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SENATE BILL NO. 1223, SD1, HD1
RELATING TO HAWAII MADE PRODUCTS

Chairperson Oshiro and Members of the Committee:

SANDRA LEE KUNIMOTO
Chairperson, Board of Agriculture

DUANE K. OKAMOTO
Deputy to the Chairperson

Thank you for this opportunity to provide testimony on Senate Bill No. 1223, SD1,

HD1, relating to Hawaii made products. This bill amends Chapter 486-119, Hawaii

Revised Statutes by adding language that is more restrictive to the advertising of products

labeled “Made in Hawaii” and directs the Department of Agriculture to identify issues

relating to the Hawaii-made products laws and to propose workable solutions, including

solutions for enforcement. The Department of Agriculture supports this measure.
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April 3, 2009

To:  House Committee Finance
Rep. Marcus R. Oshira, Chair
Rep. Marilyn B. Lee, Vice Chair

By:  Richard C. Botti, President
Lauren Zirbel, Government Relations

Re: 5B1223 sD1, HDI RELATING TO HAWAII MADE PRCDUCTS
In support
Chairs & Committee Members:

The HFIA is proud of the fact that we produce the Made In Hawaii Festival, a dream of former
Representative David Morihara. As a non-profit trade association, David had the confidence in us
that we would create a program that we could all be proud of. In partnering with First Hawaiian
Bank as our Presenting Sponsor, be believe we have far exceed all expectations, and are now pre-
paring for our 14th Annual Event which is already close to full.

Maintaining credibility for the Festival has always been a top priority, since Made In Hawaii is what
it's all about. To meet this end, we have been working with both the Department of Agriculture, the
Office of Consumer Protection, as well as legal counsel for both the First Hawaiian Bank, and our
own legal counsel. When we find that we are not willing to make a decision, we ask the vendor o go
to the Department of Agriculture for a final decision.

We have actually closed down exhibitors in the middle of the show when we find violations. Viola-
tions generally do not include all items sold by an exhibitor, but could be one or two items fo a line
of items. Because there are tens of thousands of items sold at the Festival, it is impossible to look
at every item. We therefore do what IRS does. Have everyone sign a statement that they are in
compliance with all applicable laws. We also provide every exhibitor with copies of the law, and have
a new worksheet that we created with the help of the DOA.

We believe the working group is a good move, and will be meaningful. We also support the added
language to cover advertising.

Attached is a copy of the Formula Sheet we provide all exhibitors.
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MADE IN HAWAII FESTIVAL
MADE IN HAWAII LAW — Defined

10/08
The followmg defimtions of Made In Hawau are the basis for assunng the credibality of the Made In Hawan Festival. HFTA
produces the Festival to help support locally produced items. Because the law 1s vague, it is cur responsibility to provide some
guidehnes and ground rules for participation in the Festival. We de this with the intent to be as fair as possible, while mamtain-
ing credibility. While placing a price on creauvity is not an easy thing, it is important to include this element in our definitions,
especially when it comes to the value of products where creativity 1s a major camponent. This would especially apply to books
and paintings. :

[§486-119] Hawaii-made products. No person shall keep, offer, display or expose for sale, or solicit for the sale of any 1tem,
product, souvewr, or any other merchandise which 1s labeled "made in Hawati” or which by any other means misrepresents the
origin of the item as being from any place within the State, which has not been manufactured, assembled, fabricated, or pro-
duced within the State and which has nol had at least ffty-one per cent of its wholesale value added by manufacture, assembly,
fabrication, or production within the Stare

[§486-118] Misbranding. (a) No person shall deliver for intreduction, hold for introduction or introduce into the State; or
keep, offer, or expose for sale; or sell any consumer commedity which is misrepresented or misbranded i any manner.
(b} The board. pursuant to section 486-7 and chapter 91, shall adopt rules relating to misbranding. The rules may:

{1) Require any person involved in the manufacture, processing, production, assembly, fabrication, or importation of a
specified consumer commodity to keep and make available for inspection or copying by the administrator adequate
recerds lo substantiale the source of the consumer commodity, or in the case of blends, the source of such coustituents,
as may be requred by the board;

(2) Establish fanciful names or terms. and in the case of blends, minimum constituent content by weight, (o be used in
labeling to differentiate a specific consumer commodity from an imitation or look-alike; and

(3) Esrablish requirements to reconcile the respective volumes of specific consumer commodities received versus the tofal
amounts output, either as whole or processed product or as blends.

In addition, the board may adopt orher rules as it deems necessary for the carrect and informative labeling of consumer com-
modities.

FORMULA TO ESTABLISH MABDE IN HAWARR
The following formula will provide HFIA with documentation necessary to assure you meet the legal requirements with respect
to the Festival.
There are three components of product cost:
1) Direct Material Cost—raw matenals, distinguished by origin, impoerted or Hawaiian,
2) Direct Labor Cost—the costs of workers who add value to a product through their direct involvement in the producton
-process here in Hawaii;, and
3) Manufacturing Overhead Cost—indirect manufacturing costs incurred in Hawaii, which includes:
Indirect labor cost— wages of employees not directly invelved in product, meluding:
¢ Wages for employees performing equipment maintenance and repairs;
e Wages for production supervisars, and
s Wages for personnel supperting production such as guality control inspectors.

Indirect Materials cost::
«  Utilities consumed by manufacturing equipment:
¢ Insurance for manufacturing assets:
¢ Supplies consumed during the production process
* Depreciation on manufactuning assets; and
¢ Safety equipment for manufacturing equipment cperators.

Neot considered as a product cost according to Generally Accepted Accounting Practices (GAAP) are:
s Operating expenses— Resources consumed by administrative and selling activities, including compensa-
tion of officers, business advertising, and waste disposal; and
e Lease, rent, taxes, or interest on business property, assets, or debts.
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EXAMPLE FORMULA

Cost—per individual unit
Material Cost—Imported. .. ... .o e A $10.00
Hawaii Value added
Material Cost—Hawaii (Locally Produced Materials)..................................... B $ 3.00
Direct Labor Cost—HaWali ..... ... e C$ 200
Manufacturing Cost—Hawaii

Indirect Material Cost........ ..o D$% 20

Indirect Labor COSE .. ..o E$ 12
Creativity Value if applicable................ooooin i e F$ 510
Hawaii Value = (B+C+D+E+F) $3.00 + $2.00 + $0.20 + $0.12 +$510) ............ G $10.42
Product Cost (Wholesale value) (A+G) ($10.00 +$1042 ... ..o H $20.42

[ Hawaii Wholesale Value added {H-A - H= 1) (52042 - $10.00 = $10.42 - $2042) =|  51.0284% |

CREATIVITY VALUE FORMULA

If your items involve creativity, you may be asked to justify this amount if it appears not to be objective.
Creativity should be based on an individual product, based on one product run. An example would be a
5,000 book run. Included in the creativity is the time it took to finalize the creation based on the cost of
other items created over time. Also, include overhead costs involved, such as office and incidental ex-
pense over the time span that it took to create the idea, volume, or product.

While we will accept anything that appears reasonable, we do expect it to be objective. It is out intention
to encourage and support Made In Hawaii products, where the creativity is from residents of Hawaii.

If you have problems with the formula, please provide us with the figures, and we will help you finalize
the formula.

(F) Creativity value per individual product [book, lithograph, greeting card, etc.] = time required to cre-
ate, value of idea, overhead required during creation, and the value of other productions that have in-
creased the value of your creations based on demand.

You may establish this based on percentage of the value of each individual item or product, and add this
amount to {F} above, so long as the creativity is created in Hawaii as a resident of Hawaii.

(U) Time required to create the product {1,200 hours X hourly fee of $ 20.00) = ...$24,000
(Estimated hours required to create product)

(V) Value of idea based on past demand of past successful creations........cccceenveees $10,000
(Profits from sales of last creation)

{W} Overhead while creating the product that is not otherwise included in formula...$ 1,720
(40 weeks @ $43per week for supplies & utilities)

{X] TORAL cvocecommeasinsinmansssnsnnin v ams iy vk R SRR NS S EH 8 50 S S S VRS S NS 0 58 R I TV $35,720

{Y) Total production of products printed, manufactured, or produced............ 7,000

{Z) = (X) $35,720 + (Y) 7000 = Z $$5.10 per individual product. This amount is to be placed in line (F}
above.



To: House Finance Committee  Page £ of 5 2009-04-02 01:51.57 (GMT) 18083560132 From: R.C. Betti

MADE IN HAWAII FESTIVAL
FORMULA WORKSHEET

Note: Piease submit this information to the Made In Hawaii Festival upon request. This information will remain confidential and not
shared with anyone except the State of Hawaii Department of Agriculture upon request if needed for investigatory purposes.

Cost—per individual unit

(A) Material Cost—Imported. ...........iiie i e AS
Hawaii Value added

(B) Material Cost—Hawaii (Locally Produced Materials) ................................... B $
(C) Direct Labor Cost—HaWall ...............ooooii i C#$
Manufacturing Cost—Hawaii

(D) Indirect Material CoSt.........c.oooiiiiet i D$
(E) Indirect Labor COSt .. ...ttt e E$
(Fy Creativity Value: [T appREablS s e samms sos o wsns vins wsms ives vowes s 5 5 5555 8 4ov 1 8508 o0 535555 F$
(G) Hawaii Value = (BHCHDHEHRF) . ioviinn i veievvmimans sovs inass vvons s s s swns svsaisss sasmasn o G$
(H) Product Cost (Wholesale value) (A+G).......coooiiiiiii i H$
(1) Hawaii Wholesale Value added  (H - A+ H H e gy oy

CREATIVITY VALUE FORMULA

(F) Creativity value per individual product [book, lithograph, greeting card, etc.] = time required to create,
value of idea, overhead required during creation, and the value of other productions that have increased the
value of your creations based on demand.

You may establish this based on percentage of the value of each individual item or product, and add this
amount to {F) above, so long as the creativity is created in Hawaii as a resident of Hawaii.

{U) Time required to create the product ( hours X hourly fee of § } =.8$
(Estimated hours required to create product)
(V) Value of idea based on past demand of past successful creations..................... $

(Profits from sales of last creation)
{W) Overhead while creating the product that is not otherwise included in formula...$

(1.6 T < 1 OOt $
{Y) Total production of products printed, manufactured, or produced......................

(Z)y=(X)$ +(Y) =(Z)$ per individual product. Place amount of (Z) in box (F) above

Company Name

Address City Zip

Contact Person Telephone

I have reviewed this document and confirm that it is correct to the best of my knowledge.

Signature Date Fax

Email

Submitto:  Made In Hawaii Festival You may Email to: madeinhawaiifest@aol.com
Hawaii Food Industry Assn.
P.O. Box 2810

Honolulu, HI 96803



