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6440 WNIVERSITY OF CALIFORNIA
6610 CALIFORNIA STATE UNIVERSITY

Issue 1: Overview of the Governor’s University of @lifornia and California State
University 2016-17 Budget Proposals — Information @ly

Panel
* Maritza Urquiza, Budget Analyst, Department of Fica
» Jason Constantourdsiscal & Policy AnalystLegislative Analyst’'s Office
* Kieran Flaherty, University of California
* Ryan Storm, Assistant Vice Chancellor for Budgetliférnia State University

Background

During the recent recession, the state was limitedts ability to invest in public higher
education and significantly cut state support t® timiversities. The universities responded by
shifting more of the financial burden to the studetinrough increased tuition. Most notably,
between 2004 and 2013, tuition at the UniversityGalifornia (UC) and California State
University (CSU) more than doubled. Rapid tuitiocreases led to growing concerns about the
affordability of higher education. The December 2CRublic Policy Institute of California
(PPIC) Statewide Survey found that 65 percent dif@aians were concerned about the cost of
college. However, as the economy recovered, teisdtrof divestment started to reverse. The
passage of Proposition 30 and recent budget aciltad'ed a renewed investment in public
higher education. Since the passage of Propos3iom 2012, the state has funded a multiyear
investment plan, starting in 2013-14 for the publniversities.

Since 2012-13, funding for UC has grown by $691liari| and funding for CSU has grown by
$823 million. The budget continues that growth,gasing an additional $125 million ongoing
General Fund for UC and $148 million ongoing GehEtand for CSU in 2016-17. Additionally,
the state has continued to fund robust financidl @iograms, maintaining the Cal Grant
entitlement even during the economic downturn, amiag to significant levels of indirect state
support for institutions.

University of California. The 1960 Master Plan for Higher Education deseméhe UC as the
primary state-supported academic agency for reselr@ddition, the UC is designated to serve
students at all levels of higher education andhes public segment primarily responsible for
awarding the doctorate and several professionakésgincluding in medicine and law.

There are ten UC campuses: Berkeley, Davis, Irvites Angeles, Merced, Riverside, San
Diego, San Francisco, Santa Barbara, and Santa ®me of these are general campuses and
offer undergraduate, graduate, and professionalagun. The San Francisco campus is devoted
exclusively to the health sciences. The UC operfatesteaching hospitals in Los Angeles, San
Francisco, Sacramento, San Diego, and Orange esurithe UC has more than 800 research
centers, institutes, laboratories, and programallirparts of the state. The UC also provides
oversight of one United States Department of Endadppratory and is in partnerships with
private industry to manage two additional DeparthuériEnergy laboratories.
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The UC is governed by the Board of Regents whiokgeu Article IX, Section 9 of the California
Constitution, has "full powers of organization agolvernance,” subject only to very specific
areas of legislative control. The article states tthe university shall be entirely independent of
all political and sectarian influence and kept fileerefrom in the appointment of its Regents and
in the administration of its affairs." The BoardRégents consists of 26 members, as defined in
Article IX, Section 9, each of whom has a vote gadition, two faculty members — the chair
and vice chair of the Academic Council — sit on ltle@ard as non-voting members):

* 18 regents are appointed by the governor for 124gems.
* One is a student appointed by the Regents to yeaeterm.

* Seven are ex officio members — the Governor, Liea¢ Governor, Speaker of the
Assembly, Superintendent of Public Instruction,sptent and vice president of the Alumni
Associations of UC and the UC president.

The Governor is officially the president of the Bibaof Regents; however, in practice the
presiding officer of the Regents is the Chair & Board, elected by the board from among its
members for a one-year term, beginning each Julijhgé. regents also appoint its officers of
general counsel; chief investment officer; secyetard chief of staff; and the chief compliance
and audit officer.

The following table displays the budgeted expemdgwand positions for the UC, as proposed in
the Governor’'s budget. Of the amounts displayedtha table, $2.9 billion in 2014-15,
$3.3 billion in 2015-16, and $3.4 billion in 2018-hre supported by the General Fund. The
remainder of funding comes from tuition and feeeraye and various special and federal fund
sources.

University of California
Budgeted Expenditures and Positions
(Dollars in Millions)

2014-15 2015-16 2016-17
Personal Services $11,147 $11,715 $12,285
Operating Expense $16,709 $17,161 $17,490
and Equipment
Total Expenditures $27,856 $28,876 $29,775
Positions 96,008 96,872 9,687
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California State University. The CSU system is comprised of 23 campuses, storgsiof 22
university campuses and the California Maritime dexay. The California State Colleges were
brought together as a system by the Donahoe Higtlecation Act of 1960. In 1972, the system
became the California State University and Colleges name of the system was changed to the
California State University in January 1982. Thdest campus, San Jose State University, was
founded in 1857 and became the first institutiorpoblic higher education in California. Joint
doctoral degrees may also be awarded with the W€.pfogram goals of the CSU are to:

* Provide instruction in the liberal arts and scienyd¢be professions, applied fields that require
more than two years of college education, and &raetucation to undergraduate students
and graduate students through the master's degree.

* Provide public services to the people of the sta@alifornia.

» Support the primary functions of instruction, pab$iervices, and student services in the
University.

» Prepare administrative leaders for California puleliementary and secondary schools and
community colleges with the knowledge and skillsedwd to be effective leaders by
awarding the doctorate degree in education.

* Prepare physical therapists to provide health sareices by awarding the doctorate degree
in physical therapy.

* Prepare faculty to teach in postsecondary nursmegrpms and, in so doing, help address
California's nursing shortage by awarding the d@teodegree in nursing practice.

The CSU Board of Trustees is responsible for theroght of the system. The board adopts
rules, regulations, and policies governing the C3be board has authority over curricular

development, use of property, development of fieedj and fiscal and human resources
management. The 25-member Board of Trustees migdimes per year. Board meetings allow

for communication among the trustees, chancellampus presidents, executive committee
members of the statewide Academic Senate, repesad of the California State Student

Association, and officers of the statewide Alummu@Gcil. The trustees appoint the chancellor,
who is the chief executive officer of the system éhe presidents, who are the chief executive
officers of the respective campuses.

The following table displays the budgeted expemdg&lwand positions for the CSU, as proposed
in the budget. Of the amounts displayed in theeta$.76 billion in 2014-15, $3.03 billion in
2015-16, and $3.15 billion in 2016-17 are suppottgdthe General Fund. The remainder of
funding comes from tuition and fee revenue andouarispecial and federal fund sources.
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California State University
Budgeted Expenditures and Positions
(Dollars in Millions)

2014-15 2015-16 2016-17
Personal Services $4,081 $4,303 $4,373
Operating Expenses 4,968 4,836 4,953
and Equipment
Total Expenditures $9,049 $9,139 $9,326
Positions 44,079 46,608 46,608

Governor’s Proposal

University of California

Multi-Year Funding Plan. The Governor’s proposed budget includes a $1&6ll{bn General
Fund increase for the UC to support the Adminigirgsé fourth installment of their fouyear
investment plan in higher education. This planjated in 2013-14, assumes additional General
Fund support for the UC, the CSU, and Hastingsegellof the Law.

For UC, the budget assumes no systemwide tuitiohfe® increases for resident undergraduate
students, except for a $54 (five percent) increias¢he Student Services Fee. The budget
assumes UC will enroll 5,000 more resident undelggites in 2016-17 and receive an associated
$25 million ongoing augmentation in 2015-16, purgua the 2015 Budget Act. Additionally in
May 2015, the Governor announced his intentionrtp@se four percent General Fund increases
for UC in 2017-18 and 2018-19. The Governor alsippsed for UC to begin increasing tuition
around the rate of inflation in 2017-18.

Deferred Maintenance.The budget proposes $35 million one-time GeneuwaldHor deferred
maintenance. Last year, the budget provided $2Bomifor this purpose, which UC distributed
to campuses for projects ranging from roof repairfite alarm replacements. UC recently
compiled a list of deferred maintenance from itspases, totaling $1.2 billion. UC asserts this
list is not exhaustive and understates its totaklog.

Energy Projects. The budget proposes $25 million one-time cap-aaderfunds for energy
projects for UC.

Pay Down Debts and Liabilities.The budget provides $171 million one-time Proposit2
funds to pay down the unfunded liability of the BRetirement Plan. This is the second of three
proposed payments from Proposition 2 to UC for phigpose. Consistent with the 2015 funding
agreement, the UC Regents are expected to establishtirement program that limits
pensionable compensation consistent with the Plibhployees’ Pension Reform Act of 2014,
no later than June 30, 2016.
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The Legislative Analyst’s Office developed the éoling charts that display the Governor’s
January revenue assumptions and UC'’s correspoedpenditure plan.

University of California Budget
(Dollars in Millions)

Revenue®

201516 Revised

General Fund 53257
Tuition and fees 3,028
Total $6,285
2016—17 Changes

General Fund $209
Tuition and fees® 158
Subtotal ($367)
Other® 145
Total W
2016—17 Proposed

General Fund 53,467
Tuition and fees 3,186
Total $6,652
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Changes in Spending

UC's Plan for Unrestricted Funds

General salary increases (3 percent) $152
Resident undergraduate enroliment growth (3.4 percent)? 50
Academic quality initiatives® 50
Faculty merit salary increases 32
Cperating expenses and equipment cost increases 30
Health benefit cost increases (5 percent) 27
Deferred maintenance 25
Pension benefit costincreases 24
Debt service for capital improvements 15
Monresident enrollment growth (3.2 percent)’ 14
Dream Loan Program i
Retiree health benefit cost increases 4
Subtotal W
Restricted General Fund

Proposition 2 payments for UC Retirement Flan (one time) $171
Deferred maintenance (one time) 35
Remove one—time funding provided in 201516 —122
Subtotal W
Total W

JIncludes all state General Fund. Reflects tuition after discounts. (In 2016—17, UC is projected to
provide 51.1 billion in discounts.)

"Reflects increases in nonresident supplemental tuition (8 percent), the Student Services Fee
{5 percent), and increased enrcliment, offset by increases in discounts.

“Reflects: (1) General Fund for enrcliment growth UC intends to carry ower into 2016-17, (2) savings
from administrative efficiencies, (3) increased revenue from investments, and (4) philanthropy .

C has not yet indic ated its final plan for resident graduate enrcliment growth.
*For purposes such as increasing instructional support, reducing student—to—faculty ratios, rec ruiting
faculty, increasing faculty salaries, and providing stipends to graduate stuedents. UC indicates it will

allow campuses to determine how to spend the funds.

'Funded from nonresident tuition.
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California State University

Multi-Year Funding Plan. The Governor’'s proposed budget includes a $148liBmiGeneral
Fund increase for CSU—to support the Administrasidiourth installment of their fouyear
investment plan in higher education.

For CSU, the budget proposes: (1) a $125.4 millinallocated augmentation identical to UC’s
base increase, (2) an additional unallocated $lltfomassociated with savings from changes to
the Middle Class Scholarship program made in 203,5ahd (3) $7.9 million for lease-revenue
bond debt service. The Governor does not proposellment targets or enroliment growth
funding and assumes no increase in tuition.

Deferred Maintenance. The budget proposes $35 million one-time Geneuasld<or deferred
maintenance. Last year, the budget provided $2komifor this purpose, which CSU distributed
to campuses for projects ranging from roof repaifire alarm replacements. CSU has reported
that it has roughly $2.6 billion in deferred maimiace needs, with nearly $2 billion for facilities
and the remainder for campus infrastructure.

Energy Projects. The budget proposes $35 million one-time cap-aadéerfunds for energy

projects for CSU. CSU states that it would fundesal types of projects with this money,
including mechanical retrofit projects ($18 milliprsuch as replacing fan motors, insulation,
boilers, and chilling systems, lighting replacementjects ($10.4 million), and projects to
replace and improve energy information systemsamnpuses ($6.6 million).

Precision Medicine.The budget proposes one-time $10 million over aghrear period to the
Office of Planning and Research to further researatevelop precision medicine. Funding will
be distributed through an interagency agreememtdeet OPR and the Regents of the University
of California, or an auxiliary organization of tlalifornia State University.

The LAO developed the chart on the following pabattdisplays the Governor's January
revenue assumptions and CSU'’s corresponding exjpeadlan.
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California State University Budget
(Dollars in Millions)

Revenues? Amount

201516 Revised

General Fund 53,297
Tuition 2273
Total $5,570
201617 Changes

General Fund 3187
Tuition® 18
Total $203
201617 Proposed

General Fund 33,484
Tuition 2288
Total §5,772

Changes in Spending

C5U's Plan for Unrestricted Funds

Employee compensation increase (2 percent) 570
Resident enrcliment growth (1 percent) a7
Employee health benefits 3o
Lease—revenue debt service 8

Pension benefits®

Maintenance of newly constructed facilties 1
Other? ¥
Subtotal (5164)
Restricted General Fund

Deferred maintenance (one time) 335
Retiree health benefits 27
College Textbook Affordability Act (ongoing) 2
Remowe one-time funding in 201516 =25
Subtotal (339)
Total 203

®Reflects General Fund, including most appropristions outside of CSU's main appropriation.
Reflects tuition after discounts. In 201517, CSU is projected to provide 5558 million in
discounts.

"Generated from 1 percent enroliment growth.

“Reflects higher pension costs that CSU must fund from within its base increase. The state is
providing C5U an estimated $52 million [not shown) for higher pension costs attributed to its
2013—14 payroll level.

CSU has not yet specified how it would sllocate this funding. It has identified capital
improvements and student success initiatives as possible priorities. This amount slightly differs
from CS5U's Academic Sustainability Plan due to different tuition revenue assumptions made by
the Gowvermorand CS5U.
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Segments’ Adopted Budget

UC’s Budget Plan.As a part of the 2016-17 budget approved by thgeRes in November of
2015, UC requests additional funding above the Gurés proposal. UC requests the following
increases:

e Graduate Student Enrollment - $6 million General Fund to enroll 600 more graduate
students. As UC increases enrollment for undergrtady it states that additional graduate
students are needed to support faculty in the relseaission of the University and to help
with the teaching load associated with additiomalargraduates.

* Cap-and-Trade - $69.1 million in one-time cap-and-trade funds inl@Qd7, which UC
would match with $81 million of university fundsy teduce greenhouse gas emissions and
reduce energy use in existing buildings to helppsupthe UC’'s commitment to become
carbon neutral by 2025. UC proposes using thisiigntbr energy efficiency improvements,
solar installations, and biogas development, wisebks to convert agricultural waste into
energy.

e Transportation Research -$9 million over three years from the Public Transaon
Account to augment the state contribution to thstitete for Transportation Studies. The
Institute conducts research in five areas thatstiade has identified as critical, including
climate change and infrastructure development. ifilsétute currently receives less than
$1 million from the state’s Public Transportationcdunt.

CSU’s Budget Plan.As a part of the 2016-17 budget approved by therdo& Trustees, CSU
requests additional increases above the Govermmoposal. CSU requests the following
increases:

* Enrollment Growth - $110 million for funded three percent, or 10,700EST enrollment
growth, including undergraduate and graduate stsdémder the Governor’s proposal, CSU
would only be able to grow enrollment by one petcen 3,565 FTES. This includes net
tuition revenue adjustment, which is associatett witreased enrollment.

¢ Student Success and Completion Initiative $50 million across the system, with an
average allocation of $2.2 million per campus foriize investments to improve graduation
rates, reduce achievement gaps, and increase mhigenwf degree completions at CSU.

* Facilities and Infrastructure Needs -$25 million ongoing for infrastructural renewal dse
and improvements, such as technology network, imgilceplacements/renovations, and debt
service.

» Cap-and-Trade - $55 million one-time to implement greenhouse gas emergy reduction
projects.

» Deferred Maintenance -$15 million one-time to address maintenance backlog
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Given that significant budget authority has beeleghkted to UC and CSU, the Legislature has
historically relied on two primary budgetary conti@vers or “tools™— earmarks and enrollment
targets — to ensure that state funds are spenimarmer consistent with the Legislature’s intent
and that access is maintained. The use of the$e lhas also ensured a clear public record and
transparency of key budget priorities.

Earmarks. Historically, the annual budget act included a bhamof conditions on UC's and
CSU's General Fund appropriations. These earmanks VYaried over the years in keeping with
the Legislature's and Governor's priorities attthee. Due to the Governor’'s vetoes, earmarks
for the UC and CSU were essentially eliminated ftbmbudget acts of 2012, 2013 and 2014.

Enrollment Targets. Historically UC’'s and CSU’s budgets have been tteda specified
enrollment target. To the extent that the segméaitled to meet those targets, state funding
associated with the missing enrollment revertethto General Fund. Since 2007-08, the state
budget only twice included both enrollment targatsl enrollment growth funding. This was
largely due to difficult budget years in which ttate reduced support for the universities, and in
turn provided the universities with increased fieidiy in how to respond. Though the state
began to recover its fiscal footing in 2013-14, Administration’s 2013-14, 2014-15, 2015-16
budget proposals did not provide enrollment targetenrollment funding, and instead gave the
UC and CSU even greater flexibility in managingithresources to meet obligations, operate
instructional programs most effectively, and avaidion and fee increases. However in the
2015-16 Budget Act, the budget included languagermvide UC $25 million in ongoing
funding should UC increase resident undergraduat@lment by 5,000 students by the 2016-17
academic year, when compared to the 2014-15 acadeyar. Additionally, budget bill language
for CSU stipulates that CSU increase their enratitiyy 10,400 full-time equivalent students.

Access.California students seeking to enter college cmito face obstacles. Since fall 2010,
CSU has annually turned away more than 20,000 stedeno are eligible for entrance to a CSU
campus, based on Master Plan criteria. (The Md&dter declares that any student finishing in
the top one-third of their high school class igjible for CSU.) When campuses or specific
programs receive more eligible applicants than thaye resources for, impaction occurs and
campuses or programs restrict enrollment. For 28,5all programs are impacted at CSU
Fullerton, CSU Long Beach, San Diego State UnitygrSian Jose State University, and Cal Poly
San Luis Obispo. And while UC officials state tlla¢y are accepting all eligible high school
students (those finishing in the top 12.5 percdrntheir class), three of UC's campuses — UC
Berkeley, UCLA and UC San Diego - have recentlyoled fewer Californians than in the past
as they have increased out-of-state and foreigollerent.

Completion. The Governor's budget summary notes that fewan thne in five students who
enter the CSU as freshman graduate in four yeams.récent report, the CSU indicate that four-
year graduation rates of first-time freshman Pelr® students are 11 percent lower than their
peers. Specifically only 11percent of first-timedhman Pell Grant students in the entering class
of 2010 graduated in four years, compared with 2&gnt to their peers. As noted in their
budget request, the CSU have expressed a commitmadtiressing this persistent challenge.
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Legislative Analyst’'s Office (LAO) Comments

The LAO recently released “The 2016-17 Budget: ldigRducation Analysis” which includes
detailed information regarding the Governor’s higkducation budget proposals. The LAO’s
analyses of specific proposals such as UC’s unfdinglension liability and UC and CSU
enrollment and academic quality and performancd| e discussed in detail when the
subcommittee hears the related program area.

Unallocated Base AugmentationSimilar to last year, the Governor provides eagmsnt with

an unallocated base augmentation that is not linkeal specific purpose. In general, the LAO
raised serious concerns about the Governor’'s dvaudijetary and states this proposal makes it
difficult to assess whether the augmentations &edad and whether any monies provided
would be spent on the highest state priorities. ofding to the LAO, the Administration’s
discretionary funding approach diminishes the Uagise’s role in key policy decisions and
allows the universities to pursue their own inteseather than the broader public interest. The
continued unallocated base increases at the UCC&\d dilute the role and authority of the
Legislature in the budget process and, as a rdbeltl.egislature will have difficulty assessing
whether augmentations are needed and ultimatelygh&hany monies provided would be spent
on the highest state priorities. Linking fundinghvenrollment serves an important state purpose
because it expresses the state’s priority for studecess and connects funding with student-
generated costs. Despite these benefits, the Gaverantinues to disregard the state’s
longstanding enrollment practices for UC and CSU.

The subcommittee may wish to ask:

* In their 2016-17 budget proposal, the UC Board efyéhts requested an additional $6
million General Fund to support growth in graduatedent enrollment, which the board
believes will help support the undergraduate stuéemnollment growth it is pursuing. Why
does UC need additional funding for graduate stisfewhat does the Administration think
of this proposal?

* CSU has reported that it added more than 10,00Qifut equivalent students in Fall 2015,
when compared to 2014. Which campuses added sgrdevitich CSU campuses are in the
best position to increase enrollment going forward?

* How many qualified students were not admitted taJG$ Fall 2015? Can CSU develop a
referral process to ensure students understanchwhimpuses and programs have openings?

Staff Recommendation. Hold Open.
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Issue 2: Capital Outlay — Oversight

Panel

* Raghda Nassar, Budget Analyst, Department of Fmanc

» Jason Constantourdsiscal & Policy AnalystLegislative Analyst’'s Office

* Dan Feitelberg, Vice Chancellor for Planning andiget, UC Merced

* Elvyra San Juan, Assistant Vice Chancellor, Capgtiahning, Design & Construction,
California State University

Background

Prior to 2013-14 for UC and 2014-15 for CSU, thatesttunded construction of state-eligible
projects by issuing general obligation and leasewae bonds and appropriated funding
annually to service the associated debt. Genefgation bonds are backed by the full faith and
credit of the state and require voter approval.skee@venue bonds are backed by rental
payments made by the segment occupying the faahty only require a majority vote of the
Legislature. The debt service on both is repaithftbe General Fund. State eligible projects are
facilities that support the universities’ core agac activities of instruction and, and in the case
of UC, research. The state does not fund nonacadeuiidings, such as student housing and
dining facilities.

Chapter 50, Statutes of 2013 (AB 94, Committee addgt) and Chapter 34, Statutes of 2014
(SB 860, Committee on Budget), revised this mettwpa@uthorizing UC and CSU, respectively,
to pledge its state support appropriations to issrals for state eligible projects, and as a result
the state no longer issues bonds for universitytalaputlay projects. The authority provided in
AB 94 and SB 860 is limited to the costs to desigmmstruct, or equip academic facilities to
address: (1) seismic and life safety needs, (2)llement growth, (3) modernization of out-of-
date facilities, and (4) renewal of expansion dfastructure to serve academic programs. SB
860 also included the costs to design, construatgaip energy conservation projects for CSU.
Additionally, the state allows each university taypthe associated debt service and deferred
maintenance of academic facilities using its stafgoort appropriation.

Under the new authority, UC and CSU are requiredsibmit project proposals to the
Department of Finance and the budget committeeheflLegislature by September 1 for the
upcoming fiscal year. By February 1, DOF is requite notify the Legislature as to which
projects it preliminarily approves. The budget cattges then can express any concerns with
the projects to DOF. The DOF can grant final appl@f projects no sooner than April 1 for the
upcoming fiscal year.

SB 81 (Committee on Budget and Fiscal Review), @ap2, Statutes of 2015, revised UC’s
capital outlay authority to allow them to enteroirdontracts with private partners to finance,
design, construct, maintain and operate statebédidacilities. SB 81 also expanded the eligible
uses of state support funds to include availabipgyments, lease payments, installment
payments, and other similar or related paymentsdpital expenditures. For the Merced project,
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SB 81 requires UC to use its own employees forimeuthaintenance, meaning the partner only
would perform maintenance on major buildings.

Governor’s Proposal

On February 1%, the Department of Finance submitted letters éoltbgislature listing one UC
and 21 CSU projects DOF preliminarily approved.

CSU'’s 2016-17 capital outlay request includes Zjjeggots totaling $535 million. To pay for
these projects, CSU would issue bonds worth $47Bomiin the coming year, and campuses
would provide the remaining funds from their opemgtreserves. The projects include $194
million for new facility space at eight campusesd &B41 million for improvements and
renovations to facilities and infrastructure atrgveampus across the system. CSU estimates the
total debt service on these projects would rangm f$30 million to $47 million, depending on
market conditions at the time the bonds are sold.

The DOF preliminarily approved the following CSUddal outlay proposals:

1. Statewide Infrastructure Improvements (PWC): $298,000 for preliminary plans,
working drawings, and construction of approximat&l$ projects at 23 campuses.
Projects include building systems modernizatiomrf@ding, mechanical, and electrical),
replacement of chillers, boilers, and HVAC systeert®grgy management upgrades, and
Americans with Disabilities Act (ADA) upgrades. Cpns reserves in the amount of
$18,630,000 will fund various phases of the pragjefir a total cost of $156,921,000.

2. Monterey Bay Academic Building Ill: $34,364,0007($8B,000 for a portion of working
drawings and $33,646,000 for construction) to aoesta new 50,800 GSF lecture and
office building to address the need for additiocebacity related to academic growth in
the college of Arts, Humanities, and Social and®@tral Sciences. Campus reserves in
the amount of $500,000 will fund a portion of therking drawings phase of the project,
for a total cost of $34,864,000.

3. Dominguez Hills Center for Science and Innovati®t5,321,000 ($1,526,000 for
working drawings, $60,547,000 for construction, &b@l248,000 for equipment) to
construct a new 80,000 GSF science laboratory dassroom building to serve the
biological, physical, and earth science disciplin€éampus reserves in the amount of
$500,000 will fund a portion of the working drawgghase of the project, for a total cost
of $65,821,000.

4. Fullerton McCarthy Hall Science Renovation, Phas&1P,726,000 for construction, to
address fire and life safety needs, ADA upgrades| electrical upgrades. Campus
reserves in the amount of $1,646,000 will fundipralary plans and $393,000 will fund
working drawings, for a total cost of $14,765,000.

K

5. Humboldt Jenkins Science Hall Renovation: $11,3@9,($333,000 for preliminary
plans and $11,056,000 for construction) to renoeaie repurpose the building; updates
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10.

11.

12.

to the building systems will improve energy use apeérating cost efficiency, and will
address ADA deficiencies. Campus reserves in theuamof $368,000 will fund
working drawings and $212,000 will fund equipmédat,a total cost of $11,969,000.

San Diego IVC North Classroom Seismic Renovatio$2,022,000 ($58,000 for
preliminary plans, $83,000 for working drawingsdabi,881,000 for construction) to
renovate and upgrade the North Classroom Buildingtlee IVC campus. Seismic
upgrades as well as ADA code deficiencies will Bdrassed.

Chico Siskiyou Il Science Replacement Building: 3%b1,000 ($2,606,000 for

preliminary plans and $71,045,000 for constructiém)construct a new building to

replace the existing seismically deficient PhysiSalences Building. The replacement
building will include science classrooms, wet lgase, faculty office space, a data
center, and a vivarium. Campus reserves in theuatmaf $2,414,000 will fund working

drawings and $4,521,000 will fund equipment footalt cost of $80,586,000.

San Jose Science Replacement Building: $2,755@0@reliminary plans to build a
replacement facility for the Biology and ChemistDepartments in the College of
Science. The facility will include wet laborat®jdaculty offices, and graduate research
space.

Fresno Central Plant Replacement, Phase 1: $28@87$1,428,000 for preliminary
plans and $21,659,000 for construction) to reptheeexisting central plant components
(chillers/boilers/cooling towers/HVAC systems) campwide. Campus reserves in the
amount of $5,601,000 will fund working drawings &®b1,000 will fund equipment for
a total cost of: $29,539,000.

Fullerton Pollak Library Renovation, Phase 1. Campeserves in the amount of
$12,748,000 ($320,000 for preliminary plans, $366,0for working drawings,
$11,295,000 for construction, and $748,000 for pepant) will renovate the entire first
floor of the library, as well as the fourth andtifloors of the south wing. This campus-
funded project will be completed in four phases.

Long Beach Student Success Building/Peterson Hab28,156,000 for construction to
renovate the building to provide space for acadeadidgsing, disabled student services,
learning assistance, teaching lab spaces. Thecpmik address seismic deficiencies (the
building is currently rated a seismic level 5). n@as reserves in the amount of
$1,084,000 will fund preliminary plans, $1,355,08dl fund working drawings, and
$2,762,000 will fund equipment for a total cost$df3,357,000.

East Bay Library Seismic Renovation: $50,255,080,541,000 for preliminary plans

and $48,714,000 for construction) to renovate tlastEBay library building. The

renovation will address seismic deficiencies; udgrére and life safety systems, and
building system renewals. The facility is currgntated a seismic level 6. Campus
reserves in the amount of $1,571,000 will fund vimgkdrawings and $3,000,000 will

fund equipment for a total cost of $54,826,000.
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13. Stanislaus Library Seismic Renovation: $3,539,(R0841,000 for preliminary plans,
$1,728,000 for working drawings) to renovate thedry building. The renovation will
address seismic deficiencies, upgrade fire andséfety systems, ADA compliance, and
will upgrade plumbing and mechanical equipment. e Tacility is currently rated a
seismic level 5.

14.Northridge Sierra Hall Renovation, Phase 1: $1@887 for preliminary plans to
renovate the instructional lab building. The reatmn will be completed in two phases;
phase 1 will reconfigure and modernize lecture sgaw teaching labs. The renovation
will also address ADA and fire and life safety dedhcies. Campus reserves in the
amount of $1,862,000 will fund working drawingst, &ototal cost of $3,729,000.

15.San Diego Utilities Upgrade, Phase 1: Campusvesen the amount of $1,730,000 will
fund the preliminary plans phase of this projestcorrect campus utility infrastructure
deficiencies. Upgrades will be made to campustetat systems, chiller plant systems,
steam lines, and steam boilers.

16.Sacramento Utilities Infrastructure, Phase 1. 38,000 ($1,996,000 for preliminary
plans and $1,728,000 for working drawings) for fin& phase of utilities infrastructure
improvements. Improvements will upgrade and extémel storm water collection
system, irrigation pumps, natural gas distributsystem, chilled water system, and the
domestic water distribution system.

17.Channel Islands Gateway Hall: $1,983,000 for thaiminary plans phase of a new
project to renovate and expand the facility. Thaget also includes the demolition of
hospital wings on the north side of the campuspdasion will add 56,900 square feet of
space to accommodate 1,485 full-time students @rfd@ulty offices.

18.Los Angeles JFK Library Seismic Renovation: $1,900 for the preliminary plans
phase of a new project to renovate the library aodect seismic deficiencies. The
facility is currently rated a seismic level 5.

19. Maritime Academy Learning Commons: $1,458,000 8@00 for preliminary plans
and $750,000 for working drawings) to construcieavrb0,000 square foot building that
will connect to the existing campus library to alléor the expansion of enroliment and
programs.

20.Sonoma Professional Schools Building: $2,306,300125,000 for preliminary plans
and $1,181,000 for working drawings) to construcesv 62,300 square foot building to
house professional disciplines of business admatieh, education, and nursing. The
project will include lecture space to accommodédt® full-time students and 100 faculty
offices.

21.Bakersfield Humanities Classroom: $4,386,000 ($209 for preliminary plans and
$4,277,000 for construction) to construct a 6,7@@ase foot addition to the Humanities
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Office Building complex. The addition will allowhé campus to accommodate the
general lecture requirements of the undergraduatgeg program by utilizing larger
classrooms with 120 or more stations, as opposetutople smaller classrooms with 20-
30 stations. Campus reserves in the amount of 82@3yill fund working drawings and
$72,000 will fund equipment for a total cost of @0H,000.

UC capital outlay project preliminarily approved for 2016-2017 The DOF preliminarily
approved one UC capital outlay projects totaling2&5million in 2016-17, including
$400,000,000 from external financing and $127,300 fiom developer funding

The Merced—State 2020 Project: $527,300,000 tatsis ($18,857,000 for preliminary
plans, $43,999,000 for working drawings, $428,3@3,0for construction, and
$36,101,000 for equipment). The Merced—State 202(eEt will include instructional,
research, and academic office space, an enrolloerier, and campus operations. This
project is part of the larger comprehensive Mer2éd0 Project (totaling $1.1 billion)
that will accommodate enrollment growth from thareat 6,200 students to 10,000
students by the year 2020, allowing the campustamnaseltsufficiency. The annual cash
flow requirement to fulfill the Merced 2020 Projesttligations for state eligible facilities
is estimated to be $47 million (and $58 million foon-state eligible facilities). UC
anticipates financing its payment obligations freeveral different sources, including
revenue generated by campus auxiliaries, other gamgvenue and fee sources, and its
General Fund support appropriation.

Proposed New Space and Cost for UC Merced Project
(Dollars in Millions)

Assignable

Square Feet Cost

State—Eligible
Research labs and support 181,000 5300
Faculty and administrative offices 144 600 121
Classrooms, teaching labs, and other instructional space® 69,800 86
Cther® 19,000 20
Subtotals (414,400) ($527)
Not State—Eligible
Housing 380,500 5258
Student recreation 122,600 163
Parking — a5
Other — 100
Subtotals (503,100) ($616)
Totals 917,500 $1,143

Ancludes flexible space adjacent to research laboratories. UC indic ates this space will be for faculty

and student interaction.

“Facilities for public safety, environmental safety, and workplac e safety personnel.
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UC Proposes to Deliver Project UsindgPublic—Private Partnership. Under the partnership, the
partner would design and construct the facilités.noted above, UC would issue $400 million
in bonds for construction of the state—eligiblelfaes. The partner would finance the remaining
$127 million for these facilities. Under the comttaUC would pay the partner for the
construction costs in three installments upon cetigrh of certain construction milestones. UC
states that this payment schedule would provideingentive for the partner to complete
construction without delays.

Annual Ongoing Costs.The LAO notes that that the UC’s annual ongoingtsdor the project
would initially total $47 million, specificallyUC would cover annual debt service on the bonds
it issued for state—eligible facilities ($21 milijpand would perform annual routine maintenance
on the new facilities ($7.3 million). In additiodC would make annual payments to the partner
for the partner’s financing costs ($13 million) afat the partner to perform maintenance on
major building systems ($5.4 million). UC indicatbsit the contract it plans for the partnership
would allow it to reduce or withhold these paymeiftgshe facilities do not meet certain
operational standards. For example, if a faciligrevto shut down and no longer be available for
use, UC could withhold funding from the partner2Bb65, UC would assume full responsibility
for the operation and maintenance of the facilities

Legislative Analyst’s Office Comments

The Legislative Analyst’'s Office recently releasadreport, “Review of the UC'S Merced
Campus Expansion Proposal,” which includes detaidormation regarding the UC Merced
proposal and issues for legislative consideration.

Enrollment Considerations. UC cites enrollment growth as the key justification expanding
the Merced campus, and LAO notes that the Legidatuay wish to consider the appropriate
enrollment growth UC should undertake. Student demaries by campus, with Berkeley, Los
Angeles and San Diego receiving the most applicantorder to accommodate all eligible
applicants UC traditionally redirects some eligibtadents to UC Merced. The 2015-16 budget
set an expectation that UC enroll 5,000 more unddrgte resident students in 2016-17 than in
2014-15. The 2015-16 budget made a $25 million ardation contingent on meeting this
enrollment expectation. UC plans to meet these @apens, and accordingly, UC Merced is
expected to increase enroliment by 450 students.

LAO notes that over 40 percent of the proposecsthgible space and over 50 percent of the
estimated state construction cost is for new rebeé#acilities. Increasing research activities
increases cost because it increases the campusrallospace needs and research space is the
costliest type of space to construct. The LAO sstgéhat the Legislature could prioritize the
construction of instructional space, including teag laboratories, enabling the campus to
continue to continue accommodating more studenteahalcing cost.
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Procurement Method and Costs ConsiderationdJC asserts that a private partner could
develop innovative construction and maintenancectipes that would produce long—
term savings relative to a design—bid—build or giesbuild procurement method. Although these
savings are plausible, LAO notes savings are highlyertain because the state has entered into
only a few partnerships and evidence from othetesta limited. The partner will face higher
interest rates than UC when issuing debt, therabseasing financing costs for the project. In
LAO’s view, UC has not been able to provide suéfiti evidence that construction and
maintenance costs would be low enough under a @ybivate partnership to outweigh the
likelihood of increased financing costs. TherefotdO notes that savings fropublic—
privatepartnership are uncertain.

Although UC asserts that a public—private partnerstould transfer risks associated with the
construction and operations of a facility onto fivesate partner, the partner most likely will
factor these risks into its bid. As public—privgbartnerships tend to entail complex legal
contracts, with each side attempting to minimizk,ridisputes are common. For this project,
future disputes between UC and the partner ovetetines of the contract could be numerous and
serious. For instance, UC could experience cossiyuies with the partner if the contract fails to
address an unforeseen issue or lacks clarity @eeifsc performance metric. Such disputes have
occurred in other public—private partnership prtgac California and created increased costs for
the state agencies involved in the disputes.

Improve Maintenance.Under the proposal, UC would be contractually aiikgl to provide
ongoing payments to the partner to maintain thgepts facilities. The contract also would
require the partner to maintain a reserve accauahsure that funding is available for scheduled
facility renewal. A stable budget for maintenanoeld prevent the campus from accumulating a
large deferred maintenance backlog.

Staff Comments: The Governor’s approach was a dramatic departora fiow UC and CSU
capital outlay has been historically addressed. Atninistration indicated the motivation for
combining the universities’ support and capital detd was to provide universities with
increased flexibility, given limited state fundingowever, the Administration did not identify
specific problems with the previous process usedngrspecific benefits the state might obtain
from the new process.

Project Prioritization. The change occurred without any analysis of ongamed, not only for
capital outlay but also deferred maintenance aitierg buildings, and for campuses that might
be needed in the future. While UC only has one @sef project this year, LAO notes that
UCOP does not have a process for prioritizing tgjecross campuses, and gives campuses
broad discretion to set their own capital priostiaVhereas, the CSU Chancellor's Office
performs assessments and ranks projects on behallf campuses, giving priority rankings to
projects that mitigates risks associated with camupartial campus shutdown. However, some
ambiguity remains with CSU’s prioritization of otherojects included in its capital outlay
request. For example, some projects do not appebe tassociated with mitigating risks of a
campus shutdown. Additionally, the Department ofafice also notes they do not provide UC
and CSU guidance on how to prioritize their capatailay projects. Lastly, the Legislature does
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not have a system to prioritize projects withinte&tgher education segment and among all
higher education segments. Last year, the LAO recended the state set priorities for projects
to provide more guidance to segments. For exantipdel_egislature could state its priorities for
funding projects in a certain order, such as (19 kafety, (2) seismic corrections, (3)
modernization, and (4) program expansions.

Timeline for Review. As noted above, statute requires DOF to notifylLtbgislature as to which
projects it preliminarily approves by February heTbudget committees then can express any
concerns with the projects to DOF, and DOF cantdinal approval of projects no sooner than
April 1 for the upcoming fiscal year. However, D@&bmitted the preliminary approved list on
February 17, 2016, past the statutory deadline. Jiiecommittee may wish to request an
extension on the timeframe for legislative review.

The subcommittee may wish to ask:

* Regarding the UC Merced 2020 Project, why does Willele a public-private
partnership is the appropriate method to constaadt operate new buildings? Will UC
seek state funding for the $47 million annual paynassociated with this project once it
is completed in 20207? Is UC considering other mdplivate partnerships?

* How does UC prioritize capital outlay projects?

» Based on the Governor’s budget, how is CSU prionigj capital outlay projects?
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