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Chapter 1: Introduction

Seven agencies are attached to the department for administrative
purposes. They include the Aloha Tower Development Corporation,
Convention Center Authority, Hawaii Community Development
Authority, Hawaii Strategic Development Corporation, High Technology
Development Corporation, Land Use Commission, and Natural Energy
Laboratory of Hawaii Authority.

The objectives ofthe audit were to:

1. Determine whether the department's purchases of goods and services
comply with the provisions ofthe Hawaii Public Procurement Code.

2. Determine whether the department's contract administration process
ensures the efficient and effective use of state resources.

3. Make recommendations as appropriate.

This audit focused on purchases from July 1994 to May 1997. We
sampled purchases from the four divisions and four offices ofthe
department. We did not review purchases ofthe administratively attached
agencies or the contracts with the Hawaii Visitors and Convention
Bureau.

We selected a sample ofthe department's purchases of goods and services
and tested them for compliance with the provisions of the Hawaii Public
Procurement.Code and related administrative rules. We performed
specific tests to determine compliance with the provisions governing small
purchases and purchases ofSl0,000 or more. We examined purchases
made through competitive sealed bids, competitive sealed proposals,
emergency, and sale source methods. We also examined the department's
purchase ofprofessional services.

We also selected 20 contracts using a judgmental sampling method. Our
sample represented about 54 percent ofthe total dollar value of
departmental contracts. The sample was tested to determine whether the
department performed adequate analyses to determine the need for
contracting, developed scopes of services that were sufficiently specific to
ensure expected outcomes and benefits, and developed clearly defined
monitoring and evaluation procedures.

Exhibit 1.1 shows the expenditures and encumbrances for those divisions
and offices covered withinthe scope of our audit from FY1993-94
through FYI 995-96. The total amounts have declined substantially over
the past three years-from S24.0 million to SII.7 million.
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Chapter 2.: Manuals and Improv( ,n Contract Administration Needed

To initiate a request for contract services, a division or office submits a
"Request for Project Proposal" to the ASO's contract specialist. The
request outlines the objectives, goals, justification, description, and
measures of effectiveness ofthe proposed project. The division or office
also sends a request for the governor's approval, and, if appropriate, a
request for sole source procurement.

The contract specialist reviews each request for adherence with the
mission ofthe department and for compliance with the provisions of
Chapter 103D, HRS. The contract specialist may then forward the
request to the director with a recommendation for approval or deny the
request and return it to the division or office,

Ifthe request is approved by the director, the contract specialist oversees
all steps ofthe procurement process to ensure compliance with
Chapter 103D, HRS. The contract specialist also develops forms for the
division or office to monitor and evaluate the contractor's services. The
contract specialist periodically audits the contract administration ofthe
division or office to ensure compliance with proper monitoring and
evaluation procedures.

For purchases not requiring a formal contract, a requisition/purchase
order is completed and must be approved by the division/office head or a
designee. Thepurchase order and any supporting documents are then sent
to the ASO's fiscal officer. The fiscal officer reviews the purchase order
and documents to ensure compliance with the Hawaii Public Procurement
Code and all applicable policies and roles. The purchase order may be
denied and returned to the division or office for correction and
reprocessing. The fiscal officer approves the purchase order when all
requirements have been met. The fiscal officer retains a copy ofthe
purchase order and returns the remaining copies to the requisitioner who
then initiates the purchase.

For purchases of $10,000 or more, or for travel and equipment purchases,
the purchase order is sent back to the requisitioner after it has been
reviewed by the fiscal officer and approved by the director.

Exhibit 2.1 illustrates the functions within the department for purchase
approval and compliance oversight.

The department has made serious efforts to improve its contracting
practices over the past two years. Also, the contract specialist has tried to
enforce strict compliance with the Hawaii Public Procurement Code by
working closely with the State Procurement Office and the fiscal officer.
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Chapter 2: Manuals and Improvement in Contract Administration Needed

The department was in general compliance with. the tested requirements of
competitive sealedbids, with one exception. The departmentclassified an
$11.650 repair ofa building's air conditioning system. as construction and
did not solicitbids. Departmentofficialsreasonedthat this major repair
constitutedconstruction and was therefore considereda small purchase
underthe$25.000 ceiling. However, wequestionedwhetherthisrepair
actually constitutedconstruction. The object codeused by the department
on the purchase order classifiedthe repair as "repairs and maintenance" .
rather thanas a "fixed asset." It is reasonable to assume that all
constructioncosts be capitalized, that is. addedto the fixed assetrecords.
Since it was not capitalized,we qUestion whetherthis repair was truly
construction. Ifit werenot construction, then. the expenditure exceeded
the $10,000 limitset for smaIl purchases ofgoods and services and should
have been subject to bid.

DBEDT complied with competitive sealed proposal
requirements

Contractingthrough emnpetitive sealedproposals is permittedifthe head
ofa pmchasing agency detennines in writing thatthis method is more
appropriate thancompetitive sealed biddingbecause bidding iseithernot
practicable or not advantageous to theState. A request fur competitive
sealedproposals must receiveproper public noticeand a register of
proposals must be maintained. Proposals are ranked by a formal
evalnation process. The contract. is awarded to the responsive,
responsibleofferorwhoseproposal is determined in writingto be the most
advantageous to the State.

We assessed several proposals and the reasonsgiven to contractthrough
competitive sealedproposals rather thancompetitive sealedbidding. We
comparedthe given reasons with those approved by Hawaii
Administrative Rule 3-122-43 andfoundno conflicts. Department
documentation showed thatproperpublicnotices ofrequestsfurproposals
were givenand that registers of proposals were majntainco.d. An
exa mjrl3tion ofthe formalevaluationprocessesalso showed thatthe
contracts were awarded to theofferoIs whoseproposals were ranked as
the most advantageous. We fuundthedepartmentbascomplied with the
provisions governing competitive sealedproposals.

The department complied with sole source procurement
requirements .

A solesourcepurchase may be made whenthere is onlyone available
source from which a particuJar good or servicemay be obtained. Using a
State ProcurementOfficeform called a "RequestFor Sole Source," the
heads ofpurcbasing agencies must certifYto the bestof theirknowledge
that the form's infoImation is tme and correct before submitting it to the
chiefprocurementofficer for approval. TheState Procw:cment Office
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Chapter 2: Manuals and Impr( lnt in Contract Administration Needed >
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.. Abouthalfof the project managers were not using the forms to ensure
contract deliverables. This resulted in poor accountability overthe
contractorand led to weak controls over incrementalcontractpayments.
For example, in at least one instance we found paymentbeingmade even
though contractualmilestones hadnot been reached. The Contract
Administration VerificationReport was developedto correctcontract
monitoring concerns identified in our prior report and the department
shouldensurethat all project managers utilizethe fonn.
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Agency fails to perform
sufficient contract
outcome evaluation

-. .
Problems result from
the lack oia
contracting manual and
insufficient oversight

Conclusion

The project manager is responsible for evaluating the.outcome ofa
contract, A thoroughevaluation upon the completionof a contract
establisheswbetb.erthe intended objectives ofthe contract wereachieved
and whether the fiduciary responsibility ofthe departmentto effectively
and efficiently manage public resources has been fulfilled. An outcomes
evaluationanswersthefollowing questions: (I) Did theState receive

-whatit paid for? (2) Shouldaction be takenagainst the contractorfor
substandardperformance? and (3) Should the contractor be recommended
for futurecontractingneeds?

The Contract Administzation Verification Report containsa section
outlining theestablished procedures for contract evaluation. Thissection
reiteratesCODtlact.objectives, evaluates contractor perfo:nnance in
achieving the objectives, and provides recommendations for follow-up or
fu1me activities. However, in over 60 percentofthecompleted contracts
we reviewed. project managers failedto evaluate contractor performance,

The departmcot's weaknesses in contract managemeotand evaluation may
be dueto thelackofa contract administration policies and procedures
manual and ecatral oversight ofprojectmanagers. Thedepartment has
jndjcated that it is in the process ofdeveloping a contract administration
manual.

A highpriority shouldbe givento compl~a manual. Without a manual
to ensureUQifonnrequirements and processes, improvements may be
jeopardizedwith the loss ofkey personnel. As indicatedearlier,
improvements in COIItIact planningand drafting, and compliance to the
Hawaii Public Procu.remeot Code have resulted throughtheCftOrts ofthe
contractspecialist A mamJal and increased centralized oversight will be
useful in tIaiDing and encouraging project managers to monitor and
evaluate contracts.

The departmentbasachieved a highdegree ofcompliance witb.1hc Hawaii
Public Procuremeot Codetbrough a reviewand approval process that is
highlyceotIa1ized. However, the level ofcompliance gained since 1995 is
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Chapter 2: Manuals and Improvement in Contract Administration Needed

put at risk by the lack of a detailed procurement manual. The department
has also made progress in planning for and drafting contracts, however,
weaknesses still exist in the areas of contract monitoring and outcome
evaluation, Without sufficient contract management and evaluation, the
efficient and effective use of state resources is not ensured,

1. The Department of Business, Economic Development and Tourism
should develop a detailed procurement manual for use by all operating
units.

2. The department should:

a. Develop a contracting policies and procedures manual for use by
all project managers;

b. Ensure that all project managers are properly trained in
contracting policies and procedures; and

c. Audit project managers for compliance with departmental
contracting policies and procedures,
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