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Dear Mary:

The enclosed material represents a summary of options for a Salary Reduction/
Furlough Plan that [ intend to present to The Regents for approval at the July 2009
meeting as part of my recommendation that The Regents declare a state of financial
emergency. The Plan is being developed substantially in conformity with the Draft
Amended Standing Order 100.4, Duties of the President, and Draft Presidential
Furlough/Salary Reduction Guidelines that have been reviewed by the Senate and
that will also be presented for approval at the July 2009 meeting. The enclosed
options have been developed in close consultation with the Chancellors and Vice
Chancellors, who unanimously agree that some form of furlough or salary cut over
the 2009-2010 fiscal year is now inevitable.

Whichever plan option is forwarded to The Regents will be a systemwide plan
applicable to all University locations and subject to obligations under HEERA. As
such the Office of the President is setting up a systemwide planning committee that
will include your participation and the participation of applicable systemwide
Senate committee chairs.

The Draft Guidelines provide for consultation with the Chair of the systemwide
Academic Senate with respect to the proposed declaration of financial emergency
and summary Plan, and that person shall be responsible for communicating the
details of the proposed Plan to the appropriate divisional chairs and/or committees
of the divisional or systemwide Senate. I am writing to ask that you begin your
communication effort immediately so there is as close to 30 days of Academic Senate
review and consultation as is possible before the July meeting.

As you know the urgency in this planning process is necessitated by the magnitude
of the proposed cuts in State funding and the compressed time in which UC will
have to absorb them. As such, I must ask that you provide me with comments by no
later than July 9, 2009.
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I will very much appreciate your and your colleagues’ wise counsel and considered
judgment on the enclosed material and I look forward to receiving the Senate’s

input.

With best wishes, I am,

Enclosure

cc: Interim Provost Pitts
Executive Vice President Lapp
General Counsel Robinson
Deputy General Counsel Blair

Sincerely yours,

J,&v/ 7
/ .
Mark G. Yudof
President



Furlough/Salary Reduction Plan Options

Declaration of Financial Emergency: In May 2009, following the defeat of the ballot
measures intended to provide budget relief to the State, the Governor proposed a revised
budget for the balance of FY 2008-09 and for FY 2009-10 which imposes significant new
State funding reductions for UC. For the current fiscal year, the Governor’s revised budget
proposes a combination of one-time and permanent State funding reductions totaling $816.6
million, $640 million of which is offset by the allocation of federal economic stimulus
monies (American Recovery and Reinvestment Act [ARRA]). The remaining shortfall in FY
2008-09 of $176.1 million is partially offset by the 7% student fee increase in that year,
leaving a net reduction for FY 2008-09 of $77.4 million.

For FY 2009-10, the Governor’s budget proposes a State funding reduction of $619.3 million
— representing a 19% decline in State funding from the FY 2007-08 levels. The previous
adopted State budget for FY 2009-10 proposed a $115.5 million reduction for UC. While the
recently approved 9.3% student fee increase for FY 2009-10 will generate, net of financial
aid, $125.9 million in revenues to offset the $619.3 million reduction, the net State funding
shortfall of $493.4 million for FY 2009-10 coupled with the $77.4 million shortfall in FY
2008-09 requires immediate system wide and campus actions.

As has been previously reported, the University already is taking multiple cost-cutting
measures in response to the earlier approved reduction in State funding in FY 2009-10
totaling $115.5 million. The Office of the President has already been reduced by $67 million
over FY 2007-08 levels. System wide salary freezes on Senior Management Group members
have been imposed, certain bonus and incentive programs were cancelled or deferred, the
staff merit pool for FY 2008-09 was eliminated, significant restrictions were placed on travel,
equipment and other purchases. Campuses have already begun eliminating positions,
imposing severe restrictions on faculty hiring and eliminating or modifying programs. And,
the President, all of the Chancellors, the Executive Vice Chancellors as well as all Executive
and Senior Vice Presidents in the Office of the President agreed to reduce their salaries by
5% for FY 2009-10.

The proposed additional reductions in State funding for the University totaling nearly a 20
percent decline, coupled with the need to act expeditiously to address these reductions,
requires more dramatic actions. Following an extensive analysis of the options available to
the University to absorb these reductions in the coming year, and following extensive
discussions at a June 3, 2009 meeting with the Chancellors and Executive Vice Chancellors,
the President has determined that a system wide salary reduction/furlough plan is required
inasmuch as over 70 percent of the University’s budget is related to salaries and benefits for
faculty and staff. In order to ensure equity across the University, each of the Plans set forth
below would apply to all faculty and staff, except student employees, including those funded



by contracts and grants, clinical income and other auxiliary activity, and general funds. Itis
recognized that implementation of each option described is subject to the University’s
HEERA obligations.

While a salary reduction/furlough plan will assist in addressing the State funding shortfall, it
is recognized that further actions will be required in order to address fully the entire
reduction in the UC budget. These additional actions will include further cost savings at the
Office of the President, savings through restructuring UC debt, possible savings through
information technology initiatives, and significant budget actions on each of the campuses
ranging from program closures, elimination and/or restriction of services to students and
employees, layoffs, as well as eliminations of positions and deferred hiring.

While the Governor’s proposed budget awaits final action by the State Legislature, the
President believes it prudent that UC act expeditiously to implement measures to address the
proposed budget reductions. The latest tax collection figures released by the State
Controller’s office project an $827 million shortfall for the fiscal year, putting the State on
course to end the fiscal year with a $24.3 billion deficit. This further exacerbates an already
bad cash situation, with revenues for the first 11 months of FYY 2008/09 down $12.9 billion
from the same period last year. This deteriorating cash outlook could substantially increase
the State’s cash deficit to $25.3 billion by April of next year.

Accordingly, it is proposed that one of the following suggested options for salary reductions
and/or furloughs plans (or a modified version of any of these Plans) be submitted for
approval by the Regents at their July 2009 meeting. A brief description of each of the options
is being provided to facilitate consultation with faculty and staff prior to the submission of a
final Plan to the Regents in July. The UC senior personnel who agreed to have their salaries
reduced by 5% for FY 2009-10 will have their salaries reduced by a total of at least 8% under
these plans.

OPTION I: 8 Percent Salary Reduction Plan

Plan: Salaries for all faculty and staff be reduced by 8%. Salaries for faculty and staff
earning less than $46,000 per year be reduced by 4%.

Duration: August 1, 2009 through July 31, 2010 unless extended by subsequent Regental
action. Extension will require submission and review of a plan in a manner similar to the
plan currently under review.

Projected UC General Fund Savings: It is anticipated that this Option would generate
$193.5 million in UC General fund savings.

Considerations:

e This Option would not result in an interruption of teaching, research, medical centers
operations and essential services.

e This Option would easily be administered in the payroll system.



e This Option would impact employee retirement plan benefits unless addressed
through Regental action similar to the provisions of the START program. Measures
would need to be implemented to protect benefits and leave accrual levels for faculty
and staff.

e Under this Option, faculty and staff would not benefit from a reduction in time
worked.

e The Option does not present Fair Labor Standard Act concerns.

OPTION II: 21 Unpaid Days Plan

Plan: Through a combination of certain unpaid holidays and scheduled furlough days
totaling 21 days (14 days for academic year faculty and 19 days for fiscal year faculty), staff
and faculty salaries would be reduced by 8%. For staff and faculty earning less than $46,000
per year, the Plan would include 11 unpaid holidays and scheduled furlough days (7 days for
academic year faculty and 10 days for fiscal year faculty). Accrued vacation and/or sick
leave could not be applied to unpaid days.

Duration: August 1, 2009 through July 31, 2010 unless extended by subsequent Regental
action. Extension will require submission and review of a plan in a manner similar to the
plan currently under review.

Projected UC General Fund Savings: It is estimated that this Option would generate
$195.4 million in UC General Fund savings.

Considerations:

e This Option would present significant operational challenges to the campuses and, in
particular to the UC Medical Centers.

e This Option presents some challenges for implementation in the payroll systems.

e The Option would impact employee service credit for UCRP unless addressed though
Regental action similar to the provisions of the START program. Measures would
need to be implemented to protect benefits and leave accrual levels for faculty and
staff.

e This Option, while reducing the earnings of faculty and staff by 8%, would provide
some reduction in time worked.

e This Option presents Fair Labor Standard Act issues that would need to be addressed.

OPTION I11. 12 Unpaid Days Plus A 3.4% Salary Reduction Plan

Plan: Through a combination of unpaid holidays and scheduled furlough days totaling 12
days (8 days for academic year faculty and 11 days for fiscal year faculty), and imposing a



3.4% salary reduction resulting in an overall reduction in salaries of 8%. Faculty and staff
earning less than $46,000 per year would have their salaries reduced by 4 percent though a
combination of 6 unpaid holiday and scheduled furlough days (4 days for academic year
faculty and 5 days for fiscal year faculty) and a 1.7 percent salary reduction. Accrued
vacation and/or sick leave could not be applied to unpaid days.

Duration: August 1, 2009 through July 31, 2010 unless extended by subsequent Regental
action. Extension will require submission and review of a plan in a manner similar to the
plan currently under review.

Projected UC General Fund Savings: It is anticipated that this Option would generate
$194.1 million in UC General Fund savings.

Considerations:

e Under this Option, Campus and Medical Center operations would be affected
although less than that anticipated under Option I1.

e This Option presents some challenges for implementation in the payroll systems.

e This Option would impact employee UCRP service credit and retirement plan
benefits unless addressed by Regental action similar to the provisions of the START
program. Measures would need to be implemented to protect benefits and leave
accrual levels for faculty and staff.

e Under this Option, faculty and staff earnings reduction is partially mitigated by time
away from work.

e This Option presents Fair Labor Standard Act issues that would need to be addressed.





