Statement

to the Committee on Compliance and Audit of The Regents of the University of California 

meeting on October 28, 2009

by Charles Schwartz, Professor Emeritus, UC Berkeley    schwartz@physics.berkeley.edu 

     I understand that my October 15th letter to your Chair, Regent Ruiz, has been shared with other members of this committee. A copy of that letter is attached here for the record. My point was that there appears to be a lack of fiduciary process for oversight of the General Revenue pool: there is no sign of any disclosure mechanism that would alert The Regents and the public in the event of a failure in scheduled debt service for any individual capital project that would then bring student fee money into jeopardy. 

     What was at that time a mildly troubling situation, has since grown into something nasty.  First there were the wild charges made by President Yudof against Professor Meister. As reported in the Daily Cal on October 19, Yudof was asked about Meister’s Open Letter, titled “They Pledged Your Tuition” and he answered: “It is totally untrue” “It is untrue because we are not allowed to use student fees to pay bonded indebtedness” “It’s just untrue. We’re not allowed to use fees for that purpose.” “It’s just not true, flat-out not true; misinformation.”  But of course, as we all know, all student fees have been pledged as General Revenue to support construction bonds and loans.

     Now, I have received a letter from Executive Vice Presidents Taylor and Brostrom responding to my October 15 letter. However, they fail to address the main question I had raised. They do, in their last paragraph, acknowledge that I had asked about debt service coverage ratios for the bonds covered by General Revenue; but then they go on to cite some data (from the Annual Debt Capital Report to The Regents) which answers some different questions. This is  incompetence.

     This whole mess now comes squarely under the aegis of The Regents, and especially their Committee on Audit.  This is about how money is handled by your administrators.  It is about honesty and clarity. I would summarize this situation with four questions: 

Q#1: Have student fees (let us focus on the largest one, the Educational Fee) been used to pay for UC construction projects? 

Q#2: Have those student fees been pledged as collateral for construction projects, to be used as substitute payment only in the case of default by the primary funding source? 

Q#3: How would one know if such a default and payment substitution had occurred or was likely to occur? [This is my original question, which nobody has even tried to answer.]

Q#4: Is the benefit that such fee revenues accrue to the University’s debt capacity and credit rating a significant motive in The Regents’ inclination to keep raising those fees?

     This Committee certainly can and should require that these questions be answered.

     However, I would like to make a stronger request at this time. Beyond this immediate issue, my recent studies
 have found numerous uncertainties about the ways in which student fee money is being used by the University administration.

     Therefore, I ask that all monies received in payment of students’ Educational Fees be placed in escrow, starting immediately, and then transferred to the University only when the issues raised here have been resolved to the satisfaction of the relevant parties.
     If this sounds severe, I would stress that nothing is more important – and more incumbent upon The Regents – than to maintain the good name and reputation of the University in the eyes of the citizens of California. With so much incoherence and incompetence coming from the Office of the President, it is necessary for you, The Regents, to take charge and clean up this mess.

� See, for example, “Follow the Student Fee Money”, at  � HYPERLINK "http://UniversityProbe.org" ��http://UniversityProbe.org� 





PAGE  
1

