UNIVERSITY OF HAWAI‘l SYSTEM
Legislative Testimony

Testimony Presented Before the
Senate Committee on Ways and Means
April 4, 2017 at 9:35 a.m.
By
Jan Gouveia, Vice President for Administration
and
Kalbert K. Young, Vice President for Budget and Finance/CFO
University of Hawai‘i System

HB 424 HD1 SD1 — RELATING TO THE UNIVERSITY OF HAWAII
Chair Tokuda, Vice Chair Dela Cruz, and members of the committee:

Thank you for the opportunity to submit testimony on this measure. The University of Hawai'i
strongly supports of Part | and opposes Part Il of HB 424 HD1 SD1. Part | amends sections
103D-203 and 304A-2672, Hawai'i Revised Statutes (HRS), to reinstate the President of the
University of Hawai'‘i as the chief procurement officer for contracts for construction and
construction-related professional services. Part Il adds to the University of Hawai‘i Board of
Regents (BOR) two ex officio nonvoting members who are faculty at the university; prohibits the
BOR from increasing tuition fees until an unspecified date; and requires the university to report
to the legislature regarding tuition increases and the university's repair and maintenance costs.

PART |

Historically, the President of the University of Hawai'‘i has been afforded the duties, powers and
authority of a chief procurement officer — similar to the Administrative Director of the Courts for
the Judiciary, President of the Senate, Speaker of the House of Representatives, Chairperson
of the Board of the Office of Hawaiian Affairs, Superintendent of the Department of Education,
CEO of Hawai‘i Health Systems Corporation, the Administrator of the State Procurement Office,
the respective finance directors of the counties, the respective chairpersons of the councils of
the counties, the managers and chief engineers of the respective county boards of department
water supply, and director of the semi-autonomous public transit agency.

In 2013, Act 87, SLH 2013 (HB 114), was signed into law that, among other things, amended
HRS 8§8103D-203 and 304A-2672 to:

e Require the Administrator of the State Procurement Office (SPO), rather than the
University of Hawai'i President, to serve as the Chief Procurement Officer for
construction-related procurements;

e Require all procurements for professional services furnished by licensees under chapter
464 (i.e. Engineers, Architects, Surveyors, and Landscape Architects) for construction
projects to be “coordinated” with the Department of Accounting and General Services
(DAGS); and

e Require SPO to submit a report to the legislature, no later than twenty days prior to the
convening of the regular session of 2016, of the Administrator’s findings and
recommendations, including any proposed legislation, relating to the transparency,



efficiency, and compliance of the University of Hawai'‘i's procurement of construction
contracts and construction-related consultant services pursuant to chapter 103D, HRS.

The chief procurement officer plays an integral role in the day-to-day transactions of all
procurements under chapter 103D, HRS — which is an already complicated and time-consuming
effort. It became further complicated and time consuming when this role was transferred to the
Administrator for SPO, along with the additional requirement of coordinating with DAGS.
Fortunately, the Administrator for SPO and the Public Works Director for DAGS handled the
situation with professionalism and sensitivity to their impact on UH’s CIP program, and all
parties agreed to some basic parameters and a process for all construction-related
procurements.

In accordance with the Act, the SPO Administrator submitted a report to the 2016 Legislature
entitled, “State Procurement Office Findings and Recommendations Relating to the University of
Hawai'‘i's Procurement of Construction Contracts and Construction-Related Consultant Services
Pursuant to Chapter 103D Hawai'‘i Revised Statutes as Required by Act 87, SLH 2013, ‘Relating
to Higher Education.™

The report documents the extensive oversight, reviews, cooperation and coordination between
the University and the SPO on procurements for construction and construction- related
professional services. As documented in the report, between July 1, 2013 to June 30, 2015, the
SPO reviewed 102 University solicitations for construction out of 373 construction procurements
conducted by UH during that time. The reviews included solicitations for competitive sealed
bids, professional services, and small purchases. The SPO also provided oversight of post-
award procurement activities by conducting eleven (11) construction site visits and three (3)
desktop reviews of on-going projects.

The conclusion to the report stated:

“Based on SPO'’s review of 102 UH construction solicitations, UH’s Administrative
Procedures, and fourteen (14) post-award Site Visits, SPO finds that UH is conducting
construction procurements in a compliant, efficient, and transparent manner.”

The SPO report set forth minimal recommendations for improvement and, in fact, lauded some
University-specific procedures as "best-practices." While the University has implemented the
SPO recommendations, it has continued to improve the efficiency, transparency and
compliance of its capital program since the Report:

1. To ensure strict compliance with the Hawai‘i Public Procurement Code, the University
has extensively revised policies and procedures related to the procurement of
construction and professional services to align with Section 103D HRS and its related
Hawai‘i Administrative Rules.

2. To ensure the prudent and transparent expenditure of public funds, the University
established a core staff of procurement professionals, dedicated solely to the
procurement of construction and construction-related professional services.

3. The University has adopted the Hawai'‘i Electronic Procurement System (HePS) which
provides real-time and immediate access to by all interested contractors, consultants



and vendors to construction solicitations, bidder submittals, and public notice of awards
on a single, online platform.

4. To ensure the prudent and transparent management of public funds, the University has
acquired a collaborative, cloud-based construction project management system called e-
Builder®. The goal is to provide visibility into the status of our construction projects so
all stakeholders have access to real-time information and ensure projects are delivered
on-time and on-budget. As a web-based solution, it captures project data and utilizes
electronic workflow to track business processes and generate reports that support a
capital program at both the micro and macro level.

The University has tremendous regard for the Administrator and the entire State Procurement
Office team. We appreciate the long-standing relationship based on respect and professional
courtesy. However, under the current structure imposed by Act 87 in 2013, the University has
been operating under a bifurcated procurement system. There is one set of procedures,
templates, forms and approval work flows specific to goods and services, for which the
University President serves as the chief procurement officer; and another set of processes for
construction and construction-related professional services that utilize the SPO forms,
templates, and procedures, for which the SPO Administrator serves as the chief procurement
officer for the University. This dual authority structure also causes confusion for UH personnel
with procurement requirements, support staff processing procurement and related documents,
and, more importantly, the vendor and contracting community who bid on University projects.

With the finding by SPO set forth in its Report to the Legislature that “UH is conducting
construction procurements in a compliant, efficient, and transparent manner,” and the additional
improvements that the University has made specifically to the management and solicitation of its
construction projects, the University believes full chief procurement officer authority should be
restored to the President of the University. This is particularly important at a time when the
University is expected to aggressively address its deferred maintenance backlog. With the
additional safeguards and imposition of industry best practices, we believe the University has
demonstrated that it can and will continue to conduct its construction procurements in a
compliant, efficient, and transparent manner.

PART I

Section 6 and 9 of HB 424 HD1 SD1 adds two ex officio nonvoting UH faculty members to the
BOR. The statute currently provides for a voting student regent and does not preclude a
faculty member or additional students from applying and being selected to serve as a regent.
The university does not support this part of the measure because it is contrary to the
principles of good governance. Both the Board of Regents and the Administration have
implemented increased opportunities for stakeholder input.

The University would like to also acknowledge the concerns expressed by the Association of
Governing Boards of Universities and Colleges (AGB) regarding Part Il of this bill. AGB finds
the inclusion of faculty as members of the Board of Regents and the legislative capping of
tuition increases to be problematic. AGB has expressed that “adding faculty representation
can be contradictory to the values and best practices of citizen trusteeship” and “adding a
legislative cap on tuition and fees would prevent the board of regents from fulfilling its fiduciary
duty and authority to oversee and adjust university finances in a changing economy.”



Section 7 and 8 of this bill would prohibit the Board of Regents from approving any tuition
increase for an unspecified time and require the University to submit a report regarding
whether the tuition increases effective for the 2018-2021 academic years are assisting in
addressing the university’'s R&M backlog.

Eliminating any tuition increases at the University is not a realistic means to fund a
government operation. Tuition rate increases already go through a rigorous public notification
and communication process, which are subject to the open meeting requirements of

Chapter 92, Hawai'i Revised Statutes. Executive Policy 6.202 requires at least one such
meeting be held on Hawai‘i, Maui, Kaua'i, and O‘ahu islands. These meetings, and the general
public scrutiny regarding UH’s tuition rates, already ensures a large amount of public input will
be provided to the Board of Regents as it deliberates any tuition rate increases.

Regent Policy 6.202 states that:
“The ultimate intent of this policy is that every qualified Hawai'i citizen shall have
an opportunity to pursue postsecondary education within the university system.
Since tuition and mandatory fees are critical to access, they shall not be so
uniformly high that they prevent qualified citizens from attending a campus of the
university. As a general principle, the board subscribes to a tuition policy that
seeks to keep costs to resident students at the lowest practical level while
maintaining a financial aid program that responds to the needs of students who
cannot meet the costs of attendance.”

Tuition at the University of Hawai'i is significantly higher than a decade ago. The tuition
rate increases during this period coincided with reductions in state general fund
appropriations to the University. With general fund declines during the last recessionary
(economic) cycle from 2009 and increasing costs, tuition revenues have been essential to
maintaining operations. General fund appropriations are still lower today than in FY2009
levels ($32 million, or 7% lower in FY2017) even though the University is serving more
students than in 2009 and the most significant costs have risen, particularly as collective
bargaining contracts have been re-negotiated.

Although tuition rates have increased, UH continues to be an affordable option compared to
other public universities. In its “2016 College Affordability Diagnosis,” the University of
Pennsylvania Graduate School of Education found that Hawai'‘i ranked third overall as the most
affordable state when considering the percentage of family income required for residents to
finance the full cost of a public higher education. The Community Colleges were found to be the
most affordable two-year public higher education institutions in the nation; Manoa was ranked
5th among states in providing affordable access to a public research university education; and
Hawai'i ranked 7th in affordable access to a public four-year non-doctoral institution education
through its Hilo and West O‘ahu campuses.

With the stabilization of General Fund appropriations by the legislature since the recession and
support for collective bargaining increases, university has moderated our approach to tuition
rates. Moving forward, the tuition schedule approved by the Board of Regents has NO
INCREASES for Academic Year (AY) 2017-18 and the increases approved for AY2018-19 and
AY2019-20 are a maximum of 2.0% based on the physical condition of the academic unit. The
very modest increases in these latter two years will be fully dedicated to maintenance and
modernization of university facilities in order to address the lack of state appropriations to



address the modernization and deferred maintenance needs across the UH System. None of
the revenue associated with the approved tuition increases may be used for other operating
expenses.

This plan to dedicate increased tuition revenues to campus facilities results from the lack of
capital improvement program (CIP) appropriations to the University during a period in which the
facilities have been aging. The approved future tuition increases could easily be rolled back if
the State is able to fully fund needed campus modernization and maintenance; the University
has already demonstrated its willingness to reduce approved tuition increases when the State
was able to increase public support to cover costs that had been programmed into those
previously approved tuition increases.

The UH Administration and the Board of Regents are very conscious of the impact of tuition
increases on affordability. Both the Administration and Regents are focused on rebuilding UH’s
affordability and preserving accessibility, but funding to operate a world class university system
must be achieved.

In summary, the University feels that there is a process in place which ensures that a
considerable amount of public scrutiny and input is involved in the approval of any tuition
increases. Likewise, improved communications between the Board of Regents and
stakeholders provides additional opportunities for interaction and discussion with a greater
audience.

As the state’s sole public higher education system, the University remains steadfast in its
commitment to providing access and quality education to Hawai'‘i's citizens. This commitment,
as reflected in the University’s Strategic Directions, remains the top priority of the University
administration. The University has made every effort to maintain institutional aid and launch
targeted student support initiatives that will get students to go to college, stay in college, and
graduate on time.

Thank you for your time and consideration.



