President Robert C. Dynes
University of California
Testimony beforethe
Senate Budget and Fiscal Review
Subcommittee on Education
March 8, 2004

Chairman Scott, Senator V asconcellos, and Senator Margett, thank you for the
opportunity to join you today. Y ou and the rest of the Legislature are facing some very
difficult budget decisions thisyear. | am pleased to join my colleagues from the other
segments of public education in describing the situation we face and responding to any

guestions you may have.

Thisis my first appearance before this committee. Y ou might ask, as | am often asked,
why | was willing to take the position of president of the University of Californiaat a
time when we are facing such an immense budget challenge. My answer issimple: The
University of California, and the rest of public higher education, are the source of a
tremendous amount of our state' s health, innovation, economic growth, and quality of
life. And | can’t think of a more exciting place to be than working to preserve and extend

that impact for the people of California.

| have spent part of my first few monthsin office traveling around the state, visiting UC
campuses and regions of the state without aUC campus. |’ ve been talking to professors,
students, staff, business leaders, alumni, elected officias, editorial boards, and many
othersin our communities. This experience has given me, if it is possible, an even deeper

appreciation for what the University of California accomplishes for our great state.

We don't just teach 200,000 students; we touch the lives of every family in California
Theimpact isin jobs, UC faculty and graduate students produce three new inventions

every single day, and these inventions lead to new products, new companies, and entire



new industries for California. The impact isin human health, where UC faculty make the
discoveries that improve the quality of our lives. The impact is on the food we eat, where
agricultural researchers and cooperative extension professionals have had a fundamental

and lasting impact on the industry for decades.

The University of California, and the rest of public higher education, also mean
something else to the people of California: promise. The promise of a high-quality,
accessible, affordable higher education to all students who seek one was an extraordinary
promise when it was made to the people of Californiain the Master Plan of 44 years ago.
And | believe the broad availability of atop-quality higher education — the promise of
both excellence and opportunity —is directly responsible for California s tremendous

economic development and social mobility in the ensuing years.

But that promiseisat risk today. Already, the campuses of the University of California
have become more competitive for admission than ever before. Now, due to the budget,
there will not be enough spacesin the University for students who have worked hard in
school and achieved UC’ s eligibility requirements. Under the Administration’s plan, the
UC-dligible students for whom we are not funded will be redirected to community
colleges and granted transfer admission to UC asjuniors. This means, fortunately, that
they ultimately will be able to attain a UC degree, but | think we all hope that this kind of

action istemporary in nature.

All of us at the University of California understand the State’ s short-term budgetary
plight. And| am proud to say that we have been working hard to keep our commitments
to the people of the State as best we can. Our graduation rates have never been better; our
average time to degree for entering freshmen is now four years plus one quarter. Over the
past several years we have expanded by 70 percent our enrollment of engineering and

computer science students, to continue providing the highly educated workforce our



state’ s knowledge-based industries need. Over that period of time we aso have expanded
our eligibility criteriato include the top 4% of studentsin every loca high school, to
make sure we pull in the highest-achieving students from every corner of the state — an
Initiative that actually started at my own campus, UC San Diego. And, we have
continued to lead our nation’ s research universities, public and private, in the proportion

of low-income students we serve.

The University of California has always been an institution focused on helping the people
of Californiaachieve their hopes and dreams. We remain focused on that objective today;
it isthe heart and soul of what we do. But let me say this, and say it clearly: Weareon
the edge right now. A great public research university —in fact, the world' s best public
research university — cannot be sustained if it is made to absorb dramatic budget cuts year
after year, with no end in sight. The faculty won't stay; the best students won’'t come; the
innovations that power our economy won't keep flowing. The last thing | want to be
today isapurveyor of doom and gloom, but | think we all need to wrestle with the reality
that by the time we see the drastic effects of budget cuts, it will be too late.

Let me use the remainder of my time before you to give some examples of our importance
to Californians, summarize the impact of the budget cuts, and address some of the
specific proposals in the Governor’s Budget. We have compiled severa graphics and
remarks that speak to issues your committee will be addressing. In addition to the graphs
from which I'll be speaking, we have included an Appendix with displays that provide
additional information on the budgetary problems we are facing that historically have

been of particular interest to the Legidature. Please review them at your convenience.

Before | move on to our displays, let me say how grateful we are to the public for their
support of the education bond. Our facilities needs are enormous and this bond is very

critical to our ability to stay on track.



Aswe step through the graphics, | will be referring to a speech that Alan Greenspan gave
last month entitled, “The Critical Role of Education in the Nation’s Economy.” The
Chairman of the Federal Reserve Board was talking about the shift to a Knowledge-Based
Economy and the concerns that many good jobs are moving overseas. One way to think
about that issueisto look at the first graph, which shows California’ s fastest growing
occupations.

Please turn to Display 1.



California Needs

MoreHighly Educated Workers
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150%

125%

100%

5%

50%

Percent Increasein Jobs

25%

California's Fastest Growing Occupations:
Professionals and M anagers

e
L -
.~

e

o

/—/

—

—
—

—
—
—

0% - —
1983 1986

o All Other
Occupations

Sources: Actual datafrom Bureau of Labor Statistics

1995 1998 2001

2004 2007 2010

California’ s fastest growing occupations are professional and manageria jobs — they are
growing faster than the average growth rate for all other occupational categories.

In the early 1980s, one-fourth of all jobsin Californiawere held by professionals and
managers. Today, that fraction has grown to one-third of all jobsin our stete.

Most of these new professional and managerial jobs require at least a Bachelor’s degree and
many require aMaster’s or Doctorate.

| agree with Alan Greenspan — the best way to keep these jobs here in Californiaisto have a

workforce with the knowledge and skills to compete in the global marketplace. Our role
under California s Master Plan for Higher Education isto prepare university graduates who
will fill many of those professional and managerial jobs.




California Needs
New Companies and I nnovations
In Existing Companies

= UC ishelping create fast-growing companies for leadership in the 21st century. R&D-
intensive industries, like computers and software in the Silicon Valley, aerospacein Los
Angeles, and pharmaceuticals in San Diego, tend to cluster around leading research
universities because they depend upon discoveries from university research laboratories and
the graduates who will fill their professional and managerial jobs.

= Existing California companies in the industries that will be driving California’s economic
recovery depend upon university research for innovations and productivity improvements.
University research is essential because corporations typically focus their R& D spending on
later stages and under-invest in basic research. UC research and Cooperative Extension are,
for example, critical to California’ s nation-leading $27 billion agricultural industry.

= AsChancellor of the San Diego campus for many years, | saw first-hand how the excellence
of the University impacts California companies.

» UC San Diego registered more than 300 inventions, filed 222 patent applications, was
awarded 73 patents, and initiated over 590 agreements.

» Approximately 300 companies in the San Diego areawere founded by UCSD faculty,
staff, students, and alumni, or based on UCSD research.

» Over 40% of the region's biotechnology firmsisaUCSD spin-off.

» Julie Meler Wright, President and CEO of the San Diego Regional Economic
Development Corporation gets right to the point in saying, “UCSD brings a breathtaking
entrepreneurial spirit to the development of our regional economy. San Diego’s biotech
and communications industries owe their existence in large part to UCSD. Today maor
global pharmaceutical and telecommunications firms seek to establish a presence here to
be part of one of the most exciting research environments in the world.”



Greater Needs But Declining State Support

Display 2

What California needs for economic competitiveness:
> More University graduates to fill a growing number of
professional and managerial jobs.
> Research to support the knowledge-based industries that
will be driving the economic recovery.
>

But our universitiesface:
> Declining State support
> Enrollment restrictions
> Higher tuition and fees
> Budget cuts that impact the quality of academic programs




L ess State Support
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= With the cuts proposed in the Governor’ s 2004-05 Budget, the funding shortfall for UC will
total $1.5 hillion, following four consecutive years of budget cutting.

= Theimpact of California sfiscal crisis on the University’s budget is staggering. Over that
four-year period our enrollment has grown by 16% while our budget has been cut by 16%.

= The University has addressed its $1.5 billion funding shortfall through a balanced approach.
Tuition and fee increases offset only about ¥4 of the total $1.5 billion shortfall.

» Base Budget cutsin every area of the budget (instruction, research, public

service, academic and administrative support, student services. . ......... $520 million
» Reduced enrollment/unfunded enrollment growth. .. .................. 65 million
» Budget cuts offset with student feeincreases. . ....................... 435 million
» Unfunded salary and COSt iNCreases. . .. ..o i 550 million

Faculty salaries are more than 10% below market; health

benefit costs are skyrocketing; energy costs are continuing to
increase; maintenance backlogs continue to grow; no funding
provided for maintenance of new space; non-salary price increase
(inflation costs for equipment, library materials, etc.) is not funded



The Funding Gap Affectsthe
Quality of Education
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Thisisavery important graph.

To determine the cumulative effects of the economic recession in the early 1990s and
California’s current fiscal crisis, we looked at the distribution of State support, University
support, and student fees in terms of the average cost of instruction over the last 18 years and
projected this distribution for 2004-05, based on the Governor's Budget.

There are several points to make about what this graph shows.

First, average expenditures per student will have declined over the last 20 years by almost
$3,000, going from $17,800 in 1985-86 down to under $15,000 by 2004-05 (expressed in
2004-05 dollars).

This means that the quality of a UC education has been affected because the University has
less money to spend on each student. The $2,900 funding gap means larger classes and less
time with faculty outside the classroom. It also means that students are paying alarger share
of the cost of their education and getting less for it.




Second, the amount of student fee revenue supporting educational costs has more than
doubled.

Third, the amount of State funds has declined dramatically, about 40%.

We must halt this decline and begin to return to adequate support for educational costs.

-10-



The Governor’s Proposals

Display 5

In dealing with cuts of this magnitude the University is faced with only three options:

»  Enroll fewer students
»  Raisethe price through higher tuition and fees
»  Make budget cuts that affect the quality of the academic program.

= With budget cuts and unfunded cost increases over the past three years, we have clearly gone
well beyond the usual belt-tightening.

= The Governor’s Budget is a combination of all three of those strategies. | will step through
his proposals in each of these categories, but before | do | would like to make one more point.

= A recent Field poll confirms something we learned two decades ago — the public is strongly
opposed to cuts that would reduce the quality of the University’ s academic programs.
Californians would rather limit enrollment or raise fees than take actions that would reduce
the quality of these great institutions.
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The Governor’s Budget
Reduces Enrollment
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In 1999, The Regents adopted along-range enrollment plan that accommodated the sharp
increase in high school graduates that some have called “Tidal Wave ll.” That plan assumed
an increase of approximately 5,000 students per year.

Our graduate enrollments are very close to the levels envisioned in that 1999 plan. However,
undergraduate enrollments of both high school students and transfers has been far greater
than projected — we are currently 12,000 over our planned level, asindicated in the graph
above.

For 2004-05, the Governor proposes to reduce the number of new freshmen by 3,200, which
isa10% reduction.

Turning eligible students away is deeply regrettable. These students have worked hard to
prepare for the University, believing that if they followed our igibility guidelines, the
University would find a place in the system for them. As| said, we hope thisis a one-time
necessity and that the State's long-standing commitment to the Master Plan will be reaffirmed
the following year, consistent with the new éligibility study due out in May.
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The Governor’s Budget
Raises Fees and Reduces Financial Aid
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The Governor’s Budget includes a 10% fee increase ($498) for undergraduates. The increase
for graduate studentsis 4 times larger ($2,088).

The 40% increase proposed for graduate academic students is of deep concern, given the
need to continue to attract the very best graduate students from around the world.

California has fallen seriously behind in meeting state workforce needs for managerial and
professional workersin California's growing industries -- biotechnology,
telecommunications, engineering, computer science, multimedia, health care,
microelectronics, as well as many other high-tech fields.

The University has been striving in recent years to become more competitive in attracting top
quality graduate students to this state. Unfortunately, the dramatic increase in fees proposed
in the Governor's Budget would make it more difficult to devel op the financial support
packages necessary to attract these students. We need strategies to strengthen, rather than
weaken, our ability to recruit and retain the best graduate student.

-13-



The Governor’s Budget
Raises Fees and Reduces Financial Aid
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= We've had along history of low fees and strong financial aid programs —what some call a
“low tuition / high aid” policy.

=  The success of the University’ s financial aid program in helping to ensure access for needy
students was illustrated in a study by the James Irvine Foundation published in March 2002,
which demonstrated that UC institutions have a much higher proportion of low-income
students than other major research institutions.

= Along with the 10% fee increase for undergraduates, the Governor's proposal calls for
significant reductions to the amount of new student fee revenue that can be used for financial
aid (reducing it from 33% to 20%) and no increased funding for Cal Grantsrelated to help
cover feeincreases. This combination of factors would start the shift to a“moderate tuition /
moderate aid” policy. | am concerned that this shift in policy could lead to a substantial
reduction in the percentage of low-income students in the UC system (currently 33% overall).

-14-



The Governor’s Budget
Affectsthe Quality of the
University’s Academic Programs

Display 9

The University of Californiais no longer competitive on several fronts:

» Our faculty salaries will be 10.6% below market and no funds are provided for salary or
merit increases in 2004-05.

Our student/faculty ratio was well above those of our competitors before the recent budget
cuts. Last year's budget raised the student/faculty ratio by 5% and the Governor’s 2004-05
budget proposes another 5% increase in that important ratio. We simply cannot endure
further erosion in this area.

Our graduate student support levels were about $3,000 below market before
California’ sfiscal crisis began to take its toll on the University. The Governor’s proposed
feeincreases for graduate academic students of $2,000 per year will make it difficult to
recruit the best graduate students.

The State-supported resear ch budget was cut by 10% two years ago, and another 10% last
year. The Governor’s 2004-05 Budget contains another 5% cut. All of this comes on top of
20% cuts in Research budgets during the early 1990s.

=  When | said in my opening remarks that the University is on the edge, | was referring to the
quality of the academic enterprise. The quality of our academic programsis directly related
to the quality of our faculty. Our ability to recruit and retain the world' s leading scholars
depends upon competitive salaries and working conditions.

= Cuts aso mean we have less impact on economic growth, lessimpact on jobs, lessimpact on
quality of life issuesto important to Californians.

= Every time we make an offer to prospective faculty members they ask the Chancellors
whether in good conscience they can recommend that promising young scholars begin their
careersin California given the State' s fiscal crisis and the instability of the UC budget.

=  Wemust reverse thistrend. We must stop the erosion of State support and begin the process

of bringing faculty salaries and working conditions back to competitive levels over the next
few years.

-15-



Conclusion

| referred earlier to a speech by Alan Greenspan and | want to return to another remark he
made afew years ago in reference to the cyclical nature of the economy. Mr. Greenspan
said that he believed California s economy would bounce back and be highly competitive
in the 21% century because this state has more research universities than any other. Our
research and educational programs have been an engine for economic growth for decades

and one of the reasons why California’ s economy is one of the largest in the world.

It has taken many decades of cooperation between political and academic leaders to build
the University of Californiainto the world’'s best multi-campus research university.
Cdlifornians are justifiably proud of the University of California, but it wouldn't take long
to tear it down. We owe it to this and future generations of Californiansto find ways to
avoid actions during thisfiscal crisis that would cause irreparable harm to this great

institution.
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The gap with respect to staff salaries presents asimilar problem for the University.

The display above compares the annual salary increase funding for UC staff employees to market data
from over 800 employers of all sizes and industries, including the public sector, in the western United
States. Asthe chart shows, market salaries have been increasing at approximately 4% per year, but
UC staff salaries have not kept pace, both in the early 1990s and currently, as the State’ sfiscal crisis
has prevented full funding of normal staff salary increases.

The University is deeply concerned about the widening gap between funds available to support staff
salary increases and the resources needed to fund more competitive salaries. Recent surveysindicate
severe market lags in salaries for Chancellors and other high-level administrators. These lags make it
difficult to attract and retain senior leadership in the University, which is particularly important
during this period of significant enrollment growth.

A-20



Display R
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This display shows what has happened to the University's capital outlay budget over time.
Historically, funding has fluctuated significantly. For severa years, capital budgets totaled around
$200 million. The display also shows what happened in 1991-92 and 1994-95, when the voters
defeated bond measures.

Funding increased significantly in 2000-01 as |ease revenue bonds were provided for a variety of
projects including $600 million for hospital seismic safety and over $300 million for the Science
Institutes.

Proposition 47, passed by the voters in 2002-03, in combination with additional |ease revenue bonds
in 2002-03, has provided UC with about $345 million per year in 2002-03 and 2003-04.

We are extremely grateful for the passage last week of Proposition 55. It will provide the University
with another $345 million for capital outlay for each of the next two years (2004-05 and 2005-06).

The State funds only a portion of the University's capital needs. The University estimatesit will need
at least $600 million per year in capital funding for core academic space, about half or more of which
would be used for projects related to enrollment growth, and the other half for projects related to
seismic and life-safety needs, infrastructure, and renovation of space that can no longer support the
academic program. The University is making every effort to maximize other fund sources, such as
private giving and Garamendi financing, to help meet capital needs.

With planned levels of funding each year, the University estimates it will construct sufficient space to
achieve 90% of the standards for instruction and research space set by the California Postsecondary
Education Commission (CPEC space standards) by 2011-12. Thislevel of support needs to continue
throughout this decade and perhaps beyond.
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DISPLAY S

The 2-page display on the following pages shows the capital projects included in the Governor's
Budget for 2004-05.

Most of the projects scheduled for 2004-05 are related to enrollment growth (22 out of 31); others are
needed for seismic and other life-safety purposes (7), and renovation of out-moded facilities (3).

These are al high priority needs. Campuseswork very hard to balance their capital needs among

competing priorities, working within available resources. Thisisamajor planning process on the
campuses and we do our best to honor their priorities within the dollars we can expect to receive.
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2004-05 BUDGET FOR CAPITAL IMPROVEMENTS

Project

Prefunded

($000)

Capital Equipment for Previously Authorized Projects

SD

SB

uw

Pharmaceutical Sciences
Building

Psychology Building
Addition and Renewal

Northern Regional Library
Facility, Phase 3

Maijor Capital Projects

Irv

Riv

Dav

SD

SB

SC

SB

SD

LA

Dav

SD

Merc

Riv

SD

SC

Irv

Biological Sciences Unit 3

Psychology Building

Robert Mondavi Institute for
Wine and Food Science

Student Academic
Services Facility

Biological Sciences
Buildings Renovation

Alterations for Engineering,
Phase 2

Education and Social
Sciences Building

Satellite Utilities Plant,
Phase 1

Geology Seismic
Correction

Seismic Corrections --
Phase 4

Applied Physics and
Mathematics Renovation

Logistical Support/Service
Facilities

Geology and Physics
Renovations

Mayer Hall Physics
Addition and Renovation

McHenry Addition and Renovation

Engineering Unit 3

PwWC
C
PWCE

P
wcC
PwWC

PwWC

PW

PW

PW

PW
PwWC

PW

PW

PW

PW

PW

PW

PW

PW

PW

PW

PW

PW

P

27,728
[360] X
[12,325] LB

[397] U
10,293
[2,282]

18,020

3,592
[4,000] LB

2,241

1,500
[1,800] X
[20,000] G

2,131
[789] X

1,000
396

4116
[600] G
647
978
574

845

874

3,559

3,602

A-23

CCCl: 4100
EPI: 2627

Future Total

Funding Project

2004-05 Budget Requirements Cost

($000) ($000) ($000)
2,049 29,777
[12,685]
- 10,703
[2,769]
18,519
E 3,150 56,862
E [3,150] x [7,150]
1,924 34,357
33,635
[21,800]
19,461 E 500 22,092
[2,340] X [8,129]

[5,000] LB

9,691 10,691
4,002 - 4,398
49,706 E 2,432 56,254
[7,232] G E [218] G [8,050]
8,200 8,847
9,489 - 10,467
6,714 7,288
8,809 - 9,654
9,290 - 10,164
17,777 17,777
25,096 CE 12,071 40,726
E [559] X [559]
1,461 WCE 70,319 75,382
3,440 CE 48,003 51,443
[8,591] LB NS [3,150] X [11,741]



(Display S,

continued)
2004-05 BUDGET FOR CAPITAL IMPROVEMENTS
CCCl: 4100
EPI: 2627
Future Total
Priority cam- Funding Project
Number pus Project Prefunded 2004-05 Budget Requirements Cost
($000) ($000) ($000) ($000)
17 SF Medical Sciences Building P 1,400 1,632 C 29,024 32,056
Improvements, Phase 2
18 Dav  Campus Wastewater Treatment 3,543 3,543
Plant Expansion Phase 1 [3,080] X [3,080]
19 SB Electrical Infrastructure P [410] X 7,305 w [310] X 12,912
Renewal Phase 2 C 5,607 [2,817]
C [2,097] X
20 Riv Materials Science and CE 52,220 55,969
Engineering Building
21 LA Campbell Hall Seismic PW 534 5,618
Correction
22 SC Seismic Corrections P [351] X 7,514
Phase 3 [351]
23 LA CHS South Tower Seismic P [5,700] LB C 44,800 47,300
Renovation Phase A C [46,215] LB [53,615]
24 Dav Life Sciences Alterations 3,506
Phase 2
25 SD S10 Research Support 3,426
Facilities
26 Dav  Physical Sciences Expansion wC 43,842 46,077
E [1,196] X [1,196]
27 SC Alterations for Engineering 389 C 3,942 4,331
Phase 3
28 LA Life Sciences Replacement 2,200 wcC 64,533 66,733
Building [1,003] LBgAYe [17,993] LB [20,296]
E [1,300] X
29 SC Digital Arts Facility 1,330 WCE 19,341 20,671
30 SD Music Building 3,802 CE 36,333 40,135
31 LA Graduate School of Education 2,680 2,680
and Information Science Seismic Correction
TOTAL, General Obligation Funds 339,436 438,041
Riv Genomics Building 55,000 55,000

TOTAL, Lease Revenue Bonds

55,000
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