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Foreword

Thisaudit wasinitiated by the Office of the City Auditor as provided
in the Revised Charter of Honolulu. The City Auditor selected the
city’s personal services contract practices for review because of on-
going concerns about the city’s use, and level of information and
reporting, of personal services contracts. This audit provides new
information and analysis on the justification for personal services
contracts, how much departments spend, and other management
issues.

We wish to acknowledge the cooperation and assistance provided to
us by the staff of the Department of Human Resources and others
whom we contacted during this audit.

Ledliel. Tanaka, CPA
City Auditor






Office of the City Auditor

City and County of Honolulu

EXECUTIVE SUMMARY

Audit of the City's Personal Services Contract Practices
Report No. 06-02, February 2006

Thisauditwasinitiated by the Officeof theCity Auditor asprovidedin
theRevised Charter of Honolulu. TheCity Auditor selectedthecity’s
personal servicescontract practicesfor review becauseof on-going
concernsabout thecity’ suse, andlevel of informationand reporting of
personal servicescontracts. Thisaudit providesnew informationand
analysisonthejustificationfor persona servicescontracts, how much
departmentsspend, and other management i ssues.

Background

TheRevised Charter of Honoluluauthorizesthecity toenter into
personal servicescontractsfor certaintemporary employment needs
without havingtocomply withcivil servicehiringprocedures. Generdly,
city agenciesand departmentsrequestingempl oyer-empl oyeepersonal
servicescontractsmust establishthat arequired serviceisuniqueand
essentia tothepublicinterest, justify why thepersonal servicescontract
methodispreferabletohiringthroughthecivil servicesystem, andensure
that theneedistemporary, not to exceed oneyear. Requestingagencies
must al soestablishduties, assessqualifications, and set compensationfor
contract employees. Thedepartmentsof human resourcesand budget
andfiscal serviceshaveprimary responsibility toreview and approve
contract requests. |nFY 2004-05, thecity employed atotal of 1,909
personal servicescontract employees, whichrepresented approximately
20 percent of thecity’ sentireworkforce, at acost of nearly $10.9
million.

Summary of
Findings

Thisreport reviewsand assessesthecity’ spersonal servicescontract
practices. Specifically, persona servicescontract practiceswere
examinedtodeterminecompliancewithapplicablecity charter
provisions, ordinances, council resol utions, and departmental policies
and procedures. Thereport al so assessesthe personal servicescontract
process accountability by scrutinizing contract management practices
andinformationdisseminated by variousagenciesand departments.
Finally, thereport reviewed personal servicescontract practicesto
identify thosethat arequestionableand suspect. Throughour
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examination, wefoundthat thecity’ spersonal servicescontract practices
violatecharter and ordinanceprovisions, thecontract processlacks
accountability,and several contract practicesarequestionableand
suspect.

Finding 1: The City’sMisuseof Personal ServicesContracts
ViolatesCharter Intent and OrdinanceProvisions

Executiveagenciesmaintainedlong-termcontractsinviol ation of
charter intent. Section6-1103(g), Revised Charter of Honolulu,
statesthat personal servicescontractsissued pursuant tothissection
should beof atemporary nature, wherethe need doesnot exceed
oneyear, andthat recruitment throughnormal civil service
proceduresisnot practicable. Wefoundthat city agenciesand
departmentsvirtua ly ignoredthesecharter limitationsthrough
practicessuchashiringretirees, accessing capital improvement funds
for certainsalaried positions, utilizing contract empl oyeeswhile
pursuing privati zationof city functions, andcentralizinginformation
technology positions.

Theannua reporting requirement assi gned tothe Department of
Budget and Fiscal Serviceshasbeenignoredsince1997. City
ordinancerequiresbudget andfiscal servicestoprovidedetailed
informationon personal servicescontractsandissueannual reports
regarding personal servicescontracts. Thedepartment basedits
non-complianceonacorporationcounsel opinion, whichwe
determined did not precludeissuing annual reports. Asaresult, the
personal servicescontract processlacksthetransparency desired by
thecouncil.

Finding 2: Personal ServicesContract ProcessL acks
Accountability

Quarterly reportsissued by the Department of Human Resourcesare
inadequate. Thecouncil adopted aresolutionin 1997 that
establishedreportingrequirements. Althoughthedepartment
compliedwiththoserequirements, wefoundthat thereportslack
meaningful information. Wea sofoundthat errorsinthe
department’ sreportsarenot corrected. Also, theDepartment of
Human Resourcespreparesitsowninterna analysis, buttheanaysis
isnot sharedwiththecouncil or thepublic.



Report No. 06-02

February 2006

Departmentsdo not adequately monitor personal servicescontracts.
Inasurvey of city departmentsand agencies, many claimedthat
contract monitoringwasunnecessary. Weal sofoundthat personal
servicescontract employeesdonot receiveformal performance
evaudions.

Personal servicescontract costsarenot accurately tracked or
reported. Wefoundthat somedepartmentsand agenciesfailedto
keep accurateaccount of their personal servicescontract costs. In
mostinstances, departmentsand agenciesonly track contract
employeesaaries, fringebenefit costsarenot identified or reported

Separately.

Council receivesonly advisory informationregardingunbudgeted
personal servicescontracts. Our randomsampleindicatedthat over
90 percent of personal servicescontractsareunbudgeted and,
therefore, may not bereviewed by thecouncil duringtheannual
departmental budget process. Oversight for amgjority of personal
servicescontractsisuncertain.

Finding 3: SomeDepartments' Personal ServicesContract
PracticesareQuestionable

Executivedepartmentsand agenciesgenerally compliedwith
personal servicecontract request procedures. However, their
compliancewithtechnical requirementsdidnot prevent questionable
practices.

Mayor and managingdirector’ spersonal servicecontract approvals
and practicesaresuspect. Wefoundthat therewasno basisfor the
mayor’ sand managingdirector’ soffices determinationtobypass
Department of Human Resourcesreview of contract requests. We
alsofoundthat unauthorized staff approved personal services
contract requestsand that somecontractsrecel ved same-day
approvals.

Other agency personal servicescontract practicesarequestionable.
Wefoundthat somecontractorsare paid by oneagency, but
performdutiesfor another agency. Thecity’ saccountingdivision
usespersonal servicescontractsto makeback paymentstoformer
city employees.
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Recommendations
and Response

e Somecontractorsrecei ved highcompensation. Althoughour sample
indicated that requesting departmentsand agenciesset contract
sdlarieswithinprescribedlimits, wefoundthat somecontract salaries
exceeded salariesof regular employeesfillingasimilar positionand
that theformer admini strationset particularly highsalariesfor
contractliquor inspectors.

* Persond servicescontractsareperceived asrewarding political
insiders. Wefoundthat former elected official sonthecity payroll
through personal servicescontractsandthat other selectindividuals
areawardedlucrativecontract positions, somewithquestionable
credentids.

e Practicalyal personal servicescontractspositionsareunadvertised.
Themost commonrecruitment methodfor personal servicescontract
positionsis” persond reference”.

Wemadeseveral recommendati onstotheDepartment of Human
Resourcestoimproveitsreportingand accountability of personal
servicescontracts. Weal so maderecommendati onstothe Department
of Budget and Fiscal Servicesrelatedtoreporting of personal services
contract data. Specifically, werecommended that the Department of
Human Resourcesshould ensurethat city departmentsand agenciesuse
personal servicescontractsinaccordancewithapplicablecity laws,
rules, policesand procedures. Weal sorecommended that requesting
city agenciesprovidecompleteand accurateinformationtothehuman
resourcesdepartment beforecontractsareapproved, includingsalaries
of permanent workersinthesameor similar positionbeingrequestedto
fill withacontractor and academicand professional credentialsof highly
paid contractors. Weal sorecommended thedepartment continueto
direct city agenciestofill long-term personal servicescontract positions
permanently or throughlimited-termcivil serviceappointmentsas
appropriate. Intheareaof reporting, wesuggestedthat thehuman
resourcesdepartment ensurethat itsreportscontain completeand
accurateinformation, supplemental analyses, and otherimportant
information. Thereport a sorecommended that budget andfiscal
servicesshouldreport personal servicescontract informationasrequired
by city ordinance, report salary and fringebenefit costs, post public
noticesof contract awards, and ceaseusing personal servicescontracts
tomakeretroactivepaymentstoformer city employees.
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Inresponsetoour draft audit report, the Department of Human
Resourcesexpressed general agreement withtheaudit findingsand
recommendations. Thedepartment further commentedthat it wel comed
our report, whichit planstouseto strengthenitsroleinensuring
accountability inthecity. Inadditiontoitsgeneral comments, the
department provided clarifyinginformationontopicsdiscussedinour
report, which, asappropriate, havebeenincorporatedintothefinal

report.

Leslie I. Tanaka, CPA Office of the City Auditor

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

State of Hawai'i (808) 692-5134

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

Introduction

Thissalf-initiated audit wasconducted pursuant totheauthority of the
Officeof theCity Auditor (OCA) asprovidedintheRevised Charter of
Honolulu. TheauditisconsistentwithOCA’ sAnnual Work Plan
establishedfor FY 2005-06, whichwascommunicated tothecity council
andmayor in June2005.

Theimpetusfor thisaudit stemmedfrom ongoing concernsabout the
city’ suse, andlevel of informationand reporting of personal services
contracts. In 1996, thecity council acted uponitsconcernsthat thecity
hired peopleonlong-term personal servicescontracts, practiced
favoritism, andignored contractors' lack of qualificationsby introducing
Bill 102, designedto prevent such practicesby initiating various
procedural andreporting requirements.

Themayor vetoed thebill based on corporation counsel concerns. The
council overrodethisveto, enacting Bill 102 asOrdinance97-54.
Disagreementscontinued. Twodaysafter thecouncil enactedthehbill,
corporationcounsel threatenedtofilealawsuit seekingrelief fromthe
ordinance.

Assertingitsneedforinformationtooverseethecity’ spersonal services
contractswhileacknowledging theadministration’ sconcernsover
Ordinance97-54, thecouncil adopted Resolution 97-319. The

resol ution requested that the Department of Human Resourcespreparea
quarterly report of personal servicescontractsmaintained by thecity.

AlthoughtheDepartment of Human Resourcesdistributesthisreport to
council memberslistingall activepersonal servicescontracts, thereport
doesnot containcomprehensiveinformation, eval uation, or analys sof
personal contracts; nor isthisinformation provided el sewhere.
Furthermore, theredoesnot appear to beany periodicreview of the
contracts.

Thisaudit providesnew informationandana ysisonthejustificationfor
thesecontracts, how much departmentsspend on personal services
contracts, andrelatedissues. Theinformationisintendedtoassistthe
council ineval uatingexecutivebudget requestsand determining
appropriations, aspersonal servicescontractsarenot reflectedin
departments’ positioncounts.
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Background

Revised Charter of
Honolulu promotes a civil
serviceworkforce

TheRevised Charter of Honoluluauthorizesthecity toenterinto
personal servicescontractsfor certaintemporary employment needs,
without havingtocomply withcivil servicehiring procedures. Thetwo
most commontypesof personal servicescontractsareemployer -
employee contractorsand independent contractors. Agenciesthat
request empl oyer-employeepersonal servicescontractsmustjustify the
need, establish duties, and set compensationfor such contracts. The
departmentsof human resourcesand budget andfiscal servicesmust
review and approvecontract requests.

TheRevised Charter of Honolulu (RCH) makesacl ear declarationthat
thecity intendsto promoteasystem of personnel administrationbased
onmeritprinciples. Section6-1102, RCH states:

"Itishereby declaredto bethepurposeof thischapter of the
charter toestablishinthecity asystemof personnel
administrationbased onmerit principlesand generally accepted
methodsgoverningtheclassificationof positionsandthe
employment, conduct, movement and separationof public
officersandemployees.”

Thecharter liststhefollowing merit principlesfor thecity:

"(a) Equal opportunity for all regardlessof age, race, sex,
religionor palitics.

(b) Impartial selectionof theablest personfor government
serviceby meansof competitivetestswhicharefair.

(¢) Justopportunity for competent empl oyeesto bepromoted
withintheservice.

(d) Reasonablejobsecurity for thecompetent employee,
includingtheright of appeal from personnel actions.

(e) Systematicclassificationof al positionsthroughadequatejob
evauation.

(f) Proper balanceinemployer-employeerel ationsbetweenthe
people, astheemployer, andemployees, asindividual citizens, to
achieveawsdl | trained and productiveworkingforce."
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Revised Charter of
Honolulu establishes
guidelines for personal
services contracts

Types of personal
services contracts

Althoughthecity promotesacivil serviceworkforce, thecouncil has
recognized theremay beinstanceswhereemployeesareneededona
temporary basistoquicklyfill positions. Thecity charter therefore
permitspersonal servicescontract employeestobehired outsideof civil
servicereguirements.

Under certainconditions, city agenciescan hireempl oyeeswithout
meetingcivil servicerequirements. Thecity charter establishespersonal
servicescontractsasameansto supplement itsworkforceona
temporary basis. City agenciesmust establishthat arequired serviceis
uniqueand essential tothepublicinterest; justify why theproposed
contractispreferabletohiringviathecivil servicesystem; andensure
that theneedistemporary, not to exceed oneyear.

Therearetwo primary typesof personal servicescontract relationships.
1) employer-employeeand 2) independent contractor. Theprocessfor
engagingeachtypeof contractor isdifferent and governedby different
lega authority.

Employer-employeecontractor

Anemployer-employeecontractor providespersonal servicesasan
individual andissupervised and paid on payment schedulessimilarto
regular employees. Under thistypeof contract, agenciescontrol what
serviceswill beperformedand how they will beaccomplished.
Individua sonemployer-employeecontractsaretypically hiredtofill
positionsonatemporary basis, work at therequesting agency, andare
paidthroughtheregular payroll system. Anexampleof anemployer-
empl oyeecontract proposal isthecorporation counsel’ srequestto
employ apart-timemessenger for aperiod of twel vemonthswhileit
goesthroughthecivil servicerecruitment processtofill permanent, part-
timemessenger positions.

I ndependent contractor

Anindependent contractor isaperson hiredto providetechnical, expert,
or professional servicestothecity. Commonexamplesinclude
architects, engineers, lawyers, and certified publicaccountants.
Independent contractorsarenot supervised or directed by thecity ona
daily basisand may work concurrently withother privateempl oyment.
They arenot pai d onthe payment schedul eapplicabletoregular
employees.
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Categories of employer-
employee contracts

TheDepartment of HumanResources personnel manua stipul atesthat
personal servicescontractsshould beused only whenabsol utely
necessary and must bejustifiedinaccordancewith Sections6-1103(f),
(9),and(h), RCH. Thedepartment alsoissuespersonal services
contractsto student hiresunder Section6-1103(e), RCH. The
requirementsfor each of thesesectionsaredescribedin Exhibit1.1.

Exhibit 1.1

Personal Services Contract Categories Authorized By City Charter

RCH
Section

Requirements

Prohibitions

6-1103(e)

Positions of a temporary nature
filled by students

None

6-1103(f)

Contract must be for special or
unique services and essential to
the public interest

Contracted personnel cannot be
obtained through normal civil
service recruitment procedures

Contract must be limited to one
year

Contract may not be granted for
professional, technical, clerical, or
blue collar staffing needs where the
job requirements and duties are
similar to an existing job

6-1103(g)

Contract must be for services that
are of a temporary nature and
required in the public interest

Hiring personnel through normal
civil service recruitment
procedures is not practicable

Contract must be limited to where
the need does not exceed one
year in duration

e Contract extensions are
prohibited

e New contracts for the same job
require justification as to
necessity and why the position
has not been filled from civil
service recruitment

6-1103(h)

Contract must be for contractual, fixed

fee or piecework services performed by
persons who:

» May lawfully perform such
duties concurrently with a
private business, profession or
other private employment; and

» Perform duties that may
require only a portion of their
time, where it is impracticable
to ascertain or anticipate the
amount of time required by the
city

None

Source: Revised Charter of Honolulu; Department of Human Resources' Personnel Manual
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Personal Services
Contract

Procedures in the
Executive Branch

Our audit focused primarily onemployer-empl oyeecontractsissued by
thecity under Section 6-1103(g), RCH during theperiod FY 2002-03to
FY 2004-05.

Whenanagency requiresservicesthat existing civil servicestaff cannot
provide, orisintheprocessof fillingacivil serviceposition, it can
regquest theuseof apersonal servicescontract.

Thepersonal servicescontract processbeginswitharequest by acity
department or agency. Therequestisreviewed by the Department of
Human Resourcesand Department of Budget and Fiscal Servicesfor
approva. Themanagingdirector and corporationcounsel alsohave
responsibilitiesinthepersonal servicescontract approval process. City
council notificationisrequiredwhenacontract wasnotincludedinthe
agency’ sappropriation. Exhibit1.2illustratesthecontract approval
process, whichisidentical for personal servicescontractsunder sections
6-1103(e), (f), (g), and (h), RCH.
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Exhibit 1.2
Request for Employer-Employee Personal Services Contracts Process

Requesting Department or Agency

Requests personal service contract via eforms; determines contractor qualifications for the position;
ensures that contractor meets eligibility requirements; determines and justifies proposed compensation;
determines duties and responsibilities; and prepares notification letter to the council advising of personal

services contract requests that were not included in the agency’s appropriation.

.

Department of Human Resources

Reviews the request for personal services contract eform requirements; ensures that the candidate is

qualified and eligible for the position, compliance with all charter provisions, contract justification, and

compensation is within range; verifies approval to fill positions; and evaluates applicability of the Fair
Labor Standards Act (FLSA) requirements relating to minimum wage and overtime payment.

I

Department of Budget and Fiscal Services

Fiscal officer certifies the availability of funds for the contract; director approves the contract request,
based on availability of funds; for unbudgeted contracts, reviews and approves requesting agency’'s
notification letter to city council.

.

Managing Director

Reviews contract and approves request for personal services contracts.

I

Department of Human Resources

Ensures that proper approvals have been received; appoints employee; and closes the eform request.

I

Corporation Counsel

Reviews personal services contract for form and content.

I

Requesting Department or Agency

Fills personal services contract position; may request another contract for the same position; may fill
future requests with the same contractor.

Source: Department of Human Resources' CS-C1 workflow process
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Responsibilities of the
requesting departmentor
agency

Responsibilities of the
Department of Human
Resources

Therequestingagency hasprimary responsibility for acontract from
initiationtocompletion. Eachrequesting department or agency must
completeaRequest for Personal ServicesContract explainingwhy the
personal servicescontract methodisjustifiedand preferableto obtaining
servicesthroughtheregular civil servicesystem. Thedepartment or
agency must al soensuretheproposed contract complieswith Section
4-104(4), RCH regardingemployment qualificationsandeligibility. The
department or agency must al so:

* |dentify thedutiesandresponsibilitiestobeassignedand
performed by thecontractor;

* Determineandjustify theamount of compensation proposed,;

* Ensurethecandidatehired meetssuitability requirementsfor the
position;

* Determinewhether thecontract complieswithfederal Fair Labor
StandardsAct (FLSA) provisions, including minimumwageand
overtimepayments; and

e Monitor thecontractor’ swork over theterm of thecontract.

TheDepartment of Human Resourcesisresponsiblefor assisting
requestingagencies, ensuringlegal compliance, and overseeingthe
personal servicescontract request system. Thedepartment alsocertifies
requestsfor personal servicescontractssubmitted by departmentsor
agencies. Humanresourcesreviewsthecontractor’ sproposed duties
andresponsi bilitiesand determinesan appropriatecompensationrange.
Thedepartment al so:

* Ensurescandidates qudificationsandéeligibility for postions,

* Reviewscontractsfor compliancewithall charter provisions,
reasonsfor submittal, andjustificationfor persona services
contractsinstead of hiring permanentempl oyees,

* Veifiesapprovd tofill positions; and

e Evauatescontractors statusregarding Fair Labor Standards

Act(FSLA) requirements, includingminimumwageand
overtime,
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Responsibilities of the
Department of Budget
and Fiscal Services

Responsibilities of the
managing director and
corporation counsel

City Workforce and
Personal Services
Contract Employees
in the Executive
Branch, FY2002-03
to FY2004-05

Thedepartment must also preparequarterly reportsof thecity’s
personal servicescontractspursuant to Resolution 97-319.

TheDepartment of Budget and Fiscal Servicesdetermineswhether a
requestingagency hasfundsavailablefor apersonal servicescontract
andapprovesnotification|etterstothecouncil whenever suchacontract
isnotwithintherequesting department’ sbudget. Thedepartment also
providesguidanceto departmentsand agenciespertai ningtoauthority to
fill civil servicepositionsand personal servicescontractsasrequired by
city ordinance.

Inaddition, thechief budget officer isrequired by Ordinance97-54to
submitanannual reporttothecouncil regardingal employer-employee
contractsof thecity’ sexecutiveagencies. Thereport mustinclude
justificationsfor personal servicescontracts, namesof contractors,
statementsof qualifications, total amount of compensationpaid, and state
whether or not sufficient fundsareincludedinthecity’ sexecutivebudget
programand/or ordinancefor thecurrent fiscal year.

Themanagingdirector’ sofficeoverseesDepartment of Human
Resources’ activitiesand may instruct that certain personal services
contractsrequiremanagingdirector’ sapproval. Insomecases, the
managingdirector may del egateapprova authority tothe Department of
Budget and Fiscal Services. Additionally, Section9-305, RCH requires
all written contractstowhichthecity isaparty to beapproved by the
corporationcounsel astoformandlegality.

TheCity & County of Honolulu categorizesitsworkforceintothree
typesof workers: 1) permanent and temporary, 2) exempt, and 3)
personal servicescontractors. TheDepartment of Human Resources
reportedthat thecity’ sexecutivedepartmentsand agencieshired 1,860
individualstofill personal servicescontractsin FY 2002-03; 1,917in
FY 2003-04; and 1,909in FY 2004-05, at acost of between $9 million
and$11millionannualy. Exhibit 1.3illustratesthedistributionof
personal servicescontractsintheexecutivebranchfor FY 2002-03to
FY 2004-05.
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Exhibit 1.3
Personal Services Contracts in the Executive Branch
FY2002-03 to FY2004-05

Number of Individuals On Personal Services Contracts
Executive Department Or Agency FY2002-03 FY2003-04 FY2004-05 Average

Budget and Fiscal Services 7 11 5 8
Civil Defense 1 2 2 2
Community Services 65 63 60 63
Corporation Counsel 6 5 6 6
Customer Services 4 45 1 17
Design and Construction 16 18 15 16
Emergency Services 61 16 1 26
Enterprise Services* 196 178 172 182
Environmental Services 2 14 3 6
Facility Maintenance 11 13 3 9
Fire 3 4 0 2
Human Resources 26 36 40 34
Information Technology 0 2 0 1
Managing Director 0 0 2 1
Mayor 1 0 2 1
Medical Examiner 0 0 1 0
Neighborhood Commission 1 0 0 0
Parks and Recreation* 1,362 1,397 1,512 1,424
Planning and Permitting 0 0 0 0
Police 0 29 2 10
Royal Hawaiian Band 95 83 81 86
Transportation Services 3 1 1 2

Total 1,860 1,917 1,909 1,895

Source: Department of Human Resources

Notes:
The Department of Enterprise Services' personal services contracts include a large number of on-call, intermittent
contractors.

Many of the Department of Parks and Recreation's personal services contract employees are on-call, intermittent, or
specific to summer-hire status.
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Distribution of city
employees in the
executive branch by
employment category

Thethreecategoriesof employeesinthecity’ sexecutivebranch
workforceareasfollows:

1. Permanentandtemporary. Theseareregular civil service
employeesfillingboth permanent andlimited-termpositions.

2. Exempt. Thecity charter exemptscertainpositionsinspecific
departmentsand agenciesfromcivil servicerequirements. Exempt
positionsincludee ected official s, headsof departments, positions
withinthemayor’ soffice, employeesof thecivil defenseagency and
Roya Hawaiian Band, and deputiesof thecorporationcounsel.

3. Personal servicescontract. Theseareemployeeshired outsideof
thecivil serviceprocessand protections. Unlike* exempt” positions,
whichapply tospecificdepartmentsand agencies, personal services
contract positionsmay beused by any city agency but must meet
certainconditionsasprovidedby city charter.

Somepersonal servicescontractsareentitledtobargainingunit benefits
suchassick days, vacationdays, holidays, medical insuranceand other
related benefits. Other contractsare” excluded”, suchascontractsof
fewer than 90 days; contractswhereanindividual worksfewer than 20
hoursper week; and contractsinvol vingtoplevel or confidential
employees. Benefitsfor personal servicescontract employeeswhoare
excludedfromabargainingunitvary.

InFY 2004-05, thecity employed atotal of 9,577 employeesinthe
executivebranch. Of those, 1,909 (nearly 20 percent) wereempl oyees
onpersonal servicescontracts. Exhibit 1.4 showsthedistributionof city
employeesintheexecutivebranchin FY 2004-05.
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Exhibit 1.4
Distribution of City Employees in the Executive Branch
FY2004-05
Number Of Employees Percent Of
Workforce
Permanent Personal Total On Personal
Executive Department / And Services Employees Services
Agency Temporary  Exempt Contract FY2004-05 Contracts
Budget and Fiscal Services 270 4 5 279 1.8%
Civil Defense 8 0 2 10 20.0%
Community Services 132 2 60 194 30.9%
Corporation Counsel 36 41 6 83 7.2%
Customer Services 224 2 1 227 0.4%
Design and Construction 188 4 15 207 7.2%
Emergency Services 351 2 1 354 0.3%
Enterprise Services 189 4 172* 365 47.1%
Environmental Services 814 4 3 821 0.4%
Facility Maintenance 543 4 3 550 0.5%
Fire 1,042 4 0 1,046 0.0%
Human Resources 71 2 40 113 35.4%
Information Technology 114 2 0 116 0.0%
Managing Director 0 24 2 26 7.7%
Mayor 0 8 2 10 20.0%
Medical Examiner 12 3 1 16 6.3%
Neighborhood Commission 0 14 0 14 0.0%
Parks and Recreation 683 3 1,512~ 2,198 68.8%
Planning and Permitting 236 4 0 240 0.0%
Police 2,504 5 2 2,511 0.1%
Royal Hawaiian Band 36 1 81 118 68.6%
Transportation Services 76 2 1 79 1.3%
Total 7,529 139 1,909 9,677 19.9%

Source: Department of Human Resources

*The large number of employees on personal services contracts reflects summer hires, on-call, or part-time workers
not exceeding 19 hours per week.
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Personal services
contractcostsin
FY2002-03 to FY2004-05

Duringeach of thelast threefiscal years, thecity spent between $9
millionand$11 millionon persona servicescontracts. Fundingsources
for personal servicescontractsincludegenera funds, special funds,
capital improvement project (CI P) funds, and stateandfederal funds.
TheDepartment of Budget and Fiscal Serviceswasnot ableprovidea
breakdown of personal servicescontract costsby funding source. While
somepersonal servicescontract positionsareincludedineach
department’ sannual budget, alargeproportion of personal services
contractsareunbudgeted, and oftenrely onsavingsfromposition
vacanciesfor funding. Exhibit 1.5showsdollarsspent by executive
departmentsand agencieson personal servicescontractsbetweenJuly 1,
2002 and June 30, 2005.
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Executive Department/Agency Expenditures on Personal Services Contracts

FY2002-03 to FY2004-05

Personal Services Contract Expenditures

Department/Agency FY2002-03 FY2003-04 FY2004-05 A&Vue;flgist
Budget and Fiscal Services $126,223 $139,936 $127,324 $131,161
Civil Defense $61,095 $71,454 $88,150 $73,566
Community Services $1,760,967 $2,056,661 $2,235,290 $2,017,639
Corporation Counsel $37,391 $47,586 $82,148 $55,708
Culture and Arts (MOCA) $74,558 $41,018 $42,633 $52,736
Customer Services $377,836 $361,472 $447,133 $395,480
Design and Construction $947,785 $581,541 $519,753 $683,026
Emergency Services $891,236 $928,434 $1,310,686 $1,043,452
Enterprise Services $1,319,007 $1,253,284 $1,333,874 $1,302,055
Environmental Services $164,263 $370,778 $548,286 $361,109
Facility Maintenance $242,672 $191,351 $235,695 $223,239
Fire $63,924 $59,339 $131,918 $85,060
Human Resources $52,278 $59,378 $90,157 $67,271
Information Technology $229,497 $204,249 $390,581 $274,776
Liguor Commission $302,024 $204,765 $200,052 $235,614
Mayor/Managing Director $92,539 $137,818 $65,692 $98,683
Medical Examiner $22,921 $0 $10,617 $11,179
Neighborhood Commission $18,000 $0 $18,000 $12,000
Parks and Recreation $1,384,049 $1,551,047 $1,472,455 $1,469,184
Planning and Permitting $94,806 $90,868 $85,731 $90,468
Police $1,179,436 $1,336,893 $1,333,029 $1,283,119
Royal Hawaiian Band $50,100 $28,600 $27,744 $35,481
Transportation Services $130,451 $158,771 $78,997 $122,740

Total $9,623,058 $9,875,243  $10,875,945 $10,124,746

Source: Office of the City Auditor, based on data provided by each department/agency
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Audit Objectives

Scope and
Methodology

Theobjectivesof theaudit wereto:
1. Review andassessthecity’ spersonal servicescontract practices.

2. Makerecommendationsasappropriate.

Wereviewed applicablelaws, policies, and proceduresrelatingto
personal servicescontracts. Theseincluded Internal RevenueService
guidelines, Hawai‘i Revised Statutes(HRS), theRevised Charter of
Honolulu(RCH), Revised Ordinancesof Honol ulu, council resol utions,
and policiesand proceduresfromthedepartmentsof humanresources
andbudget andfiscal services.

Weal soreviewed union contractspursuant to personal servicescontract
eligibility for employment benefits. Our review of thecity’ spersonal
servicecontract practi cesfocused primarily onemployer-employee
contractsrequested by executivedepartmentsand agenciespursuant to
Section 6-1103(g), RCH andissued between July 1, 2002 and June 30,
2005. Totest contract compliance, andfor information purposes, we

al soexamined contract requestsmadeunder Section6-1103(e), (), and
(h), RCH duringthesametimeperiod.

Wereviewed arandom sampleof agency requestsfor personal services
contractsandtested for compliancewithapplicablecharter and
ordinanceprovisions, aswell aspoliciesand proceduresinthe
Department of Human Resources' personnel manual, and contract
judtificationpractices.

Wesurveyedall executivedepartmentsand agenciesto assesstheir
personal servicescontractspracticesandthetotal cost, by fiscal year, of
their personal servicescontractsfor theperiodJuly 1, 2002 to June 30,
2005. Weinterviewed administratorsand staff regardingtheir responses
toour survey andreviewed personal servicescontractfiles. Wealso
obtainedinformationonthepreval enceof practicessuch astheuseof
retirees, departmentspaying contracteeswho performedwork for other
agencies, and contract positionsthat exceeded 12 months. We
reviewed contract filesto assessthedepartments’ contract monitoring
andemployeeevduationactivities.
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Finaly, weinterviewed Department of Human Resourcesand
Department of Budget and Fiscal Servicesadministratorsand staff
regarding personal servicescontract reviews, certifications, and
approvas. Weal so spokewith staff fromthe Department of Information
Technology regarding coordinated activitiesrelated tothemanagement
of personal servicescontract dataanditsroleinpreparingthequarterly
personal servicescontract reports.

Thisauditwasconductedinaccordancewithgenerally accepted
government auditing standards.
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Chapter 2

The City's Misuse of Personal Services Contracts
Violates the Intent of the City Charter, Lacks
Accountability, and Promotes Questionable
Contract Practices

TheCity and County of Honolulumaintainsaworkforceof
approximately 9,500 employeesat any giventime, of which 20 percent
areemployedthrough personal servicescontracts. Thecity charter
establishespersonal servicescontractssothat thecity canhireworkers
tomeet temporary needs, particularly whenadepartmentisinthe
processof recruitingandfillinganexistingcivil servicepositionor
establishinganew civil serviceposition.

However, wefoundthat charter regul ationshavebeenvirtually ignored,
withmany agenciescommonly mai ntai ning contractsexceedingtheone-
year limitation. Departmentsreported questionablepracticesincluding
bypassingrequiredreviews, highsalariesfor politically connected
individuals,and unauthorized staff approving personal servicescontracts.

FromJuly 1, 2002 to June 30, 2005, thecity maintai ned personal
servicescontractswith 1,800to 1,900individual sannually at acost of
approximately $9millionto$11 million. Thisinformation, though
available, hasnever beenreportedtothecouncil. Andwhilethe
Department of HumanResources' reportsareincompleteand
inaccurate, the Department of Budget and Fiscal Services' required
reportingisnon-existent. Asaresult, thecouncil cannotrely onthe
city’ sinformationnor holdit accountablefor itsuseof personal services
contracts.

Summary of
Findings

1. Thecity’ smisuseof personal servicescontractsviol atestheintent of
thecharter. Executiveagencieshavemaintainedlong-termcontracts,
many exceedingthreeyears, contrary tothecharter’ sintenttolimit
personal servicescontractsto staffing needsof atemporary nature.
TheDepartment of Budget and Fiscal Serviceshasnot complied
withreportingrequirementsfor personal servicescontracts.
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The City’s Misuse
of Personal
Services Contracts
Violates Charter
Intent and
Ordinance
Provisions

Executive agencies have
maintained long-term
contracts inviolation of
charterintent

2. Thecity’ spersonal servicescontract processlacksaccountability.
Quarterly reportsfromthe Department of Human Resourcesare
inadequate. Executivedepartmentsdo not adequately monitor their
personal servicescontactsor track contract costs. Wealsofound
that most personal servicescontract costsareunbudgeted.

3. Somedepartments’ personal servicescontract practicesare
questionable. Wefoundthat somepersonal servicescontract
approval sand practicesaresuspect. Somecontractorsreceived
high compensationand other contractsareperceived asrewarding
political insders. Practically all personal servicescontract positions
areunadvertised.

Wefoundthat thecity’ sexecutivedepartmentsand agenciesroutinegly
maintainlong-term personal servicescontractscommonly exceedingone
year of employment, inviolationof thecity charter. Charter limitations
arevirtually ignored by agenciesthat request personal servicescontracts
and departmentsresponsiblefor approvingthem. Departmentsciteda
hiringfreezethat prevented hiring permanent empl oyeesthroughcivil
service, arelianceonretirees, desireto usecapital improvement project
fundsto pay certainsalaries, privatizationnegotiations, and other various
reasonsfor perpetuatingtheneedto hirecontract employees.
Furthermore, the Department of Budget and Fiscal Serviceshasnever
compliedwithal1997 ordinancetoreport annually onthecity’ spersonal
servicescontracts.

TheRevised Charter of Honolulu (RCH) clearly establishesthat the
city’ spersonnel systemisbased onmerit principlesof equal opportunity
andimpartial selection, among others. A corporationcounsel opinion
renderedin 1997 onabill rel ated to personal servicescontracts
acknowledgesthat thecity’ spreferenceistosupportacivil service
workforce. Toensurecity servicesareprovidedinthemost efficient
manner possi bleintimesof need, thecharter providedthecity flexibility
tosupplementitsworkforcewith personal servicescontract employees,
separatefromcivil servicehiringrequirements.

Currently, Section6-1103(g), RCH specifiesthat personal services
contractsof atemporary naturemay not exceed oneyear. Thislimitwas
established by thecitizensof Honol uluthroughacharter amendment as
reported by the Charter Commissionof 1991-92.
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Prior totheamendment’ sratification, personal servicescontractswere
limitedto 90-day terms, but extensionswerepermissible. Inproposing
theamendment, thecommi ssionrationalizedthat recruitment through
normal civil serviceproceduresisnot alwayspractical for particul ar
kindsof servicesof atemporary nature. Themaximumof 90daysplus
extensionswasdeemedinsufficient for lengthy and multi-stageprojects
suchastheconversion of paper recordsto computer systems. The
proposed charter amendment wasto allow themaximum periodtobe
increasedtooneyear, but without extensions. Thecommissionasserted
that abuseswoul d be prevented by thecontinuing requirement that
contractsbecertified by thedirector of civil service(now thedirector of
humanresources).

Inadditiontothecharter provisions, the Department of Human
Resources' personnel manual notesthat asageneral management policy,
thepersonal servicescontract method of employment should beused
only whenabsol utely necessary and must bejustifiedinaccordancewith
charter provisions. TheDepartment of Budget and Fiscal Servicesalso
establishesamanagement policy reiterating that thepersonal services
contract method of empl oyment should beresortedtoonly asprovided
by thecharter.

Theprimary intent of thecharter isto providethecity withatemporary
meanstofill positionswhichare, orwill become, civil servicepositions.
Insomesituations, atemporary positionmay befilled by apersonal
servicescontractor until acivil servant canberecruitedfor theposition.
Alternatively, it may benecessary toestablishandclassify anew civil
serviceposition, whichcanbefilledtemporarily withacontractor. We
found, however, that thecity’ spersonal servicescontract practices
violatedthecharter intent by using personal servicescontractsfor long-
termneedsand purposesother thanfilling permanent civil service

positions.

For theperiod of July 1, 2002 to June 30, 2005, weidentified 251
separateindividual swhofilled personal servicescontract positionsfor a
period beyond 12 months(excludingon-call or seasonal employment).
Over haf theindividual sidentified (159 contractors) heldapersona
servicescontract for over twoyears. A total of 56individualswere
employedthroughapersonal servicescontractfor theentirethree-year
period between July 1, 2002 and June 30, 2005.

Anofficia withtheDepartment of Human Resourcesacknowledged that
somepersonal servicescontractshavegoneonfor aslongas10years.
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Another Human Resourcesofficial concededthat whilethereisno
official definitionof “long-term”, any contractlastingmorethanoneyear
isconsideredlong-term.

Executivedepartmentsand agenciesattributed their needfor contracts
exceeding morethanone12-month period or for multiple, consecutive
contract renewa stotheadministration’ sfreezingof civil servicehiringfor
vacant positionsand approving only contract hires; theneedfor retirees
expertisetoassistregul ar staff; thedesiretousecapital improvement
fundsto pay contract salaries; privatization negotiations, andthe
centraizingof informationtechnology positions.

Prior administration prevented departmentsand agenciesfrom
fillingvacant civil servicepositions

During FY 2002-03, theadministrationrefused fundingfor atotal of 995
vacant positions, resultinginacut of $32.1 milliontotheoperating
budgetsof executiveagencies. InFY 2003-04, 837 vacant positions
wereleft unfunded, savinganother $26.8 million. Strict spending

control swereal soimposed through operating budget execution
guidelinesissued by the Department of Budget and Fiscal Servicesin
fiscal years2003 and 2005 that required approval sby thedepartment or
themanagingdirector tocreatenew positionsor fill existing positions.

Wesurveyed 23 departmentsand agenciesintheexecutivebranchto

identify thetopthreereasonsfor requesting personal servicescontracts
between FY 2002-03 and FY 2004-05. Five agenciesreported that
restrictionsonfillingvacanciesor other administrativedirectives
necessitated personal servicescontracts. |nsomecases, departments
issued memorandatothe Department of Budget and Fiscal Services
requesting exemptionsfromthehiringfreezetofill personal services
contracts.

Onedepartment administrator acknowl edged hisdepartment had
previoudy used part-timecivil serviceempl oyeestosupplement full-time
workers, but theprior administration asked thedepartment toreduce
positioncounts. Asaresult, thepart-timecivil servicepositionswere
eliminated and replaced with employeeshired on personal services
contracts. Thedirector of another department confirmedthat theprior
administrationachieveditsobjectiveof promotinglower positioncounts
and" smaller government” by not converting personal servicescontract
positionstocivil servicepositions. A humanresourcesofficia also
confirmedthat theprior administrationhadfrozencivil servicepositions
andonly approved personal servicescontracts. Thesedirectiveswere
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giventodepartmentsorally; therewasnowrittendocumentissued by the
adminigration.

Asaresult of budget restrictionsonfilling vacanciesor creatingnew
positions, departmentsfilled needed positionsthrough personal services
contracts. A humanresourcesofficia emphasizedthat if positionswere
not filled, city departmentsand agencieswould not beabletocarry out
their missionsor provideneeded servicestothepublic. Whilethese
circumstancesmay meet thecharter intent of using personal services
contractsinthepublicinterest, such positionsdid not meet thecriteria
that contractsbeof atemporary naturewheretheneed doesnot exceed
oneyear, sincethehiringfreezewason-going and thecontract positions
wereusedtoreplaceregular positionsandtheir functions.

Agencies useof retireestobolster their wor kfor ce per petuates
long-termcontracts

Executivedepartmentsfavor retireestofill personal servicescontracts.
Becauseof their experience, retireesdonot requireadditional training
and savethedepartment money becausethey donot qualify for certain
benefits. Inour survey, 18 of 23 executivedepartmentsand agencies
reported hiringoneor morecity retireesbetween FY 2002-03and

FY 2004-05. A total of 120 personal servicescontract positionswere
filledby retireesintheexecutivebranch duringthistimeperiod.

Whileretireescan providedistinct benefitsto departmentsand agencies,
their usein personal servicescontract positionsperpetuateslong-term
contractsinviolationof thecharter. Accordingtoanofficial atthe
Department of Human Resources, retireesmust work fewer than 90
daysat atime, or fewer than 20 hours per week to ensurethey do not
qualify for healthand other benefitsthat woul d conflict withtheir
retirement status. Asaresult, retireescannotfill regular, full-time
positions, but they canfill personal servicescontract positions.

Oneexampleof adepartment using retireesinlong-term contractsisthe
HonoluluPoliceDepartment for itsCentral Receiving Officer positions.
Between July 1, 2002 and June 30, 2005, the department contracted
with 24 retireestofill central receivingofficer positionsunder Section 6-
1103(g), RCH. Infact, thedepartment’ spracticeof hiringretiredpolice
officersfor thisposition hasbeenongoingsince1996. Tofacilitatethe
useof retired policeofficers, thecity enteredintoan agreement withthe
Stateof Hawai‘ i Organi zation of Police Officers(SHOPO), despite
SHOPQO' sobjectionstousingretired officerswithoutfirst negotiating
withtheunionontheir use,
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Receivingdesk officerscontrol all entrancesand exitstothestationand
cell block, monitor security cameras, Search prisoners, preparereports,
fingerprint and photograph non-violent prisoners, assign cellstoincoming
prisonersandtrack movements, andassi st publicwalk-instothestation.
Candidateshiredfor thesecontract positionsmust befamiliar with
departmental poalicies, the Standardsof Conduct of theHonoluluPolice
Department, procedures, and other informationapplicabletothe

position.

Inthiscase, thedepartment specifically requested thecontractual
servicesof retired policeofficers. Accordingtoanofficial withthepolice
department’ sHuman ResourcesDivis on, without thesecontract hires
thedepartment would havehadtotakeofficersoff thestreet and assign
themtothereceivingdesk. Thiswouldbeunacceptabletoboththe
council andthepublic. Thedepartment official acknowledgedthat
personal servicescontractsshouldbeof atemporary natureandthat
continued useof retireesisproblematic. Thedepartmentwouldliketo
fill thepositionspermanently, but based on current positionrequirements,
candidatesmust haveapolicebackground.

Thepolicedepartment’ suseof |long-term personal servicescontractsis
indirect conflictwiththecharter, yet wasapproved by theDepartment
of Human Resourcesand managingdirector’ soffice. Althoughthereis
clearly aneedfor receiving desk officers, that need exceedsoneyear
andthepositionsarenot temporary innature. Becausethepositions
wererequested under Section6-1103(g), RCH, thepolicedepartment
aswel| asthe Department of Human Resourcesand managingdirector’s
officeshould abideby thelimitationsof thesection’ sprovisions. The
current managingdirector’ sofficehasreviewed thedepartment’ suseof
personal servicescontractstostaff thecentral receivingdesk over the
long-termandworked withthedepartment toremedy thischronic
problem. Inresponse, thedepartment proposesto maintainthecontract
positionsuntil full-timepoliceofficer positionscan beestablishedto
replacethemthroughthenormal budget process.

Aslongasthepoliceand other departmentsrely onretireestofill
contract positions, thereislittleincentivetofill positionspermanently.
Retireescanonly fill contract positionsand departmentswill continueto
violatetheintent of thecharter by maintainingretireesonlong-term
contracts. Instead, thedepartmentsshould utilizeretireesandtheir
expertiseonshort-termcontracts, totraininexperienced empl oyeestofill
on-goingneedspermanently.
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Some agencies use personal services contractsto access capital
funding

Wefoundthat thedepartmentsof designand constructionand
transportation servicesroutinely hiresomeempl oyeesonpersonal
servicescontractssothat capital improvement program (CIP) fundscan
beused. In 2002, thecity council approved Resolution No. 02-140,
amendingthecity’ sdebt andfinancial policiestoallowtheuseof CIP
fundsfor certainsalaried positions. Specifically, CIPfundswere
authorizedtofill contractsfor engineering and design profess onal sunder
apersonal servicescontract withadefiniteterminationdate; however,
payingsalariesof civil serviceemployeeswasprohibited.

Inthedepartment of designand construction, CIPfundsareusedfor
project managers' salaries. Between July 1, 2002 and June 30, 2005,
thedepartment maintai ned ei ght project managersusing ClPfunds.
Threeproject managershel d contract positionsfor 30 monthsor more
andfiveothersfilled positionsfrom 13to 17 months.

Whilethesecontract positionsareeligiblefor capital fundingunder
ResolutionNo. 02-140, they viol atetheintent of thecharter tolimit
personal servicescontractstothoseof atemporary naturebecausethe
need clearly extendsbeyond oneyear. Since ClPfundscannot beused
topay civil serviceemployeesal aries, departmentsmay continuetorely
onpersonal servicescontractsregardlessof theproject or contract’s
length. Webelievethepracticeof i ssuing personal servicescontracts
under provisionsSection6-1103(g), RCH for project manager positions
that exceed oneyear isamisuseof personal servicescontracts.

Someagencieshavemaintained or conver ted per manent positions
tocontract positionswhilepur suingprivatization of city functions

Somedepartment administratorshaveindicatedthey usepersonal
servicescontractsasatool tostabilizetheir workforceswhilethe
department considersfull or partia privatizationof acity function.

Oneexampl eof vacated civil servicepositionsbe ng replaced by
personal servicescontract employeeswasat thePali Golf Course.
Between July 1, 2002 and June 30, 2005, the Department of Enterprise
Servicesmaintained ninelong-term personal servicescontractsfor golf
coursegroundskeepers. Onecontractor heldthepositionfor 30 months,
four didsofor 27 months, and onefor 25 months. Theremainingthree
contractorsheldtheir positionsbetween 20and 21 months.
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Accordingtoanenterpriseservicesofficia, thedepartment was
considering privatizingthePali golf courseand used personal services
contractsfor groundskeeper serviceswhilethistook place. As
permanent civil servicepositionsat thegolf coursewerevacated through
attrition, they werereplaced by personshired on personal services
contracts. Thedepartment plannedto useincumbentsinmaintenance
positionsat Pali Golf Coursetofill funded vacanciesat other city golf
courseswhenthePali course’ smaintenancepositionswereprivatized.
Inaddition, variousmaintenancepositionswerehel dinvacant-but-
funded statusat other municipal courses. InJanuary 2005, after two
yearsof deliberation, thedepartment finally decided privatization of the
Pali Golf Coursewasnot feasible. Asaresult, enterpriseservicesisnow
fillingthemai ntenancepositionspermanently throughthecivil service
System.

TheDepartment of Community Servicesa somaintained personal
servicescontract positionswhileoneof itsprogramswasconsideredfor
privatization. Inoneinstance, aplanner positionfortheO' ahu
workforceinvestment board program, whichwasadministered by
community servicesunder afive-year grant, wasfilledonJuly 1, 2002
foraone-year period. Injustifyingtheposition, thedepartment noted
“actionwill betakentomakethispositionlimited termandthiscontract
will beterminatedwhenthetemporary civil servicepositionis
established.” However, thecontract wasrenewed on July 1, 2003 and
againonJuly 1, 2004—thistimewithout referenceto convertingthe
positiontoatemporary civil servicepositionasstatedinthe2002
request.

The2004 request al so noted that staff positionshad beenfilledwith
personal servicescontractssince July 2000, but becausetheboard might
evolveintoanon-profit status, thedepartment deemedit unfeasibleto
convertthecontract positionstocivil service. Community services
subsequent personal servicescontract request tofill theclerk position
beginning July 1, 2005 madenoreferencetotheboard’ sstatusasanon-
profit.

Intheseexampl es, departmentsenteredinto— and the Department of
Human Resourcesapproved— long-term personal servicescontracts
despitethecharter’ sintent to providepersonal servicecontractsasa
meansof addressingtemporary needsnot exceedingoneyear. Personal
servicescontractswereused astool sof conveniencefor purposes
incons stentwiththecharter’ sintent. Theissueof futurefundingfor
federally funded positionsnotwithstanding, thesepositionscouldhave
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beenfilledwithtemporary civil serviceempl oyeesbased onthefact that
they wereneededfor multipleyears.

City policy oninfor mation technology positionsleadstolong-term
contracts

Weal solearned of acity-widestaffing policy that ledtolong-term
personal servicescontracts. InJune1999, Mayor’ sDirective99-1
taskedtheDepartment of I nformation Technol ogy withdevelopingand
directinganintegrated network of computer resourcesprovidingdata
processi ngandtel ecommuni cationsservicestoall city agencies.
Specifically, thedirectiveass gnedthedepartment theprimary

respons bility of managingall informationtechnology (1 T) resourcesand
servicesinthecity. Toaccomplishthisgoal, thisdirectiveallowedthe
department to supplement permanent staff with contractors, student help
andvolunteerswith permissionfromthemanagingdirector. Thecity’s
policyistohaveall I T positionsestablished withinthe Department of
Information Technology, withtheexception of thefireand police
departments. Asaresult of thedirective, executivedepartmentsor
agenciesneedingadedicatedindividual (s) withI T expertisehad three
options:

1. TheDepartment of Information Technology couldgiveuponeof its
vacant positionstotherequesting department or agency;

2. Thereguesting department or agency could giveupanexisting
vacant positiontotheinformationtechnol ogy department andfund
theposition; or

3. Therequestingdepartment or agency couldhirean! T employee
throughapersonal servicescontract.

Generdly, neither theDepartment of | nformation Technol ogy nor any
requesting department or agency at thetimeof our fieldwork waswilling
togiveupavacant position. A personal servicescontract wasthusmore
desirablebecauseagenciescoul d usefundsfromvacant positions
without actua ly givingupthosepositions.

Wefoundfour individual sonpersonal servicescontractswiththe
Department of I nformation Technol ogy whowerepaidwithfundsfrom
other departments. Inoneexampl e, thedepartment requestedtofill an
Information Technology Support Technician |l positionfundedby the
Department of Parksand Recreation. Thispositionwasintendedtohelp
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aleviatetheburdenof additional I T support at remoteparks. In
justifyingtherequest, aninformationtechnol ogy official commentedthat
thecontract would bean ongoing servicerequiringeither contract hireor
added permanent positionswithinthedepartment. Thecommentwas
based onthefact that thecontractor had already filled acontract position
withtheinformationtechnol ogy department sinceJuly 2003 andat the
timewasd ated to continuethecontract through June2005.

Thepracticeof issuing personal servicescontractsfor long-termIT
positionsisproblematicfor tworeasons. First, Mayor’ sDirective99-1
circumvented theestablished Department of Human Resources' review
sothat only themanaging director’ sapproval wasneeded. Inpractice,
however, wefoundthat theDepartment of Information Technology
compliedwiththeestablished personal servicescontract processfor I T
positions. Second, becausetheneedfor | T-related servicesisongoing,
maintai ning personal servicescontractstofill themisamisuseof the
processasauthorized under Section6-1103(g), RCH.

Wenotethat insomeinstancesthe Department of Human Resourceshas
guestionedthelong-termuseof personal servicescontracts.
Additionaly, thecurrent deputy managingdirector reviewedrecent
personal servicescontract requestsand advised certainagenciesthat the
managingdirector’ sofficewantspositionsestablishedtopreventlong-
termcontracts. A Department of HumanResourcesofficial explained
that concernsexpressed by thedepartment or themanaging director
regardinglengthy contract requestsare, at thispoint, advisory. Thenew
administrationismakingapushtofill positionsinstead of maintaining
long-term contracts. Althoughlong-termcontractsmay havebeenan
acceptablepast practice, theofficial emphasizedthatif thedepartment or
managing director weretodeny requestsfor someof theselong-standing
contractstherequesting departmentsand agenciesmight not beableto
staff critical vacant positionsor havedifficulty fulfillingtheir mandated
responsibilities. Themanagingdirector’ sadvisoriesput requesting
departmentson noti cethat future personal servicescontract requests
may not beapproved.

Wenotethatinall of theseexamplesof long-term contract requests,
noneexceededthecharter’ stechnical requirementlimiting contractsto
oneyear. Rather, wetakeexceptionto executivedepartmentsand
agenciesrequesting, andthe Department of Human Resources
approving, multiplecontractsfor thesamepositionsspanning morethan
12monthsintotal, wheretheneedfor thepositionwasclearly ongoing.
Personal servicescontractsrequested and approved under Section 6-
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1103(g), RCH areallowed only when servicesareof atemporary
nature, areneededinthepublicinterest, and“wheretheneedfor the
samedoesnot exceedoneyear.” Furthermore, thecharter commission
of 1991-1992 clearly establisheditsintent that personal services
contractsshould not beextended beyond oneyear. Our review

indi catesthat thecity hasmisplaceditscontract complianceemphasisby
ensuringthat personal servicescontractsdo not exceed one-year
intervals, rather than oneyear total , and hasignoredinstanceswherethe
“need” for aserviceexceedsoneyear.

In 1997, thecouncil enacted Ordinance97-54to ensurethat executive
branch personal servicescontractsareawarded without favoritismand
toqualified persons. Aspart of thiseffort to promotetransparency in
awarding personal servicescontracts, thecouncil requiredthe
Department of Budget and Fiscal Servicesto prepareanannual report
contai ningdetail edinformationabout thecity’ spersonal services
contracts. Thedepartment, however, hasnever compliedwithits
mandated request, citingacorporationcounse opinion.

Ordinancerequiresthedepartmenttoreport dataandissue
annual reports

InOctober 1996, thecouncil introduced Bill No. 102 to ensurethat
executivebranch personal servicescontractswereawarded without
favoritismandtoqualified persons. Thebill requiredthecity’ sbudget
directorto:

1. review proposed employer-employeecontractsprior totheir
approval todeterminewhether theservicesregquested might bemore
appropriately procured through anindependent contractor;

2. postapublicnoticeof employer-employeepersonal services
contractsnot |essthan sevendaysbeforefinal approval of the
request;

3. annualytransmittothecouncil areport containinginformationon
employer-employeepersonal servicescontracts, and

4. keeprecordsof employer-employeepersonal servicescontractsand
makethemavailablefor publicinspection.

Specifically, theannual report wastoincludethefollowinginformation
for each executivedepartment or agency’ spersonal servicescontracts:
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* thenameof theexecutiveagency that procuredthecontractor’s
SErvices,

* thenatureof theservicesprovidedtothecity under thecontract
andjustificationfor procuring suchservicesthroughan
employer-employeecontract;

¢ thenameof thecontractor;

* thequalificationsof thecontractor to providethecontracted
SErvices,

* whether theinformation providedrel atestotheoriginal contract
or toanamendment, extensionor renewal of thecontract;

* thetotal amount of compensationtobepaidtothecontractor;

* whetherthecontractorisworkingonafull- or part-timebasis,
andif thelatter, thenumber of hoursper week thecontractoris
working;

¢ thetimeperiodanddurationof thecontract;

* theapplicablesubsectionof theRevised Charter of Honolulu
Section6-1103(f), (g), or (h) that provided thebasisfor the
contract, amendment, renewal or extension;

* whether,intheimmediately precedingfiscal year, thecontractor
wasengagedinthesameor any other employer-employee
contractwiththecity;

* whether,intheimmediately precedingfiscal year, theexecutive
agency engagedthesameor different contractor toperformthe
sameor similar servicesfor theagency; and

* whether fundsareincludedinthecity’ sexecutivebudget
programand/or ordinancefor thecurrent fiscal year for thesame
or similar contract, and, whether thecontractiswith thesame
contractor.
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InAugust 1997, themayor vetoed Bill No. 102 based on acorporation
counsel memorandumraising concernsover provisionsof thebill. In
September 1997, thecouncil overrodetheveto and enacted Bill No.
102 asOrdinance 97-54, whichwasincorporated asArticle 30,
Personal ServicesContracts, Revised Ordinancesof Honolulu. Two
daysafter thecouncil’ svetooverride, corporation counsel threatenedto
filealawsuit seekingdeclaratory relief fromtheprovisionsof Ordinance
97-%4.

Inaneffort toaddresstheadministrationand corporati on counsel
concerns, thecouncil adopted resolution 97-319, CD1in December
1997, whichassignedsimilar but notidentical reporting requirementsto
the Department of Human Resources. Inofferingthisresolution, the
council acknowledged theadministration’ sobjectionsregarding
Ordinance97-54. Nevertheless, thecouncil reiterateditsdesirefor
trangparency inreportinginformationonpersonal servicescontracts.
Moreimportantly, itemphasi zed that theresol ution should not be
construed asacquiescencetothecity administration’ sobjections
concerningtheconflict of Ordinance97-54 withthecharter.

A budget andfiscal servicesadministrator, however, reportedthat based
onthecorporationcounsel opiniononBill No. 102, theadministration
hasnot compliedwith Ordinance97-54 andinsteadreliesonthe
quarterly reportsissued by the Department of Human Resourcesunder
ResolutionNo. 97-319.

Incomparingthereporting requirementsof the Department of Budget
and Fiscal Servicesunder Ordinance97-54 andthe Department of
Human Resourcesunder Resolution97-319, CD1, wefoundthat the
resol ution’ srequirementsarenot ascomprehensiveastheordinance's.
Of the 13 reporting requirementsfor the Department of Budget and
Fiscal Servicesunder theordinance, thequarterly reportsissuedby the
Department to Human Resourcesfully comply withsix requirements,
partially comply withthree, anddonot comply at al withfour
requirements. Exhibit 2.1 comparesthetworeporting requirements.
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Exhibit 2.1
Comparison of Reporting Requirements for Personal Services Contracts

Department of Budget and Fiscal
Services’ Reporting Requirements,
Section 20-30.4, ROH

Department of Human Resources’
Reporting Requirements,
Resolution 97-319, CD1

Level of BFS
Compliance

(1) The executive agency that procured the services The agency that procured the personal services Full Compliance
of a contractor contract
(2) A brief statement of the nature of the personal No comparable reference
services provided to the city under the contact .
S ) : Non Compliance
and justification for procuring such services
through an employer-employee contract
3) The name of the contractor ivi .
(©)] The name of the person receiving the personal Full Compliance
services contract
4 A state_ment of the quallflcatlons of the contractor No comparable reference Non Compliance
to provide the contracted services
(5) A statement of whether the information provided Whether the contract is new or is an _
relates to the original contract or to an amendment, extension or otherwise a renewal Full Compliance
amendment, extension or renewal of the contract of a previous contract
(6) The total amount of compensation to be paid to The salary or wage payable to the personal Partial
the contractor services contractor Compliance
(7) A statement of whether the contractor is working A statement of whether the contractor is working
on a full- or part-time basis, and if the latter, the on a full- or part-time basis, and if the latter, the ;
. . Full Compliance
amount of hours per week that the contractor is amount of hours per week that the contractor is
working working
(8) The time period and duration of the contract The duration of the personal services contract Partial
Compliance
(9) A statement identifying the subsection of Section A list of each personal services contract of an .
A . ; Partial
6-1103, RCH, that provided the basis for the employer-employee nature which was Compliance
contract, amendment, renewal, or extension authorized under Section 6-1103(f) or (g), RCH
(10) A statement as to whether, in the immediately Whether in the immediately preceding fiscal
preceding fiscal year, the contractor was year, the individual was engaged in any other Full Compliance
engaged in the same or any other employer- employer-employee contract with the city
employee contract with the city
(11) A statement whether, in the immediately Whether, in the immediately preceding fiscal
preceding fiscal year, the executive agency year, the agency engaged the same or different
engaged the same or different contractor to individual receiving a personal services contract ~ Full Compliance
perform the same or similar services for the to perform the same or similar services for the
agency agency
(12) A statement whether funds are included in the No comparable reference
city’s executive budget program and/or
ordinance for the current fiscal year for the same Non Compliance
or similar contract, and if so, whether the
contract is with the same contractor
(13) If a contractor provided personal services No comparable reference

pursuant to more than one employer-employee
contract with the city during the fiscal year, the
report shall specify the number of contracts
entered into, the type and service provided and
the aggregate compensation received by the
contractor under the various employer-employee
contracts

Non Compliance

Source: Ordinance 97-54, Resolution 97-319, and Office of the City Auditor
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Websdlievethecity shouldreport informationon personal services
contractsasdirected by thecity ordinance, andincludeadditional
informationsuchastotal cost of personal servicescontractsand
appropriateanaysisasnecessary.

Cor poration counsel opinion doesnot precludeannual reports

TheDepartment of Budget and Fiscal Servicesjustifiesitsnon-
compliancewiththereporting requirementsunder Ordinance97-54
based onacorporation counsel opinion preparedinresponsetoBill No.
102. Corporationcounsel opinedthat theproposedbill violated thecity
charter and current statelaw. Oneof thecounsel’ sobjectionswasthat
thetransfer of powerstothedirector of finance, todetermineif a
proposed servicewasto be provided by anindependent contractor or
personal servicescontract, would preempt the Department of Human
Resources’ authority over personnel decisions. Theopinionaddedthat
the Department of Budget and Fiscal Serviceslackedtheexpertiseto
makesuch personnel determinations. Thecounsel al socommented that
thebill would placeadditional dutiesandfunctionsonthedirector of
budget andfiscal services, apower reservedfor themayor togrant, not
thecouncil.

Inreviewingthecounsel’ sobjections, wefoundno basisfor budget and
fiscal services reasonfor not preparingannual reportsonthecity’s
personal servicescontractsasrequiredin Ordinance97-54.
Furthermore, thedepartment hasresponsibilitiesover city expenditures,
includingpayroll. Accordingto Section6-203, RCH, thedirector of
budget andfiscal servicesistobethechief accountingofficer of thecity
and must keep accurateand compl eteaccountsof receiptsand
disbursements. Section9-301, RCH statesthat the Department of
Budget and Fiscal Servicesisresponsiblefor theprocurement of all
servicesrequired by any agency of thecity. Thedepartment must also
establishpoliciesand proceduresfor processing personal services
contractsand certify fundsfor thosecontracts.

TheDepartment of Budget and Fiscal Serviceshasused corporation
counsel’ snarrow opiniontoavoid preparing annua reportsregarding
personal servicescontracts. Personnel-rel atedissuesnotwithstanding,
thedepartment still reviewsall personal servicescontracts, certifiesthe
availability of funds, and hasaccessto payroll information, whichthe
human resourcesdepartment may not have.

Wefoundnoevidencethat thecouncil intendedfor thereporting
requirementsassi gnedtothe Department of Human Resourcesin
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Personal Services
Contract Process
Lacks
Accountability

Quarterly reportsissued
by human resources are
inadequate
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Resolution97-319, CD1tocompletely replacethereporting
requirementsof theDepartment of Budget and Fiscal Servicesin
Ordinance97-54. Infact, wenotethat the council did not adopt
legidationtorepeal Ordinance97-54. Furthermore, resol utionsdo not
havetheforceand authority of law asdo city ordinances, andthe
Department of Budget and Fiscal Servicesshouldfollow theintent of the
law. Thistechnical wrangling continuestobeadistractionfromachieving
full transparency and accountability for personal servicescontractsas
desired by thecouncil.

City departmentsand agenciesreported acombinedtotal cost of
personal servicescontractsof between$9millionand$11million
annually onpersonal servicescontractsover thepast threefiscal years.
Whilecity departmentsauthorizingand managing thesecontractsshould
exerciseprudent fiscal practicestoensurethehighest level of
accountability for their personal servicescontracts, wefoundthat city
agencies personal servicescontract processesfall shortinprovidingthat
accountability. Reportstothecouncil regarding personal services
contractsprovidedescriptivebut not meaningful information. Known
errorsand limitationsinthereporting processhavegoneuncorrected.
City departmentsand agenciesreported limited monitoring of their
personal servicescontracts, includingalack of documented contract
employeeperformanceeva uations, aswell aslimitedtracking of
personal servicescontract costs. Current reportingfailstodisclose
actual contract costsand often underestimatesthosecosts. Finally, we
foundthat asignificant proportion of thecity’ sunbudgeted personal
servicescontractsareapprovedwithout thecouncil’ soversight.

Thecity council recognizedthat thecharter authorized broad exemptions
fromcivil serviceinprovidinghiringthrough personal servicescontracts.
Thecity hasused that broad exemptionto hirenumerouscontract
employeesoutsideof civil service, someof whomhavehigh-level
responsi bilities. Inorder toobtaininformationabout theadministration’s
useof personal servicescontracts, thecouncil hasrequiredthe
Department of Human Resourcesto preparequarterly reportswith
specifieddata. Wefound, however, that thesereportsareinadequate
andinaccurate.
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Council’ sdesirefor moreinfor mation prompted theadoption of a
resolution establishingreportingrequirements

InDecember 1997, thecouncil adopted Resolution 97-319,CD1
requiringthedirector of humanresourcesto prepareaquarterly report
thatincludes, amongother data, alist of each personal servicescontract
of anemployer-employeenatureauthorized under Section6-1103(f) or
(g) of thecharter effectiveduringthequarter. Theresolutionwas
adoptedfollowingthemayor’ svetoof Bill 102 (1996), whichimposed
reporting requirementsof personal servicescontractsonthe Department
of Budget and Fiscal Services. Thecouncil overrodethemayor’ sveto
andBill 102wasestablished asOrdinance97-54.

Thecouncil acknowledgedthecity’ sobjectionstocertainprovisionsin
Ordinance97-54, but noted that the admi ni stration wasnot opposed to
providingthecouncil withbas cinformationontheadministration’s
personal servicescontractsonacooperativebas s, andthat Resolution
97-319wasintendedto secureinformationonthat basis. Thecouncil
assertedthat i nformationabout personal servicescontractswas
necessary toexerciseitsoversight regarding theappropriatenessand
effectivenessof thecity administration’ suseof itspersonal services
contract authority.

Humanresour ces quarterlyreportslack meaningful information

Resol ution 97-319requiredthe Department of Human Resourcesto
issueaquarterly reportlistingeachpersonal servicescontract, identifying:

1. theagency that procuredthepersonal servicescontract;
2. thenameof thepersonreceivingthepersonal servicescontract;
3. thedurationof thepersonal servicescontract;

4. full-timeor part-timestatus, and thenumber of hoursworked per
week if onpart-timestatus,

5. thesaary orwagepayabletothepersonal servicescontractor;

6. whetherthecontractisnew orisanamendment, extensionor
otherwisearenewal of apreviouscontract;

7. whether theindividua wasengagedinany other employer-employee
contractwiththecity intheimmediately precedingfiscal year; and
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8. whethertheagency engagedthesameor differentindividual receiving
apersonal servicescontractto performthesameor similar services
fortheagency intheimmediately precedingyear.

Wefoundthat whilethe Department of Human Resourceshasfully
compliedwiththeresolution’ sreporting requirements, thereports
providedescriptivebut not meaningful informationfor adequateanaysis.
For example, current reportsidentify theduration of thecontract,
whether thecontractisnew or arenewal, and whether thecontractor
heldanother contractintheprecedingfiscal year. However, this
information doesnot discl oseconsecutivecontract renewal sspanning
twoor moreyears, and might indi catel ong-term staffing needsbeing met
onapermanent rather thanatemporary basis. Additionally, cumulative
informationregardinganindividua’ stenureandearningsinholdinga
variety of contract positionsover aperiodof timemight raisearedflag
regarding potentia favoritismor misuse.

Human r esour cesdepar tment prepar esinter nal r epor tsanalyzing
thequarter’scontracts

Thelack of meaningful analysesinthecurrent reportsisevidencedby a
separateanalysisof thequarter’ spersonal servicescontractsprepared
by the Department of Human Resources. Wefoundthedepartment’s
examinationbranch preparesabrief supplemental analysiscomparingthe
number of contractsby quarter for the preceding fivequartersfor human
resourcesadministrators. Wereviewed ananalysisreport for thesecond
quarter of FY 2004-05. Initscomparisonwiththeprecedingfive
quarters, humanresourcescommented onthecontract hiring trendsof
theEmergency ServicesDepartment, Board of Water Supply,
Department of Community Services, Customer ServicesDepartment,
and Department of Informati on Technol ogy comparedwiththesame
quarterinthepreviousyear. Theinterna reportidentifiedthefollowing
departmentd trends:

* Emergency serviceshired 13 contract workersinthepast
quarter comparedto oneinthesamequarter ayear ago.

e Community servicesused six additional contract workersinthe
past quarter comparedtofiveplannersayear ago.

* Customer serviceshad 13 contractsinthelast quarter and eight
inthesamequarter ayear ago. Thenetincreaseof five
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contractorsismostly duetosix driver licenseexaminerswho
werenot on board ayear ago.

* |nformationtechnol ogy alsohadfivemorecontracts(16, versus
11 ayear ago) caused by thehiring of threeadditional data
processi ng systemsanal ystsand two computer programmers.

Humanresources supplemental reportispreparedfor department
administrators. Whiletheinformationmay beprovidedtocity
administration, itisnot offeredtothecity council or thepublic. We
believehumanresources supplemental analysisconfirmsthat theexisting
quarterly reportsareinadequate. Thedepartment’ sinternal analysis
providessomeuseful informationandshouldbeincludedinthequarterly
reportsonthecity’ spersonal servicescontracts.

Errorsinreportsarenot corrected

Thequarterly reportsof personal servicescontractsissued by the
Department of Human Resourcesaretheprimary sourceof information
that thecouncil and publicreceiveregardingthecity’ suseof personal
servicescontracts. Thedatacontainedinthereportsarethebasisfor
thecouncil toexerciseitsoversight regarding theappropriatenessand
effectivenessof theadministration’ suseof itspersonal servicescontract
authority. Wefound, however, that thequarterly reportscontainerrors
that compromisetheintegrity of thedata.

Wecomparedtheempl oymentinformationcontainedinastatistically
validrandom sampleof individual shol ding personal servicescontracts
between July 1, 2002 and June 30, 2005 with theinformation contained
inthequarterly reportsissued by the Department of Human Resources
duringthesametimeperiod. Of 29individual sinour sample, wefound
threeinstanceswhereanindividual’ spersona servicescontract
employment statuswasnot reflectedinthequarterly reports. Based on
thestatistical validity of thesampl e, thismeansuptoten percent of
personal servicescontractsmay not beaccurately recordedinthe
quarterly reports.

Weal socompared departments’ responsestoour checklistwiththe
quarterly reportsandfoundthat thequarterly reportslisted fewer
contractorsfor somedepartments. Inoneinstance, threecontractors
fromthefiredepartment weremissingfromtheApril 1to June30, 2004
quarterly report. Inanother instance, humanresourcesrevieweditsown
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Departments do not
adequately monitor
personal services
contracts

quarterly reportsand found 11 contractorsmissing fromfour of the12
quarterly reportsexamined by our audit.

Theemployeeresponsi blefor producinghumanresources quarterly
reportsacknowledged thereportsarenot very accurate becausethe
Department of I nformation Technol ogy obtainsonly snapshot datafor
thereports, takenonaparticular day duringthefirst week followingthe
end of aquarter, showing personal servicescontractsineffect onthat
day only. Asaresult, somecontractorswill not beincluded, suchas
thosecontractorsthat areon 89-day contractsor betweenrenewals.

For exampl e, adepartment i ssuesan 89-day personal servicescontract
onApril 1, 2005 that endson June 28, 2005. For reporting purposes,
the Department of Information Technology may pull upalistof dl active
contractsonJuly 1, 2005. Sincethelist capturesonly activecontracts
onthat particul ar day, thequarterly report of personal servicescontracts
fortheperiod April 1,2005to June 30, 2005will notincludethe
contractissued on April 1, 2005 and ended June 28, 2005. According
to Department of Human Resourcesstaff, giventhelr current software, it
wouldbedifficulttoconfirmaccuratefigures; amoreaccurateaccount
couldonly beaccomplished by manually tracking each department’ s
personal servicescontractsevery quarter. Inadditionto software
limitations, adepartment administrator al so noted that thetimelinessof
therequesting departmentsinsubmittingtheir contractinformationto
humanresourcesmay affect theirinclusionintheappropriatequarterly
report. If anagency or department submitsitslist of contractsafter the
Department of Information Technol ogy processestheinformationinto
thecity’ shumanresourcessystem, it may not bereported until the
followingquarter. Alternatively, redundant reportingcanoccurif a
contractor’ semployment bridgestwoquarters.

Despiteknowingof errorscontainedinthereportsandlimitationsof the
existingsoftware, neither thehumanresourcesnor information

technol ogy department correctsany inaccuracies. Inaddition, human
resourcespersonnel told usthat thequarterly reportsarenot circul ated
toany city departmentsor agencies. Sincerequestingagenciesand
departmentsdonot review thesereports, they weregeneral ly unawareof
any errorsreportedregardingtheir personal servicescontractors.

Monitoringisanessentia part of thecontracting process. Monitoring
ensuresthat contractorscomply withtheir terms, performtheir work
satisfactorily, performanceeval uationsareachieved, andany problems
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areidentifiedandresolved. Without sound monitoring, acontracting
agency doesnot haveadequateassuranceitisreceivingtheservicesit
requires. Inadditiontoactually performingmonitoringactivities,
documentingthemisalsoessential. Becausepersonal servicescontracts
offer temporary employment and contractorscanenter intomultiple
contractswithvariouscity agencies, writtendocumentationcanbea
useful tool inassessingacandidate’ squalifications. Wefoundthat
departmentsgenerally didapoor job of monitoringtheir persond
servicescontracts.

M any agenciesclaim contract monitoringisunnecessary

Inour survey of executivedepartmentsand agenci esregarding personal
servicescontract practices, nineof 23 agenciesreportedthat no contract
monitoringwasnecessary for their personal servicescontracts. Only
four agenciesreported eval uating contractorsprior to contract renewal .
Oneof themost common*“ monitoringactivities’ identifiedwastorely on
contract renewal sthemsel vesasabasi sfor monitoring. Administrators
toldusthat supervisorsmonitor contractorsandthereforeformal
contract monitoring activitiesarenot necessary becauseif therewasa
problem, thecontract woul d beterminated during thecontract period.

Per sonal servicescontract employeesdo not receivefor mal
performanceevaluations

Oneof thebest practicesincontract monitoringisevaluatinga
contractor’ sactual performanceonthejobagainst thedutiesand
responsibilitiesof thepositionor aset of pre-established, standard
criteria. Inaddition, adepartment or agency shouldretainarecord of
contract performancefor futurereference. Maintainingarecord
performancehasthepotentia tobeused asanevaluationtool in
awardingfuturecontracts.

Noneof the23 executivedepartmentsor agencieswereviewed
conductedany formal, writteneval uationsof itspersona service
contractor employees. Four agenciesclaimedto havecompleted either
writtenor oral evaluationsat either theend of acontract period or prior
toacontract’ srenewal. Wefound, however, that theseagencies
conducted oral eval uationsonly and could not provideevidencethat the
evaluationwasdocumented. Only thepolicedepartment hadaformal
policy toevaluatepersonal servicescontractors, but our review of its
filesindicated that nowritten eval uationswereconducted. A department
official acknowledgedit had not followedthedepartment’ semployee
eval uation procedures. Another department administrator commented
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Personal services
contract costs are not
accurately tracked or
reported

that whenthedepartment followed upwiththehumanresources
department regarding empl oyeeeva uations, ahumanresourcesstaff

indi cated that past administrationshad not supported eval uating
contractors. Based onthat remark, thedepartment administrator did not
preparewritteneval uationsof empl oyeeshired under personal services
contracts.

A humanresourcesdepartment official explainedthat formal eval uations
areneither feasiblenor necessary for most contracts, particularly those
that areon-call orintermittentinnature. Theofficia a socommentedthat
performanceeva uationsfor non-civil serviceemployeescouldcloudthe
city’ sability toend contractsfor non-performance. Whilewe
acknowledgethat performanceeval uationsmay not bebeneficial for
contract positionsthat arestudent hires, on-call orintermittentinnature,
suchasthose issued under Section 6-1103(e) and (h), RCH, if thecity
continuesthepracticeof maintaininglong-term contractsunder Section
6-1103(g), RCH, performanceeval uationsmay proveuseful. Wenote
later inthisreportinstanceswherecontractorsarehiredwith
guestionabl ecredentia sand other contractorswhowereallowedto
maintaintheir positionswith dubiousjob performance. Inthesecases, if
formal performanceeval uationswereconducted by theemploying
departments, human resourcesmight havehad theopportunity toreview
adocumented justificationfor thecontinued employment of acontract
employee. Suchareviewiscons stentwiththedepartment’ sjurisdiction
toensurethat only qualifiedindividual sareappointed, or re-appointed,
tocity positions. Wesuggest that thehuman resourcesdepartment
consder implementing performanceeva uationsfor contract employees
whenever practicable.

Executivedepartmentsand agenci esreported spending between $9
millionand$11milliondollarson personal servicescontractsineach
fiscal year between FY 2002-03 and FY 2004-05. Wefound, however,
that departmentsreported salariesand wagesbut did notinclude
benefits, meaningactual personal servicescontract costsarehigher.
Neither thedepartmentsof humanresourcesnor budget andfiscal
servicesspecifically reportsbenefit costsfor theexecutivebranch's
personal servicescontracts.

Only personal servicescontract salariesarereported

Thequarterly reportsof personal servicescontractsissued by the
Department of Human Resourcesidentify each contractor’ smonthly
salary or hourly wage. Inaddition, line-itemdetail sfor eachfiscal year's
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operating budget provideabreakdown of salariesand other costitems
for eachbudget activity, including personal servicescontracts. However,
thereisnoaccountingfor fringebenefit costsof personal services
contracts. Wenote, however, that at | east oneagency reportsits
personal servicescontractfringebenefitscostsseparately.

AccordingtotheDepartment of Human Resources workflow
procedures, employeeshired on personal servicescontractsare
generally digiblefor benefitssuchassick pay, vacation pay and health
benefitsasprovidedby statel aw or bargaining unit contract. Some
personal servicescontractsareexcludedfrombargainingunitsfor
reasonssuch ascontract duration of fewer than 90 days, acontractor
whoworksfewer than 20 hoursper week, andtoplevel administrative
and confidential employees. Therequest for personal servicescontract,
Form CS-C1, requireseachrequesting agency toidentify if acontractis
excludable. Becausesomecontractorsareeligiblefor certainemployee
benefits, andthecity isrequiredto pay theemployer contribution, those
figuresshouldbereportedinadditiontosalary figures. Exhibit2.2
comparesthevariousemployeebenefitsprovidedtobothregular and
personal servicescontract employees, based ontheir employment status.
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Exhibit 2.2
Employee Benefits for Regular and Personal Services Contract Employees

Employer Contribution Leave Benefits
Social
Employment Status Security ~ Retirement  Health
(FICA) System Fund Vacation Sick Holiday 2

Regular, full-time employees
(excluding police, fire and personal X X X X X X
services contract employees)

Full-time contract worker, less than 90
days (excluding state or county X X X
retirees)

Full-time contract worker, more than 90
days

Part-time contract worker, less than 20
hours per week (excluding state or X X X
county retirees)

Part-time contract worker, 20 or more 1

hours per week and more than 90 days X X X X X X
Full-time state or county retiree X X
contract worker, less than 90 days

Part-time state or county retiree

contract worker, less than 20 hours per X X

week

Source: Department of Human Resources

Notes:
! Retirees working more than 90 days and 20 hours or more per week are eligible for Employer-Union Health Benefits
Trust Fund (health fund) benefits. However, pension payments and health benefits would be terminated.

2 Salaried employees are entitled to paid holidays; employees paid hourly, whether full- or part-time, do not qualify for
paid holidays.
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A budget andfiscal servicesofficial reportedtousthat thedepartment
doesnot cal culatefringecostsbeforeapproving apersonal services
contract. If afringecostisneeded, thedepartment appliesthestandard
employeefringebenefit ratesapplicabletoall city employees.
Furthermore, thedepartment doesnot track fringebenefit costsfor
personal servicescontractsseparately, nor for each department. Fringe
costsarepaidonthetotal city payroll andrecordedinprovisional
accounts, but arenot reported separately for contract positions.

Personal servicescontract costscomprisesal ariesandemployee
benefits, and theref orethe Department of Budget and Fiscal Services
shouldreport thetotal costsof thesecontractssothat departmentsand
agenciesknow and canaccurately report theactual costsof their
contracts.

Departmentshavefailed to keep accurateaccountsof their
per sonal servicescontract costs

Inadiscussionwithadepartment of budget andfiscal services
administrator, wewereadvised that executivebranch departmentsand
agenciesgenerally preparetheir ownbudgets, whicharereviewed by
budget andfiscal services, approved by themayor, and adopted by the
city council. Departmental budget reportsaregenerally prepared by
budget andfiscal serviceswiththeexception of thepolicedepartment,
which hasitsownaccounting section. Departmentsmay alsoprepare
their own budget and expenditurereports.

Inour survey of 23 executivebranch departmentsand agencies, we
foundthat somehad difficulty reportingtheir contract coststous.

*  Onedepartment reporteditsannual personal servicescontract
costsfor eachfiscal year between FY 2002-03 and FY 2004-05.
Itlater revised each of theseannual costsafter reviewingits
accounting of personal servicescontractemployees. Inthis
instance, thedepartment under-estimateditspersonal services
contract costsby morethan $10,000 over thethree-year period.

* Another agency alsorevisedthepersonal servicescontract costs
itinitially reportedtousafter reviewingdiscrepanciesinits
figures. Theagency reported spending $31,092inFY 2004-05
whileour cal culationfoundtheactual costfor that timeperiod
was $65,692.
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Council receives only
advisoryinformation
regardingunbudgeted
personal services
contracts

*  Oneexecutivebranchdepartment wasnot abletoreadily identify
thetotal cost of itspersonal servicescontractsfor FY 2002-03
toFY 2004-05 andinstead submitted threeyears’ worth of
personal servicecontractor timesheetsfor ustocal cul ate.

* Anofficia fromafourthagency acknowledgedthat two personal
servicescontract positionswereerroneoudy identifiedas
bel ongingtoanother agency andreviseditsown contract costs
toproperly includethem.

Theerror-pronepersonal servicescontract budgetsmaintained by
executivedepartmentsand agenciesprovidelittleassurancethat
departmentsareaccountablefor their personal servicescontract costs.
AlthoughtheDepartment of Budget and Fiscal Servicesdoesnot
separately track or report personal servicescontract costinformationon
behalf of theexecutivebranch, theresponsibility for keepingaccurate
budget and expenditurerecordsisincumbent upon each department and

agency.

Theexecutivebranchisrequiredtonotify thecouncil of unbudgeted
personal servicescontractspursuant to Ordinance90-49. Specifically,
departmentsor agenciesrequesting personal servicescontractsthat were
notincludedintheir budgetsmust advisethecouncil of their planstohire
apersonal servicescontractor. Departments' lettersarethenforwarded
tobudget andfiscal servicesandthemanagingdirector’ sofficefor
review and approval beforebeing senttothecouncil. Weemphasize
that thisnotificationisadvisory only; thecouncil doesnot havepowersto
approveor deny theexecutivebranch’ spersonal servicescontracts.

Wereviewedadtatistically validrandomsampleof individuasfillinga
personal servicescontract positionsbetween July 1, 2002 and June 30,
2005andfoundthat 25 of 29individuas’ personal servicescontracts
(comprisedof 67 of 74 separate contract requests) wereunbudgeted.
Inthissampl e, council recelved after-the-fact advisoriesfor
approximately 91 percent of thepersonal servicescontractsduringthose
threefisca years.
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Some Departments’
Personal Services
Contract Practices
Are Questionable

Executive agencies have
generally complied with
personal services
contractrequest
procedures

Wefoundthat generally, executivedepartmentsand agenciesprovided
necessary informationtoeval uatethei r personal servicescontract
requests. However, their compliancewithtechnical requirementsdid not
prevent questionablepracticesinrecruitingandmaintainingcertain
contracted employees. Practicessuchastheformer managingdirector
overriding Department of Human Resources review of contractsforits
office, unauthorized staff approving contract requests, and same-day
contract approval sshowed abreakdownininternal controls. Other
agenciesal somaintai ned questi onabl epracti ces, such ascontractors
workingfor multipleagenciesand using personal servicescontractsto
makeback paymentstoformer city employees. Theexecutivebranch’s
practiceof offering high-compensationpositionstoindividua swith
questionablequalificationsand political tiesal socloudthecontract
process. Thelack of positionadvertisingal sopreventedthegeneral
publicfromapplyingfor thesesometimes|ucrativecontract positions.

Wereviewedastatisticaly validrandomsampleof individualsholdinga
personal servicescontract intheexecutivebranch between July 1, 2002
and June 30, 2005 and examined whether their personal services
contract request processcompliedwith applicablecharter, ordinance,
policies, and proceduresprovisions. The29individuasinour sample
held 74 discretecontractsduring our three-year review period.

Personal servicescontract requestswereviewedfully compliedwithnine
key contract request requirements. Wefoundthat all requestshad
contract termsof oneyear or lessandthat requesting agencies
establishedasalary or wage; proposed sal ariesthat werewithinrange;
justified sal aries; described thedutiesand responsibilitiesof the
contractor; andidentified thecharter provisionauthorizingthecontract.
WealsofoundtheDepartment of Human Resourcescertifiedthat all
personal servicescontractscompliedwithcharter provisionsandthe
Department of Budget and Fiscal Servicescertifiedavailability of funds.

Thegeneral compliancewith charter provisions, policies, and procedures
ensuresthat thedepartmentsof humanresourcesand budget andfiscal
serviceshad adequateinformationtoreview and certify personal services
contract requests. Wenotethat whilewefound requesting agencies
generdly providedtherequisiteinformationintheir contract requests, our
testingdid not extend toverifyingthat theinformation providedwas
accurate.
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The mayor’s and
managing director’s
personal services
contractapprovalsand
practices aresuspect

Uniquetothemayor and managingdirector’ soffices personal services
contractswasthepracticeof exemptingtheir own contractsfromthe
Department of HumanResources' certificationand approval process.
Wefoundthat somepersonal servicescontractsrequested by themayor
and managing director’ sofficebetween July 1, 2002 and June 30, 2005
bypassed Department of Human Resources’ review, withtheformer
managingdirector claimingthat thecharter exemptsthoseagenciesfrom
theregular personal servicescontract process. Weal sofoundthat
clerical staff approved personal servicescontract requestsandsome
requestswereapproved onthesameday, prior to humanresourcesand
budget andfiscal servicesreview.

Nobasisfor theformer mayor and managingdirector’soffice
deter mination tobypassDepartment of Human Resour ces
review

Almostall personal servicescontractsfor themayor and managing
director’ sofficesfromthepreviousadministrationwerenot certified by
the Department of Human Resourcesasrequired by city charter. The
mayor and managingdirector’ sofficecited Section6-1103(b), RCH as
exempting positionsintheofficeof themayor and managing director
fromcivil serviceandremovingtherequirement of certificationby the
Department of Human Resources. However, Section 6-1103(b), RCH
exemptsfromcivil service” positionsintheofficeof themayor, but such
positionsshall beincludedinthepositionclassificationplan...” Section
6-1103, RCH, also statesthat “ thedirector of humanresourcesshall
determinetheapplicability of thissectionof thecharter to specific
employment or servicesintheexecutivebranch.”

AccordingtoaDepartment of Human Resourcesadministrator, there
wasnowritteninstruction, procedure, agreement, or corporation counsel
opinionstatingthemanaging director’ sofficecoul d bypasshuman
resources certificationof personal servicescontracts. Infact,a
corporation counsel opinionemphasi zed that whenacontract serviceis
required, thefirstreview thecity must performisto determinewhether
thepositionmust befilledby acivil servant, or canbefilled by acivil
servant. Themanagingdirector’ sofficebypassedthisimportantreview.
Rather, thedepartment had an under standing that themanaging
director’ srequest and approval of personal servicescontractsdidnot
requirethedirector of humanresources certification.

Between FY 2002-03 and FY 2004-05, wefoundthat ninepersonal
servicescontract requestsfromthemanagingdirector’ soffice
circumvented humanresources review andcertification. Inone
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instance, apersonal servicescontractor wasinitially hiredfor aPlanner |
positioninthemanagingdirector’ sofficefor aperiod of sevenmonths.
AsaPlanner |, thecontractor earned $2,350 per month onafull-time
basis, or 40 hoursper week. After seven months, thecontract was
renewedfor anadditional 12 months, but thecontractor waspromoted
toaPlanner VI. Under thiscontract, the contractor was paid $30.03
per hour for 19 hoursof work per week, amounting to $2,471.65 per
month—meaning greater overall pay but fewer hoursworked. The
promotionoccurredwithout thereview or certification of theDepartment
of HumanResources.

Asaresult, the Department of Human Resourceswasnot ableto
exerciseitsauthority tocertify contract provisionsincluding appropriate
compensation, determinationof Fair Labor StandardsAct applicability,
suitability and qualificationsof contractors, or compliancewithcharter
provisions. Inoneinstance, humanresourcesstaff expressed concerns
over theinability toexerciseauthority over contractsrequested by the
managingdirector’ soffice. Anofficia withtheDepartment of Human
Resources, however, advised usthat thecurrentadministration’s
contractshavebeen certified by thedepartmentinaccordancewith
Section6-1103(g), RCH.

Unauthorized staff approved per sonal servicescontract requests

Another questionabl epracticeweidentifiedwerethreeinstanceswhere
themanagingdirector allowed hissecretary to approvepersonal services
contractson hisbehalf. In September 2003, February 2004, and
September 2004, themanaging director’ ssecretary approved personal
servicescontractson behal f of themanagingdirector. All threecontracts
wereusedtofill personal servicescontract positionsinthemanaging
director’ soffice, andtwowerefilled by former council members.

A Department of Human Resourcesofficial explainedthat authority to
approveapersonal servicescontract must bedelegatedinwriting. Inthe
caseof themanagingdirector’ ssecretary approving personal services
contracts, therewasnoformal del egation of suchauthority onfile, but
the Department of Human Resourcesunder stood that thesecretary’ s
signaturefor the managing director wasacceptable. Theformer
managingdirector’ spracticetoallow hissecretary to approvepersonal
servicescontractsonhisbehalf, and the Department of Human
Resources’ acceptanceof thispractice, expressesdisdainfor the
charter’ spreceptsfor thecity’ spersonal servicescontractsapproval
Process.
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Other agencies’ contract
practices are
questionable

Somecontract requestsreceived same-day approvals

Inadditionto circumventing Department of Human Resourcesreview
and usi ng unauthorized personnel to approvepersonal servicescontracts,
somecontractsrequested by themayor and managing director’ soffice
received same-day approvals. Whilereviewing personal services
contractsissued by themayor and managingdirector’ sofficebetween
FY 2002-03and FY 2004-05, weidentifiedfiveinstanceswhere
contract requestsand approval sweremadeby themanagingdirector’s
officeonthesameday.

Sincepersonal servicescontractsrequested by themanagingdirector
werenot certified by the Department of Human Resources, theoffice
essentially requested and approveditsown contractsasevidenced by
thesame-day requestsand approvals. Althoughthe Department of
Budget and Fiscal Servicesalsoapprovedthesecontracts, itsroleis
limitedtocertifyingtheavailability of fundsand authori zingexpenditures
forthecontract. Tighter controlsshould beimplementedto separatea
requestingagency, includingthemanagingdirector’ soffice, from
approvingitsown personal servicescontracts.

Questionabl epracti cesregarding personal servicescontractswerenot
limitedtothemanagingdirector’ soffice. Wefoundthat some
contractorswerepaid out of oneagency’ sbudget, but performed duties
for another agency. Wea sofoundthecity’ saccounting divisionuses
personal servicescontractsto makeadjustments(back payments) to
former employees.

Somecontractor sarepaid by oneagency, but perfor m dutiesfor
another

Tracking personal servicescontract costsisfurther complicated by the
city’ spracticeof allowing departmentsor agenciesto pay for personal
servicescontractsof contractorswhowork for other city agencies. In
our survey of 23 executivedepartmentsand agencies, fivereportedthey
havesucharrangementsinvolving part-timeandful l-timepositions.

Asnoted previously inthisreport, thecity’ spolicy istohaveall
informati ontechnol ogy positionsadmini stered by theDepartment of
InformationTechnology. Thishasresultedinat |leastfiveinstances
whereapersonal servicescontractor waspaid by onedepartment or
agency, but washired and supervised by theinformationtechnol ogy
department. Anadministrator fromanother agency commentedhis
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agency wasnot ableto effectively monitor aparticul ar contract because
somecontractorswereworkingfor adifferent agency. Althoughwedid
notidentify asituationamongthesefivepersona servicescontracts
wherean agency wasnot satisfied withthework of acontractor paid by
another agency, thepossi bility existsthat themanagement oversight and
accountability of thecontracted employeecould comeintoquestion.

Inanother example, aformer city appointeewho held numerous
executive-level positionsincity government washiredtofill apersona
servicescontract positionwiththe Department of Environmental
Services. Thecontract position’ sdutiesstated that inadditionto
providingtoplevel staff and executiveass stancetothedepartment’s
director and deputy director, thecontractor woulda soassist the
managingdirector andmayor onenvironmental programs,

Thepracticeof allowing departmentsand agenciesto pay for contract
positionsthat splittheirwork timeandrespons bilitiesel sewhereserves
toblurthelinesof contract responsi bility and accountability.

Accountingdivision usesper sonal servicescontractstomake
back paymentstofor mer city employees

Duringour compliancetestingonarandom sampleof personal services
contractsapproved between July 1, 2002 and June 30, 2005, wefound
twoinstanceswhereindividual swho separated from city employment
weretemporarily re-hiredona* personal servicescontract” for oneday.
Anemployeeat the Department of Human Resourcesadvised usthat the
department sometimesbringsaformer empl oyeeback into serviceunder
apersonal servicescontract statusfor purposesof making payroll-type
transactions. Humanresources computer systemonly alowspayroll
adjustmentsfor activeempl oyees, which hasnecessitated thisad hoc
contract action. Theseindividual sdonot earnany additional pay or
benefit asaresult of their contract “ status.”

Inoneexample, aformer city employeewasbrought back intocity
servicefor oneday sothat thecity couldreturnabonussupplement
earned by theformer empl oyeetotaling $98.44. A budget andfiscal
services accountingdivisionemployeewespokewithnotedthat this
retroactivebonuspayment wasprovidedtoall bargainingunit Land 2
employees. Several hundredindividua swhowereeligiblefor thisbonus
had|eft city employment, whichrequiredtheaccountingdivisiontobring
themback to activestatusin order to makethispayment.
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Some contractors have
received high
compensation

Theaccountingdivisionemployeecouldnot verify or producewritten
policiesor proceduresfor using personal servicescontractstobring
former city workersintothepayroll systemtomakeback payments. In
practice, former employeesarebrought back to activestatusviacontract
at arateof $1. Theperson doesnot actually receivethe$1, but asalary
needsto beidentifiedinthecomputer systeminorder to bringthemto
activestatus. Only theretroactiveamount owedispaid. Theaccounting
divisondoesnotfill out arequest for personal servicescontractformor
receiveany approval sfromthedepartmentsof humanresourcesor
budget andfiscal servicesfor thesead hoc adjustments.

Thereasonfor using personal servicescontractsto makeretroactive
paymentstoformer city employeesisbecause, until themiddleof 2004,
thecity could pay former employeesfor uptooneyear after separating
fromthecity. SinceApril 2005, however, thecity convertedtoa
different payroll systemthat only allowspayment tothosewhohave
separated fromthecity withinthepreviousthreemonths. Asa
consequence, accounting began using ad hoc personal servicescontracts
tomakeadjustmentsfor employeeswho separatedfromthecity.

Whilewedidnot findany evidencethat thistransactionresultedina
former empl oyeereceivingany compensation beyondwhat wasowed,
wefindthat thequestionableuseof personal servicescontractsinthe
manner described may over-represent thenumber of contract employees
inthecity. Theaccountingdivisionemployeeconfirmedthat although
individualsmay notreceiveasalary fromthecity, if they arenot taken of f
activestatus, they could show up onapersonnel report asanactive
employeewhich, inthiscase, would over-report thepersonal services
contract count. Weidentifiedtwoformer city employeesbrought back
toactivestatusthrough personal servicescontractsandreviewedthe
quarterly reportsissued by humanresourcestodetermineif their names
wereerroneoudly includedonthelist. Wefoundthat their nameswere
notincludedinthequarterly reports.

Personal servicescontractscanbelucrative. Between FY 2002-03and
FY 2004-05, wefound 27 individua swhosemonthly sal ariesexceeded
$5,000. Thehighest of these, paidto two contractors, was$7,782, or
$93,384 annually. Part-timework, too, canoffer generous
compensation. Weidentifiedtenindividual shiredfor part-timepersona
servicescontract positionsduring our review periodwhoarepaidmore
than $30 per hour. Thehighest hourly wagepaid by theexecutive
branch during our review period was$47 per hour. At 19 hoursper
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week, thiscontractor earned $3,572amonth. City personnel rulesgrant
reguesting departmentsthediscretionto set salarieswithinlimits, but may
exceedthoselimitsif justified. Wefoundthat somecontract salaries
exceeded sal ariesof regular employeesinsimilar positionsandthat the
former administrationset particularly highsalariesfor liquor inspectors.

Requesting agencies havethediscretion to set salarieswithin
limits

AccordingtotheDepartment of Human Resources, personal services
contract salariesarebased onarangeall owableunder theposition’s
sdary range(SR) rating. Each department haslatitudeinassigninga
salary based onthisrangeand mustindicateonitsrequest for personal

servicescontractswhether theproposed salary i sreasonableor within
range.

Department of Human Resources rulesstatethat requesting
departmentsmay establishasalary abovetheminimumfor thejobclass
by justifyingthenatureof thework, expertiseof theworker, need of the
organi zation, andimpact on other workerswiththesamejobclass
performingsimilar services. Additionally, certaincontractsmay receive
higher pay if they areexcluded from bargai ning unitsbecausethey areof
shortduration, top-level management or administrativepositions,
confidential matter employees, mayor’ sofficeor city council employees,
orforother justifiedreasons. If apositionisexcludedfromabargaining
unit, thentheproposed sal ary isnot subject to established salary range
limitsfor civil servicepositions. TheDepartment of Human Resourcesis
responsi bl efor determiningwhether compensationisreasonableor
withinrange.

Inastatistically valid random sampleof 27individual swhofilled personal
servicescontract positionsintheexecutivebranch between July 1, 2002
and June 30, 2005, wefoundthat all requesting agenciesreportedtheir
personal servicescontract salary requestswerereasonableor withinthe
applicablesalary range. Although proposed salarieswerewithinrange,
someagency officia sreported, however, that contract salariesmay meet
or exceed thoseof current empl oyeesdoingthesameor similar job.

Some contract salarieshave exceeded salaries of regular
employeesinasimilar position

Anadministrator withthe Department of Customer Servicesadvisedus
that oneof thedrawbacksinusing personal servicescontractsisthe
animosity betweenexistingcivil servicestaff and contract hires. Insome
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Personal services
contracts are perceived
as rewards for political
insiders
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cases, contract hiresmay recel vethesame pay and benefitsassomeone
who hasbeeninapermanent civil servicepositionfor several years. An
officia withtheDepartment of Designand Constructionalsoreported
that insomeinstances, personal servicescontractspay morethanthe
samepositionfilled by apermanent employeebecausethedepartment
hasthediscretionto set salariesand often paysthehighest salary
allowabletoattract candidates. Asaresult, permanent employees
becomedisgruntled. Thescopeof thisauditwaslimitedto personal
servicescontract employeessowedid not review salariesof permanent,
civil serviceemployees. Thus, wedidnotexamineor verify theextentto
whichthispracticeoccurs.

Former administration set high salariesfor liquor inspectors

Anadministrator withtheliquor commissionreportedthat itspersonal
servicescontract positionsfor liquor inspectorspay better thanthe
permanentinvestigator positions. Unlikedepartmental practicesnoted
previousy wherepersonal servicescontract compensationrequestsmay
exceedthesalariesof current employees, thedecisionto set higher
salarieswasmadeby theformer administration. Thepreviousmanaging
director formedatask forceto addressi ssuessurroundingliquor
inspectorswhowereindictedfor committingillegal actswhileemployed
by thecity. Thistask forcedecidedto pay contractinvestigatorsat the
highestrate, eventhoughit exceeded salariesof existinginvestigators, to
makethepositionattractivetoretired policeofficerswhomit wishedto
fill thepositions. Wenotethat commissionstaff who participatedinthe
managingdirector’ stask forcehad noformalized documentssuchas
memorandaor meeting minutesthat addressed thehigher pay issue.

Theperception of misuseintheaward of personal servicescontractshas
beenalong-standing concern. In 1996, the Officeof Council Services
issued areport entitled, Procurement of Personal Servicesinthe City
and County of Honolulu. Thereport stated that whileaparticul ar
administrativedirectivecontained someoversight requirements, it lacked
sufficient safeguardsagai nst favoritismand mi suseof employer-employee
personal servicescontracts. In1997, thecity council approved
Ordinance97-54 and declared that the purpose of theordinancewasto
ensureexecutivebranch personal servicescontractsareawardedwithout
favoritismandtoqualified persons. Inthisaudit, wefound continued
questionablepersonal servicescontract practicesthat favor thosewith
political ties.
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Former elected officialswer efound on thecity payroll

Our survey of 23 executivedepartmentsand agenciesreveal edthat six
departmentsand agenciesfilled apersonal servicescontract witha
former electedcity official, department director, deputy, or other

appointee.

Forinstance, theDepartment of Environmental Serviceshiredtwo
former city council memberson personal servicescontractsduring our
review period. Oneformer lawmaker filled an ExecutiveAssistant |
positionfor atwo-month, 28-day period beginningMarch 30, 2004 and
ending June 26, 2004, at salary of $5,833 per month. OnJune 29,
2004, theformer council member filled another personal services
contract that ended on September 25, 2004, but themonthly salary was
increasedto $6,944. Thissalary isthefourthhighest paid contract
position between July 1, 2002 and June 30, 2005 and nearly doublethe
$3,613 salary theperson earned asacouncil member. Thisformer
council member al so served asan executiveass stantinthemanaging
director’ sofficefor four contract periodsstarting January 2, 2003 and
ending March 26, 2004, earningamonthly salary of $5,833, beforethe
positionwastransferredtothe Department of Environmental Services.
Weal sonotethat thisformer city lawmaker began servinginapersonal
servicescontract positiononly threedaysafter retiringfromthecity,
having served onthecity council for 12 years.

Another former council member wasal so hired on contract withthe
Department of Environmental Services. Atthetimeof retirement, this
contractor wasthechair of thecity council and earning $4,038 per
month. Thedepartment hired thisformer lawmaker asaCommunity
Relations Specialist | for the period February 15, 2005 to June 30, 2005
atamonthly salary of $3,030, whichis$1,008|essthanthesa ary
previoudy earned. Althoughtheformer council chair earnedlessmoney
asacontractor, wefoundthat thispersonrecei ved questionablework
benefits. Atthetimeof our fieldwork, thecontractor had neither adesk
or phonenumber at thedepartment’ sofficesinK apole Hale, and
reportedly had adesk inHonoluluHalebut noassigned city phone
number. Whenthedepartment needsto contact thecontractor,
department staff call thecontractor athome. Inadditiontoformer
electedcity officials, wea sofoundaformer statesenator fillinga
personal servicescontract positionwiththe Department of Community
Services.
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Select individualsar eawar ded lucr ativecontr act positions, some
with questionablecredentials

Inadditiontoformer elected officials, wea sofoundformer city
appointeesand otherswith political tieswhoreceived personal services
contracts. Inoneexample, theformer director of thecity’ sDepartment
of Parksand Recreationfilled anacting administrator positionfor the
O'ahuCivil Defense Agency for theperiod February 6, 2005to June
30, 2005. Whilethiscontractor hasexperienceinmanagingacity
agency, wefindtheappointee’ seducationandwork experienceis
limitedtothefield of businessand agriculture. Accordingto Section6-
103, RCH, thecivil defenseadministrator istodevel op, prepare, and
under disaster or emergency situations, assistintheimplementation of
civil defenseplansand programsto protect and promotethepublic’s
hedlth, safety andwelfare. Giventhisagency’ simportantroleinpublic
healthand saf ety, thecity should have sel ected someonewithan
emergency preparednessbackgroundtofill thisposition, evenif ona
temporary basis.

Weal sofound somepersonal servicescontractsawardedtoindividuals
whohavepoalitical connections, butlack theability tofulfill job
reguirements. Forinstance, onepersonal servicescontract wasawarded
by thecustomer servicesdepartment tothe spouseof aunionexecutive.
Thiscontractor filledasenior clerk positioninoneof thecity’ ssatellite
city hallsstarting June 13, 2000 at amonthly salary of $1,740and
serving consecutiveoneyear termsuntil resigningonJuly 16, 2004 at
salary of $1,901 per month. Thejustificationfor thecontract wasto
“produceimmediateresultsinmeeting ever increasingworkload
demands.”

Wefound, however, that thecontractor wasgranted nearly 269.5days
of leavewithout pay during four yearsinthecontract position. Working
an averageof fivedaysper week, 20 days per month, and 240 daysper
year, thiscontractor took over oneyear of unpaidleaveinadditionto
whatever vacationand sick daysthat may haveaccrued and beentaken.
Itisdifficulttounderstand how thiscontractor could*” produceimmediate
resultsinmeetingever increasingworkload demands’ at thesatellitecity
hall whilebeing granted aninordinateamount of leave. Despitethe
contractor’ spoor attendance, thisindividual receivedfiveconsecutive
contract renewal sand two salary increasesduring thefour year period.
Whenwequestioned adepartment administrator about thiscontract, the
administrator statedthat theprior mayor askedthedepartmenttohire
thisparticular person.
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Wead soidentified aquestionablepersonal servicescontract maintained
by theformer managingdirector’ soffice. Inthisinstance, thecontractor
maintai ned personal servicescontractsfromNovember 1, 2001to
January 1, 2005 and waspaid atotal of $70,051. Wedid not find any
signed contractsamong theavail abl eofficial personnel documentsforthis
contractor, but wewereabl etoreview thecontract requests.

Thecontractor filledaninitial personal servicescontract fromNovember
1, 2001 to June 30, 2002 asaPlanner I. Thelist of dutiesand

responsi bilitiesfor thecontract position, whichincluded planning,

organi zingand coordinating eventsincluding KuhioBeachtorchlighting
and hulashows, Waikiki BrunchontheBeach, and buildingdedications
andgroundbreakings, areinconsistent withthecity’ sPlanner |
specification.

Thesecond contract request, for the period July 1, 2002 to June 30,
2003, elevatedthecontractor fivelevels,fromaPlanner | toaPlanner
V1. TheclassspecificationsforaPlanner VI positioncall fora
combinationof educationandexperiencesubstantially equivaentto
graduationfromanaccredited collegeor university withspeciadizationin
planning, architecture, engineering, economics, or four yearsof
professiona work experienceincity planningor related planning
activities. Atthetimeof our fieldwork, wecould notlocateany
documentationindi cating anacademicrecordor professional work
experiencecons stentwitheither aPlanner | or Planner VI qualifications.

Listedonthisindividual’ spersonal servicescontract asaPlanner VI was
anallocationof duties, which specifiedthat 50 percent of the

contractor’ sdutiesandresponsibilitieswereto procureperformersand
musi ciansfor city special eventsand performances, 20 percentfor stage
management services, fivepercent for attending event planning meetings,
andtheremainder wascomprised of publicity, processinginvoices,and
procuring equi pment and services. Wediscoveredthat thiscontractor
hasbeeninvolvedwiththelocal musicindustry asan agent and manager
foraprominentlocal musical group.

Webrought thiscontract totheattention of aDepartment of Human
Resourcesadministrator for clarification. Theadministrator statedthat it
ishighly unusual for anemployeetobehiredat thel-level andbe
elevatedfivelevelstoaVI-level positionwithinaone-year period. We
notethat thiscontract wasnot reviewed by the Department of Human
Resourcesbecausethemanagingdirector’ sofficeclaimedthatits
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Nearly all personal
services contract
positions are
unadvertised
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personal servicescontract areexempt fromhumanresourcesreview, a
practicewhichwasdiscussed earlierinthisreport.

Wefoundthat thiscontractor’ splanningresponsibilitiesfell shortof a
professional city Planner V1’ sresponsibilities. Such personnel practices
designating someoneasaprofessiona planner without proof of
appropriateacademictraining, aswell aspromotionfromaPlanner | toa
Planner V1 after seven monthsonthejob, makesamockery of the
establishedcivil serviceclassificationsystem.

Weemphasizethat intheexampl esnoted above, wedid not eval uatethe
contractors work product or contributiontothecity. Wemerely
questionthecircumstancesthat all owedtheseindividuastofill apersonal
servicescontract position. Wefurther emphasizethat wearenot
necessarily opposedtothecity’ spracticeof hiringformer elected
official sor appointees, or otherswithpolitical tiesor theappearanceof
political ties. Insomecases, theseindividualsmay havethemost
appropriatebackground, skills, and experiencetofill employment needs.
However, duetotheinadequatereporting currently provided by the
Department of Human Resources, thedeci sion by the Department of
Budget and Fiscal Servicestonot report on personal servicescontracts
asrequiredby city ordinance, andtheformer managingdirector’ sfailure
toseek Department of Human Resourcesreview of contract requests,
thecouncil and publicareleftwithlittleassurancethat suchindividuals
are,infact, qualifiedtofill thesecity positions.

Becausethemereappearanceof impropriety can cast acloud of
suspiciononthepersonal servicescontract process, theexecutivebranch
would bebetter served by providing asmuchtransparency aspossibleto
assurethecouncil and publicthat thebest qualified candidatesareindeed
fillingneededpositions.

Between July 1, 2002 and June 30, 2005, thecity hired between 1,800
and 1,900individual seachyear tofill personal servicescontract
positionsat anannual cost of between$9and $11 million. Asnoted
previoudy inthisreport, someof thesecontract positionsoffer high
sdlariesandbenefits. However, recruitment for thesepositionsisusually
donefromwithincity government; thegeneral publicrarely hasthe
opportunity toapply for thesepositions.

Our survey of 23 executivedepartmentsand agenciesasked
respondentstoidentify themost common methodsusedtorecruitand
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Conclusion

identify candidatestofill personal servicescontract positions. Themost
commonrecruitment method, identified by all 23 departmentsand
agencies, was" personal reference.” Severa departmentsal soreported
consultingwithhumanresources' list of qualifiedapplicants. Onlyfive
agenciesreported using publicnoticesor advertisementstorecruit
candidates. For exampl e, theDepartment of Community Serviceshires
between 60and 65individual seachyear tofill personal services
contracts, but doesnot advertiseany of thosepositions. Instead, itrelies
onpersonal referencesand direct experienceof candidateswhomay
haveworkedwiththedepartmentinpreviousyears.

A Department of Human Resourcesofficial explainedthat each
department hasthediscretiontohireitsown contractors; thereisno
requirement that requesting departmentsadverti setheir positionsbecause
personal servicescontractsareexempt fromcompetitivecivil service
recruitment standards. Additionally, humanresourcesdoesnot advertise
positionsonbehalf of therequesting agenciesand departments.

However, humanresourceswill assist departmentsinpreparing
advertisementsfor publicationshoul dthey chooseto advertise.

Thisissueof thelack of publicnoticefor personal servicescontractswas
raisedinal996 report issued by the Officeof Council Services. It
appearsto usthat thecouncil attemptedto addressthisconcernby
establishingapublicnoticerequirement. Section2-30.3, ROH states:

“Thechief budget officer shall post or causeto beposted public
noticeof therequest to enter into anempl oyee-empl oyer
contract not | essthan sevendaysbeforefinal approval of the
request. Thenoticeshall bepostedinanareaaccessibletothe
public.”

Asdiscussed earlierinthisreport, however, the Department of Budget
and Fiscal Serviceshasnot compliedwiththisordinancerequirement.
Thus, therecontinuesto beno publicnoticeof personal servicescontract
employmentopportunities.

Personal servicescontractscanbeauseful personnel tool torecruitand
empl oy short-termcontract employeestofill needed positionsincity
government, without havingtofollow rigorousrecruitment standardsand
lengthy processestoestablishpositionsincivil service. Lawmakerswere
mindful of thisexemptionand madetheir intentionsclear by establishing
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parametersfor theuseof personal servicescontractsinthecity charter,
andinitiatingreporting requirementsthroughacity ordinancetoprovide
trangparency and accountability intheuseof thepersonal services
contract exemptions. Wefound, however, that thepersonal services
contract practicesof thecity’ sexecutivebranchstray fromboththe
charter’ sintent and ordinancerequirements.

Wefoundthat executivebranchagencieshavemaintainedlong-term
contractsfor reasonsthat includetheprior administration preventing
departmentsand agenciesfromfillingvacant positions, useof retirees,
desiretopay for certainsalarieswith capital funds, contract employment
whileagenciesconsidered privatizationof city functions,andthecity’s
policy oncentralizinginformationtechnol ogy-relatedpostions. In
additiontocharter violations, the Department of Budget and Fiscal
Serviceshasneglected reporting requirementson personal services
contractsasestablished by city ordinance, citingacorporation counsel
opinionthat did not mentionreportingrequirements.

Inadditiontonon-compliancewithcity charter and ordinanceprovisions,
wefoundthat thepersonal servicescontract processlacks
accountability. Thequarterly reportsissued by the Department of
Human Resourcesareinadequate, lack meaningful informationandare
proneto errorsthat gouncorrected. Weal sofoundthat executive
branch departmentsand agenciesdo not adequately monitor personal
servicescontractsor eval uatecontract employees performance. Also,
departmentsand agenciesdo not accurately track or report personal
servicescontract costs. Thecouncil, wefound, may only receive
advisory information onunbudgeted personal servicescontracts.

Althoughexecutivedepartmentsand agenciesgenerally compliedwith
personal servicecontract request procedures, wea sofound
questionablecontract practices. Forinstance, themayor and managing
director’ spersonal servicescontract practicesof bypassinghuman
resourcesscrutiny, allowingunauthorized staff to approvecontract
requests, and performing same-day contract approvalsaresuspect. In
other instances, wefound questionabl econtract practicesamong
executivedepartmentsand agenci esincluding somecontractorswhoare
paid by oneagency, but performdutiesfor another agency; andthe
accountingdivision’ suseof personal servicescontractstomakeback
paymentstoformer city employees. Wealsofoundthat some
contractorshavereceived high compensationand contract recipients
includeformer el ected and appointed city officialsand other politically-
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Recommendations

connectedindividuals. Finaly, wefoundthat nearly al personal services
contract positionsareunadvertised.

Reporting onthepersonal servicescontract processshouldbeimproved
toprovidebetter accountability of city fundsand personnel management.
TheDepartment of Human Resourcesshoul d ensuretheaccuracy and
compl etenessof thelr reporting on personal servicescontractsand
budget andfiscal servicesshould start reporting on personal services
contractinformationasdirectedby city ordinance. Currentreportsare
Inadequate, lack meaningful information, and do not providethecouncil
or publicwithassurancethat thecity usespersonal servicescontracts
effectively or tax dollarsarespent prudently. Lastly, executivebranch
departmentsand agenciesshouldreview their personal servicescontract
practicesand ensurethey comply withcity charter and ordinance
provisons.

1. TheDepartment of HumanResourcesshould:

a. ensureexecutivedepartmentsand agenciesusepersonal services
contractsjudiciously inaccordancewiththedirectivesandintent
of theRevised Charter of Honol ulu, Revised Ordinancesof
Honol ulu, and department policiesand procedures,

b. ensurerequesting agenciesprovidecompleteandaccurate
informationbeforecertifyingal requestsfor employer-employee
contracts,

c. ensureitsquarterly reportsof personal servicescontracts
providecompleteand accurateinformation, andthat errorsare
corrected,;

d. includesupplemental analysisof personal servicescontracts
informationinitsquarterly reportstothecouncil andpublic;

e. reportadditional informationwithitsquarterly reports,including
total cost of contracts, number of contractspreviously awarded
toacontractor, and number of timesacontract positionhas
beenrenewed,;

f. assertitsauthority toreview andapprovepersonal services
contracts,
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g

requireexecutivedepartmentsand agenciestoreport the
minimumand maximumsal ariesof existingemployeesservingin
thesameor similar capacity tothepositionbeingrequestedasa
personal servicescontract, at thetimeof thecontract request;

requireexecutivedepartmentsand agenciestosubmit official
academicand professional credential sthat ensurecontractors
meet classspecificationsfor their appointments, especially when
awarding contractsthat exceed established compensationlimits
or positionsthat haveno established compensationlimits;

requireexecutivedepartmentsand agenciesto conductformal,
writteneval uationsof employeeshired on personal services
contractswhenever practicable; and

direct executivedepartmentsand agenci esto continuerequesting
tofill long-term personal servicescontractspermanently or
throughlimited-termcivil serviceappointments, asappropriate.

2. TheDepartment of Budget and Fiscal Servicesshould:

a

reportinformationregardingall empl oyer-employeecontracts
within30daysfollowing theend of eachfiscal year asrequiredin
Section2-30.4, ROH;

report additional annual informationincludingthetotal cost of
personal servicescontracts, sal ariesandfringebenefits, and
fundingsources,

post publicnoticeof requeststo enter into personal services
contractsat | east seven daysbeforefinal approval of therequest
asrequired by Section 2-30.3, ROH; and

ceaseus ng personal servicescontract statusto makeretroactive
paymentstoformer city employeesanddevelopanalternative
method.



Comments on
Agency Response

Response of Affected Agency

Wetransmitted adraft of thisreport tothe Department of Human
ResourcesonJanuary 11, 2006. A copy of thetransmittal |etteris
includedasAttachment 1. Atour exit conference, weinformedthe
director of humanresourcesthat thedepartment would haveten
workdaysto prepareitswritten responsetothedraft report. On
January 25, 2006, thedirector requested an extensionto submitits
response. Thecity auditor granted thedepartment anextensionto
February 2, 2006tosubmititsresponse. Thedepartment submitteda
writtenresponsetothedraft report on February 1, 2006, whichis
includedasAttachment 2.

Initsresponse, the Department of Human Resourcesexpressed general
agreement withtheaudit findingsand recommendations. Thedepartment
further commentedthat it wel comed our report, whichit planstouseto
strengthenitsroleinensuringaccountability inthecity. Inadditiontoits
general comments, thedepartment respondedwith severd clarifying
statementsontopi csdiscussedinour report. Weoffer thefollowing
commentstothedepartment’ sresponse.

First, thedepartment believeditimportant todistinguishthevarioustypes
of personal servicescontractsauthorized by city charter. The
department notesthat whilecontractsissued under Section 6-1103(q),
Revised Charter of Honolulu (RCH), istheprimary focusof our report,
itcomprisesarelatively small percentageof thetotal number of personal
servicescontractsapproved eachyear. Wedo not disagreewiththe
department’ scomments. However, wemaintainthat oneof the
shortcomingswith persona servicescontractsisthelack of
comprehensiveinformationmadeavail ableby city departments. Inour
report, weprovidedataonall personal servicescontracts, whilefocusing
our eval uation on contractsissued under Section6-1103(g), RCH. We
amended our report by referencing personal servicescontractsissued
under Section 6-1103(e) toreflect thebroad rangeof personal services
contractsreviewed.

Second, thedepartment expressed concernwithwordingthatimplied

non-compliancewithreporting requirements. Weagreethat oneexhibit
heading could bemisinterpreted and adjusted thetext accordingly.
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Third, thedepartment providedjustificationfor itspracticeof hiring
retireesthrough personal servicescontracts. Thedepartment citedthe
benefitsof hiringretireesand madeparti cularly favorablecomments
about theuseof retired policeofficerstofill positionswithinthepolice
department. Our report acknowledgesthebenefitsthat retireesprovide
tothecity by returningtoactiveservice. Thebenefitsand cost savingsof
utilizing retireesnotwithstanding, weaffirmour belief that thecharter
doesnot allow for suchlong-term contracts. Moreover, our report
notesthat thecurrent administration, too, hasexpressed concernsabout
long-term personal servicescontractsandisindiscussionwiththepolice
department tofindalternativestohiringretired policeofficers, long-term,
tofill needed positions, andthat apolicedepartment of ficial wespoke
withal soacknowledgedthat theuseof retireesisproblematicand that
thedepartment i sseeking asol utionwiththecurrent administration.

Fourth, thedepartment expressed concernsover our recommendation
that executivedepartmentsand agenciesconduct formal, written
performanceeval uationsof itspersonal servicescontracts. Specificaly,
thedepartment questionedthebenefit of evaluatingall of itscontractors,
particularly thosethat areon-call, anditsdesireto usecontract
terminationasthetool torespondto contractor non-performance. We
reiteratethat adequatemonitoringandeval uationareessentia contracting
best practicesand that personal servicescontractsareinfact that—
contracts. Whilewedisagreewiththedepartment’ scontentionthat
having theoptiontoterminateor not renew acontract isan adequate
eval uationmechanism, weacknowl edgethedepartment’ sconcernsthat
conductingformal evaluationsfor al persona servicescontract
categoriesmay not bepracticable. Weamended our report text and
recommendationtoaddressthedepartment’ sconcernsregardingthe
practicability of evaluatingall of itspersonal servicescontractors.

Fifth, thedepartment offered additional commentsabout thelimitationsof
itscurrent computer systemanditsplansto addressproblemsidentified
inour report withanew computer system. Weareencouraged that the
department recognizesthesystem’ scurrentlimitationsandisseeking
waystoimprovedataresourcemanagement. Regardingtheissueof
additional staff, webelievethat isaninternal issuefor thedepartment to
resolve.

L astly, wemadeother non-substantiveamendmentsfor purposesof
clarityandstyle.



ATTACHMENT 1

OFFICE OF THE CITY AUDITOR

CITY AND COUNTY OF HONOLULU
1000 ULUOHIA STREET, SUITE 120, KAPOLEI, HAWAIl 96707 / PHONE: (808) 692-5134 / FAX: (808) 692-5135

LESLIE I. TANAKA, CPA

CITY AUDITOR

January 11, 2006
COPY

Mr. Kenneth Nakamatsu, Director
Department of Human Resources
650 South King Street, 10" Floor
Honolulu, Hawaii 96813

Dear Mr. Nakamatsu:

Enclosed for your review are two copies (numbers 12 and 13) of our confidential draft audit report,
Audit of the City’s Personal Services Contract Practices. If you choose to submit a written response to
our draft report, your comments will generally be included in the final report. However, we ask that you
submit your response to us no later than 12:00 noon on Thursday, January 26, 2006.

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

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

Sincerely,

Choer. L-Tootoe

Leslie I. Tanaka, CPA
City Auditor

Enclosures
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DEPARTMENT OF HUMAN RESOURCES
CITY AND COUNTY OF HONOLULU

850 SOUTH KING STREET 10™ FLOOR = HONOLULY, HAWAL 96813
TELEPHONE: (808) 523-4809 « FAX: (808} 527-5563 » INTERNET: www.co. honoiulu.gov/ir

MUFI HANNEMANN
MAYOR

KENNETH Y. NAKAMATSU
DIRECTOR

February 1, 2006

06 FEB-1 P23
Mr. Leslie L. Tanaka, CPA
City Auditor
Office of the City Auditor L& COF HOMOLULY
City and County of Honolulu CITY LDIT0R
1000 Uluohia Street, Suite 120
Kapolei, Hawaii 96707

Dear Mr. Tanaka:

Thank you for the opportunity to review a draft of your report on issues regarding personal services
contracts. Thank you also for providing us with additional time to respond. Having been on the job for
less than a year, [ welcome this report and the information and suggestions it provides which may enable
my Department to strengthen its role in ensuring accountability in the City.

I note that a number of concerns expressed dealt with the practices of the former Administration. I will not
respond to those concerns here partly because the focus has changed, and more importantly, because I am
satisfied (and your report bears out) that my staff acted within the law under the circumstances that existed
at the time to assist departments in ensuring that adequate personnel were available to perform needed
public services.

In responding to the report at hand, I reiterate that | believe this to be a good and useful report. However, |
believe there are a few points where clarification may enhance understanding. These points are listed
below:

e Distinctions Between Contracts—We believe it is important to distinguish the various types of
personal services contracts authorized by the charter.

o The focus of the report appears to be the “g-contracts” (referred to because they are
authorized by Section 6-1103(g) of the charter). The language in this section specifically
notes that the service is of a temporary nature.

o E-contracts also use the term “temporary nature.” However, these contracts are
specifically for students (such as those who work for the Parks Department in the Summer
Programs).

o F-contracts are not used as often as the other types of contracts and require that the service
is special or unique.

o H-contracts are used frequently for on-call employees.

The reason we believe it is important to make the distinction between contracts is that, as it is with
this report, when the focus is on the g-contract employees, these contracts actually comprise a
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smaller percentage of the total number of contracts than may be apparent. For example, in exhibit
1.4, Distribution of City Employees in the Executive Branch FY2004-03, it appears that contracts
total approximately 20% of the total workforce. However, if it is understood that most of these
contracts are for individuals who are on-call (such as Enterprise Services’ ushers and for Human
Resources, examination monitors) one can well understand that a large pool of contract employees
is needed as individuals will not always be available on the days and times needed. To illustrate
this, as of January 25, 2006, the City has 1858 personal services contracts, but only 228 are g-
contracts. The vast majority, 1627, are for the on-call, intermittent type workers (and rounding out
the total, three are for student hires).

Ordinance 97-54-—We note that attention has been focused on reports required under Ordinance
97-54, as compared to the reports my Department has been providing under Resolution 97-319,
CD1. We believe it is unfortunate that exhibit 2.1 gives an impression that may not be reflective
of the situation. In the exhibit, reporting requirements are compared, but rather than indicating
whether requirements are comparable or not, the third column of the report uses the terms full,
partial and non-compliant. This gives the impression of non-compliance while the text of the
report notes my Department’s compliance with the Resolution. As to Budget and Fiscal Services’
decision not to provide reports, we believe their actions were based on a good faith reliance on
Corporation Counsel direction at that time.

Retirees on Contract—We find this report highlights the hiring of retirees, in particular the hiring
of retired police officers. We welcome this as an opportunity to engage in new dialog regarding
the re-hiring of retirees. This practice has often been maligned in the past. However, as an
increasing number of baby boomers retire and competition for new employees increases most, if
not all, employers will need to find ways to tap the vast resources of retired workers. The situation
at HPD is an excellent example of using these retired workers in a way that benefits the employer.
The jobs being performed require unique knowledge and skills and while the department (and very
likely the retirees who have agreed to continue serving) would rather have the work performed by
active police officers, the reality is that filling police vacancies is challenging here and nationwide.
Accordingly, rather than taking officers off the beat to perform the duties, the department has
recruited willing retirees to fill the need. We believe this arrangement should be highlighted for
praise rather than cited as an area of concern.

Performance Evaluations—We are concerned about your suggestion that contract employees be
given performance evaluations. We believe that for most contracts such evaluations are neither
feasible, nor necessary. For example, in my own Department we have a number of examination
monitors. These individuals help on an on-call basis when tests are administered for civil service
positions. Depending on the number and types of examinations needed during a year, an
individual examination monitor may work on only one or two Saturdays in the year. It does not
appear to us to be a judicious use of staff time to evaluate each monitor. Further, we do not
believe there is an additional benefit—if one of the monitors does not perform well, that person
will not be called to work on another test. In other cases, where individuals work more often and
more regularly, we find the use of performance evaluations may provide an impression that will
prove to be problematic. Performance evaluations are provided to civil service employees, in part,
to warn employees of substandard performance. Under the law, we have some obligation to civil
service employees to provide them with an opportunity to meet standards before taking action to
dismiss them. No such obligation is required for contract employees and their contracts may be
ended for non-performance. This is a right we would want to preserve and we would not want the
issue clouded by the use of performance evaluations. We believe that this is an area where, on first
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glance may seem like a good idea, but that upon further review may have more drawbacks than
advantages.

e Computer Systems Limitations—We understand the confusion surrounding our reports and also
the use of personal services contracts as a tool to make retroactive payments to employees who
have left City services. We share your frustration and we consider it a priority that both these
concerns be addressed with the new computer system. We understand that our reports, although
accurate at the point in time they are run and compliant with Resolution 97-319, could be modified
to provide additional information. However, until the new computer system is in place, manual
compilation and checking would be required. This will require additional staffing. We are also in
agreement with you that the use of personal services contracts as a tool for making retroactive
payments is not the preferred method of handling these adjustments that occur when collective
bargaining agreements are finalized long after they have expired and they provide for adjustments
going back one or even two years. Given current staffing and technology, we believe that we are
operating in the most efficient mode available to us at this time. The alternatives would prove to
be very time consuming and may delay the required reports or payments to affected employees.

Your report concludes with a number of ideas for improving our reports and process. My intent is to take
this a step further. My staff and I will work with our partners in the departments, Budget and Fiscal
Services, and the City Council to refine the information flow so that, meaningful and focused information
is provided. In addition, we will seek ways to best ensure compliance. Irecognize, however, that
implementing these initiatives will require additional staffing to monitor the information provided and to
monitor compliance. (For example, additional staff will be needed if we are to assist departments with
their obligation under section 4-104 of the charter to investigate for the purpose of ensuring that all persons
appointed are “fully qualified by experience and ability to perform the duties of the person’s office....” by
our review of each contract employee’s academic and professional credentials.) Pending these additional
resources, my staff and I will prioritize the initiatives and implement those changes that can feasibly be
done using our available staff and systems. This is in keeping with our overall commitment to
accountability.

Thank vou again for providing me with this opportunity to comment on the report. If you have any
questions on my response, please do not hesitate to contact me.

Sincerely,

“ KEN Y. NAKAMATSU
Director of Human Resources
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