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Future Funding for High Priority Needs

From its founding, the University of California has propelled California’s economy and quality
of life. It has transformed desert to farmland, created new industries and economic prosperity,
contributed to the defense and homeland security of the nation, driven social mobility, and
discovered innovations that have improved the health, well-being, and welfare of people far
beyond California’s borders.

To achieve all this, the University has required continuous investments — investments that, in
recent years, have been reduced because of dwindling State resources. The University, which
still has not seen a restoration of cuts made in the early 1990s, faces the very real threat that
it will lose its competitive advantage among research universities, threatening the quality of
its academic programs and impacting the California economy and the quality of life for all
Californians.

The Compact with the Governor and the support of the Legislature for its funding principles
represent important first steps in helping to stem the erosion in funding levels. The
University’s continuing long-range planning process, involving members of the Board of
Regents, chancellors, faculty and staft, has identified a number of pressing long-term needs for
California that require both an institutional commitment by the University and a long-term
commitment of funding by the State.



Among the University priorities presented to the
Regents’ Long Range Planning Committee:
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Fully fund faculty salaries to market within

four years and staff salaries to market as soon as
possible, but no longer than the original 10-year
plan. Total future cost: $250-300 million in State
funds both within and above the Compact plus
anticipated student fee increases or equivalent
additional State funding. This does not include
additional costs for faculty and staff hired to address
enrollment growth.

Restore investment in the research enterprise

and provide support for the graduate students
who help sustain it. These investments, which

are leveraged with grant and other funding, will
power California’s economy, give rise to new
industries, solve real and pressing problems of the
environment, health access, and agriculture, to
name just a few, and inform social public policy and
its application. Total future cost: Ongoing annual
increments of $10 million for graduate student
support as well as continued funding from the State
for graduate student enrollment at the agreed-upon
rate; and increments of $5-$15 million a year in
support for new and cutting edge research, aligned
with the State’s evolving needs.

Contribute lasting solutions to California’s K-12
educational crisis, as outlined on Page 17. Total
future cost: Up to $10 million a year including

$5 million annually from the State and another

$5 million annually sourced from efficiency

gains and external (philanthropic, corporate)
contributions.

Meet California’s health care needs, including
addressing the large and mounting shortfall

of doctors, nurses, public health professionals,
pharmacists, and veterinarians, particularly in
California’s medically underserved communities.
Total future cost: To be determined.

Restore funding to instructional budgets and
improve the student-faculty ratio. Total future
costs: $40 million to restore instructional budget
cuts in four $10 million annual increments from
2008-09 to 2011-12 followed by $10 million a year
as needed to hire the additional faculty necessary to
restore the student-faculty ratio to 17.6:1.

Upgrade essential infrastructure. The following
needs have been identified. Each is extensively
documented elsewhere and reflects the extent and
severity of inadequate investment and associated
unmet needs:

*  $800 million to $1 billion annually for
State supportable capital projects including
those necessary for seismic and life-safety
improvements, accommodating enrollment
growth including instructional (classroom)
buildings, capital renewal, and building out
essential infrastructure.

*  $800 million to $1 billion annually for non-
State projects to improve and extend research
space, improve medical centers, and provide
auxiliary structures such as parking and
housing for students, faculty, and staff.

*  $150 million for academic support including
libraries, instructional technologies, and
instructional equipment.

*  $100 million annually to build out and maintain
an IT infrastructure that is appropriate for
effective management of this $20 billion
knowledge organization and to manage a cyber-
infrastructure capable of supporting high-
end and increasingly computationally-based
research.



Other critical investments will be needed to meet
additional priorities, although total future costs have not
been fully calculated:

Increase diversity, through implementation of

the Regents’ policy adopted last September that
includes recommendations to expand and coordinate
successful student academic preparation programs

as well as implement recruitment, fellowship and
mentoring programs that encourage recruitment,
retention, and successful advancement of diverse
faculty and staff. Total future cost: To be determined.

Ensure access and affordability, in keeping with the
University’s commitment under California’s Master
Plan for Higher Education. While the University

is committed to continuing the practice of setting
aside a minimum of 33% of the revenue raised from
increases in student fees for financial aid (totaling
some $40 million in 2007-08), it is also exploring
initiatives to significantly increase the pool of funds
that can be made available for financial aid, including
aid for middle-income California students.

Retirement contributions. While employer and
employee contributions to the UC Retirement Plan
(UCRP) have not been required since the early

1990s due to the performance of its investments,
independent actuarial reports have determined that
the plan will become underfunded within the next
several years unless contributions are resumed. The
Regents have voted to resume employer and employee
contributions, subject to the budget process,
availability of funding, and collective bargaining. UC
expects that State support will be consistent with the
State’s approach to contributions to CalPERS. Based
on a current projected total ongoing cost for UCRP of
approximately 16% of payroll. This would mean UC
and its employees pay approximately 11% and 5%,
respectively, toward the cost of maintaining UCRP
benefits. (For represented employees, the timing and
level of the restart of contributions will be subject to
the collective bargaining process.)
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Retiree health. New accounting rules now require
the University to report in its financial statements
all postemployment benefits (OPEB) expense, such
as retiree medical and dental costs, on an accrual
basis over the employees’ years of service, along
with the related liability, net of any plan assets.
(Currently, the University records retiree medical
and dental costs as they are paid and does not
recognize the liability in the financial statements.)
The University is currently evaluating the effect

on its financial statements, but it is expected that
the annual OPEB expense, including normal cost,
interest and amortization of unfunded liability, will
range from $1.35 billion to $1.45 billion, based on
current program design. If, over a period of years,
The Regents gradually increased funding for retiree
health costs up to the point where only the normal
cost was funded, the incremental budgetary demand
would reach approximately $325 million. The
State’s portion of this incremental amount would be
approximately $60 million.

The University recognizes this is an ambitious agenda,
but it is one appropriate for meeting the growing needs
of California.

At the same time, the University also acknowledges it
must do its part by undergoing a thorough operations
and efficiencies review, with the goal of identifying and
capturing sufficient savings to finance many critical
initiatives. However, this cannot be a substitute for
continued support from the State. On the contrary,
State investments must be dramatically augmented as its
fiscal situation improves. For only in partnership — with
the State generously investing in its research university,
and a University that, in turn, recognizes its public trust
obligation to operate at maximum efficiency - can we
ensure the University of California’s continued place

as the highest quality public research institution in the
world.
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Student Fees and Financial Aid

Student Fees

Revenue from student fees is a major source of funding for the University’s core educational
program, providing approximately $1.6 billion to help support the University’s basic
operations. Therefore, an understanding of this revenue source — and how it is also used to
support financial aid - is essential in a discussion of the University’s budget even though no
increases in mandatory student fees are being proposed at this time.

In 2007-08, the University’s average fees for California resident undergraduate and graduate
students remain well below the average of tuition and fees at the University’s four public
comparison institutions. Even with recent fee increases, UC fees remain very competitive with
those institutions for resident undergraduates and resident graduate academic students.

The Compact includes Governor Schwarzenegger’s proposed long-term student fee policy that
calls for increases in student fees to be based on the annual increase in California per capita
personal income. However, the Compact provides that fiscal circumstances in some years will
require greater increases to provide sufficient funding for programs and to preserve quality.

In those years, UC may decide, after consultation with the Governor, to increase fees up to
10%. This fee policy is contingent on State resources being provided for the basic budget at
the level called for in the Compact and on no further erosion of the University’s base budget.
It assumes that revenue from student fees will remain with UC, rather than being used as an

offset to reductions in State support.
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DISPLAY 10
UNIVERSITY OF CALIFORNIA AND PUBLIC COMPARISON
INSTITUTION FEES

2007 08 TOTAL STUDENT FEES *

e University's average fees for 2007-08 for California resident
undergraduate and graduate academic students remain well
below the average of tuition and fees at the University's four public
comparison institutions. Even with recent fee increases, UC fees
remain very competitive for resident undergraduates and resident
graduate academic students.

UNDERGRADUATE GRADUATE
RESIDENT ~ NONRESIDENT ~ RESIDENT NONRESIDENT

Public Comparison Institutions

University at Bu alo (SUNY) — $6217 $12477  $8289 $12309

University of lllinois $11130 $25216 $11216 $24,056
University of Michigan $11111  $32400 $15747 $31,657
University of Virginia $8690 $27940 $11240 $21240

Average $9287 $24508 $11623 $22316
University of California $7,517 $27,137  $9,775 $24,763

* Includes mandatory systemwide fees and campus-based fees, and nonresident
tuition for nonresident UC students. Also includes a waivable health insurance
fee for UC graduate students.
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Student Financial Aid

The University of California has become nationally
recognized as a leading institution in enrolling an
economically diverse pool of undergraduate students.
This accomplishment reflects the success of the
University’s financial aid programs, which are guided by
policy adopted by The Regents in 1994.

At the undergraduate level, the goal is to maintain

the affordability of the University for all students so that
financial considerations are not an obstacle to student
decisions to seek and complete a University degree. At
the graduate level, the policy calls upon the University

to attract a diverse pool of highly qualified students by
providing a competitive level of support relative to the
cost of attending the University. This competitive context
reflects the fact that graduate student enrollment is tied
most directly to the University’s research mission and
helps the State meets its academic and professional
workforce needs.



In 2006-07, over half (54%) of UC undergraduates
received grant/scholarship aid averaging approximately
$9,700 per student; 58% of graduate students received
such aid averaging about $13,000 per student. The
difference in average grant level is attributable primarily
to the different purposes of undergraduate and graduate
assistance: while undergraduate awards are sized to
make the University accessible, graduate awards must
be sized to make the University accessible and to be
competitive with the awards that prospective students
receive from other institutions.

To mitigate the impact of fee increases as well as increases in
other educational expenses, the University has continued

to use a portion of the revenue derived from student fee
increases to support financial aid. Grant aid increased by
67% from nearly $800 million in 2002-03 to over $1.3 billion
in 2007-08 with 44% of the growth funded from new fee
revenue, an estimated 28% from the California Student Aid
Commission programs, and the remaining in funds from
federal, private, and other University sources.

DISPLAY 11

GIFT AID EXPENDITURES
MILLIONS OF DOLLARS

Too set fee increases and maintain the promise of higher
education for all Californians, both the University and the State
have invested heavily in student financial support. Total gift aid
is projected to exceed $1.3 billion in 2007-08 — an average of
almost $6,000 per student.
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Despite fee increases, the University has remained
accessible to undergraduate students from all income
groups. Enrollments of low-income students at other
research institutions range from below 10% to nearly
20%. The average at UC is over 30%, more than any
other comparably selective institution. At UCLA alone,
nearly 40% of undergraduates are low-income students.

The enrollment of students from middle-income
families also has remained relatively stable. Over the
past decade, despite fee increases, the percentage of
middle-income students enrolled at the University has
remained about 43%.

DISPLAY 12

UNDERGRADUATE PELL GRANT RECIPIENTS
2005 06

UC remains accessible for students from low-income families.
UC has a very high proportion of federal Pell Grant recipients
—around 30%, which is more than any comparable public or
private institution.
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Financial aid also contributes greatly to the University’s
undergraduate diversity. African American,
Chicano/Latino, and Asian American students are
disproportionately low income; 35%, 41%, and 34%,
respectively, of these students have parent incomes less
than $40,000. Collectively, these students receive 69% of
all undergraduate gift assistance.

For these reasons, maintaining a robust financial aid
program for UC undergraduate and graduate students
remains a top University budget priority.

DISPLAY 13
UNDERGRADUATE ENROLLMENT BY FAMILY INCOME

UC enroliment of students from middle-income families also
has remained stable. Despite fee increases, the percentage of
students in the middle-income quartiles has remained about
43% since 1999-2000.
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