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MINUTES 

BOARD OF REGENTS COMMITTEE ON BUDGET AND FINANCE MEETING 

SEPTEMBER 7, 2017 

I. CALL TO ORDER 

Committee Chair Wayne Higaki called the meeting to order at 10:38 a.m. on 
Thursday, September 7, 2017, at the University of Hawai‘i at Mānoa, Information 
Technology Building, 1st Floor Conference Room 105A/B, 2420 Correa Road, Honolulu, 
Hawai‘i 96822. 

Committee members in attendance:  Committee Chair Wayne Higaki; Committee Vice 
Chair Benjamin Kudo; Regent Simeon Acoba; Regent Norma Doctor Sparks; Regent 
Michael McEnerney; Regent Michelle Tagorda 

Others in attendance:  Board Chair Jan Sullivan; Board Vice Chair Randy Moore; 
Regent Eugene Bal; Regent Brandon Marc Higa; Regent Jeffrey Portnoy; Regent Lee 
Putnam; Regent Douglas Shinsato; Regent Ernest Wilson, Jr.; Regent Stanford Yuen (ex 
officio committee members); President/Interim UH-Mānoa (UHM) Chancellor David 
Lassner; Vice President for Administration Jan Gouveia; Vice President for Community 
Colleges John Morton; Vice President for Legal Affairs/University General Counsel Carrie 
Okinaga; Vice President for Academic Planning & Policy Donald Straney; Vice President 
for Research & Innovation Vassilis Syrmos; Vice President for Budget/Finance & Chief 
Financial Officer Kalbert Young; Interim UH-Hilo (UHH) Chancellor Marcia Sakai; 
Executive Assistant to the Board of Regents Melissa Matsuura; and others as noted. 

II. APPROVAL OF MINUTES OF THE AUGUST 10, 2017 MEETING 

Regent McEnerney moved to approve the minutes of the August 10, 2017 meeting, 
seconded by Regent Doctor Sparks, and the motion carried unanimously. 

III. PUBLIC COMMENT PERIOD 

 Executive Assistant to the Board Melissa Matsuura 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 & Discussion 
1. FY17 Fourth Quarter UBS Investment Report on Legacy Endowment Fund as 

of June 30, 2017 

UBS representatives Kyle Yoneshige, Mike Miller, Gregory Boxold and UBS 
Institutional Consulting Partner Martha Spano gave a quick update on the 
economy and markets; reviewed investment performance; discussed actions taken 
since the last committee meeting, recommendations going forward, and services 
being provided by UBS, including their Institutional Consulting Group.  The portfolio 
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is performing in line with benchmarks and expectations of portfolios like this with 
similar risks; funding performance for both the six individual equity positions and 
the six individual fixed income positions are within compliance with the investment 
policy statement.  Energy allocation of the portfolio is in compliance with the 
investment policy statement.  Going forward, the term fossil fuel exposure will be 
used instead of percent in energy, which allows green energy to be included in the 
portfolio.  UBS is concerned about the amount invested in the SPDR S&P 500 
Fossil Fuel Free ETF and associated liquidity risk, started reducing the position in 
this fund to lighten the portfolio risk, and began reinvesting the Vanguard S&P 500.  
The entire fixed income holdings and utilize low cost, sector specific ETFs to 
ensure there is no exposure to fossil fuels, which should result in approximately 
$120,000 savings in investment management fees.  UBS is making 
recommendations to improve performance, become more effective in achieving 
fossil fuel mandate, and provide greater clarity & transparency over compliance 
reporting, including:  (1) moving bond funds in fixed income from mutual funds to 
index funds and invest savings on equity side; (2) moving index funds in equity 
side to separately managed accounts, which provides more transparency and 
control of exact holdings.  The new structure will have a total annual fee of 
approximately 0.61 to 0.66% per year, an increase of 0.1 to 0.15%. 

Questions were raised regarding whether moving from index funds on the 
equity side to separately managed accounts involved greater risk and if there was 
a targeted rate of return.  UBS explained the move should not involve greater risk 
and the capital market assumption for an equity portfolio is 8 percent, so the 
targeted rate of return would be approximately 7 to 8%. 

Discussions held regarding the committee not being given an explanation why 
returns have differed from benchmarks in aggregate over the years UBS has 
managed the fund; and the pros/cons of sticking with the existing strategy of low 
costs ETFs.   

The committee clarified that the original goal was to get completely out of 
companies with the highest reserves of coal and oil and gas; and the expectation 
was never to reduce fossil fuel exposure by making drastic moves immediately. 

2. Legacy Endowment Investment Services Review 

Administration has been working closely with the new UBS team on where the 
portfolio is, and the philosophical and financial objectives and how the transition and 
evolution occurs over the next several months to one year.  Administration is in 
agreement with what the UBS team is proposing and will continue monitoring to ensure 
the new fee structure is in the best interest of the portfolio and the university. 

Discussions were held regarding range of fees charged by different investment 
companies; how investment advisors are selected (e.g., bid, Request for Proposals, etc.).  
Administration is reviewing and working with UBS on whether the proposed fee increase 
is modest enough that the existing contract can be augmented.  The investment advisory 
services with UBS are the only one the university has, and the contract was solicited 
three years ago through a Request for Qualifications process.  The contract has no term 
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and is open, so the university has the option to close the contract or move to a different 
advisor with due notice. 

The committee requested administration ensure whatever fees are being paid are 
within an acceptable range for the type of investment advice the university is getting and 
the performance received.  Administration indicated the fees being charged were 
reasonable and they were pressing UBS on the original mandate that the investment 
portfolio be low cost and meet performance benchmark objectives. 

3. FY17 Fourth Quarter Annual Operating Budget Variance Report 

 VP Young presented the Q4 and/or year-end report for FY17.  This was the third 
consecutive fiscal year of decent improvement upon the university’s overall financial 
condition.  Revenues and expenditures were below projections, net operating income 
posted a gain, and tuition & fee special fund revenues were lower than projected for all 
campuses except UH - West O‘ahu. 

 Questions were raised regarding whether the savings numbers reflected were 
accurate if expenditures are being pushed forward to another year; what programs are in 
place to arrest enrollment decline.  

 Administration explained as part of operational planning every campus probably had 
some expenditures pushed forward to another year, and the individual fiscal officers make 
the determination for how they accommodate meeting operational needs across the two 
fiscal years.  Strategic efforts are being increased around enrollment management, a big 
component of which is the perceived correlation between enrollment increases and 
revenue increases.  Campuses are being more strategic about what programs are being 
put in place to drive enrollment and system is supporting these efforts across the system.  
Hopefully these programs will drive up enrollment revenue, and there are other campus-
specific programs around campus-generated revenues such as fees or other programs 
not directly related to a particular academic program.  Some of these programs will 
require initial investments, some of which may come from performance funding. 

Discussions held regarding how individual campuses achieved expenditure savings, 
especially the Cancer Center.  Administration explained that Dr. Holcombe is taking a 
very structured approach on the cost and revenue sides, however, the center’s operations 
are still being supplemented with contributions from UHM and other fund areas. 

The committee requested the transfer category be further refined and commended 
UHM for efforts and progress made in controlling expenditures and turning things around. 

4. FY18 Legacy Endowment Distribution 

VP Young presented an overview on the legacy endowment funds, including funding 
sources and distributions. 

Questions were raised regarding endowment monitor fees; why some payouts were 
not at the maximum.  Administration explained that the $60,000 endowment monitor fee 
was allocated to pay fund managers before UBS was selected to manage the endowment 
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fund.  Regarding payouts, sometimes students do not accept the award, do not take 
travel grant, or fail to meet academic standards in subsequent years. 

Discussions held regarding allocating more funds to the Regents & Presidential 
Scholars (RAPS) program and the need to take into consideration how much can be paid 
out over time without impact to the endowment and payout to future generations.  
Administration explained that it is looking at ways to more strategically use the 
endowment, and noted the endowment is closed, so growth is dependent on investment 
performance. 

B. Recommend Board Approval 
1. FY19 Supplemental Budget Policy Paper 

VP Young presented the supplemental budget policy paper, which if approved, will 
provide the environmental context upon which all campuses will construct their budget 
requests. 

Discussions were held regarding concerns over the shift in advancing priorities that 
were not previously supported by the Legislature, and the request for build out of the shell 
space at the Cancer Center. 

Administration met with Dr. Holcombe, Director of the UH Cancer Center, and he is 
comfortable with the support received from the university as outlined in the operating 
budget that was approved last month will position him adequately to satisfy the National 
Cancer Institute requirements for institutional support.  Administration is shifting strategy 
and will be requesting CIP funding for build out of the shell space at the Cancer Center, 
which could potentially strengthen the Center, including opportunities for revenue 
generation.  There is a similar strategy for athletics. 

Serious concerns were raised by some regents regarding the approach and strategy 
as the university should determine its own priorities based on strategic directions.  The 
Legislature and legislators have their reasons for supporting certain projects, which are 
not necessarily consistent with the overall general interest of the university in the long 
term.  Administration clarified that they are trying to balance requests for general funds 
support with requests that will require internal sources of funding by identifying those 
priorities the Legislature has indicated support for previously.  Administration added that 
they reinforce to the Legislature and individual legislators that the Board of Regents are 
the statutorily provided governing body for the university, and administration works to 
advance the legislative agenda of the regents and the university.  Additional concerns 
were raised regarding the build out of the shell space at the Cancer Center.  The Center 
is trying to recover from revenue assumptions for the Center that did not work out, a 
situation the university cannot afford to repeat.  There is an opportunity with the shell 
space, but the building of incubator space would probably require subsidies.  The pre-
clinical trials is part of the strategy, and the committee hoped there would be discussions 
with some of the key hospitals to find a way to have joint use of the space so the 
university can get some additional revenue support for use of this space outside the 
university. 
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 Committee Vice Chair Kudo moved to recommend board approval of the provisional to 
established status of FY19 Supplemental Budget Policy Paper seconded by Regent 
Tagorda, and the motion carried unanimously with Regent Acoba abstaining.  

V. ADJOURNMENT 

 There being no further business, Committee Chair Higaki adjourned with meeting with 
no objections.  The meeting was adjourned at 12:41 p.m. 

 Respectfully Submitted, 

  /S/ 

 Melissa Matsuura 
 Executive Assistant 
    to the Board of Regents 


