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FOREWORD

This is the second of three annual reports mandated by the administrative
flexibility legislation (Acts 320 and 321, SLH 1986) which gave the University of
Hawaii and the Department of Education broader autonomy with respect to the
mahagement of certain aspects of their budget execution and fiscal operations. As
part of that legislation, the Office of the Legislative Auditor was directed to assess
and evaluate the effect of the increased administrative flexibility, especially with
regard to its impact on the quality of education delivered by the two educational
agencies, and to report thereon to the 1987, 1988, and 1989 sessions of the
Legislature. The ultimate objective of the evaluation effort is to provide guidance
as to whether the legislation should be extended beyond its present expiration date
of June 30, 1989.

This 1988 interim report focuses on implementation actions taken by both
affected agencies in the area of budget execution and by the Department of
Education with respect to vendor payments and payroll processing. It also discusses
the na.tionai trend toward achieving educational accouhtability through educational
assessment, and reviews the educational assessment efforts of Hawaii's two
educational agencies during the period since our last report.

We wish to express our appreciation for the cooperation and assistance
extended to us by top officials and other personnel of the Department of Education

and the University of Hawaii during the conduct of this study.

Clinton T. Tanimura
Legislative Auditor
State of Hawaii

January 1988
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Chapter 1
INTRODUCTION AND BACKGROUND

This is the second of three annual reports requested by Acts 320 and 321, SLH
1986, which extended a degree of administrative flexibility to Hawaii's two
educational agencies—the Department of Education (DOE) and the University‘ of
Hawaii (UH). Under these two measures, the Office of the Legislative Auditor was
directed to assess and evaluate the impact of the flexibility legislation——especially
its impact on the quality of education rendered by the two agencies—-—-and report
back to the Legislature.

Our first interim report was submitted in 1987. The third and final report will

be submitted in 1989.

Objectives of the Evaluation

In line with legislative directives and as stated previously in our first interim
report, the objectives of this evaluation are as follows:

1. To identify and assess the nature, extent, and effects of centralized
controls on UH and DOE prior to actions to grant administrative flexibility to the
two educational agéncies.

2. To describe and assess the impact of the flexibility actions on the
administrative procedures and operations of DOE and UH.

3. To the extent possible, assess the impact of the flexibility actions on the

qguality and effectiveness of the UH's and DOE's major educational program areas,



with particular emphasis on the impact on student education activities supported by
the general fund.

4, To identify problems arising out of or associated with the flexibility
actions and possible solutions to these problems.

5. To make an overall evaluation of the flexibility actions and to recommend
whether such actions should be discontinued, kept in effect as is, or continued with

modifications in the final report in 1989.

Scope of the Evaluation

Pursuant to statutory intent, the main focus of this second interim evaluation
is upon the impact of the administrative flexibility granted under Acts 320 and 321,
SLH 1986. In the case of UH, the scope of the project also extends to include the
impact of administrative flexibility granted to the UH by executivev action of
Governor George R. Ariyoshi1 and the personnel delegation and reorganization
actions of the University of Hawaii Board of Regents (BOR)2 prior to the passage of
Acts 320 and 321. These earlier executive and BOR actions set the stage for the
enactment of Acts 320 and 321.

In terms of time frame, the scope of this evaluation extends from September
1985, when the Governor first took major action to grant increased administrative
flexibility to the UH, to three successive deadlines set forth in Acts 320 and 321. In
the case of this second interim report, field work extended through November 1987.

Inasmuch as the Legislature wishes to ascertain the possible effects of
administrative changes on the quality and effectiveness of educational programs, we

are also concerned with the broad and complex issues relating to what is meant by



program quality and effectiveness in the field of education and how such concepts

may actually be measured, if at all.

Organization of the Report

This report is divided into four chapters. Chapter 1 is this introduction. It
also provides some background and a summary of the findings and recommendations
made in the first interim reportk.3 Chapter 2 and Chapter 3 summarize and assess
the substantive actions taken to implement Acts 320 and 321 by UH and DOE
respectively, as of November 30, 1987. Chapter 4 discusses the question of
determining and measuring program quality and effectiveness in the field of
education. It also reviews the progress made in educational assessment by UH and
DOE, both separately and cooperatively, taking into account inevitable

interrelationships between lower and higher education programs in Hawaii.

Background

The events leading up to and other background surrounding the enactment of
Acts 320 and 321 are broadly described in our first interim report4 and thus need not
be repeated here. Suffice it at this point simply to indicate that this legislation
represents the culmination of 20 years or more of concern and controversy arising
out of efforts to meet and balance the aspirations of the educational agencies for
greater autonomy on one hand and the need for some continued centralized control
and accountability on the other hand.

However, as a starting point for this report, it is appropriate to summarize the
results of our earlier efforts as reflected in the findings and recommendations set

forth in our first interim report.5 In this regard, it is important to keep in mind that



the brief period allowed for the submission of the first report did not leave much
time for actual implementation to occur or for much evaluation to be made.

On looking at the initial efforts of the UH and DOE to implement Acts 320 and
321, we found disparities in the implementation actions and activities between the
two educational agencies. With the advantage of an earlier start, UH had been able
to absorb fairly smoothly the transfer of all the functions covered ﬁnder the two
acts, except for the payroll function. The DOE, however, had only been able to
accept the transfer of the budget execution and pre-auditing functions and some
aspects of purchasing. Transfer of the vendor payments function to DOE was
scheduled to take place on July 1, 1987. In the cases of both agencies, transfer of
the payroll function had been delayed by (1) their desires to establish broader based
personnel management and information systems of which payroll would be a part,
and (2) their realizations that considerable additional resources would have to be
requested to enable them to carry out the expanded payroll/personnel management
functions.

In the face of these findings we recommended that the DOE proceed as
expeditiously as possible to complete the transfer of all functions covered by Acts
320 and 321 by July 1, 1987, with the exception of the payroll function. We further
recommended that UH and DOE submit plans and justifications to the 1987
Legislature for taking on the payroll function.

Turning to the matter of assessing the impact of the administrative flexibility
legislation, we found that over the next two yeafs the direct impact of the
legislation on administrative procedures and business operatibns of the two
educational agencies could probably be assessed by our office. However, we

concluded that it will be impossible in a limited one- or two-year period to make a

direct correlation between (1) the changes in administrative procedures and business



operations of the two agencies and (2) the quality of education being delivered by
the two educational agencies. Nevertheless, it was deemed desirable to evaluate
the quality of education in Hawaii on a long term basis through the application of
educational assessment techniques like those being developed and utilized elsewhere
throughout the United States.

In terms of their present educational assessment efforts, we found that at both
UH and DOE, very preliminary attention and effort were being directed toward
assessment and that little, if any, attention was being paid to national educational
assessment trends, such as those which focus on outcomes of education to improve
' accountability in the field of education.

In view of the above findings, we recommended that both UH and DOE
(1) continue to broaden their educational assessment plans, (2) review national
educational assessment trends, and (3) consider interrelationships between higher
and lower education in their approaches to educational assessment. We also
recommended that the two educational agencies submit educational assessment
plans to the 1988 Legislature focusing on the assessment of the respective programs
of the two agencies and interrelationships between the programs of higher and 1ower
education.*

Our subsequent follow—up on the implementation of the administrative
flexibility legislation and the preparation of this second interim report have taken

into account these earlier findings and recommendations.

*In this regard, the UH will be submitting a long-range assessment plan for
consideration during the 1988 legislative session as a result of a mandate in House
Concurrent Resolution No. 110, "Requesting the University of Hawaii to Develop
and Implement an Educational Assessment Program," House of Representatives,
Fourteenth Legislature, State of Hawaii, 1987.






Chapter 2
ASSESSMENT OF ADMINISTRATIVE FLEXIBILITY
IMPLEMENTATION AT THE UNIVERSITY OF HAWAII
In this chapter, we look at the progress of implementation of administrative
flexibility at the University of Hawaii (UH). As indicated in our first interim report,
UH has moved fairly expeditiously in taking over various functions covered by Acts

320 and 321, SLH 1986.

Summary of Findings

With respect to the implementation of administrative flexibility at the
University of Hawaii, we find as follows:

1. In view of the high additional costs involved, the University of Hawaii has
decided not to assume responsibility for performing the payroll function.

2. A separate financial audit has not revealed any serious deficiencies within
those fiscal operations which have been transferred to the University of Hawaii.

3. Results to date of the application of flexibility to the allotment process
are less than satisfactory. Increased discretion for the University of Hawaii in this
area has been accompanied by an increase, rather than a decrease, in the amount of
paperwork involved. Moreover, the authority to approve transfers between
programs remains unclear and subject to controversy. In addition, the system has
failed to prevent, or even surface, at least one improper transfer between programs.

4, Reaction of the academic staff to increased administrative flexibility is
generally quite favorable, but the change in itself still does not guarantee that

serious problems will not arise.



No Transfer of Payroll Processing

In February 1987, UH's vice president for finance and operations reported at a
legislative hearing on higher education that he was recommending against the
implementation of a separate UH payroll system. This recommendation was
explained and justified in a memorandum which he submitted to the UH president
and in which he indicated that implementing a separate payroll system at the UH
would: (1) not significantly reduce processing time; (2) be costly, with initial
start-up costs amounting to at least $800,000; (3) cause other high priority projects
to be delayed; (4) demand the commitment of manpower and resources from several
UH offices; and (5) require }:he separate development of a human resources system.
He further indicated that if the State strengthened its efforts to update and
modernize its existing payroll system under the Department of Accounting and
General Services (DAGS) rather than developing a new and costly payroll system just
for the UH, it would be to the benefit of all departments including the universi‘cy.1

In an interview on October 14, 1987, the president of the university confirmed
that UH has no plans to take over the payroll function and intends to hold to its

earlier decision not to assume responsibility for this activity.

Financial Audit of Fiscal Operations

The Office of the Legislative Auditor and the certified public accounting firm
of Coopers and Lybrand have conducted a financial audit of UH, and a separate
report on this audit has been submitted to the 1988 Legislature. It can be noted
here that no serious deficiencies were revealed by the audit within the fiscal -
operations which were transferred to UH from DAGS in 1986 under the terms of Act

321, SLH 1986.



During this same period, UH separately contracted for a management audit of
its financial operations and for a review of its personnel mangement function to be
carried out by the certified public accounting firm of Peat Marwick Main & Co.
Included in the audit were the cash management program, the procurement process,

and the automated financial support systems, all of which were affected by Act 321,

SLH 1986.2 Among other things, this audit found that the university needed to make

improvements along the following lines:

To revise and update its systemwide Administrative Procedures
Manual and to assure that the language, changes in policies and
procedures, and training of fiscal officers regarding such revisions
would promote a thorough and clear understanding of the processes
and requirements especially in the areas of cash management and
procurement; '

To establish internal controls to provide for the safeguarding and
accountability of funds in such areas as cash receipt collection and
imprest check storage;

To enhance its information systems planning and coordination at all
levels of management; and

To strengthen the general controls environment of its central
financial systems.

Among other things, the auditors recormended:

The establishment of a new office of vice president for information
systems which would include both academic (UH Computing Center)
and administrative and financial (Management Systems Office)
computing on a systemwide basis.

The evaluation of the cost-benefits of central purchasing for
commonly used items and determination of the feasibility of
operating a central storage facility at UH-Manoa.

At the time of this study, UH was reviewing the audit's findings and

recommendations.



Budget Execution: The Allotment Process

Budget execution involves expending appropriated funds for the program
purposes authorized under the approved budget and establishing proper controls for
monitoring such expenditures to make sure they comply with the approved budget.
The controls also serve the additional purpose of providing a means for projecting
and controlling cash flow into and out of the affected accounts. In Hawaii, the
allotment system is the partiéular process through which budget execution is carried
out.

Allotments are the formal paper instruments which translate legislative
appropriations into authorizations for agencies to make expenditures. Under
standard administrative practices within the Hawaii state government, these must
be channeled from departments and other expending agencies through the
Department of Budget and Finance (B&F) and oftentimes approved by the Governor
before they become effective. For any one agency for a single fiscal year, the
required allotments can be quite numerous and detailed. This is because allotments
are made according to: (1) appropriated programs (UH alone has over 50 programs
specified in the appropriations act), (2) fiscal year quarters within each program,
and (3) cost element or classification of expenditures (e.g., personal services versus
other operating expenses) within each quarter of each program.

Again, under standard administrative practice in Hawaii, once the original
allotments are made, any changes (such as between or among programs, between
quarters, and between cost elements) must also go through the centralized process
of review and approval. Thus, besides being able to restrict funds at the beginning
of each fiscal year by allotting less than is appropriated, executive authorities can

further restrict the movement of funds by disallowing requested changes in
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allotments or by requiring modifications in ‘the changes proposed by requesting
agencies. It is this type of detailed control which the educational agencies felt to
be so burdensome and hence sought exemptions through the flexibility legislation.

Impact of Act 320 on the allotment process. Act 320, SLH 1986, on a
three-year provisional basis, makes several modifications in the allotment
procedure. First, it authorizes the Governor and B&F to establish overall allotment
ceilings within the appropriations for the two educational agencies. Then, it
provides for the automatic approval by B&F of the allotment requests (estimates) of
UH and DOE so long as the sums of each do not exceed the applicable allotment
ceilings established by the Governor.

Act 320 further restricts the power of B&F to reduce allotments during the
course of the year. If reductions have to be made, they are to be accomblished
through redeterminations of the allotment ceilings by the Governor. The two
educational agencies are then expected to review their allotment estimates to fit
within the redetermined ceilings. If they fail to do so within a timely period, B&F
can impose the necessary reductions on the two agencies.

Act 320 further authorizes UH and DOE to transfer general fund
appropriations "among programs with the same or similar objectives, among cost
elements in a program, and between quarters, as applicable, with due regard for
statutory requirements, changing conditions, the needs of the programs and the
effective utilization of resources." However, the act further provides that all such
transfers shall be reported quarterly to the Governor and annually to the Governor
and Legislature in a form and manner prescribed by the Governor.

Act 320 places one other important limitation on the flexibility granted to UH

and DOE in the area of budget execution. This is the provision that states that the
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two agencies "shall not use current appropriations in any manner that shall result in
the expansion of programs or the initiation of new programs which may require any -
future increase in the commitment of state resources, without the specific prior
concurrence of the legislature and advice of the governor."

Considering the significance of the allotment system in terms of agency
flexibility versus centralized accountability, we focused special attention on this
area of administrative activity. The results of our examination are set forth below.

Implementation actions taken. During FY 1986-87, the paper flow involved in
the allotment process for UH proceeded much the same as it had prior to the
enactment of Act 320 except that B&F generally did not closely scrutinize or hold
up requested allotment changes for most of the transfers within programs. Before
Act 320, the average approval time for transfers was two weeks. Now the average
turnaround time is about 24 hours. The transfers between or among programs are
the exception. B&F continues to scrutinize this type of transfer based on budget
provision Section 247 in the Appropriations Act of 1985 (Act 300) which provides
that ". . . the governor is authorized to transfer funds between appropriations within
an expending agency for operating purposes." With the required approval by the
Governor, the process takes two weeks or longer.

The differing interpretations regarding the transfer of funds between or among
programs within the same campus have not yet been resolved. Despite the
disagreement on this issue, the educational agencies and B&F have participated in
some negotiations to fulfill the provisions of Act 320. The results of these
negotiations are embodied in a memorandum which the Governor sent to UH and
DOE on June 19, 1987, entitled: "Guidelines and Policies for Reporting Transfers of

General Fund A1;>propriations."3
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Due to the timing of the issuance of this document, it had only minimal impact
on FY 1986-87 activities. The two educational agencies were required to submit
only an annual report for that year. However, from now on, UH and DOE must
submit quarterly as well as annual reports on all transfers.

Evaluation of experience to date. Based on experience to date, it may be said
that the results of flexibility are less than satisfactory insofar as the allotment
process for UH is concerned. While UH may have increased to a degree its
decision—-making authority in this area, it has also had to assume a much heavier
burden in terms of paperwork and detailed reporting. At the same time, the
authority to approve allotment transfers between programs remains unclear. In
addition, the system has failed to prevent, or even surface, at least one improper
transfer between programs. These shortcomings are discussed below.

1. Burdensome reporting requirements. Prior to the passage of Act 320,
allotment changes were processed on an "as needed" basis. With advance approval
by B&F and sometimes even by the Governor being mandatory, no regular
after—the-fact quarterly or annual reports were required. Under Act 320, however,
quarterly and annual reports on all allotment transfers are now required. For most
allotment transfers——especially for those within programs (i.e., those between
qguarters and between cost elements)—this appears to be a burdensome and
unnecessary requirement. At the level of detail now required, it is even more
burdensome.

In 1983, our office conducted a review and analysis of budgeting at UH and
found them as follows:

" Justification requirements and procedures imposed by B&F for transfers

of funds within programs are excessively detailed and burdensome. The

requirement to secure B&F's approval for such transfers amounts to
needless overcontrol by the State's central budget agency."4
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Accordingly, we recommended that "[t]he university, following its own approved
procedures, be allowed to effect transfers of funds within programs and without
having to secure the approval of B&F."5

Looking at the situation as it existed in FY 1986-87 and projecting forward, it
appears that a great deal of paperwork is continuing to be generated with minimal
positive effect insofar as allotment transfers within programs are concerned.

This is reflected in the transfers between quarters and between cost elements
for the programs at UH-Manoa for FY 1986-87. For transfers between quarters,
there was a total of 12 transfers during the year involving a total amount of
$4,603,260, or 3.4 percent of UH-Manoa's total allotment for the year of $131.8
million.6 Seven transfers between cost elements (i.e. payroll and operating
expenses) were made during this same period. The total amount for this type of
transfer was $679,402, or 0.5 percent of the campus's total annual allo'crnent:.'7 In
neither case did the transfers have any effect on the total funds available to the
campus for that year.

Although UH can now make these types of transfers without having to obtain
prior approval from B&F, an explanation and justification for transfers are still
required for each transfer at the time of processing. Thus, there is no reduction in
the amount of paperwork required, and, in fact, the paperwork increases due to the
quarterly and annual report requirements under Act 320. To compound matters,
under the Governor's June 19, 1987 memorandum, reporting is supposed to go down
to an additional level of detail--that is, from Level IV (instruction, organized
research, public service, etc., by campus) to Level V (individual college, research
unit, etc.). This requirement greatly expands the paperwork burden of UH (UH

Manoa alone has more than 100 Level V programs) and to a very large extent
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negates the advantages attributed to the flexibility legislation. Moreover, it should
be Level IV because that is the level at which legislative appropriations are made
and are to be controlled.

In view of the foregoing and in line with our previous findings and
recommendations, it is our position that UH should be given fairly broad discretion
to make internal transfers within programs and should be relieved of the burdensome
amount of detail now required to effectuate such transfers.

2. Unclear authority to approve transfers between prografns, As previously
indicated, Act 320 differentiates between the internal type allotment transfers
discussed above and allotment transfers between programs. The two educational
agencies are given the flexibility to effectuate transfers only between programs
"with the same or similar objectives." Transfers between programs with different or
dissimilar objectives would therefore appear to continue to require centralized
review and approval.

However, Act 320 does not define what is meant by "same or similar
objectives." During the course of this study, we found seﬁous differences of opinion
and interpretation between UH and B&F regarding what is meant by this term and
what types of transfers between programs require centralized review and approval.
Despite repeated discussions and negotiations between UH and B&F on this subject,
the issue still had not been satisfactorily resolved at the time we completed our
field work.

On the one hand, B&F takes the position that in nearly all instances the
programs of instruction, organized research, public service, etc. are different and
dissimilar in purpose. Hence, unless exempted, transfers between these programs on

- the same campus will require centralized review and approval. In addition to relying
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upon Act 320 to support this position, B&F also cites provisions in the general
appropriations acts which give the governor authority to approve transfers (Section
247 of Act 300, SLH 1985, and Section 309 of Act 216, SLH 1987). However,
transfers between the same programs on different campuses (e.g., between
instruction at UH-Manoa and instruction at Kapiolani Community College) may be
made by UH without such centralized review ahd approval as provided under Act 320.

On the other hand, UH is of the opinion that all the programs on a single
campus “are integral components that serve a same . .. objective in providin;g the
total educational opportunity and experience to a well-defined client group. As a
consequence, it feels it should be able to transfer funds between programs on a
single campus without having to obtain prior centralized approval.

From the perspective of managing the various individual campuses in the UH
system, it is fairly easy to understand the university's position on this matter. If the
heads of the respective campus units (UH-Manoa, UH-Hilo/West Oahu College, and
the Community College System) are to manage their units effectively and to be held
accountable therefor, then it is reasonable for them to want to be able to exercise
considerable discretion in the use of the resources entrusted to them without being
second-guessed by the state budget agency.

In terms of policy direction and program control, the position of B&F is also
quite understandable. In the first place, the movement of funds between the various
campuses has tended to be relatively small and hence of no great consequence.
Second, shifts of funds among the areas of instruction, organized research, public
service, etc., are much more likely to be of interest and concern than shifts from
one area of instruction to another area‘of instruction or from one area of public

service to another area of public service.
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Practically speaking, however, much of the problem and disagreement
probably stems from the great disparity that exists between the Manoa campus and
the other units of the UH system. With UH-Manoa accounting for well over half of
bthe funds appropriated to the university, no type of contrpl is likely to be very
meaningful unless it can be exercised over the movement of funds within
UH-Manoa. Whereas the individual community colleges and UH-Hilo are each small
enough to be readily comprehensible and therefore controllable, UH-Manoa is both
extremely large and extremely complex and thus much more of a challenge in terms
of being understood and controlled.

For FY 1986-87, most of the transfers between programs required approval by
the Governor.8 In terms of significance, we summarize the transfers among
programs of the campus units. For the UH-Manoa campus, this involved 10
transfers—in between programs of $1,491,743 and 12 transfers—out between programs
of $2,075,998. For the Community College System, there were five transfers-in
between programs totaling $169,300 and two transfers out amounting to $13,188;
and for UH-Hilo/West Oahu College, there were three transfers-in between
programs totaling $67,760 and one transfer-out of $34,080.

To eliminate conflict between UH and B&F, this issue between the two of
them should be resolved, and should be resolved amicably if at all possible. The
internal disparity situation within the university system mentioned above suggests
that a differential approach may be the best way of dealing with this issue. In short,
perhaps it would be much better to handle UH-Manoa in a manner quite separate
from that for the other units within the UH system.

Thus, for the units outside of UH-Manoa, UH's position on this issue might

well be adopted by both the UH and B&F. If it is felt that such discretionary
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authority should still be monitored, then reporting could be required for any
internal transfers between programs which exceed some fixed percentage of the
funds allotted to the affected programs.

As for UH-Manoa, due to its large size and complexity, there are grounds for
continuing to require executive review and approval for transfers among programs
located at this campus. The main effect of such transfers is the altering of the
funding base for the affected programs. Hence, UH-Manoa should be required to
provide justification for the transfers including how the transfer of funds impact
each of the affected programs and the funding levels during the next budget period.
Again, discretion might be allowed up to some cumulative limit for each program,
but approval required for any transfers above such a limit.

Legislative concern about transfers. The Legislature is interested in and
concerned about the movement of funds within the university and the shifting of
resources from one intended purpose to another purpose. Indeed, the inclusion in
Act 320 of the present restriction on transfers between programs is the result of
legislative concern about past performance of the university such that the following
statement was included in the standing committee report of the bill that is now Act
320, SLH 1986:

Moreover, this bill contains significant limitations on the transfer

authority which will ensure the following of legislative budgetary

directions. . . . And while increased flexibility for the university is a

worthy goal, your Committee is concerned that the university may not

be capable of handling its own affairs based upon past performance.

However, in view of the university's strategic plan, the appointment of a

new president, and the administrative reorganization, your Committee is

willing to give the universitg more responsibility and the opportunity to

demonstrate its capabilities.

Thus, during this provisional three-year period under the flexibility legislation, UH

must demonstrate that it can be fully responsible for budget execution. In the
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meantime, it should expect that some sort of controls or restrictions will continue
to be placed on its discretionary authority to transfer funds between programs,
especially at UH-Manoa.

Failure to transfer funds properly. Based on the findings of a separate study
of electrical energy consumption and costs at UH conducted by our office for the
Legislature, we found that almost $300,000 out of a surplus of over $1.4 million in
funds appropriated for electricity under the UH-Manoa institutional support
program for FY 1986-87 had been used to pay the electricity component of lease
rental expenses normally funded out of the budget for School of Medicine which falls
under the UH-Manoa instruction program. By thus paying for this electricity
component, funds allotted to the School of Medicine for this pﬁrpose were freed to
cover shortfalls in its funds for faculty salaries and other expenses. Further details
on this matter are covered in our separate interim report on electricity consumption
and costs at the university.lo

A transfer of funds from the institutional support program to the instruction
program would have been the proper procedure to follow to effectuate this change.
However, in this instance, no transfer was processed or reported. Instead, UH
simply transferred the expenses from one program to the other. The university took
this approach because the use of $300,000 from the electricity surplus to fund salary
shortfalls and other expenses would have been a misappropriation of funds under a
special proviso of the Supplemental Appropriations Act of 1986 (Act 345) which
specified that the amounts appropriated for electrical energy under the institutional
support program "shall be used only for electricity costs" (emphasis added).

Even though UH admits that the School of Medicine had the funds to cover its

lease rental electricity expenses and that the real purpose of the switch in expenses
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was to free funds under the instruction program to cover 6ther deficits in the
instructional account, it has taken the position that such lease expenses can be
classified as institutional support costs just as easily as instruction costs; hence, it is
only a matter of cost classification.

However, we do not find such an explanation adequate or acceptable,
especially in view of the fact that UH did not bother to so reclassify other
electricity expenses budgeted outside of the institutional support program. Such
behavior, if repeated, may well jeopardize the granting of increased administrative
flexibility to UH and perpetuate the demand that shifts in the uses of funds be

subject to centralized review and approval.

General Reaction to the Flexibility Legislation

As the result of various legislative requests and as previously noted, the Office
of the Legislative Auditor was involved in four separate but interrelated studies of
administrative operations at UH during 1987. Involved in these studies were
examinations of: (1) the impact of the flexibility legislation, (2) the effectiveness of
the 1986 administrative reorganization, (3) the circumstances surrounding repeated
shortfalls in the funding for faculty salaries, and (4) reasons for recurring wide
divergences between appropriated amounts and actual expenditures for electrical
energy.

In carrying out these various studies, we had occasion to review many
different activities and to come into contact with a fairly wide range of personnel
at UH with views on the subject of administrative flexibility. Based on this
experience, we find that in general the response to the flexibility legislation has

been quite positive on the part of administrators, faculty, and support staff at UH.
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