits.
Another staff member noted that informal auditsof licenseesare
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generaly conducted onaonceevery ten-year cycle. Itwasreported
that only about 25 auditsarecompleted annually.

Giventhat thereareapproximately 1,4001icenseeson Oahuand
assumingthat 25 auditsarecompl eted eachyear, it wouldtake
approximately 56 yearsto completeanaudit cycleof eachlicensee.
Evenif all audit positionswerefilled, itwouldstill require14yearsto
completeanaudit cyclerelatedto adherenceof licenseestoregul atory
criteria

Theaudit of licenseesisanessential element of thecommission’s
respons bilitiestoensurecompliancewithliquor laws. However, there
appearstobenoorganized efforttoensurethat al licenseesareaudited
onaregular andtimely basis. Current staffing shortagesexacerbatethis
situation. Whiletherewascontinuousrecruitment tofill thevacant
auditor pogitions, staff report that finding qualified personne willingto
apply for thecommissionauditor positionshasbeentimeconsuming.
Moreover, staff involvedwithauditinglicenseesreport that thereislittle
supervisory guidanceover theirwork.

Initiativesto secur e necessary resour ces ineffective

Commissionmanagement al soreported that thecommissionhasbeen
subject tostaff vacancy cutbacksthat wereinplacefor theentirecity.
Whenasked about therational efor thefreezeonfilling vacant positions
and other budget restrictions, wefound conflictingopinions. Wewere
informedthat vacancy cutbackswereimposed uponthecommission
despitethefact thethereisadedicated funding sourcethat canbeused
only for thecommission’ soperating expenses. Thecommissiondoesnot
competewithother city agenciesfor general funds. However, thecity
administrationtillimposed budgetary restrictionsuponthecommission
tobecons stentwithother city agencies. A commissionofficia further
disclosedto usthat thecommi ssion had sufficient revenuesto cover filling
of many of thevariousvacant positions. Onemanagement officia noted
that thebudget asapproved, reflecting avacancy cutback of $234,800,
wasadequateandinhisopiniondidnot present aproblemfor the
commission. Ontheother hand, wewereal soinformedthat during
meetingsof themanagingdirector’ stask forceontheliquor commission,
themanaging director wastoldthat fillingvacant positionsawaiteda
pendingincreaseinthefeeschedul eto meet ananticipated operating
deficit. Thispositionismaintai ned despitethepresenceof approximately
$1.5millioninreservesshowninthecommission’ sspecia fund. This
amountiswell over 50 percent of thecommission’ sprojected
expendituresfor FY 2003-04.
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Training program
inadequate and disjointed

Whilethecommission couldhaveappealed directly tothecity council for
therestoration of vacancy cutback positionsby thecity administration, its
management choseto comply withthevacancy position“freeze”
imposed by thecity administration. Wedisagreewiththispremiseand
positionof thecommission. Whilethecommissionisacity agency, itis
alsochargedwiththeresponsibility to securetheresourcesnecessary to
meetitsobjectives. Whilerevenuesmay fluctuatewiththeeconomy,
securingnecessary resourcesto performitsfunctionisincumbent upon
thestaff and management of thecommission. Indiscussionswithother
agencies, wefound, for example, that theHonol uluPolice Department
workswiththepolicecommissiontoidentify needsthat arenot metin
thebudget submitted by thecity administration. Additional policeneeds
areidentified and representati vesfrom both thedepartment and
commissionappear beforethecouncil tolobby for unfunded needs.
Whileobtai ningresourcesistheresponsi bility of theliquor commission
anditsmanagement, wewereconcernedthat management-level staff
expressedtousthat they were* comfortable” withthebudgetssubmitted
by thecity administration, despitetheseverestaffing shortagesinvarious
aress.

Asshown by thepreviousexampl es, thisseemsto show that critical
needsand fundamental changesadvocated by management arenot
aggressively pursued. Asaresult, thereislittleeffectivechange
implementedtohe pthecommissionfulfillitsresponsbilities.

Proper trai ningisanessential component totheadministration of
Hawai‘i’ sliquor laws. Tobeeffective, itisessential that al parties—
commissioners, commissionstaff andlicensees—areknowledgeable
about liquor law requirements. Whilestepshavebeentakentoaddress
traininginadequacies, overal wefoundthat training continuestobe
inadequateand digointed. Asaresult, thecommissioncontinuestobe
hamperedinitsability toeffectively administer stateliquor laws.

Commissioner strainingisincompleteand inadequate

Liquor commissionersarechargedwiththeresponsibility tooversee
administration of thestateliquor lawsfor Honolulu. InHonolulu,
knowledgeof thelawsisimportant becausethesamebody is
responsiblefor licensngaswell asadjudicatinglicenseeviolations.
Whilewefoundreferencestoa“ commissioners operationsmanua” in
someof theliteraturereviewed, wefoundthat this* manual” doesnot
currently exist.
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Inour interview withthecommissioners, wefoundthat their
interpretation of thetrainingthey receivedvariedgreatly. One
commissioner commentedthat trai ningwasprovided, but wasunableto
provideany specificdetails. Twocommissionersnotedthat on-the-job-
trainingwastheprimary trainingmethod used, whilesomecommissioners
referredtocommission-publishedrulesandregul ationsastheonly
published material susedfor training. Whilethispublicationisa
compilationof statelawsand city and county regul ationsregardingliquor
laws, noneof thecommissionerswereabletoidentify any formal training
programsto hel pthem understand and executetheir roleas
commissioner. Commentstousnoted that training consi sted of
observingacoupleof commissionmeetings, but for themost part,
commissionerswerelefttolearnabout responsi bilitiesand dutiesontheir
own.

Licenseetraining effectivenessquestionable

Effectiveadministration of stateliquor lawscanbefosteredthroughthe
effectivecommunicationof rulesandregul ationstolicensees. During our
fieldwork, weobservedthat all commiss on-providedtrainingand
businessisconductedin English. However, it appearedthat asignificant
number of licenseesappearing beforethecommissiondid not possessa
goodgrasp of theEnglishlanguage. It appearedinhearingsattended by
our staff that someli censeesdid not understand what wastranspiring.
Somecommissionershaveaddressed thisproblem by pursuingthe
multilingual publicationof liquor rulesandregul ations. However, a
trainingofficer for theliquor commissi onexpressed concernthat the
broad useof multilingual publicationscreatedacontrol problembecause
staff wereunabletomonitor and control what informationisconveyedin
non-Englishformats.

Several commented that oneof thewaysto addresstheconcernsabout
potential illega behavior of liquor commissioninvestigatorsor other staff
memberswho havecontact withlicenseesistoensurethat licenseesare
properly educated and understandtheir rightsand obligations.
Commentsweremadethat foreign national licenseesmay comefrom
culturesthat permit or even accept behavior that may beconsidered
unacceptableandillegal here. Itisoftennotedthat businesspractices
suchasoffering*payments’ toenforcement personnel may beviewed by
somelicenseesasacceptablebus nesspracticesfromtheir experience.
However, if licenseesareeducated and understand that such actionsare
illegal and canresultinpunitiveconsequencesto both enforcement
personnel andlicensees, itmay helpincontrollingtheenvironmentthatis
conducivetothistypeof illegal behavior.
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Servertraining classesaremandatory. However, thetrainingofficerin
chargeexpressed concernthat thistraining programmay a sobe
ineffective. Again, concernsarosethat non-native Englishspeakersdid
not understandthetraining. Othersvoiced concernsthat thereisvery
littlemonitoring of thosetakingtheclasses. Trainingof licenseesand
their empl oyeescan bean effectivetool toensurecompliancewith
applicableliquor laws, but thiscan only beaccomplished throughan
effectiveprogramof servertraining.

Staff trainingnot coor dinated

The1988 management audit foundthat therewaslittlestaff timeor
resourcesallocatedfor theproper training of investigators. Asaresult,
therewasno consistency or standard procedure used by enforcement
personnel intheirinvestigatory work. Toaddresstheseproblems, the
commissioncreatedatrainingspeciaist positiontoprovidetrainingfor
staff aswell asall server-training classes. However, wefoundthat
despitethisstaffingand assigned responsibility, thereappearstobelittle
centralized coordinationfor staff training. Thosechargedwithproviding
training reported al ack of support and guidancefrom management.
Furthermore, communi cationbetweenthoseresponsiblefor trainingand
management wasreported to beweak to non-existent by training
specialists. Proposalsfor training programsarenot respondedtoor
acted upon. Staff expressed concernsthat issuesor problemsbrought to
management either resultedinnoactionor aremetwitha* hostile”
responseandimpliedthreat of reprisal. Asaresult, thereisnoassurance
that training programsalignwithmanagementpriorities.

Infairnesstothecommission, wedidfindadditional staff traininghas
been providedfromvaryingsources. However, similar concernsabout
management’ slack of guidanceor meaningful directionwereal sovoiced.
Onesupervisor notedthat management overroderequestsfor staff
trainingwithlittleor noexplanationtothesupervisor. A common
complaint about thelack of transparency indecision makingwasvoi ced.
Subordinateswoul d beinformed of decisionsby management without
informingtheimmediatesupervisor.

A recurring concernisthat theroleof thetrainingspeciaistin
coordinatingand overseeing staff andlicenseetrainingisstill not clearly
defined, despitethecreation of thepositionnearly 10yearsago. Asa
result, whilecertainelementsandtraining aspectsareidentified, a
coordinated, well-maintainedtraining programwithrecordsof training
received by staff isnot evident. Thecommissionwasunabletoprovide
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Efforts to improve
accountability lacking

acomprehensiverecord of training completed by staff, or aschedulefor
regular andupdatedtraining.

During meetingsof theManaging Director’ sTask Forceontheliquor
commission, theneedfor comprehensiveandformal trainingwasnoted.
Atthat timearepresentativefromtheHonol ulu Police Department
offeredtoass st thecommissioninthedevel opment of acomprehensive
training program. Insubsequent discussionwiththat person, itwas
notedthat whilethepoliceand commissioninvestigatory staff continueto
work closaly together, thereissomeconcernthat trainingfor commission
investigatorsneededtobemorecomplete. Thepolicedepartmentwas
willingtoassistthecommissionindevel oping suchaprogram but did not
havetheresourcestoactually conduct thetraining. Thecommissionhas
never acted uponthisoffer.

A major concernabout theliquor commissionhasbeenal ack of
accountability. A review of pastincidentsrelatingtothecommission
showsperiodicconcernsabout thelack of accountability of
commissionerstoobserveethical standards, amanagement structurethat
lackssufficient checksandbalancestopreventillegal and/or undesirable
behavior, and acknowledgesand acceptsitsroleinguidingthe
operationsof thecommission. Whilewerecognizethat thereare
inherentlimitationsassociated withitssizeand|limited resourcesand
acknowledgethedifficulty of control whensupervisory-level staff are
involved, wefoundthat themanagement effortsnecessary tominimize
thepotential for recurringincidentstobegenerally lacking.

L ack of administration accountability for staff activities

The1988 management audit found al ack of effectivecontrolsover the
actionsof investigators. Inresponsetotheaudit, anumber of changesin
operati onsintended to promoteincreased management and control were
implemented. Thesechangesincluded assurancethat supervisingliquor
control investigators (Investigator 111) workinghourscoincidedwiththe
investigatorsthey supervised. Theprimary concernin 1988 wasthat
investigatorssupervisingthenight shiftworked onday shifthours. A
second recommendationwasthat these supervisory personnel beshifted
fromanon-supervisory collectivebargainingunit (BargainingUnit 3) toa
supervisory unit (Bargaining Unit4) withthereasoningthat theshifttoa
supervisory unitwoul d enablethemtomonitor andimplement necessary
management changesfor theinvestigators.
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Thecommissionnotesthat changesinworking hoursfor thesupervisory
investigatorsweremade. Conflicting responseswerenoted pertainingto
thechangeinbargaining unit. Oneresponsenotedthat thechangehad
been considered, whileanother stated that thecommissionhad electedto
pursuereallocationrather than changethebargaining unit. Wenotethat
therequest for reall ocationwassubmittedin July 2002, or 14 yearsafter
thecompletionof themanagement audit. Whilemanagement contends
that upgradingtheinvestigator positionsisakey factor, position
classificationscontinuetoremainunchangedfrom1988. Whilethere
havebeenthreeadministratorssincethe 1988 management audit, the
current management structurehasbeeninplacefor over sixyears. The
pursuit of fundamental changesinoperationsor organizationrequires
management totakeaproacti veapproachinstead of merely reactingto
external auditsor crises.

Inour interviewswith senior management, theindictmentswere
characterized ascompletesurprisesandwithout any forewarning.
Severa former employeesdisagreed, stating that management choseto
ignorewarningsigns. Somecontended that management’ sattitude
discouraged speaking up andthat voi ced concernswerenot addressed.
Management appearedunwillingor disinterestedineffectively addressing
suchconcerns.

Asprevioudy noted, thepreventionof fraudandother illegal activities
cannever befail safebut therearepracticesand methodsto minimizethe
opportunitiesfor theseeventsto occur. Onesuggested methodisto
ensurethat eventop-level management isawareof theday-to-day
activitiesof investigators. A HonoluluPoliceDepartment official noted
that, especidly inactivitiessimilar tothecommissioninvestigators, the
head of thedivisionisfully awareof whatistaking placeonadaily basis.

Commonfraud prevention practicesnotethat when supervisory-level
personnel areinvolved, detecting and preventing collusioncanbemore
difficulttoimplement and manage. Ligquor commissionmanagement
acknowledgesthat supervisorsof highintegrity areanimportant
deterrenttocorruption, notingthatintheir opinion, havingstrongfirst-line
supervisionhasbeenaprobleminthepast. However, smply having
confidenceinsupervisorsisnot agood management control to prevent
fraudand corruptionand caninfact createtheperceived opportunity for
morefraudtotakeplace. Supervisory personnel indictedin 2002 had
been placedinthosepositionsby management. Fraud preventionand
detectionrequirestheactive, continuousinvol vement of senior
management that wefoundislacking.
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Whileimmediateconcernswereaddressed throughtheuseof temporary
hires, anumber of other problemswereidentified. Oneof theissuesthat
becameevident, andwebelieveischaracteristicof concernsabout
management, i sthat commiss onmanagement failstotakeastrong
proactiveroleinseekingitsownsolutions. Responsibility forthe
occurrenceof illega activity isplaced onsupervisory-leve staff, withlittle
acknowledgement from senior management of itsresponsibilitiesin
controllingthem. Tomanagement’ scredit,anumber of stepshavebeen
takentoprovideadditional trainingandimprovethescreening of
potential new hires. However, weal sofoundthat anumber of staff find
management to begenerally unresponsivetorequeststobemore
involvedininvestigatory operations. Thisresultsinageneral lack of
support from senior management and hastheeffect of undermining staff
confidenceinmanagement’ sability toeffectively addressoperationa
concerns.

Thereportsof management’ sunrespons venessarefoundthroughout the
organization. Administrativeservices, whichisseparatefromfield
servicesandinvestigations, al soexpressed concernandfrustrationover
theinaction by management toaddresspressingissues.

Themanagingdirector’ stask forcemeetingswereestablishedtoaddress
theimmedi ateproblemsfacingthecommissionasaresult of the2002
indictmentsof investigatory staff, whichthenresultedinsignificant | ossof
personnel. However, themeetingsof thetask forcestoppedfor almosta
year beforearequest wassent toreconvene. Uponreconveningthe

task force, themanagingdirector clearly noted that thelead for thistype
of correctiveactionconcernshould comefromthecommission, working
withthebudget andfiscal servicesdepartment.

L ack of organized inter nal affair sreview process

Liquor commissionmanagement, andothersfamiliar withthecommission
wespokewith, agreethat aproblemwiththecommissionisthelack of a
dedicatedinternal affairsunit. Aninternal affairsunitwouldbeassigned
toquickly, thoroughly, andimpartially review allegationsof inappropriate
behavior or actionsinvolvingcommissionstaff. Suchinternal affairsunits
existinother enforcement organi zationssuch astheHonolulu Police
Department. Whilecommissionmanagement hasnoted theimportance
anddesireto createsuchaunit, therehasbeenlittleindicationthat
management hasbeenactively involved pursuingitsestablishment.

Commissionmanagement notedin 2002 that therequest for theinternal
affairsposition had been submitted tothehuman resourcesdepartment,



Chapter 2: Inadequate Management and Oversight of the Honolulu Liquor Commission Hampers the Ability of the

Commission to Effectively Fulfill Its Responsibilities

Issues Requiring
Further Examination

Allocation and use of
fines

Adequacy of
commission’s effortto
auditlicensees

returnedfor additional work, andwasdueto beresubmittedin
December 2002. Inastatusreport tothemanaging director dated
December 5, 2003, it wasreported that thisrequest wasat the
Department of Human Resources. However, ahumanresources
management staff stated that thedepartment doesnot havesucha
request.

Duringthecourseof our review, anumber of iSsuesor concernswere
identified that wewereunabl eto addresswithinthescopeof thisaudit.
However, theseissuesmay haveasi gnificantimpact uponthe
commission, andwebriefly review several of theseconcernsherethat
werecommendfor further detailedexamination.

Finesareassessed and collected fromlicenseesthat viol atestateliquor
laws. Chapter 281, HRS, providesthat fundscollectedfromfine
assessmentsbeutilizedfor educational purposes. Althoughnot specific
inthelaw, educational purposesarebeinginterpretedtoapply toboth
staff and licensees. Webelievethistobearational useof funds
collectedfromfines. Presumably, finesareassessedin part becauseof
thelicensees failuretounderstandthestateliquor laws. Inaddition,
proper training of staff and commissionersisnecessary toensurethe
efficient operationsof thecommission.

Our concernisthat inadequaciesinthetraining programfor both
licenseesand staff havebeenidentified and may requireadditional funds
tocorrect. Current practicepermitsthetransfer of aportionof thefines
collectedtothecounty general fund. Whiletheremay not beaspecific
prohibitionagainstthetransfer of finefundsinthismanner, webelieve
that thispracticemay becontrary totheintended use. Theresult may be
that someeducational programsthat couldimprovetheperformanceof
thecommissioninmeetingitsresponsi bilitiesarenotimplemented
becausefinesarebeingtransferredtothegeneral fund.

Asnotedearlier, thecommissionaudit staff consi sted of onestaff person
prior toandduringthecourseof thisreview. Although continuous
recruitment wasal so currently underway, staff voi ced concernsthat the
commissionwasnot competitivewith other organizationsl ookingfor
smilarly quaifiedpersonnd. That, coupledwiththenegativepublicity of
thecommissi on, could haveacontinuing negativeeffect onrecruitment.
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Transfer of enforcement
investigatory function to
the Honolulu Police
Department

Furthermore, wenotethat evenwithafull complement of audit staff,
thereisno established programtoensurethat all licenseesare
periodically audited. Verbal goa sprovidedfor periodicauditsof
licenseesmay not beredlisticevenwithafull staff. Therewasno
recordkeepingor monitoringsystemtoindicatethat animpartial, tracking
and monitoring systemof licenseeswasinplace. A major functionof the
commissionistoensurethat licenseesfairly and accurately reportliquor-
rel ated transactionsand that applicablefeesarecollected. Aspresently
configured, thecommission’ saudit sectioncannot fulfill itsrespongbility.

Theproposal totransfer theenforcement investigatory functionsof the
commissiontotheHonol uluPoliceDepartment hasbeen suggested
several times. Suchamovereceivedtheverbal support of former
Mayor Jeremy Harrisandaformer policechief. Whiletherearea
number of factorsthat would makesuchachangedesirable, therearea
number of significantissuesthat woul drequireresol utionbeforesucha
decisioncanbemade.

Upgradingof commissioninvestigatory staff

Liquor commissionmanagementindicatedtousthat anissueof major
concernforitsenforcement staff i sthat they presently arenot authorized
tocarry firearms. Proponentsnotethat commissionenforcement
personnel areequivaenttopoliceofficersandthatinvestigators duties
canputtheminharm’ sway. Increasingly, commissionenforcement
officerscontendthat theability tocarry firearmswouldaddressand allay
concernsof officersexposedtothesesituations. However, opponents
contendthat carryingfirearmswoul d escal atethepotential for violence
andthat useof policeofficersiscalledfor.

Another contentionisthat liquor enforcement officersarenot properly
classifiedwhen comparedtothejob dutiesand personal safety elements
of other smilar positions. Whilerecogni zingthedangerousaspectsof
their jobresponsibilitiesmay serveasjustificationtoincreasethe
classificationof suchstaff, the Department of Human Resources
personnel informed usthat thereareother personnel inthecity
authorizedtocarry firearmsthat arenot classified at alevel equivaentto
policeofficers.

Transfer would addressstructural problems

Oneof theproblemsfacingtheliquor commissionisthatasmall,
permanent enforcement staff can createinherent limitationstothe
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effectivenessof enforcement. Enforcement officersquickly become
knowntolicensees, whichcannegatively impact ontheofficers
performancebecausetheel ement of surpriseassociatedwithinspections
isfrequently mitigated. Moreover, familiarity may promotetheformation
of inappropriatepersonal relationshipswithlicensees. Withasmall fixed
number of employees, thereisalsolittleability torotateofficerstoensure
thechangeover of investigatory staff andtominimizetheopportunity for
collusionthat canleadtoillegal activity. Proponentsnotedthat more
resources, rotation of staff, and moresophisticatedinternal monitoring
programssi milar totheHonolulu PoliceDepartment could effectively

hel ptominimizetheopportunity forillegal behavior toreoccur withthe
commissiongtaff.

Many functional issuesof atransfer requireresolution

However, beforesuchamovecould beseriously considered, thereare
many functional issuesthat would needtobeidentified and resol ved.
For example, if theenforcement functionweretransferred, would such
enforcement officersberesponsi bletotheliquor commissionorwould
they reporttothepolicecommission? Whileapreviouslegal
interpretationfoundthat it waspermissibletotransfer liquor commission
fundstothepolicedepartmentinorder toenforceliquor lawsandrules,
how woul dthefunding bedeterminedrel ativetotheother funding
requirementsof thecommission? What enforcement responsibilities
wouldremainwiththecommission? Wouldtrainingand qualificationsfor
theliquor enforcement positionschange? Would statutory changesbe
required or could such anaction beachieved contractually betweenthe
twocommissions?

TheHonoluluLiquor Commissionisrespons blefor ensuringthat state
liquor lawsareapplied and enforcedinthe City and County of Honolul u.
Recent, highly publicized eventshaveresultedinquestioningthedegree
towhichthecommissionismeetingitsrespons bilitiesandwhether any
fundamental changesinthegovernanceof thecommissionarewarranted.

Our review of sel ected managementissuesfocused primarily onthe
governancestructureand personnel management of thecommission. We
foundthat thereareinadequaci esinthegovernanceof thecommission,
but that these can be addressed withinthecontext of theexistinglegal
structure. Chapter 281, HRSensuresabasiclevel of uniformity

between countiesintheregulation of a cohol use. However, thestatute
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Recommendations

alsoaffordseach county thelatitudeto adjust theadministration of the
liquor lawstosuit each county’ ssituation. Thecity administrationhas
oversight over theoperational rulesandregul ationsof thecommission,
andisresponsiblefor thenomination, continued monitoringandoversight
of individua commissioners. Thesecontrolsprovidetheopportunity for
adeguatecounty i nputintotheoperationsof thecommission, but have
notbeensufficiently utilized.

Similarly,theliquor commissionershaveoversight over theadministration
of thecommissioninadditiontotheir licensingandadjudicating
responsibilities. However, thelack of written policiesand procedures,
Inadequatetraining, andlack of clarity ontheoversightresponsibilities
givenitsadjudicatory function, hasrel egated thecommissiontothe
licensingandadjudicatingfunctions. Thereislittleeffectiveoversight of
theadministrator and operationsof thecommission. Asaresult, thereis
littleaccountability of theadministrator, thecommissionershavebecome
toofar removedfromtheir oversight responsibilities, andthereisno
effectivemeansfor personnel-related concernsdealingwiththe
administrator anditsmanagement teamto beaddressed.

L ack of both an effectivemeansto ensureaccountability and aproactive
management effort makesit difficult toeffectively addressoperational
concernsof thecommission. Fundamental changessuchasaproposed
reorgani zation, coordinatedtrai ning programs, andtrainingand staffing of
thecommissionhavebeental ked about, but littleprogresshasbeen
madetowardimplementing such changes. Changessuchasthesecanbe
timeconsuming, complicated and may requirecons derablededication
by management toimplement. Wearecognizant that thecommission,
likeother publicagencies, must navigatethroughmultiplelayersof
government processes. Itisthereforeessential that,inorder to
effectuatethechangesneeded, aproactivemanagement team approach
thatisresponsiveto staff needsandisfocused onaccomplishingthe
missionof thecommissionisneeded. Whilesomeconcernsanddesires
havebeenidentified, thecommissionmanagement hasnot exhibitedthe

| eadershipand guidancenecessary to achievemeaningful change.

1. TheHonoluluLigquor Commissionshould:

a.  work proactively withtheadministrator toadopt specificgoals
and objectivesfor job performance, whicharesubsequently
usedtoeval uateand assesstheadministrator’ sperformance;
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directtheadministrator to:

1) ensurethat athorough, consistent, and documentedtraining
programisdevel opedand providedto new commissioners,
andthat exi stingcommissionersareroutinely updatedand
kept currentwithresponsibilitiesandduties,

2) establishanappropriatetimeframefor theproposed
reorgani zationplan. Any reorgani zationplanshouldinclude
clear descriptionandidentificationof dutiesof theproposed
senior management team, including descriptionsof the
qualificationsof personstoholdthepositions;

3) takeall necessary stepstofill thedeputy administrator
position;

ensurethat, aspart of itsoversight responsibilities, senior
managementimplementseffective, openmanagementand
communication practicesand that thecommissiondevel op
procedurestoindependently eval uatemanagements
implementationefforts;

assesswhether effectiveadministrativeoversight of the
commission necessi tatesthecreation of anadjudicationboard
separatefromthecommissioners;

consider proposi ng charter amendmentsto, at aminimum, re-
classify theadministrator totheexcludedclass. Similar
eval uation shoulda sobecons deredfor thedeputy administrator

position;

study thefeasiblity of transferringtheliquor enforcement
investigatory respons bilitiestotheHonol ulu PoliceDepartment;
and

work withthe Department of Budget and Fiscal Servicestohave
thelnternal ControlsDivisiontoconduct athoroughreview of
thecommission’ sprocessesand practicesrelatingto:

1) auditingof licensees,and

2) dlocationandutilizationof fundsrecelvedfromliquor
violationfines.
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2. Theliquor commissionadministrator should:

a.  work proactively withtheliquor commissionerstoidentify andfill
necessary vacant staff positions. Thisshouldinclude, but not be
limitedto: fillingvacant positions, removingadministratively
Imposed freezesonvacant positionsnecessary for effective
operations, andactively pursuingthenecessary feeadjustments
tosupport proper staffing of thecommission. Theadministrator
must actively pursueboth of theseissuestothecity
administrationandthecity council.

b. ensurethat theadministrativedirectivesandother appropriate
policiesand proceduresarereviewed and updated. Thisshould
indude:

1) proceduresand protocolsforinvestigator actionsthat are
clearly definedandroutinely followed,;

2) aclearrationaleand programfor selectionof licenseestobe
audited, aplantoachievefull review of licenseesis
implemented, and necessary resourcessecuredtoachieve
theseobjectives,

3) clearlyidentifiedstaff dutiesandresponghilities; and

4) clearguidelines, requirements, minimal acceptable
requirementsof licenseeapplicationsand supporting
documents, and providedtoall licenseeapplicants,
investigators, commissioners, applicantsandothersinvol ved
inthelicenseprocess,

c. implement, withreview andapproval of thecommissioners, an
internal affairsreview process; and

d. workwiththecommissionersand Department of Budget and
Fiscal Servicestoensurethat budget preparationguidelinesand
criteriaredisticaly reflectthecommission’ sfisca self-sustainable

position.
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3. Themayor shouldensurethat:

a.  nominees, duringthenominationand confirmation processof
liquor commissioners, understand and accept theworkload and
ethical obligationsthat areimplicitinthecommissioner role; and

b. aquickandthoroughreview followsuponany questions
concerningthebehavior of appointed commissioners.
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Comments on
Agency Response

Response of Affected Agency

Wetransmitted draftsof thisreport tothecommissionersandliquor
control administrator of theHonoluluLiquor CommissiononMarch 15,
2005. A copy of thetransmittal |etter tothecommissionchairisincluded
asAttachment 1. OnMarch 28, 2005, theliquor control administrator
requested anextensiontothedeadlinefor submissionof awritten
response. Thecity auditor granted thecommissionanextensionto

April 8,2005, tosubmititsresponse. Thecommission’ sresponseis
includedasAttachment 2.

Initsresponse, theHonoluluLiquor Commissionnotedthattoalarge
extent therecommendationsof thedraft audit report areidentical tothe
god sof thecommi ssionersand commissionadministration. Withinthis
context thecommissionersand commissionadmini stration accept and
agreetoundertaketheimplementati on of each of therecommendations
listedinthedraft audit report. Thecommissionfurther notedthat it
intendsto usetheconstructivecriticismand observationscontainedinthe
audit report to supplement and helpimproveonthequality of the
commission’ srecently initiated strategi c planning process.

Thecommissionfurther notedinitsresponsethat, asanadministratively
attached agency, variousentitiesexternal tothecommissionarejointly
respons blefor achieving any fundamental changesinitsoperations. The
commissionindicateditscommitmenttowork collaboratively withthese
externa entities.

Finally, weareencouragedthat theliquor commissionhascommittedto
undertaketherecommendationsintheaudit aspart of itsstrategic
planninginitiative, but emphas zethat thecommissionmust assumethe
leadershiproleinitspursuit of organizational and operational
improvements.
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ATTACHMENT 1

OFFICE OF THE CITY AUDITOR

CITY AND COUNTY OF HONOLULU
1000 ULUOHIA STREET, SUITE 313, KAPOLE!, HAWAII 96707 / PHONE: (808) 692-5134 / FAX: (808) 6925135

LESLIE [. TANAKA, CPA
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CITY AUDITOR

March 15, 2005
COPY

Mr. Dennis Enomoto, Chair
Honolulu Liquor Commission
Pacific Park Plaza

711 Kapiolani Boulevard, Suite 600
Honolulu, Hawaii 96813-5249

Dear Mr. Enomoto:

Enclosed for your review are four copies (numbers 12, 13, 14, and 15) of our confidential draft audit
report, Audit of Selected Management Issues of the Honolulu Liquor Commission. If the commissioners
choose to submit a written response to our draft report, the comments will generally be included in the
final report. If the liquor control administrator also wishes to respond, you may elect to submit a
separate or a combined response. However, we ask that you submit your response to us no later than
12:00 noon on Wednesday, March 30, 2005.

For your information, the mayor, acting managing director, each councilmember, and the liquor
commission administrator 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,

Leslie I. Tanaka, CPA
City Auditor

Enclosures



ATTACHMENT 2
‘B APR-8 A29

LIQUOR COMMISSION
711 KAPIOLANI BOULEVARD, SUITE 600 ® HONOLULU, HAWAII 96813-5249 C&C @? EQHGLUL%
PHONE: (808) 523-4458 ® FAX: (808)591-2700 ® TOLL-FREE PHONE: 1-800-838-9976 (select“4") (CITY AUDITOR
E-mail address: liguor@honolulu.gov ® INTERNET: www.honolulu.gov/liq -
MUFI HANNEMANN
MAYOR DENNIS ENOMOTO
CHAIR
CLYDE J. EUGENIO
VICE CHAIR
CHU LAN SHUBERT KWOCK
VICE CHAIR
5 DANNY KiM
April 8, 2005 COMMISSIONER
) WALLACE W, WEATHERWAX
Mr. Leslie I. Tanaka, CPA ADMINISTRATOR
City Auditor

Office of the City Auditor
1000 Uluohia Street, Suite 313
Kapolei, Hawaii 96707

Re: Draft Audit Report of Selected Management Issues of the Honolulu Liquor Commission
Dear Mr. Tanaka:

Thank you for the opportunity to comment on the above-referenced draft audit report, which we received
on Tuesday, March 15, 2005, and for granting an extension of time to submit our response.

We view the audit process and the draft audit report as another opportunity to reflect on the
organizational health of the Liquor Commission, and to intelligently plot future steps designed to improve and
strengthen the organization. To a large extent, the recommendations of the draft audit report and the goals of the
Commissioners and Commission administration are identical. As meeting these goals sooner, rather than later,
can only benefit the organization, the Commissioners and Commission administration accept and undertake to
implement each of the recommendations listed in the draft audit report.

Early this year, the Commission started work on a comprehensive, long-range strategic plan. This effort
included face-to-face meetings between the Commissioners and all Commission staff, wherein staff members
were invited to directly express concerns, complaints and suggestions about Commission administration,
management, operations, and mission. The three sessions (enforcement; licensing/training; and administrative
services) were well attended and elicited candid responses. Additional input from the Commissioners and staff
was gathered by way of a web-based survey that provided anonymity for respondents. It is our intention to use
the constructive criticism and observations contained in the audit report to supplement the previously obtained
input and thus improve the quality of the Commission’s strategic planning process.

We believe that this pro-active approach to organizational challenge is characteristic of the Commission
in recent years. We note without excuse, however, that our unique existence as an “administratively attached”
organization has likely hindered, rather than enabled, our ability to achieve the type of responsive, dynamic
organization that the draft audit report urges us to become. The draft report itself recognizes the challenges of
overcoming organizational inertia in a government agency:

. Fundamental changes such as a proposed reorganization, coordinated training programs,
and training and staffing of the commission have been talked about, but little progress has
been made toward implementing such changes. Changes such as these can be time
consuming, complicated and may require considerable dedication of management to
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Mr. Leslie 1. Tanaka, CPA
April 8, 2005
Page 2

implement. We are cognizant that the commission, like other public agencies, must navigate
through multiple layers of government processes. It is therefore essential that, in order to
effectuate the changes needed, a proactive management team approach that is responsive to
staff needs and is focused on accomplishing the mission is needed...

While the directive to the Commissioners and Commission administration is clear, we propose that the need for
pro-active leadership, responsiveness, and accountability must necessarily include those entities external to the
Commission. Without this recognition of joint responsibility, the Commission will be hampered in obtaining
fundamental changes with optimum speed. We look forward to working collaboratively with these entities in the
future.

Finally, we wish to thank you for your recognition of the hard-working, resolute Commission staff who
continue to serve our regulated industry and the public.

Sincerely,

s

DENNIS ENOMOTO

, h

/] ¢ ami‘ /o o~ ;/ﬂ:? ;’!?

Ae g" *‘iTw-a 2 ” 5 if;l | {/@,ﬁfxé’f {JE /\M/
0D ot P ;/%M L = :

CLYDE]J. }.ZUL@IO ‘
Co-Vice Chair~

DANﬁY KIM ’

Commissionef

WALLACE W. WEATHERWAX
Liquor Control Administrator

cc: Honorable Mufi Hannemann, Mayor
Jeff Coelho, Managing Director
Mary Patricia Waterhouse, Director, Department of Budget & Fiscal Services
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