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FORDIORD 

This report was prepared in accordance with a request made jointly 
by the respective chairmen of the Committee on W81"S and Means of the 
Senate and the Committee on Finance of the Howse ot Representatives of 
the Hawaii State Legislature. 

The principal objective of the study as requested was to examine 
the respective roles of the several state agencies, the Governor and 
the Legislature in the planning, authorization and construction or capi­
tal improvements financed through special tunds. The requesters recog­
nized, however, that an inquiry of this sort might require attention to 
other aspects of executive-legislative relationship and could properly 
include improvements financed by DIIB&nS other than special funds. This 
has indeed proved to be the ease. It not only was illpossible to isolate 
special fund problems without considering others, but aa analysia pro­
ceeded it was necessary to go far behind the means of financing to seek 
out the factors that determine the proper role of the several agencies 
concerned. The result is a report that is broad in scope am intensive 
in treatment of ideas. 

In the preparation or this report materials available in the latter 
months of 1959 were examined. The Governor's Capital Improvements 
Program., 1960-1966 ha.cl not been completed at that time and conaequentl,y 
was not considered. A brief review of this document just prior to pub­
lication indicates that considerable progress has been made in present­
ing the capital budget !or consideration by the Legislature, as compared 
to the 1959-1961 Capital Improvements Program. The latter document is 
discussed in some detail in this report and not all or the camaent1 made 
on it apply to the 1960-1966 program. The requests tor public lands 
and transportation projects especially show considerable improvement 
over the presentations of a year ago, and the proposed expenditures tor 
succeeding fiscal ;years are detailed in a manner that lends itself to 
legielative understanding and decision-making over a relatively long 
period. It is gratifying to see that progress has been made tOlllard ac­
complishing the physical progr&JJmi.ng ps.rt ot tho system suggested in the 
last chapter of this report, and it is hoped that the discU.Bsion o:t pro­
gramming will be read in the light o! this newer, better document. 
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SUMMARY 

Hawaii's capital improveimnta responsibilitiea are un­
usually great, when compared to those ot moat state g01"ernn,nts. 
Large amounts of money are involved. and the money is spent on a 
wider variety of improvements than in almost any other state. 
State concern !or educat}on, non-highway transportation, housing, 
and natural resources seem to be the major !actors in this 
situation. 

In Hawaii's capital imprOYementa program bond financing is 
much more important than current revenue financing, alXl moat 
improvements are paid for through special funds. The means of 
financing are related to the means by which moneys are made 
available for expenditure in that general fund capital outlay is 
made by specific authorization, but special fund moneys are spent 
by administrative officers within very general limits laid down 
in law. The 1959-1961 capital improvements program represented 
a new concept in planning Hawaii's capital expenditures, and con­
siderable improvement in the 1960-1966 capital program presenta­
tion is noted in the Foreword. 

Capital improvements adminiatration in Hawaii really: consista 
of four programs--public !acilitiea, developaent programs, county 
improvements, and miscellaneous projects. Different considera­
tions apply to each category, and the differences are most ap.. 
parent if looked at in the light o! the stages through which all 
improvements pass. These stages are policy formulation, long­
range planning, programming, project ccnstruction, and perform­
ance evaluation. Legislative participation is of utmost import­
ance in policy, program, and performance, while administrative 
discretion is desirably preeminent in planning and construction. 

The respective roles of the legislative ani executive branches 
can be identified as to process, and therefore it is possible to 
relate these roles also to the kinds of improvements built. Policy 
(primarily legislative) is dominant in development-related programs 
(such aa transportation, land, housing, and conservation). It 
follows that legislative discretion therefore should be paramount 
with respect to such improvements. Conversely, public facilities 
can be planned an:i built in the absence of specific policy state­
ments because policy respecting such improvements (schools, office 
buildings, renovations, and the like) has been made many years 
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ago. Hence the administration desirably would play the major 
part in improvements of the latter kind. As a matter of fact, 
however, the opposite is the case. Administrators have the 
widest discretion in development and legislators have the most 
direct control in facility construction. This undesirable ef­
fect is brought about in large part by the practice of financ­
ing development-related improvements through special funds, and 
by legislative reluctance to treat special fund moneys as just 
another form of state revenue. 

To make the appropriation process serve th e ends of all in­
terested parties in all kinds of improvements, the fund struc­
ture and sources of revenue must be considered of less import­
ance than bringing the full abilities of both politicians and 
administrators to bear at the appropriate time. The principles 
of program appropriation are fully applicable to capital im­
provenents and by using a program approach it will be possible 
to exert legislative authority when appropriate and still leave 
administrators with sufficient latitude to make substantial con­
tributions. The problem in the past has been that appropriations 
were too specific and special fund discretion too broad. By 
appropriating from all funds and leaving discretion in the devel­
opment of all programs it will be possible to find a sound mid­
dle ground. 

The �egisl.ature requires professional, disinterested review 
of pe�formance on its behalf to make the suggested system work. 
Only in this way can the legislature be informed as to progress, 
and enabled to make the evaluations that it can and must make if 
it is properly to hold the administration to account for its 
actions and to fulfill the all-important mission of seeing to it 
that the public will is translated into real accomplishment. 
The use of a legislative staff goes far beyond capital improve­
ments administration, but certainly includes it. The legislative 
staff appears an indispensable part of making Ha"Waii's capital 
programs truly serve the needs of the population. 
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INTRODUCTION 

Capital improvements are a major element in governmental operations, and 

their cost and the means of financing them are important aspects of public 

finance. The impact of capital improvements runs through eve-ry level of govern­

ment and touches the life of eve-ry citizen. In fact, one of the great functions 

of government is to provide such facilities as are necessary to enable citizens 

to make the best use of their communities. This is indeed a big assignment, 

· and one that deserves the application of the highest motives, best thought, and

most conscientious work of all concerned.

The construction and financing of capital improvements are peculiarly com­

plex because of four characteristics that do not apply with equal force to other 

kinds of public expenditures. These characteristics are: (1) the relatively 

long time period involved in their construction; (2) their high initial cost; 

(3) the impact they have upon the private economy; and (4) their relative perma­

nence. These characteristics really add up to one large factor; namely, that 

capital improvements create commitments that tend to involve the whole cemmunity 

over an extended period of time. 

The cemmitments referred to may be almost anything-political, economic, 

social or idealistic. Examples of public works taken from histo-ry may make the 

wide range of possibilities clear. The oldest existing public imprGvements 

are the Egyptian pyramids, the cost of which in time and effort could hardly have 

been borne by any seciety not dedicated to deification of royalty and abasement 

of labor. Another relic of antiquity, the Chinese Wall, committed the empire 

to oenturies of isolation, and played its part in creating the east-west barriers 

in thought, culture, and histo-ry that plague us even today. Roman roads, on the 



ether hand, literally paved the way for binding the empire together and eommitted 

the Caesars to a pelicy of integration and werld-wide citizenship that profoundly 

altered western history. More recently, the extravaganees ef Louis XIV in build­

ing elaberate edifices ultimately contributed to the French Rev�lution, the Ameri­

can investment in the Louisiana Territory set our nation en its way toward a con­

tinental destiny, the Erie Canal opened the west to Atlantic commerce, and water 

devel•pment prejects helped to evercome the effects of western droughts and river­

basin floeds. Although necessarily less ambitious, the public werks of Hawaii 

will have similarly far-reaching effects on the future t".lf this state. It is 

therefore most important that decisions concerning capital improvements be conso­

nant with Hawaii's culture, economy, and aspirations. To assure that this is the 

ease requires demecratic decisions on the fundamental issues, and the best pessible 

use of available resources in implementing those decisions. 

This repert is concerned with how to obtain the desired results touched on 

in the foregoing paragraph. It is self-evident that administrative agencies, 

the Governor, and the Legislature all have parts to play in the precess; it is 

not se evident which part may best be filled by which agency. Nor does existing 

literature shed much light on the subject. It is principally devoted to specific 

circumstances (chiefly those that prevail in national or municipal governments); 

te presumed exclusive phases of administration, such as budgeting, debt manage­

ment, or planning; or to social and economic effects of public improvements and 

the theories of evaluating such effects. All these factors have pertinence to 

the present subject, but none can be said to develop a pattern that could be used 

uncritically by the State of Hawaii. The findings of this stud1 therefore should 

be considered as evelving from the literature, rather than being taken from it, 

and as representing an evaluation of many procedures, synthesized into a 
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00�rdinated prop3Sa1 for managing Hawaii's capital improvements program so as to 

exploit t.he peculia:r contributi011s that each agency ean make, 
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I. HAWAII'S CAPITAL IMPROVEMfilNTS

Capital improvements are constantly being made by all levels of government, 

and their pattern and the size of outlay required fer them necessarily vacy £rem 

plac,e to place. The United States a.vernment is by far the largest spender and 

wilder in this county, but the impact of its program on individual states is 

roughly uniform and its activities are, of course, outside the purview of state 

legislatures. Legislatures do, however, contrel the programs of their states 

and, depending on lecal heme-rule provisialS, those or pelitical subdivisions. It 

is at the state and local levels that the main variations exist, and as the scope 

and purpese of pregrams vacy, so too does the relative respensibility imp8sed 

upen state legislatures for imaginative and seund decisions. Such respensibility 

is especially prominent in Hawaii, which has a highly individual capital improve­

ments program, a major characteristic of which is concentration of financial 

respensibility in the state, rather than in lecalities. 

Scope of State Program 

The state capital improvements program in Hawaii is different from similar 

programs in other states in major respects. One difference is in size and cost. 

Hawaii's per capita expenditure for capital purposes is well over the average of 

all states, and continuing spending at that level has resulted in high per capita 

debt and interest payments. These facts are consistent with the general level of 

Hawaii's state expenditures for all purpeses, but regardless of the reasons, the 

size of the program represents unusually great responsibility £or public werks 

at the state level. Correspondingly, it imposes unusually great requirements 

for sound policies and able administration. 
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Hawaii's peculiar state-county system of g�ernment is the reason for much 

of the variance between public works financing here and elsewhere. Costs at 

the state level are high, it is true, but it by no means follows that total 

costs for all levels of government are equally high. Hawaii pr�bably has the 

most highly centralized government in America, and certainly has the simplest 

system of local government. As a direct result of this state-lecal structure, 

expenditures that in most states are responsibilities of cities, counties, school 

districts, and other subordinate units of government are made at the state level 

in Hawaii. It should be borne in mind in the following discussions that high 

state costs are largely a result of this condition. The only absolute judgment 

that can be passed on the fact that costs are high is that state legislators and 

state administrators have a bigger job to do in Hawaii than in most other states. 

Certain general data bearing on the size of the capital improvements program 

and the magnitude of public expenditures are shown in Table 1, �hich is based on 

expenditures during the fiscal year ending in 1958. While the dollar amounts 

have no doubt increased since then, these latest available figures probably 

reflect the present relative situation among states with some accuracy. It is 

also true that capital outlay in individual states will vary considerably from 

year to year, but the 1958 costs in Hawaii were not exceptional, and it is to be 

expected that about the same number of states would exceed Hawaii's expenditures 

in any typical year. 

In the table, Hawaii ranks (on a per capita basis) first among the states 

in current operational expenditures, seventh in capital outlay, third in interest 

payments, and fourth in total debt. The debt and interest figures would be
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TABLE I 

Ten Leading States in Per Oapita Expenditures for Selected 
Pu;cposes and in Per Capita, Total Debt, 195ga

Rank Per Capita Expenditures For: Total Per Capita 
(Among 50 Debt Ontstw:idiDi 
States) Interest Current $ 

Al J Purt!Qlil�lil QW2;i. tal Ou:tJ,a.;t �tit& Exoeng;iture§ 
State Amount

6 state Amgunth State Amount State Aoount'6 State Appuntb 

1 Wyoming $301 Wyoming $118 Delaware $7.26 !i!WAII $117 Delaware $424 
2 Delaware m Conn. 111 Connecticut 7.'2D Vermcint 106 Connecticut 351 
3 Nevada 281 Delaw.re 93 HAWAII 5.46° N. B. 98 Ma.es. 21,J. 
4 Washington 262 Nevada 83 lhss. 5.43 Wyoming 95 HAWm 202d 
5 Conn. 253 N. Mexico 73 New Jersey 4.'71 Delaware 94 Maryland 188 
6 New Mexico 249 M:>ntana 56 W. Virginia 4-50 Oregon 91 New Jersey 155 
7 Iouisiana 234 !!AWAIJ; 55 :t,iiry land 4.27 Alaska 90 W. Virginia. 144
8 �WAI;t 233 N. Dakota 53 Maine 4.04 Nevada 85 N. H. 138 
9 Alaska 2.30 s. Dakota 51 New York 3.48 M:>ntana 80 New York 128 

10 Oregon ..l&9. N. H. � Iouisiana. ..la.&2. Washington � Washington ..l6a 
48-State 

$166 $ 35 $2.34 $ 49 $ 91 Avera.gee

Sourqe: Compendium of State Government FipapcegJ in J.958, u. s. Department of Commerce, Bureau of the Census. 

a1n categories of expenditures not shown on table, Hawaii compared as follows: 
Purrose Ut§;tate Average HrucraU 

Assistance and Subsidies t].l $1.0 
Insurance Payments 22 11 
Intergovernmental Expenditures .JI!.. � 

baounded to nearest dollar. 
TOTAL too IB 

Ha.;,aii 's Renk 
35th 
34th 
� 

CWould be about $J.90 after pro-rat.a reduction :for bonds issued for county purposes. 
dWould be about $140 after reduction for bonds issued for county purposes. 
9Hawaii and Alaska not included. 



reduced by about one-third if bonds issued 11for county purposes" and reimbursable 

to the state were excluded, but even if that were done, Hawaii would still be in 

the first ten states in both categories. Of the six states that spent more per 

capita than Hawaii on capital outlay, four are among the seven largest and most 

thinly populated states, (which would be expected to have high per capita costs 

for highways) while the other two enjoy the highest per capita income in the 

country (and presumably can afford more outlay). Hawaii certainly is neither 

large nor wealthy, so the reason for its position must lie elsewhere. 

The 11elsewheren is, in part, discernible in the "current operations" column 

of Table 1. Hawaii, in this instance, ranks number one in the county. The rea­

son for this is obviously that Hawaii performs more direct public services than 

any other state. Public education alone accounts for $47 of Hawaii's $117 per 

capita current operating expenditures, but only $2.40 of the average state's 

total expenditure of $49. Conversely, Hawaii's aid-to-local-government expendi­

tures for education are nil, while the national average is about $26 per person. 

Similar cases exist in public health, where Hawaii's d irect per capita costs are 

five times those of the average state, and in defense where they are 18 times the 

average. Programs of such magnitudes obviously require physical plant, land, 

major equipment, and other items of capital outlay, and the certain result is 

large and continuing capital expenditure. 

Two other items play major parts in fixing the capital expenditure level in 

Hawaii: non-highway transportation and public lands. Hawaii is one of only 22 

states that incurred any non-highway transportation capital coats at all in 1958. 

It spent about $5 million for capital purposes in harbors and airports--an abso­

lute figure exceeded only by Alabama, Louisiana, Michigan, and Massachusetts. 
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Five other states spent $1 million or more for these purposes, but en a per capita 

basis, only Alaska was comparable. Alaska spent some $8.35 per person to Hawaii's 

$8.mi. 

Public land expenditures (including the development of res�urces on such 

lands) are somewhat harder to identify and compare, and in 1958 Hawaii 1 s capital 

expenditures in this area were not much higher than in the country as a whole, 

but its operating costs were about five times as high. Potentially, Hawaii 1 s 

requirements for capital investment in natural resources are much greater than 

those of any other state except Alaska, simply because these two states are the 

only ones that control any significant part of their land. The impact of this 

extensive resource commitment is seen in the governor's capital improvement pro­

gram for 1959-1961, in which nearly $6 million was requested for land develO'.i)ment, 

almost $5 million for the Hawaii Water Authority, over $1 million for agriculture 

and forestry and $.8 million for imprevement of Hawajjan homes lands. Added to the 

$5.6 million asked for development of local water systems,the total capital re­

quests for resource purposes amounted to a substantial $14.88 per capita per year. 

Had these proposals been enacted, Hawaii's resource-related capital costs alone 

would have been more than the entire 1958 non-highway capital outlay of every 

state except Delaware, Alaska, Washington, and Hawaii itself. 

Object of Capital Expenditures 

The other principal difference between Hawaii's capital improvement program 

and those of other states lies in the kind of improvements bought or built by 

state funds. This difference is closely related to the first, as almost the 

whole of Hawaii's above-average expenditures are for purposes other than high­

ways. The typical state devoted over three-fourths of all its capital outlays to 
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highways in 1958, while Hawaii spent less than half of its capital money for that 

purpose--a distinction that it shared only with Indiana and Alaska. Nor was this 

situation unusual. It prevailed in every recent year, and was even more pronounced 

in the governor's capital improvements program for the 1959-1961 biennium, which 

allotted only one-fourth of the state's capital outlay to highways. 

One result of this pattern, combined with the relatively high total �nditures, 

is to put Hawaii in a most prominent position with respect to per capita capital 

expenditures for non-highway purposes. Table 2 shows the ten highest-spending 

states in this category, with a breakdown of the objects for which outlay was made. 

The table demonstrates that Hawaii is one of a select group of states in its ex­

tensive responsibility for public werks other than highways. 

The debt position of the State could be another means of comparing its rela­

tive obligations by function. The available data are not cemparable, however, 

because the State of Hawaii does not maintain its debt records on an object-of­

expenditure basis. Reasonable comparisons, can, however, be made in the category 

of highway bonds, and here the picture is the same as in expenditures. About half 

of the total lmig-term debt of all states was for highway purposes in 1958, while 

only one-fifth of Hawaii's debt was highway bonds. 

Financing the Program 

Capital improvements are costly, as the foregoing summary shows, and the 

means of providing the funds necessary for them are important parts or fiscal 

policy. It is customary to finance most capital outlay through bond sales-a 

means that has been prominent in Hawaii in the past. The governor's program for 

1959-1961, for example, proposed that $81.4 million of a recommended $122 million 

outlay (almost exactly two-thirds of the total) be provided by bonds. Of the 
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Table 2 

PER CAPITA AMOUNTS AND PERCENTAGE DISTRIBUTION OF CAPITAL OUTLAY, 
TEN STATES WITH HIGHEST PER CAPITA NON-HIGHWAY OUTLAY, 195ga 

Per CaEita Outlaz for: Percentage Distribution of 
Ca:eital Outlaz 

Non-Highway Highway High- Other Trans- Educa-
� Pu!J2oses Purposes waz Eortation tion Other 

Delaware $37 $56 60 33 7 
Alaska 34 10 23 19 53 5 
HAWAII � 26 hJ. 1.2. -22 _q, 
Washington 15 63 68 - 24 8 
California 14 27 67 _b 18 15 
New York 13 26 62 -b 5 33 
Massachusetts 13 36 68 5 5 22 
Montana 13 67 76 13 11 
Nevada 13 70 87 8 5 
Louisiana 12 26 75 5 14 6 

48-Sta.te Avg. c $ 8 $27 76 1 12 11 

HAWAII-1957 29 25 45 6 30 19 
HAWAII-1956 30 12 30 6 50 14 
HAWAII-

1959-196ld 74 25 25 23 7 45e

Source: Compendium of State Government Finances ., 1958 ., U. S. Department 
of Commerce, Bureau of the Census. 

a.Amounts rounded to nearest dollar or per cent. 
b1ess than.5 per cent. 
cAlaska and Hawaii not included. 
dAs proposed in Governor's Capital Improvements Program, reduced to annual 

averages. 

eincludes: Housing, 18 per cent; natural resources, 15 per cent; county as­
sistance, 3 per cent; miscellaneous purposes, 9 per cent. 
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proposed bond expenditures, $51.6 million was to come from revenue bonds, and 

$2,.8 million from general obligation bonds. Four-fifths of current revenue 

financing was planned from special funds, over half of which was to be receipts 

from federal grants-in-aid. 

Bond Financing 

Bonds have traditionally pledged "the full faith and credit" of the issuing 

jurisdiction, but in recent years a great deal of emphasis has been given to reve­

nue bonds. The latter are comparable to industrial bonds, inasmuch as they are 

secured by revenue deriving from physical assets, rather than by tax revenues. 

Revenue bonding is now common for publicly-O'W!led utilities, such as port facili­

ties, toll reads, and water, electric and transit systems. In these eases reve­

nue bonds are convenient and can be so managed that they constitute a charge that 

is fully passed on to users of the utility, rather than absorbed by taxpayers. 

The revenue bond device is sound public p•licy in most utilities, as the patrons 

reasonably can be expected to pay full costs, including the relatively high costs 

of revenue bonds, just as they would if the same utility were privately owned. 

Hawaii has one such utility--its port system--where revenue bond financing has been 

practiced for over ten years. 

Revenue bonds are also often used to finance the construction of buildings 

that will generate revenue. Common examples at the state level are university 

buildings, such as dormitories, student unions, bookstores, and the like. Simi­

larly, public housing can be depreciated, reserves for replacements can be set 

up from revenue, and the whole undertaking made as self-sufficient as a utilit7. 

Revenue bonds tor purposes such as these have been or will be issued for beth the 

University or Hawaii and the Hawaii Housing Authority, and users of the facilities 
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so provided will be charged for the financing costs.

More recently, the revenue bond idea has been extended to fields where the

relutionship between customers and owner is by no means as clear as in the utili­

ties and revenue-producing buildings mentioned above. In such cases it is the

practice to pledge certain tax revenues as security for bonds,arrl. to state that such

bends are not claims against the public credit, but only against the particular tax

sour�e specified. This practice is almost wholly a device for avoiding bond limi­

tations (which ordinarily apply only to general obligation bonds) and is defensi­

ble, if at all, only on that basis. The rates are fully as high as on true reve­

nue bonds, the patrons cannot be said to bear the cost, and it is patently impossi­

ble for bond holders to take over the management of the revenue-producing properties 

which consist entirely or in large part of the taxing power of the state. Notwith­

standing this criticism, more and more states are issuing bonds secured by highway­

user revenues. This has been done in Hawaii, where the practice also extends to 

airport revenue bonds that are largely secured by fuel tax income. 

General obligati.on bonds are used in Hawaii for financing practically every 

kind of public improvement except those of the big special fund agencies. The 

state's bonding power also has been used in behalf of the counties, especially in 

financing school buildings. The general "public improvements II bonded debt repre­

sents the total long-term debt of the state except for the various revenue bond 

issues, and is presumptively the kind of debt contemplated by the constitutional 

limitation, since the only other state debt existing in 1950 was represented by 

harbor and housing obligations. Highway and airport revenue bonds authorized 

since the constitution was adopted have complicated the matter, and the
_

effect of 

such bonds is now being tested in the courts. If some or all of the revenue bonds 

are to be included within the limitation of the constitution, the effect will be 
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to reduce drastically (perhaps even to eliminate) any bond margin remaining. 

Current Revenue Financing 

Financing capital outlay from current general fund revenue is less common 

than debt financing. In Hawaii, general fund appropriations have traditionally 

been relied upen for miscellaneous improvements and county prejects. Most of the 

work so finan�ed consists of small prejects that are of importance only to certain 

persons or cemmunities. The relatively small impertanoe of this source is indi­

cated by the fact that less than four per cent of the governor's capital impreve­

ment budget for 1959-1961 was to be financed in this manner. Nearly one-third of 

this amount was for parks, another one-third for educational facilities, and the 

remainder was scattered among various public building and facility projects. 

Current special fund revenues (as oppesed to general fund income) are used 

extensively for public werks. This is especially true of moneys received as 

grants-in-aid from the federal government. Fer example, ever two-thirds of the 

prepesed "federal-aid" highway capital expenditures in 1959-1961 represent reve­

nues from current fuel taxes and federal aid, and all of the pr•p�sed land devel­

epment expenditure was to come from the special land fund's revenues or reserves. 

Special considerations, of course, apply to these kinds of revenue. Federal aid 

is often given specifically for designated projects, and special fund revenue 

levels are ordinarily set with a view to the requirements of capital outlay, 

including amounts necessary for matching federal funds. The whole theory and 

practice of special fund financing, in fact, depends for its rationale in large 

part upon the real or assumed need for securing consistent and adequate suppert 

for capital projects, without the pessib!lity of diversion of revenues to un­

related operating costs. 
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Authorization of Capital Expenditures 

Capital outlays are authorized in Hawaii under a variety of methods, which 

methods depend principally upon the source of revenue available, rather than the 

purpose of expenditure. This procedure is consistent with the way in which oper­

ating expenditures are authorized, but does not necessarily yield the best results. 

As a matter or fact, different methods may well be indicated for different kinds 

of improvements, but the mere fact that the revenues or bonds used come .from a 

given revenue source has no real importance. Improvements are real, tangible 

assets; funds, bonds,and grants are merely devices to help secure the improvements 

and therefore need not determine the appropriating or budgeting processes used.' 

General Fund Moneys 

General fund capital appropriations from current revenue or surplus are made 

in the same way as operating appropriations, except that: (1) they are usually 

in the same bill with general obligation bond authorizations rather than in the 

general appropriations (budget) bill; (2) they are made on a specific projeot-by­

projeot basis rather than in relation to planned programs; and (3) they are made 

available to the governor to be spent by specified officials (heretofore usually 

the Superintendent of Public Works). otherwise, the procedure is the same as for 

any other appropriation from current revenue, with the legislature having full au­

tberity to initiate expenditures and the governor having line-item veto authority 

as well as authority to grant or withhold allotments from the meneys so appropriated. 

General obligation bond authorizations are made in the same way as general 

fund capital appropriations. There is a major difference in their effects, how­

ever, as total autherizations in the past have accrued to amounts well in excess of 

the debt limit set by the Hawaiian Organic Act. Hence there has been little 
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certainty that any specific project will be built,merely because general obliga­

tion bonds have been authorized for it. Whereas an appropriated item need Qnly 

survive the single major hurdle of gubernatorial allotment, an authorization to 

build with bond money needed to be selected from among many competing claims for 

the proceeds of bonds actually sold. The net result of this practice, compounded 

by the much lower debt limit prescribed by the Constitution, was that Hawaii be­

came a state with over $58 million in unsalable general obllgation bond authori­

zations. The system historically gave the governor a strong voice in determining 

which projects were to be constructed with bond mcneys since he was able to allot the 

proceeds of bond sale:1 among authorizations with considerable latitude for deoision. 

Legislators, on the other hand, had small incentive to deny requests that certain 

projects be included in the bond authorization bill
1 because it was clear that all 

could not be built and it was assumed that the more frivolous would be indefinitely 

deferred. 

With the advent of statehood, the practice of over-authorizing bond issues 

will have t� oease, as the constitution fixes a limit on bonds authorized, rather 

than on debt outstanding, and it appears that a specific authorization must accom­

pany all bond fund appropriations in excess of $60 million. Since the prospects 

of reducing debt below $60 million are exceedingly remote, this is equivalent to 

saying that all bond fund appropriations for many years to come will require such 

specific authorization. This change in concept apparently will have the effect of 

making general fund and general obligation bond capital expenditures more nearly 

comparable. It will nc longer be pcssible to authorize bonds for insufficient 

reasons beoause bonding capacity will be at a premium, and authorizations them­

selves will be governed by the absolute constitutional limit of 15 per cent of 

the State's assessed valuation. Conversely, there will be less opportunity for 
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the governor to control capital outlay without using his item-veto power, as the 

legislature can reasonably expect bonds to be sold upon authorization and the 

proceeds spent for the designated purp�ses. The net effect of these changes will 

prnbably be to shift respensibility for general obligation bond expenditures more 

fully to the legislature, and it is to be expected that this shift will be acccm­

panied by greater legislative restraint in authorizing projects. 

Special Fund Moneys 

Capital outlay through special funds is a very different matter, in that 

legislative authority is considerably restricted, General laws creating special 

funds typically authorize expenditure of revenues for any purpose associated with 

the function involved, so capital expenditures can be and are made by administra­

tive decision. The magnitude of these outlays is limited only by the revenues of 

the special fund, This rule applies to the highway, airport, housing, and uni­

versity projects funds. It would apply also to the harbor f'und, but for a provi­

sion in the law that limits its capital expenditures to $100,ooc in any one year, 

with the further limitation of �2.5,000 1on any one island. These limitations are 

restrictive enough that the harbor board can build only relatively small projects 

on its own authority. The fund may be used for substantial public improvements 

only with the approval of the legislature, which approval has historically been 

limited to specific jobs, rather than to harbor development generally. 

Revenue bond moneys are no more under expenditure control by the legislature 

than are current special fund revenues. The statute providing for revenue bonds 

(Chapter 137, Part III, R. L, H. 1955) confers on the governing bodies cf depart.,. 

ments power to issue bonds upon their own resolution, subject only to maximum. 

total authorizations by the legislature and certain procedural provisions. Spec-tfi� 
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authorizations under this chapter have been made for highway and airport bonds. In 

all cases the authorizations to enter into resolution contracts are so broadly 

given as to leave the use of bond proceeds entirely up to the department concerned

within such gererally limited purposes as 11highways in the Territory upon which federal 

aid moneys are expendable" or "airport and air navigation facilities." 

Housing bonds are authorized under Part IV of Chapter 77, R. L. H. 1955 in 

language similar to that used for highway and airport issues� The housing authority 

is given power to sell bonds on its own resolution, and to use the proceeds for "a 

housing project or projects." The bonds are secured by housing project revenues 

and may be further secured by mortgage. The legislature has little discretion in 

the matter at any time, but Section 77-33 does reserve to the governor the power to 

approve all projects. 

University and harbor revenue bonds have similar status to the bonds discussed 

above, but both are more restricted as to use. The harbor authorizations are a 

great deal more specific as the proceeds of bonds sold under them may be used only 

for given improvements at specified locations (Act 95, s. L. H. 1947 and Act 103 1

s. L. H. 1957). University bond proceeds are also restricted (Sections 44-61

through 44-76, R. L. H., 1955). Such bonds may be used only for 11revenue-producing 11

facilities, which is a far cry from "any purpose of higher education" or other pos­

sible language that would be comparable to that used in highway, airport, or housing 

authorizations. 

Capital Program and Budget 

The 30th Territorial Legislature was the first to receive a proposed capital 

improvements program from the governor. This document, submitted in January, 1959 1

presented a comprehensive overview of proposed capital improvements and the 
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financing required therefor. It brought together for the first time preposed ex­

penditures from all funds for all purpeses and related them to each other on a 

functional basis. Together with the operating budget this document previded the 

elements of an orderly and comprehensive plan for public expenditures. Like the 

operating budget, however, it merely summarized expenditures from other than general 

fund sources, continuing (at least by implication) the assumption that means of 

financing has imperta.noe in itself, rather than merely as a device for obtaining 

money. 

Given the usual procedures for managing special funds in Hawaii it is hard to 

see how any other assumption could be made. It is quite apparently true that the 

legislature has over the years yielded wider and wider authority to the special 

fund agencies, to the point that it is progress just to get a report on their 

general intentions expressed in large numbers neatly rounded. Yet every large 

capital improvement program in Hawaii today (save only scheol construction) is 

being financed through special funds. Failure or inability of the legislature to 

control or even to review these large costs is a major limitation on effective cap­

ital improvements administration. 

Because of the predominance of special fund financing, the capital budget 

really referred to the legislature just over one-fourth of the total outlay plans 

for 1959-1961. The highest political authority in the State was asked its opinion 

on some $4 million in current revenue expenditures and $.3:1 mlllien in general obli­

gation bonds, while $88 million was merely noted as planned for expenditure. 

Clearly, this was a substantial gain, as the legislature at least was able to put 

its obligations in perspective. It fell, however, considerably short of the ideal. 

Upon its submission to the legislature, the governor's pr,gram did not receive 

total approval. A number of recommended projects were authorized, but many programs 
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were reduced in size, and several others added. Most of the items added were part 

of the prQgram planned for 1961-1965 (although not itemized in the published im­

provements program) but the changes in timing appear to have been made principally 

through project-by-project choices, with little reference to the programs of which 

the projects were a part. 

There was a particularly wide divergence between the gGvernor and legislature 

in appropriations made for county improvements. The governor's recommendations for 

these purposes contemplated spending only $3.3 million on county projeots�all to 

be financed by general obligation bonds. The appropriations act by no means fol­

lowed this suggestion. Actually, 26 individual general fund apprepriations were 

made for Oahu schools, 24 for other Oahu projects, and 37 for jobs on other islands. 

Similarly, about 65 county projects were authorized for financing out of state 

general obligation bonds. The effects of these changes were: (1) to increase 

general fund capital appropriations by nearly $4 million (nearly double the gover­

nor's recommendations) with nearly all the increase represented by county projects; 

and (2) to allocate about one-third, rather than one-tenth, of the bond authori­

zations for county purposes without materially changing the total authorized. 
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II. THE PROCESS OF PROVIDING CAPITAL IMPROVEMENTS

Capital improvements are a necessary part of arry governmental program, but 

their place in the total mission of government and the processes by which they 

are brought into being are not always clearly understood. It is entirely too 

easy to say that capital outlay and operating expenses are self-evident terms, 

to insist on separation of the two to the point that no coordination is achieved, 

or to allege that capital improvements by nature involve only political or tech­

nical judgments, but not both. As a matter of fact, the processes of bringing 

capital improvements into existence depend in considerable part upon operating 

programs. Further, they are quite complicated� 

There are four categories into which the capital improvements of Hawaii 

may be divided depending upon by the part they play in the mission of the state 

government; each improvement progresses through five stages in its development, 

which stages can be differentiated by time; and the whole is financed by arry of 

four different methods. This does not mean, of course, that a different set of 

considerations apply to every possible combination of these variables, but it 

does strongly suggest that something more than general theory and inflexible 

rules are called for in a consideration of the parts desirably playe4 by the 

different agencies of government. The variable that presently controls the re­

lationships among agencies is the source of funds, which was discussed in some 

detail in the preceding chapter. It is a thesis of this report, however, that 

the nature of improvements and the stage of their development are the factors 

that are really important. This chapter is devoted to an explanation of these 

factors and their impact upon the capital improvements picture generally, 
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Kinds of Capital Improvements 

The first chapter of this report stressed the fact that Hawaiiis capital 

improvements program is somewhat larger and much more complex than similar 

programs in other states. Not much is to be gained, however, by generalizing 

that this fact alone determines the way that Hawaii should go about execution of 

its program, because in actuality Hawaii has not one program but many, and the 

procedural considerations that desirably apply to each are somewhat different 

from all the rest. This is true because each kind of improvement fills a differ­

ent kind of need in the community, just as the different branches of government 

do. It is not surprising to find a correlation between these two situations. 

Public Facilities 

The first and most obvious kind of capital improvement is that which in­

volves facilities used in rendering regular public services. This includes land 

purchases and the erection, extension, or improvement of buildings necessary for 

schools, institutions, the university, or administrative offices, and also re­

pair or rehabilitation of existing facilities used for any public purpose. Two 

principal characteristics identify these improvements: (l) major policy deci­

sions have already been made; and (2) the relative need for each proposed improve­

ment can be expressed in specific terms. 

To build a new school, for example, it is not necessary to reexamine the 

question of whether public education should be made available. All that needs to 

be done is to determine whether the number of students requires a new building 

in a given area, to locate and design the building so as to serve its purpose 

best, and to pay for the land acquisition and construction. Similarly, the rela­

tive urgency of new school construction as compared, say, to a new prison or an 
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office building, or the rebuilding of an existing road can be expressed in un­

derstandable and reasonably valid terms. Finally, improvements of this kind are 

like equipment and personnel in that they are principally tools whereby the gov­

ertllllent can do its own work, and hence can be directly related to operating pro­

grams. Thus, they are among the improvements most amenable to long-term schedul­

ing, administrative fixing of priorities, and budgetary-appropriation processes 

similar to those that apply to operating expenditures. It may be precisely for 

this reason that general physical planning has reached its highest development in 

cities where it relates mostly to improvements of this type, rather than in states 

li-here the main job is 15iiilding highways and other economy-related improvements. 

Development Programs 

The second group of capital improvements includes those that are essentially 

developmental in nature. These improvements are in some ways the opposite of the 

first group. They are seldom acted upon until new public policy has been devel­

oped, the need for them often can be stated only imprecisely, and their ramifica­

tions extend well beyond governmental operations into the private sector of the 

economy. The parks program proposed last year, for example, was administration 

policy that represented a considerable departure from previous plans for the use 

of certain public lands. The "need" for parks can hardly be measured, however, 

until some exist, as they are to be expected to generate their own clientele. The 

effects of the parks, it is hoped, will be to stinnllate economic activity in cer­

tain areas as well as to extend the general recreation program now in existence. 

All these considerations are different from those that would pertain if a univer­

sity building were proposed, or the rehabilitation of some existing park site 

contemplated. 
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Even clearer cases of these fundamental differences can be shown by consi-

dering such questions as: 

Should the State buy the Oahu Railway and Land Company's port properties, 
and, if so, how will commercial shipping be affected? 

Should a Hana belt road be built such that access to Kipahulu will be as 
easy as access now is to Eimilarly attractive areas? 

To what extent should the State enter the middle�income housing field? 

Should public lands be disposed of as is, improved and disposed of, or kept 
as permanent assets of the state government? 

Can the use of Hawaiian homes lands be improved? 

Should the State operate ferries, build hotels, make tourist sites available, 
or stay out of such activities altogether? 

These are big questions, and none can be resolved outside the context of a 

agreed-upon public policyo Planners have a great deal to say on the feasibility 

of such ideas, and budget makers have to provide the wherewithal to do them, but 

first and foreniOst it is a question of what role the government is to play--a 

question that long since was resolved in connection with schools, institutions, 

and office buildingso 

Three other features of developmental improvements should be noted: (1) they 

are unusually costly and typically require many years to complete; (2) they are 

necessarily interrelated to the point that to do one without another might be the 

opposite of progress; and (3) they almost always involve a number of specific 

projects in order to make the program effective. These features further compli­

cate the picture, and point up the necessity for thorough discussion, policy 

enunciation, careful planning, and a high level of coordination of the efforts of 

all agencies involved. 
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County Improvements 

A third type of public improvement program in Hawaii is that which involves 

county facilities. This process takes a diff erent form from that usually found 

in state aid to local jurisdictions. The "county purposes programn is entirely 

made up of specific project authorizations, rather than program assistance and 

hence it puts the Legislature in the unusual position of deciding on behalf of 

the counties what local public improvements s hall be made. As a result, the 

Legislature is constantly having to redetermine policies and is cast  in the role 

of a local-government spending agency rather than the highest policy-making group 

in the state. Further, county officials are deprived of the opportunity to make 

reputations (if politicians) or to exercise the talents they are paid for using 

(if administrators). The tax-sharing or lumP-sum grant conmen in other states 

avoids these problems, as it permits a legislature to decide one policy, devise 

one self-executing formula, and afterward merely oversee the results of these 

acts while passing responsibility for specific jobs to the representatives of the 

people served. 

School construction in Hawaii is a special case, inasmuch as the facilities 

are operated by the State after being built (at least in theory) by the counties. 

The scope of the state education program and the size of the school population 

determine school construction needs, but the buildings actually come into being in 

any number of ways and may be paid for by either the State or the counties or both. 

Early resolution of the problem so posed has been urged by many observers, but in­

decision on the ultimate role of the counties in education may .further postpone 

any final determination. In any event, it is certain that the interests of the 

Legislature in school construction far exceed the interest it has in building 

facilities £or purely county activities. The State must accept responsibility £or 
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public education and cannot claim·it for traffic engineering, public recreation, 

or other local functions. 

Miscellaneous Projects 

The fourth category consists of miscellaneous improvements that specifically 

benefit special groups or identifiable areas. These improvements may be almost 

anything, but are distinguishable from the first and second categories in that 

they are of email importance to general development and would ordinarily be given 

low priori.ties in a technical consideration of need. Many of them would be local 

government projects if the counties of Hawaii had full status as municipalities 

and full responsibility for local services. The decision to build improvements 

of this kind or to expend public moneys on them in preference to spending it on 

other activities or reducing revenues is almost purely political, and hence these 

projects stand at the opposite pole from public buildings. Planners, budgeters, 

and engineers cannot be expected to cmtribute much to this program, but the po­

litical exigencies of legislative life and the item-veto power of the governor 

can. 

Procedures in Developing Public Improvements 

Capital improvements do not spring up of their own initiative. It takes a 

good deal of time and a lot of talent to produce them, as they progress from good 

ideas to operating realities. A comnon thread of procedures runs through their 

histories: (1) policy-making; (2) planning; (3) programming; (4) project construc­

tion; and (5) performance evaluation. These procedures or processes are totally 

independent of the source ot financing and differ according to objects built only 

in the relative importance ot the part that each may play in the history of a 

given category of improvementso While the five processes tend to overlap each 
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other, they are reasonably distinct, and are identifiable in terms of time. Thus, 

they are actually stages of development, each dependent upon the one preceding, 

and the quality of the end product dependent upon the quality of performance at 

every stage. 

A clear understanding of the several stages is necessary to analysis of the 

publicim.provementsprogram g enerally, because it is with respect to process that 

the participation of different agencies of government can be defined most easily. 

The role of the legislature or the administration is constant in any given pro­

cess, but the importance of the process itself may differ among the several kinds 

of improvements. Policy determination, for example, is much more a part of devel­

opment than it is of building construction, so the role of the policy-making body 

is likewise more important. If, then, participation in processes can be defined, 

and if the part that eac h process plays in the several categories of improvements 

is clear, a reasonable basis for defining the desirable roles of d ifferent agencies 

can be evolved. The plan suggested in the last chapter of this report proceeds 

from just this sort of consideration, based on the discussions and definisitions 

of processes in the following sections. 

Policy 

Policy-ma.king is most important in the development group of public improve­

ments. It is, in fact, hard to visualize any such improvements ever coming into 

being without a conscious, and often formal, decision by political officers. Nu­

merous examples come to mind, perhaps the most prominent of which are the as-yet­

unadopted land policies that have been debated in recent years. Public facility 

improvements such as schools, libraries, and institutions are really implementa­

tions of long-extant policies, and providing them is much the same process as 
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hiring personnel. Policy choices on facility construction therefore seldom have 

to be made, except as they may relate to the relativ e emp hasis to be given the 

g roup in competition with other groups as a whole. County and miscellaneous 

projects do involve policy judgments, but usually they are the judgments of 

county officials, individual legislators, or citizen groups. Hence policies be­

come known only at the time that approp riations are made. A different 

system of county aid would simplify policy in that area, as it would not require 

almost constant redeterminatio n of minor policy questions that now tend to plague 

each legislature. There is, however, little prospect of avoiding such recurring 

decisions with respect to miscellaneous state improvements. 

Planning 

Planning is used in this discussion in a somewhat rest ricted sense, as the 

process of forecasting and generally guiding the developments of the future. It 

follows as the next step in time after policy is formulated, or at least seriously 

proposed. Two major functions are essential to this process: generalized physi­

cal planning and long-range financial planning. These two functions are fundamen­

tal to the very idea of public improvements of almost all kinds, but their appli­

cation is somewhat different depending upon whether improveIIl:3nts are government 

facilities, developmental projects, or county undertakings. 

Physical planning for public facilities, for example, involves principally 

forecasting such things as population, use, and deterioratio n. Physical planning 

for development, on the other hand, must start from such fundamental considera­

tions as what part in total development should be undertaken by the State, or what 

technological de velopments of the future may do to the relative requirements for 

certain facilities, or what would be the best way to give impetus to a certain 
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industry, or how best to evaluate the feasibility of a proposed policyo Planning 

for county improvements may involve both of the above concepts, plus the knotty 

problems of intergovernmental relationshipso Usually, however, county improve­

ments can be fitted into the long-range state plan by consideration of the same 

kinds of questions that arise in planning state facilities. 

Long-term financial planning is also fraught with uncertainties, and is as 

nnich the servant of future public policy as is physical planning. The future size 

of existing tax bases is only part of this process, which also includes deriving 

plans for new or terminated revenues, management of debt and surplus, revenue­

sharing plans, and general political orientation toward the place of public fi­

nance in the econonw at large. Further, the financial plan must be as comprehen­

sive as the physical plan. It nnist include all sources of revenue and all poten­

tial borrowing capacity regardless of fund structure or traditional distinctions 

among various categories of public resources. Like the physical plan, the finan­

cial plan will be imprecise; but, again like the physical plan, it is a necessary 

part of converting a pre-existing adopted or proposed policy into the next phase-­

a program. 

Programming 

A capital improvements program can b� described as the actionable part of 

the plan that underlies it. At this stage, most policy questions should be re­

solved, and it becomes necessary to convert an indefinite and perhaps erroneous 

or over-ambitious plan into a scheduled, reasonably specific, and defensible pro­

gram, This would normally be done by presentation of a five- or six-year budget 

showing proposed expenditures for all purposes, including all objects of expendi­

ture and sources of revenue. Such a budget could be adopted by the legislature 
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as the state program, and modified from year to year to meet changing needs and 

conditions. Appropriations would be required for the first year, but developments 

for future years would be adopted only as a. planned program, subject to annual 

reevaluation. 

The program, including appropriations for the current fiscal period, is the 

stage at which conmitments are made. It fills the essential function o f  bringing 

plans into focus and subjecting the policies upon which plans are founded to a 

further searching review. All kinds of improvements must be programmed (if only 

by being appropriated for) and all agencies of government must participate in 

developing the program. It is in the scarcity of programming that exists and in 

the absence of legislative participation in much of the programning done that 

Hawaii's capital improvements process is most deficient todayo 

Pro.ject Construction 

Project construction proceeds immediately after authorization or appropria­

tion of money. Because construction may take anywhere from a few weeks to several 

years, more than one appropriation or bond issue may be involved. If appropria­

tions have been made on a project-by-project basis, there is nothing left at this 

stage except to follow the directions of the legislature. If, however, the legis­

lature has appropriated for a program, decisions still need to be made concernig 

how best to a pply available money to the prog ram objective. In arry case, and re­

gardless of the nature of the improvement, construction lies fully within the com­

petence of the professionals and technicians in the various administrative depart­

The legislature can and should examine project progress and cost, but it 

cannot and must not try to impinge upon the construc tion process or the adminis­

,trative devices used to bring projects to completion. 
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Performance Evaluation 

The final stage, performance, not only pertains to all kinds of improvements, 

but also merges capital and operating programso Employees may be necessary to 

operate, and certainly to maintain the facilities built o This fact should be 

recognized in the program stage, but the soundness of the program can be tested 

only by performance. Further, it is at this stage that a final evaluation may be 

made of whether the facility is actually needed as programmed, whether it has 

been economically constructed ., whether it is adequately staffed ., and generally 

the extent to which it contributes to the development of the state program of 

which it is a part or accomplishes the ends sought. An important by-product of 

evaluating performance in capital improvements is the opportunity afforded to 

assess the quality of public administration and the degree to which political 

policy is effectively carried out. This can be done, and the size of most capital 

improvement undertakings indicates that it mu.st be done if legislative responsi­

bility is to extend into the important field of public improvements. Legislative 

participation--even legislative preeminence--in the evaluation stage appears in­

dispensable to sound capital improvements administration in the public interest. 
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III. A PROPOSED SYSTEM FOR

DfPROVING CAP TIAL IMPROVEMENTS ADMINISTRATION 

Hawaii's capital improvements program has been designed primarily to conform 

to the supposed necessities imposed by the fund structure, federal aid, and other 

revenue-related devices. The legislature has abstained from close attention to 

special fund financing but has specified general fund expenditures in detail. 

Since the developmental programs are principally financed through special funds, 

the result has been that administrative discretion is maximized in the develop­

ment field even though that :is exactly the area where policy guidance is most 

important. Conversely, legislative authority has been paramount in other cate­

gories simply because they are principally general-fund supported, and despite 

the fact that technical determinations are most useful in public facility pro­

gramming and aid to counties. 

It is suggested that there is a pressing need to revise certain practices 

now employed in capital improvements programming in Hawaii in order to moderate 

the effect of, or even to reverse, the situation described above. The problems 

of capital improvements administration are large and complex, and can be solved 

only by taking a somewhat different attitude toward the part played by policy­

making a�encies, particularly the legislature. The fundamental interests of the 

several parties to improvements administration should be recognized as ·should the 

peculiar contributions that each can make. The definitions and concepts developed 

in Chapter II can be used with profit in seeking a proper balance of responsi­

bility and in putting the political and administrative resources of the State to 

work in a way best designed to get the maximum public benefit out from all. This 

,chapter is devoted to an application of the principles developed in Chapter II 
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to the situe.tion described ln Chapter I, through discussions of the relative im-

portance of political and technical contributions in each of the five processes, 

with particular emphasis on the appropriation process and legislative review. 

The Long-Range Pl!!!l 

Further emphasis on long-range planning appears essential to the development 

of an adequate system of capital improvements administration in Hawaii. Further, 

it is necessary to execute the plan with full understanding of the relative im-

portance of political decisions and technical determinations in the various pro-

ceases and hence among the several categories of improvements. To accomplish these 

ends, it seams clear that long-range planning must contemplate all significant 

points of view--that.is� that it should include planning for the legislature as 
... 

well as planning for the governor. Planning on behalf of the legislature would 

be essentially testing and inquiring into the feasibility of policies as they de-

velop, and this function cannot be overlooked if a rational and practical program 

is ever to develop from legislative initiative. It is also true that legislative 

policies are likely to prevail whether they are planned for or not, and certainly 

they will be more easily and validly incorporated as part of state objectives if 

there has been adequate testing, full discussion, proper financing, and sound 

scheduling applied to them. 

The real need, then, is for a truly comprehensive plan, showing for at least 

ten years the general public improvements objectives of government and how these 

objectives may be achieved within the financial realities. The plan should include 

public facilities, development improvements, and aid to counties, all presented on 

a program bas:i:s, at least for the more distant yea;rs. About all1 that is important 

now concerning the plan for 1970 is what will be accomplished in the community at 
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large--not whether this building will exist or that park will be operating. A 

general blueprint can be evolved, leaving its refinements and details to be worked 

out as the plan merges into the program stage. 

Publio facility improvements in this plan would be based principally upon 

estimates of future demand and deterioration of present plant. Developmental plans 

might describe only what the public share of the whole development scheme will be, 

given certain assumptions or objectives of the kind of community that will exist. 

Oo1mty aid would be predicated on present or presumed future policies as to distri­

bution of costs and services between the two levels of government, as well as pre­

dicted facility and development needs. Considered as a whole, the plan should pre­

sent a total picture of the State's future obligations for capital improvements, 

under whatever policy, financial, and economic assumptions seem most desirable and 

realistic. 

For the first five or six years, the plan should have a great deal more speci­

ficity, Looations of proposed improvements should be shown, sources of revenue 

identified, and priorities assigned. Even this presentation, however, could pro­

perly be quite approximate as to costs and need not be over-specific as to design, 

The policy questions should, however, be settled and the whole integrated into the 

financial plan both as to illlmediate costs and future operating expenses. These 

first years will be a point of commitment, as they represent the "program" stage, 

and the legislature will be asked to adopt the program as the objectives of the 

State. The legislature must have every opportunity to satisfy itself of the sound­

ness and probity of the proposals, and to take a further searching look at the 

policy implications thereof before it makes such a far-reaching oonnnitment on be­

half of the people. 

For "year zero" (the fisoa.l period immediately following the legislative 
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session) the program should be specific enough to justify immediate appropriations. 

Cost estimates must be precise, project priorities within programs defensible, 

preliminary drawings available, and estimates of use or contribution to the econon:w 

as specific as they can be made, This is because the legislature is heing asked 

to pass the point of no return. At every stage up to actual appropriation there 

is opportunity to change--afterward there will be no significant changes, at least 

as far as legislative action is concerned. 

The appropriation process is described in a later section of this report, and 

for present purposes it is enough to say that it should, in one way or another, be 

applied to every public improvement, regardless of its nature or source of finan­

cing, before a commitment of funds is made. This is just another way of saying 

that the program, right down to the last roll call, should be comprehensive. If 

further general law is required to clarify the authority of the legislature to 

appropriate from special funds it should be provided. It would seem contradictory, 

however, for the budget agency to have expendi'ture control over special funds as pro­

vided in Act 12., SLH 1959, 1st Sp. Sess. if the legislature did not have appropriating 

power. To be realistic, programs must recognize sources of funds, but to serve 

best the needs of Hawaii they must represent a balance of all sources and all acti­

vities, and give due recognition to the equally important balance required between 

political desires and technical and financial realities. 

Responsibility fpr Processes 

The plan itself is no more than a written sununa.ry of agreed policies, physical 

needs, and financial oapabilities. It is the tie that binds policy to objective, 

objective to program, and program to appropriation. To complete the picture, it 

is necessary to consider what the interests are and where decisions should lie in 
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each of the five processes of capital improvements development, particularly since 

such a consideration sheds some light on the execution and proper use of the plan 

as -well as on the attainment of ultimate objectives of public service. 

Policy 

Policy toward capital improvements, as originally put forward, can be sketchy, 

ill-considered, and impractical, or the opposite of any or all of these attributes. 

As it matures and takes on specific form, and particularly as it receives the en­

dorsement of political, social, or economic groups the policy gradually becomes a 

plan or at least the kernel from which a plan may spring. Several cases currently 

exist of policy development that involve major capital improvement or capital out­

lay questions--public lands, tourism, and transportation, for example. Some of 

these are already merging into long-range planning, while others are still ideas 

that must await a clearer concensus of the public before they are adopted. All, 

however, are purely in the province of the legislature and the governor until such 

time as a technician is assigned the job of planning them. 

Planni� 

Planning takes up as soon as policies are clear enough to permit the use of 

some valid assumptions concerning future objectives and the political philosophy 

under which those objectives will be attacked. In some cases, especially in ex­

tensions and replacements of existing public facilities, the objectives and poli­

cies are so -well established that planning is the first stage. In any case, 

fitting the policies (either established, or new) to the physical and financial 

facts is a professional job. Under the organization prevailing in Hawaii, this 

means that the job is primarily that of the planning director and budget director. 

They are in the best position to assign need priorities, to assess financial oapa-
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bility, and to identify the necessary public contribution to a community. Once 

these plans start moving toward reality, however, the political sphere again be­

comes paramount. 

IJ;:om;:�m 

Programming, or short-term planning, is again largely a political matter. It 

is at this stage that underlying policies need review prior to commitment, and that 

relative priorities must be determined. It seems obvious that only political offi­

cers can reasonably evaluate the merits of prior political decisions, and it seems 

only logical that politicians should decide whether a development program should 

take precedence over extension of facilities or aid to counties. Similarly, the 

relative urgency of one development program compared with another is for the legis­

lature or governor to decide--not the planner or budgeter whose competence lies 

mainly in selecting priorities within programs or in identifiable need areas, such 

as public facilities. 

One other political activity also appears at this time--the programming and 

authorization of miscellaneous projects not previously in the plan. While some 

such projects can be conscientiously added by the technical staff, most are dic­

tatedby political considerations and it is wise to recognize this fact. Making 

such last minute additions is, in effect, telescoping policy and program into one 

activity. The improvements may be set in the framework of the plan, but they are 

seldom really parts of it. Authorizing them is a political process, and is best 

left to the legislature to originate and to the governor to control, if he wishes, 

by the veto power. 

Projects 

Project construction is almost purely administrative and there are important 



administrative tasks to be done in deciding which project to build and which to 

defer within an authorized program. Here the line agencies play their most impor­

tant role, operating·with some discretion within the program and appropriations 

given them. The main role of the legislature here would be to keep informed of 

progress and decisions made, so that it can be assured that money is spent wisely 

and programs are followed. 

�formanoe 

Performance is the object of the whole process of capital improvement, whether 

that performance is the more efficient rendering of public service in a new build­

ing, the fostering of home ownership through land sales, or anything in between. 

Administrative officers obviously operate the facilities, but evaluation of the 

effectiveness of improvements and the degree of benefit conferred on the community, 

and the resolution of future policies based on performance a.re functions of the 

legislature. 

In summary, then, it can be said that the responsibility and initiative for 

furthering public improvements move back and forth between politician and techni­

cian. Political policy and technical planning merge into a program that is satis­

factory to both and that produces, in turn, technically designed improvements. The 

final result, performance b°'J the state government, is the reason why both public 

representatives and public servants exist, Its evaluation is therefore fully 

within the province of both. 

Appropriations 

The most obvious part for the legislature to play in creating public improve­

ments is to appropriate the money required for construction. Nevertheless, the 

legislature has, in the pa.st, abstained from most capital appropriations by using 
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the device of authorizing revenue bond sales or creating special funds from which 

expenditures may be ma.de without its approval. There are strong reasons why the 

legislature should not (or at lee.st need not) make specific project appropriations. 

These are, however, the same reasons that can be marshalled against a line-item 

operating budget--not arguments for dealing with certain improvements or certain 

revenues in a special way. If a program approach is taken, there is as much rea­

son why the legislature should appropriate for highway construction as for tax 

collection. 

PrograIJ1.._Appro.12ri�Jons 

It appears tbat the appropriation system has been too specific in the past, 

with respect to gener�l fund capital outlay. Apparently it became evident that 

piecemeal, lapsing, and restrictive appropriations could not meet the needs for 

improvements such as housing or airports so steps were taken to assure a program 

approach. Unhappily, the cure was in some ways as bad as the disease. Excessive 

restrictions on administrators were indeed eliminated by special fund finanoing, but 

at the high cost of isolating the legislature from the whole process. The desir­

able middle ground where legislative responsibility is exercised over program 

objectives and the community also obtains the full benefit of administrative 

talents as applied to procedures and projects was simply skipped over. 

A sort of compromise position was indeed attained with respect to the har­

bor fund, but that compromise appears unworkable unless prior program agreement 

is reached, augmented and given reality by periodic authorizations to spend bond 

or special fund moneys within that program. With no such program approved and 

adopted, harbor construction is still on a project-by-project basis. Although 

some of the projects are admittedly very large, others are of such a nature that 

their selection, location, and priority within a state-wide program of commercial 

and recreational harbor development is best left to the discretion of specialists 

and engineers. 



The question seems, then, to be one of whether a tr11e program approach to 

capital outlay can be worked out, It appears that the answer is yes, provided 

that pelicy development and advance planning (both physical and financial) is done 

in a comprehensive, realistic, and understandable way, This repert assumes that 

each legislature will have at its disposal the plan and program discussed above-­

generalized in the long view and specific in the immediate future, If' a l�ng-rang@ 

plan based on policy directives is forthoeming and if the legislature dt,es in fact 

adopt its more immediate parts as a capital improvements program covering all funds 

and all activities, the appropriation process can become merely the means of making 

last-minute changes and of giving final, definitive, financial approval to those 

aspects of the program that require immediate action from eithar a p�litical or 

technical peint of view, 

Public Facilities 

Public facilities are primarily built by general fund revenues, surplus, or 

general obligation bonds. Some exceptions to this general rule exist in office 

buildings devoted exclusively to the use of special fund agencies (the new highway 

building is an example) and in eutlays for renovation of existing facilities origi­

nally built with special fund meneys. The major outlays in this categ,ry, however, 

are for institutional and office buildings, schools built by the State, and equip­

ment and furnishings for state offices. 

Facilities of this kind should be incorporated in the plan well in advance of 

the appropriation date. Each can be shown to be required by present or accurately­

estimated future needs, and most will be part of recognized programs, such as edu­

cati•n, health, or library services. This fact permits full integration of capital 

and operating budgeting and financial planning, Those improvements that cannot be 

so allocated, such as the new capitol building, can be deemed programs in themselves. 
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Because of the definable nature of these facilities, requests for appropriations 

for them can be made with some specificity, and every project involved in the pro­

gram can be presented for discussion and justification. 

It would be desirable, however, to appropriate on a program rather than a 

project basis. This means, for example, that $5,000,000 may be given to the uni­

versity for buildings, rather than making five appropriations for specific struc­

tures or improvements. The money would be spent in accordance with the adopted 

program which includes the five buildings, but costs, needs, and technical questions 

all change and the administration should be enabled to change with them. The same 

approach could be used in the case of special funds by appropriating $5,000,000 

from the highway or airport fund for rebuilding roads or runways, or from the har­

bor fund for renovating piers or sheds. The important thing is that the departments 

concerned have a program, that the legislature agree to it, and that both sufficient 

funds and adequate administrative discretion be afforded so that the program can in 

fact be accomplished. 

The same reasoning applies to bond moneys as to current revenue. The authori­

zations again can be on a program basis; the main difference would be the larger 

amounts and longer time periods involved. These differences need not, however, 

cause any difficulty if the program itself has already been adopted for a period 

of some years. All that is necessary is to authorize one year's cash outlay, as 

the following year's activities are already committed. 

Dave lopmen t Program 

In this area it is even more urgent that appropriations and bond authorizations 

be made on a program basis, in large part because the authorizations may be unusually 

large and may cover several years' programs. These characteristics already have 



been recognized in relation to highway, airport and housing outlay by providing 

special fund financing, and have been partially recognized in harbor and uni­

versity authorizations. As pointed out above, however, the method now in use 

goes to the extreme of virtually forcing the legislature to buy a 11pig in a 

poke," except in harbor construction where administrative discretion is sev­

erely limited through use of project-by-project authorizations within the 

special fund. 

The way out seems to be through programming extensions and improvements 

over a long enough period of time that the needs for any one fiscal period 

can be clearly stated and progress toward the ultimate program objective 

can be assessed. A good example of such a program is that under which the 

highway department operates at present, and another may evolve from the 

current study of harbors of refuge. Parks, irrigation, public lands manage­

ment, housing development, and aeronautics are all susceptible to such treat­

ment, and some (such as transportation activities) may be best presented as 

one larger, more meaningful program. 

These activities are so important to the general public that legislative 

decision on specific projects would be hazardous. Any one project is likely 

to have eloquent proponents and opponents that will be hard to resist in the 

political arena, even though it might be of low priority or even run counter 

to the general planned objective of the agency. Administrative officers, 

however, can and must follow the program as agreed to. They are therefore 

in a position to make professional judgments on matters of which project 

comes first, whether an alteration in plan should be made, the reality of 

current costs compared with available funds, and the frivolity of demands 
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for additions or deletions made by outspoken groups or persons. To enable 

the administrators to take action on these judgments, appropriations and 

bond authorizations must be on a program basis. If this is done, the l�gis­

lature can then find out whether its directives and policies are being fol­

lowed within reasonable tolerances, and whether objectives are in fact being 

achieved. At the same time it will be able to get the most out of the talents 

and sld.lls of administrative personnel--in other words to see to it that the 

professionals do what they are paid for doing. 

It will be noted that no difference is recognized in the foregoing dis­

cussion between special and general fund financing. The procedures of appro­

priation should in fact be exactly the same, the only difference being in the 

fund from which expenditures are authorized. It is perhaps obvious, therefore, 

that financial planning must be just as comprehensive and look just as far into 

the future as physical planning does. Without such financial planning, the 

continuity necessary to carry out the large and tine-consuming development 

projects is unlikely to be achieved. 

Revenue bonds, however, can properly be treated somewhat differently from 

general obligation bonds. Outlays from revenue bond moneys are likely to have 

a close correlation with use of facilities and such bonds hence are desirably 

authorized in large amounts over relatively long periods of time and without 

excessive restrictions on the use of proceeds. It is sugge�ted that the present 

policy of making such authorizations be continued (and extended to the harbor 

bonds) but with the proviso that the act11al sale of any issue be subject to 

prior approval by the legislature. With annual sessions, this should present 

no hardship and will permit the legislature to enforce its program by authoriz­

ing bond sales only in accordance therewith. As a matter of procedure, there 



is no reason that sales cannot be authorized two or three years in advance, if 

the adopted program will clearly require bond moneys at that time. It would even 

be appropriate to permit the sale of revenue bonds in the absence of a veto at 

the legislative session next following the request to sell, in order to obviate 

the possibility of urgent needs being stalemated by a deadlocked legislature. 

The important point is that bonds of any kind are obligations of the State, and 

all programs carried out are responsibilities of the State. The State should 

not be so obligated or ma.de responsible without the actual or tacit approval of 

its governing body. 

Q.�ug�III1p]:9vements

The same theory of program authorization and appropriation expounded above 

applies to capital outlay II for county purposes. 11 Program subsidy, rather than 

project direction is the almost universal rule in grants-in-aid from one govern­

ment to another, although some grant programs involving capital expenditures 

reserve to the granting  authority the right to approve projects. Other than 

the county projects appropriations in Hawaii, few,if any, grant programs involve 

outright appropriation of money for projects selected by the legislative body 

of the higher jurisdiction. There seems no strong reason to continue this sys­

tem in Hawaii. 

It is therefore suggested that future grants to counties for capital pur­

poses (whether cash or bonds) be made for purposes of program. This would mean, 

for example, so many dollars for beach improvements, or lights, or highways, or 

whatever is involved. The counties then should select the projects and work to­

ward the total program accomplishment just as state administrators will do. The 

State could require that standards be prescribed by state agencies, or that prior 
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approval be given to any project built with state money, but this is a very 

different thing from the present procedure whereby legislators designate county 

projects and appropriate money therefor. 

One exception to this procedure seems necessary; namely, outlay for school 

construction. The fact that schools are state-operated facilities indicates 

that costs for their construction should be programmed with other educational 

costs. The appropriation� then,should conform to this state-prepared program, 

even though the money may be spent on behalf of or by the counties (as at pre­

sent) or even paid by the counties to the State for expenditure on schools. Any 

plan of this kind wuld be, in effect, a "reverse grant-in-aid," with county 

expenditures incurred in support of a state program. While unusual, a system 

of this kind could work--it is, in fact, essentially the state of affairs that 

exists today. The important thing is to put authority for physical plant at 

the same level as operations--which requires program subsidy for county-operated 

activities and state appropriations for state activities. 

!:1!scellaneous Improvements 

Miscellaneous improvements are not likely to be programmed in advance, and 

the reasons for constructing them are likely to be less amenable to administra­

tive discretion than certain other projects. Obviously any capital outlay made 

for purposes other than those contemplated by the adopted program must be made 

on a project basis. Further, if the program is financially balanced from year 

to year, it may be ass1lillad that each non-progra.nmied improvement will be appro­

priated for at the expense of some part of a program. The nature and scope of 

eaoh therefore should be shown clearly in the appropriation bill. No change is 

suggested in the present means of appropriating for capital improvements of this 
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category. Since they will appear in the appr opriation bill as proje cts not 

part of any program miscellaneous improvements will be identifiable and debat­

able, and the responsibility for them will be clearly apparent. 

�g_islative Review 

There are two essentials to the system of capital improvements administra­

tion outlined in this report: (1) a sound, comprehensive plan for physical 

development and financial capability; and (2) a means whereby the legislature 

may be provided directly with the facts and evaluations necessary to the proper 

execution of programs. The first of these has been repeatedly stressed in other 

sections of this report, and a start ha s been made toward accomplishing it. It 

remains, however, to examine the question of legislative review, with out which 

legislative restraint in the approprietion process is unlikely. 

The vital importance of legislative review lies in the fact that there are 

no other means available by which legislative intent can be enforced without 

unduly limiting the authority and discretion desirably vested in professional 

administrative officers. Legislative budgeting and even legislative administra­

tion have been tried (particularly on the municipal level) and found wanting. 

Specific appropriations for objects of expenditure and capital projects have 

been commonplace, but gener ally fail to accomplish their objective because ad­

ministrators are denie d the opportunity to use their skills and legislators find 

it impossible to determine the net effect of so many expenditure items upo n the 

object ives of government. If these devices leave so much to be desired, the 

only thing left is an independent, legislative-managed review of what is done 

under given mandates. Perhaps on ly in this way can the legislature evaluate 

conformance to policy, assess the adequacy of administration, assure that pro-
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grams are in fact carried out at the desired level at a minimum of cost, and 

accumulate the experience necessary to the definition of future policy. 

Today the Hawaii legislature has no means for effecting the review con­

templated here. It can and does employ the general observation of members, in­

quiries by committees, and comments of constituents, but these devices are neces­

sarily incomplete and their conclusions may be based as much on political ex­

pediency as on the hard cold facts of performance. The words "smear" and "white­

wash" are ugly additions to the political lexicon, but both can be appropriate when 

evaluations of government are based on something less than complete knowledge and 

professional disinterest. Without any underestimate of the need that all politi­

cal officers have for creating and exploiting issues, it can be said with assur­

ance that this process need not and should not be confused with the legislative 

responsibility for seeing that programs are in fact administered in the public 

interest and in accordance with prevailing public policies. 

The answer seems to be creation of a professional legislative staff engaged 

full time in examining administrative practices and reporting upon administrative 

accomplishment. The legislature needs help to avoid the horns of its present 

dilemma; it needs to know, to understand, and to feel that it is competent to dis­

tinguish between constructive changes in program and feeble excuses for non­

performance. The legislature, so equipped ., could make many judgments not now 

possible and could distinguish between those things that are funda.nental to the 

public welfare and those that just make good campaign material. The legislature 

should recognize that, while it cannot do the work required to accomplish an 

objective, it can see that that work gets done or specifically call the admini­

stration to account. The legislature certainly does realize that it cannot nego­

tiate contracts or design buildings, but just as certainly it oan find outwhether 
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negotiations were conducted in good faith, whether costs are reasonable, whether 

facilities meet the needs and whether projects conform to agreed programs. The 

ultimate sanction available to the legislature may be nothing more direct than 

withholding future appropriations or making a case to take to the people, but 

both of these devices are well calculated to keep the administration on its 

mettle. 

Here, then, is the last process of capital improvements administration-­

evaluation of performance. Here, too, is one of the most sensitive and, ulti­

mately, the most important aspect of the whole chain of events set in motion by 

somebody's ideas of what the State might accomplish at some distant time. It 

seems obvious that the legislature has at least as much interest in the last 

process as in any of the preliminary ones, and it is believed that it can best 

meet its obligations through the kind of review outlined herein. Legislative 

policy development is accepted as a .sL!� gua !1Q!! of government; legislative 

programming seems a necessary concomitant of the appropriation power; legisla­

tive review can tie the whole together and lay the groundwork for starting the 

cycle over again through providing a basis for future legislative policy. 
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