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MINUTES 
 

BOARD OF REGENTS’ COMMITTEE ON BUDGET AND FINANCE MEETING 
 

MAY 18, 2016 
 

I. CALL TO ORDER 
 
Committee Chair Jan Sullivan called the meeting to order at 11:01 a.m. on 

Wednesday, May 18, 2016, at the University of Hawai‘i Cancer Center, Sullivan 
Conference Center, 701 Ilalo Street, Honolulu, Hawai‘i 96813. 
 

Committee members in attendance:  Committee Chair Jan Sullivan; Committee Vice 
Chair Barry Mizuno; Regent Simeon Acoba; Regent Wayne Higaki; Regent Coralie 
Matayoshi; Regent Michael McEnerney; Regent Lee Putnam. 

 
Others in attendance:  Board Chair Randy Moore; Board Vice Chair Eugene Bal; 

Regent David Iha; Regent Ben Kudo; Regent Michelle Tagorda; Regent Ernie Wilson, Jr. 
(ex officio committee members); President David Lassner; Vice President for Academic 
Planning & Policy Risa Dickson; Vice President for Administration Jan Gouveia; Vice 
President for Community Colleges John Morton; Vice President for Legal Affairs and 
University General Counsel Carrie Okinaga; Vice President for Research & Innovation 
Vassilis Syrmos; Vice President for Budget & Finance and Chief Financial Officer Kalbert 
Young; Interim UH-Mānoa (UHM) Chancellor Robert Bley-Vroman; UH-Hilo (UHH) 
Chancellor Don Straney; Executive Administrator and Secretary to the Board Cynthia 
Quinn; and others as noted. 
 

II. APPROVAL OF MINUTES OF THE APRIL 6, 2016 MEETING 
 

Committee Vice Chair Mizuno moved to approve the minutes of the April 6, 2016 
meeting, seconded by Regent Matayoshi, and the motion carried unanimously. 
 

III. PUBLIC COMMENT PERIOD 
 
 Executive Administrator and Secretary of the Board Cynthia Quinn announced that the 
Board Office received no written testimony, and no individuals had signed up to give oral 
testimony. 
 

IV. AGENDA ITEMS 
 
A. For Information 
 
 Committee Chair Sullivan suggested reordering the agenda to start with the UBS 
report.  There were no objections. 
 

2. FY16 Third Quarter UBS Investment Report on the Legacy Endowment Fund 
as of March 31, 2016 
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 A UBS representative provided a review of the FY 2016 Third Quarter Investment 
Report on the Legacy Endowment Fund as of December March 31, 2016.  He explained 
how the market has been very erratic and volatile, and expected to continue for most of 
the year, subject to any raises in interest rates and the results of upcoming elections.  He 
reported how the value of the fund remains relatively stable, with slow growth due to 
withdrawals, and with better performance expected next quarter largely due to no 
withdrawals anticipated.  He highlighted how the biggest change made during this period 
was the purchase of the Parnassus fund, the best fund available for the ability to have 
fossil free assets due to lack of index funds.  He recounted how UBS received prior board 
approval to purchase a newly formed fossil free SPDR S&P 500 index, because the 
expense ratio was significantly less.  He confirmed that UBS will seek similar index 
investments to lower the fees and the overall percentage of fossil fuels in the total 
portfolio, and how investment activities comply with all board asset allocation guidelines 
and the investment policy, with no prohibitive investments, and violations or concerns on 
qualitative criteria.  He noted the remaining $3 million in cash will be moved to the SPDR 
S&P 500 index in the next quarter. 
 
 Questions and comments were raised regarding underperformance in three of the four 
benchmarks, and on an after fee basis since inception of the fund even though the fund 
had underweighted in energy; and the reasonableness of having a 10% cash position in 
benchmark 2 when only 5% is being withdrawn annually. 
 
 UBS explained how the fund will always be slightly below benchmarks because the 
benchmarks do not include fees and expense ratios, and the impact of the increasing 
price of oil on the S&P indexes used in the benchmarks include fossil fuels.  He noted 
how the trend on current funds is going to fossil fuel free type management, anticipating a 
fossil fuel benchmark could eventually be established for organizations to use to measure 
performance.  He added how underperformance is also related to cash being held in the 
fund that will be moved next quarter if the market continues to go down, which would 
improve performance.  He further explained how 10% cash in benchmark 2 is necessary 
to use for some short-term bonds or cash like investments to accommodate anticipated 
withdrawals for scholarships.  Currently, five percent is being held, however, in some 
cases the managers themselves, not the indexes, hold cash in their mutual funds, and 
UBS agreed to look into possibly lowering benchmark 2 to 5%. 
 
 Discussion ensued regarding the rational of benchmark 2 that had approximated the 
composition of the investments in the legacy fund, but historically and going forward 
unlikely to be reached because it does not account for costs associated with the 
investment, as would most indexes, unless managers add value and can beat the 
benchmark at alpha.  It was further discussed how gross returns that include expenses 
are more in line with the benchmarks, and showing both gross and net returns would 
provide a better picture of the returns even with fees included against the benchmark that 
is also without fees.  UBS agreed to include gross and net returns on the next quarterly 
report. 
 

1. FY16 Third Quarter Financial Report as of March 31, 2016 
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VP Young provided a slide presentation summarizing the university’s FY 2016 third 
quarter financial report as of March 31, 2016 showing how the university is experiencing a 
static trend, with all indicators on track; aggregated unencumbered cash is positive and 
expected to be spent down by fiscal year end; tuition & fee special fund (TFSF) 
expenditures are trending downwards slightly; and unencumbered cash balance in the 
TFSF for the fourth quarter is expected to grow.  He further explained how the fourth 
quarter will have been concluded for the next report, at which time actual progress and 
results for fiscal year 2016 will be available.  

 
Questions and concerns raised regarding impact of TFSF 3% increase in one quarter 

on enrollment; clarifying that the carryover in the beginning of the report should be 
reserves and not available to spend; status of the release of remaining general funds by 
the State Department of Budget & Finance (B&F) by year end; and whether third quarter 
decreased spending was due to timing because increases in other current expenditures 
for UHM was noted. 

 
VP Young explained how revenues are up due to the increase in tuition rates, despite 

enrollment decline, and expenditures have slowed.  He reasoned how regardless of the 
reason for enrollment declines, revenue increases may be the result of the overall 
economy, or pricing alternatives available within the UH system.  He agreed how 
enrollment needs to be considered in the budget planning process, with each campus 
taking into account input resources and forecasts with different enrollment trajectories, as 
most are declining at different rates.  He projected how the remaining $4.5 in general 
funds million is highly likely to be released to the university, but will not directly impact 
reserves because only TFSF may be used to constitute reserves. He noted however, a 
possible indirect impact because the general funds received were below forecasted 
amounts, and despite trend analysis showing some augmentation with expenditure 
reductions, TFSF is still needed to augment the general fund shortfall.  He confirmed how 
expenditures are tied to timing regarding the fourth quarter being slightly higher in 
preparation for the upcoming start of the new school year, which varies depending on 
program and campus. 

 
Committee Chair Sullivan recommended that the committee move to utilizing a single 

report, requested committee members let VP Young know their preference, if any, 
otherwise VP Young should decide which is the better consolidated report moving 
forward.  There were no objections to the recommendation.   

 
VP Young indicated for purposes of consistency the fourth quarter report would be in 

the same format, and the new streamlined first quarter report will start the next fiscal year.  
The committee requested that trends be included to facilitate evaluation. 

 
B. For Action 

 
1. Recommend Approval of FY17 Operating Budget for UH Community 

Colleges 
2. Recommend Approval of FY17 Operating Budget for UH Hilo 
3. Recommend Approval of FY17 Operating Budget for UHWO 
4. Recommend Approval of FY17 Operating Budget for UH Mānoa  
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5. Recommend Approval of FY17 Operating Budget for UH Systemwide 
Program (UOH 900) 

6. Recommend Approval of FY17 Operating Budget for Office of the Board of 
Regents and Office of Internal Audit 
 

 Committee Chair Sullivan suggested VP Young present a high level presentation, and 
then the campuses be called up in order of the agenda to further present or answer 
questions.  There were no objections. 
 
 VP Young provided a slide presentation summarizing the Fiscal Year 2017 Operating 
Budget proposals for the UH System and each campus, noting the outcome of legislative 
session appropriations, proposals and provisos, and the many assumptions used in 
creating the proposals due to pending outcomes regarding transfers, allotments, 
restrictions, performance funding, actual enrollment, and tuition that will likely require 
further adjustments in early fall.  The recommendation was for the committee to 
recommend the board approve the budget proposals, subject to revisions in early to mid-
fall when assumptions are more clearly known. 
 
 At 12:25 p.m. the committee recessed.  The committee reconvened at 12:36 a.m. 
 
 Regarding UHH, questions raised regarded concerns about the one-time expenditure 
on infrastructure for student success, explanation on converting security from private to 
union employees, and status of debt service for student housing. 
 
 Chancellor Straney explained how the expenditures were an investment in helping 
students pass courses and graduate at higher rates by installing learning spaces in the 
new College of Business & Education building and Kanaka‘ole Hall, which will allow 
students to study in groups with peer tutoring.  Regarding security, he explained how the 
funds used for the contract employees will be available when the contact expires at the 
end of the year, and those funds will be used to pay unfunded union positions created by 
the legislature as hiring is phased in. He added how revenues for student housing were 
below projections, requiring utilization of some reserves to cover debt service but still 
remain in compliance with the 5% requirement by board policy, while a proposal is being 
developed to adjust housing rates to bring their finances in order by next fiscal year.  
 
 Regarding UHWO, questions raised regarded the status of on-campus space and 
lease of off-campus space; plans to utilize renewable energy resources; date when the 
EB-5 loan is due; and use of reserve funds for expenditures.  VC for Administration Kevin 
Ishida explained how the lease for space at Department of Hawaiian Home Lands is for 
three years, after which relocation into the new Administration & Allied Health Building is 
planned.  Regarding renewable energy resources, he explained how a photovoltaic 
project is in procurement and waiting for permit approval from the City Planning 
Department, which is expected to substantially reduce utility costs once built.  He 
confirmed the EB-5 loan is due July 27, 2017, and how UHWO anticipates using reserves 
to offset some expenses this coming fiscal year.   
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 Extensive discussion ensued regarding concerns about using reserves for operations 
and debt service expenses, which is contrary to board policy and instructions to 
campuses to provide break even operating budgets without expending reserves.  
Administration explained how the work continues to address financial issues, and while 
campuses were instructed to target fiscal balance, some proposed necessary 
expenditures cannot be afforded purely on a fiscal basis, prompting requests to use 
existing reserves to fund those expenditures, but still remain above the 5% minimum 
reserves required by board policy.  Further discussion ensued about the importance of 
the 5% minimum reserve required by board policy and the executive policy that strives to 
set reserves up to 16%, which equals two months of operating costs.  Administration 
added that reserves aggregated for the entire university meet the 5% minimum, however, 
the board policy applies to campus level, which some individual campuses and the 
system have yet to be in compliance. 
 
 Extensive discussions ensued regarding the substantial progress made to improve the 
budget process and move closer to a true operating budget and the benefit of including a 
narrative to provide a holistic view and understanding of the budget, strategic priorities 
and assumptions.  Additional discussion ensued regarding the ramifications if the Fiscal 
Year 2017 operating budget was not approved at the meeting.   
 
 The committee chair expressed that the committee consider deferring action on the 
proposed budgets, and returning the proposed budgets to administration for further 
review, modification if necessary, and discussions with campuses where warranted.  In 
addition, the committee chair asked the committee to consider requiring administration to 
implement Act 236 in its entirety, and the money remaining in TFSF for each campus be 
required to go through the UH900 account, and be distributed in full accordance with an 
approved budget and operating plan approved by the CFO and president as is required 
by the Act.  She explained how revenues should be sent through the UH900 account from 
the beginning, and after management approves the operating plans/budgets the money is 
released accordingly, and withholding for reserves established up front to disincentivize 
spending down before a sweep at the end of the fiscal year to UH900. The committee 
reviewed the requirements of Act 236 and specific sections referring to the university was 
read aloud.  It was noted that the president does currently have the authority to move 
appropriations across programs, but historically that has not been common practice, and 
doing so would be a significant change. 
 
 Board Vice Chair Bal, ex-officio committee member, left the meeting at 1:25 p.m. 
 
 There was concern raised by some committee members about the impact on 
administration if the committee does not move forward with recommending approval of 
the proposed Fiscal Year 2017 Operating Budget.  Administration did not disagree with 
the approach, but noted how such significant organizational changes could be challenging 
to implement, but acknowledged that a number of areas in the budget as well as some 
approaches on spending could be refined.  Regarding the general and TFSF sweep 
under Act 236, it was noted that policies would be needed to prevent depleting TFSF 
before a sweep occurs at the end of the year. The committee indicated how Act 236 
prescribes what needs to be done and must be followed, and the ramifications of how to 
properly implement the intent affected the recommendations being made today. 
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 The committee chair, raised for the record, concern about untimely transmission of 
campus budgets to afford appropriate review by the VP/CFO. VP Young indicated that 
timing was impacted by the date when the Legislature adjourned, when departments 
returned budget materials, and the statutory requirement that budget documents 
materials must be publicly posted with the agenda six days prior to the meeting.  He 
estimated how all the work was completed only a week ago at best, and noted the 
window to prepare was smaller compared to the prior year.  The committee indicated that 
there may be a need to modify practice or policy to ensure there can be a single, 
thoroughly fully-vetted budget, executed properly to enable the VP/CFO to provide the 
board a proper operating budget proposal.   
 
 President Lassner expressed support and recounted how last year was the first time 
the board had adopted an operating budget, and it is a work in progress to improve the 
budget moving forward.  He cautioned how driving the budget down to the individual unit 
level makes it immensely more complicated, especially when balancing the importance to 
create an environment that encourages entrepreneurial efforts, with ensuring strategies 
are being applied from the top.  He emphasized how staying at the major operating unit 
level versus the individual unit level is a much more workable process to complete in a 
reasonable timeframe.  
 
 The committee also recognized how administration needs to start preparing the 
upcoming biennium budget, and extended discussion ensued regarding approving the 
budgets as is, having administration come back to the committee with explanations on 
changes, and then request the upcoming biennium budget be prepared more in 
accordance with committee suggestions and recommendations.   
 
 Regent Matayoshi moved to recommend the committee defer action on 
recommending board approval of the Fiscal Year 2017 Operating budgets; return the 
budgets to administration for further review; and work to incorporate collective bargaining 
monies, performance-based funding distribution, and athletics appropriations not reflected 
in the budgets; and provide updated operating budgets for approval in August or 
September and a plan on how to implement the intent and purpose of Act 236.  Regent 
McEnerney seconded the motion. 
 
 Further discussion occurred regarding concerns and comments about community and 
public expectations that the university would take action on legislative appropriations that 
had been made; starting the fiscal year without a budget being inconsistent with the 
board’s responsibility; not moving forward with the budget causing confusion about the 
board’s role and intent; and the prudence of approving the budgets consistent with past 
practice and expectations.  Administration explained how effectively there was no 
operational requirement for there to be a board-approved operating budget on July 1, 
2017.  The operating budget was a board requirement adopted last year, and previously 
the university utilized a combination of general fund appropriations, subject to executive 
restrictions, plus the revenue generated from within the university, with each unit moving 
forward under those provisions. 
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 The motion having been moved and seconded, upon a vote it carried unanimously 
except for Regent Acoba who voted no. 
 
 Board Secretary Quinn and Director of the Office of Internal Audit Glenn Shizumura 
presented their operating budgets.  It was explained how the board office budget was 
relatively stable, and not all personnel funds were used because the office was operating 
at a reducing staffing level, and anticipated returning to full staffing levels, with all 
positions at the minimum salary level, resulting in personnel budget less than previous 
years at the same staffing level.  It was highlighted how the other anticipated major 
expense is for updating technology for the board, which is overdue for replacement.  The 
office of internal audit reported how its budget was relatively stable, with the primary 
change being personnel costs for salary increases associated with collective bargaining 
agreements.  There were no questions from committee members. 
 

V. ADJOURNMENT 
 
 There being no further business, Committee Vice Chair Mizuno moved to adjourn, and 
Board Chair Moore seconded, and with unanimous approval, the meeting was adjourned 
at 1:55 p.m. 
 

 Respectfully Submitted, 
 
  /S/ 
 
 Cynthia Quinn 
 Executive Administrator and 
    Secretary of the Board of Regents 


