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6400 UNIVERSITY OF CALIFORNIA

The Governor's Budget proposes about $3.9 billion in General Fund support for the
University of California (UC) in 2019-20. Overall revenue for UC in 2018-19 is
estimated to be about $38.2 billion. The chart below was compiled by the LAO and
indicates funding based on the Governor's Budget.

University of California Funding by Source

(Dollars in Millions Except Funding Per Student)

Change from 2018-19
201718 201819 2019-20

Actual Revised Proposed Amount Percent

Core Funds

General Fund

Cngoing 53,367 $3.475 53,715 5240 6.9%
One time 177 249 $153 -96 -385
Carryovers 26 19 — -18 -100.0
Subtotals ($3,570) ($3.743) ($3,868) ($125) (3.3%)
Tuition and fees® 5,012 5,206 55,269 563 1.2%
Lottery 43 27 27 —F -0.1
Other core funds® 388 384 381 -3 -0.9
Subtotals ($9,013) ($9,361) ($9,545) ($184) (2.0%)
Other Funds
Medical centers $10,780 $11,534 $12 342 5807 7.0%
Sales and semvices 7,688 8,115 8,542 426 5.3
Federal 3,762 3,917 3,978 61 1.6
Private 2431 2679 2905 226 8.4
State 518 465 465 1 0.1
Other ave 381 383 2 0.6
Subtotals ($25,557)  ($27,090) ($28,614) ($1,524) (5.6%)
Totals $34,570 $36,452 $38,1590 $1,708 4.7%
FTE students® 272104 279,002 279,802 2800 0.3%
Total Core Funding Per $33125 $33 552 534 114 562 1.7%
Student
Ongoing Core Funding Per 532381 $32,593 $33,5649 5977 3.0%
Student

2 Reflects unspent one-time funds in 2018-17 and 2017-18 carried forward.

9 Includes funds that UC uses to provide tuition discounts and waivers to certain students. In 2019-20,
UC plans to provide 1.1 bilion in such aid. We estimate 2019-20 based on UC's plans to grow
nonresident enroliment.

¢ Less than $500,000.

9includes a portion of overhead on federal and state grants, a portion of patent royalty income, and
Proposition 58 funding designated for graduate medical education.

# 1 FTE iz 30 credit units for an undergraduate and 24 credit units for a graduate student. Student
counts includes resident and nonresident students.

FTE = ful-time equivalent.
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ITEMS TO BE HEARD

ISSUE 1: ADMISSIONS SCANDAL UPDATE

The Subcommittee will discuss recent charges filed by the U.S. Department of Justice
against individuals accused of cheating and accepting bribes to gain students’
admission to top universities, including UC.

| PANEL

e Seija Virtanen, University of California Office of the President

|BACKGROUND

Dozens of individuals involved in a nationwide conspiracy that facilitated cheating on
college entrance exams and the admission of students to elite universities as purported
athletic recruits were arrested by federal agents in multiple states on March 12 and
charged in federal court. Athletic coaches from Yale, Stanford, USC, Wake Forest, and
UCLA, among others, are implicated, as well as parents and exam administrators.

William “Rick” Singer, 58, of Newport Beach, Calif., was charged with racketeering
conspiracy, money laundering conspiracy and obstruction of justice. Singer owned and
operated the Edge College & Career Network LLC (“The Key”) — a for-profit college
counseling and preparation business — and served as the CEO of the Key Worldwide
Foundation (KWF) — a non-profit corporation that he established as a purported charity.

Between approximately 2011 and February 2019, Singer allegedly conspired with
dozens of parents, athletic coaches, a university athletics administrator, and others, to
use bribery and other forms of fraud to secure the admission of students to colleges and
universities. Also charged for their involvement in the scheme are 33 parents and 13
coaches and associates of Singer's businesses, including two SAT and ACT test
administrators.

The conspiracy involved 1) bribing SAT and ACT exam administrators to allow a test
taker to secretly take college entrance exams in place of students or to correct the
students’ answers after they had taken the exam; 2) bribing university athletic coaches
and administrators to facilitate the admission of students to elite universities under the
guise of being recruited as athletes; and (3) using the fagade of Singer's charitable
organization to conceal the nature and source of the bribes.

Among the coaches indicted was former head coach of men’s soccer at UCLA.
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After the announcement, UC President Janet Napolitano announced UC would take the
following actions:

e An investigation into any individual affiliated with UC who has been implicated
thus far;

e Initiating a critical review of admissions policies to look for weaknesses and
vulnerabilities;

e Reaching out to the College Board to learn more about its assessment of recent
developments and any potential changes regarding the administration of SAT
and ACT tests to ensure the integrity of students’ scores;

e Requesting the latest available information from the U.S. attorney's offices in
California to guide our future proactive action; and

e Collaborating with local and federal authorities in this matter to unearth the full
breadth and scope of this problem.

Napolitano stated: “It is unfortunate that the unethical behavior of a few individuals
colors UC’s unwavering commitment to fairness and equity. The university will seize this
moment as a valuable opportunity to improve its policies and practices, while continuing
to be transparent, accountable and expeditious, as this is our fundamental obligation to
our students — prospective, current and alumni — as well as the public. We will
uncover the full truth and make things right.”

The Subcommittee has asked UC to discuss this issue at this hearing.
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| ISSUE 2: ENROLLMENT

The Subcommittee will discuss enrollment trends and funding at UC.

| PANEL

e Jack Zwald, Department of Finance
e Jason Constantouros, Legislative Analyst’s Office
e Seija Virtanen, University of California Office of the President

BACKGROUND

California undergraduate enrollment at UC has increased significantly during the past
few years, with more than 14,000 new students added between Fall 2014 and Fall
2018. All nine undergraduate campuses have seen growth, with the largest increases
at San Diego, Irvine and Merced.

UC California Undergraduate Enrollment Growth, 2014-2018

Campus 2014-15 |2018-19 |4-Year Growth|% Change
Berkeley 22,445 24,308 1,863 8%
Davis 24,877 25,176 299 1%
Irvine 23,337 25,778 2,441 10%
UCLA 24,775| 25,810 1,035 4%
Merced 5,807 7,866 2,059 35%
Riverside 17,889| 19,509 1,620 9%
San Diego 21,368 24,701 3,333 16%
Santa Barbara 18,838 19,832 994 5%
Santa Cruz 15,698 16,395 697 4%
Total 175,034| 189,375 14,341 8%

Based on the Master Plan for Higher Education, UC has traditionally drawn from the top
12.5 percent of California high school graduates for freshman admission. Historically,
UC has set its admission criteria to align with this freshman eligibility pool. Specifically,
UC traditionally has required completion of a set of college preparatory work, certain
grades in those courses, and certain scores on standardized tests. Students who do not
qualify for admission as freshmen can still become eligible for transfer admission if they
complete their lower-division coursework at a community college with a minimum 2.4
grade point average.

The state typically sets enrollment targets for UC in the annual budget act. Similar to
CSU, the state typically covers the cost of enrollment growth at UC using a formula that
is linked to the marginal cost of instruction. The formula estimates the cost to hire new
faculty and teaching assistants, purchase instructional equipment, and cover other
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ongoing costs to support new students. The total cost is then shared between the state
General Fund and student tuition revenue. In 2018-19, the marginal cost of instruction
was $18,900 per student, with a state share of $10,000. It should be noted that UC has
recently exceeded enroliment targets; meaning it has enrolled more students than the
state funded.

The 2019 Budget Act set an expectation that UC meet a higher growth target in 2018-19
than initially set in the 2017-18 Budget Act. Accounting for growth funded in both the
2017-18 and 2018-19 budgets, the total enrollment target in 2018-19 was an increase of
2,000 resident undergraduate students. The state identified $20 million in ongoing funds
to support this growth. The 2018 Budget Act also included $105 million in one-time
funding for UC. Provisional language specified legislative intent that UC use the one-
time funding to enroll additional resident undergraduate students as well as fund
services and programs that improve student outcomes. The language did not specify
the number of additional students UC was expected to enroll with the one-time funds.

At the same time as this surge in California enrollment, UC has also increased
nonresident enrollment. The pie charts below indicate the percentages of resident and
nonresident enroliment at each of the campuses in Fall 2018. Nonresident students pay
an additional $28,992 in tuition, and this supplemental tuition has become a significant
revenue source for many campuses.

As discussed in a previous hearing, three UC campuses — Berkeley, Davis and UCLA -
overshot nonresident enrollment caps in Fall 2018 and will be seeking to lower the
percentage of nonresident students on its campus in Fall 2019.

UC Systemwide Berkeley

B CA Resident B CA Resident

B Nonresident m Nonresident

Davis Irvine

m CA Resident B CA Resident

® Nonresident ® Nonresident
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UCLA Merced

m CA Resident M CA Resident

m Nonresident m Nonresident

Riverside San Diego

B CA Resident m CA Resident

® Nonresident m Nonresident

Santa Barbara Santa Cruz

m CA Resident m CA Resident

M Nonresident ® Nonresident

Governor's 2019-20 Budget Proposal

The Governor's Budget provides $10 million in ongoing General Fund to support 2018-
19 enroliment. Because UC exceeded the enrollment target of 2,000 students for 2018-
19, actually enrolling about 3,900 new California students, the Governor's Budget
provides support for about half of the “overenrolled” students.

The Governor’s Budget does not provide any funding or enroliment target for the 2019-
20 academic year or beyond.

LAO Recommendation

The LAO notes that the one-time funding in last year’s budget did not include a specific
enrollment target; as a result, the Legislature has little basis to assess whether UC’s
2018-19 enrollment level meets its expectation or to determine whether ongoing funding
is now warranted.
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Given this unknown, the LAO suggests the Governor’s proposal is reasonable. The
LAO suggests the Legislature set a future enrollment target, although it notes setting a
target for the 2020-21 academic year would better allow UC to plan for enroliment
growth.

STAFF COMMENT

UC seeks to continue growth. Staff notes that UC and the state have worked well
together during the past few years to increase access. UC would like to continue its
recent growth trend in 2019-20 and beyond. The chart below indicates each campus’
California undergraduate enrollment plan for the next four years. Each campus is
seeking to grow California enrollment, with the exception of Irvine. Irvine far exceeded
its enroliment target in the 2017-18 academic year, and will be lowering California
enroliment during the next several admissions cycles. As the chart below indicates, the
Davis, Riverside and San Diego campuses are planning for the most growth during the
next four years.

UC Proposed CA Undergraduate Enrollment Growth, 2019-20 to 2022-23

Campus 2019-20 |2022-23 |4-Year Growth(|% Change
Berkeley 24,604 24,670 66 0%
Davis 25,176| 26,404 1,228 5%
Irvine 26,171 24,923 -1,248 -5%
UCLA 26,275| 26,389 114 0%
Merced 8,714 9,199 485 6%
Riverside 19,999 21,023 1,024 5%
San Diego 25,200 26,300 1,100 4%
Santa Barbara 19,850 20,045 195 1%
Santa Cruz 16,620 16,710 90 1%
Total 192,609 195,663 3,054 2%

UC is asking the state to support 2,500 more undergraduates in 2019-20, and 1,000
more graduate students. UC is seeking $40.3 million in ongoing General Fund to
support this growth; the state marginal cost UC is seeking for each new student is
$11,512.

This cost is a significant increase from the $10,000 per student the state has been
providing UC. The Legislature, LAO and Administration may wish to continue
conversations with UC regarding the appropriate per-student cost.

In addition to discussing the per-student amount, the Subcommittee may wish to review
the Governor’s overall UC budget package as well as the state’s revenue picture in May
to determine if there are resources to support future enrollment growth. Increased
access to UC remains a key Assembly priority; absent new enroliment funding the
recent positive trend in UC access could be stymied.

ASSEMBLY BUDGET COMMITTEE 8
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ISSUE 3: OPERATIONAL COSTS

The Subcommittee will discuss the Governor's Budget proposal to provide $119.8
million in ongoing General Fund support for UC operational cost increases.

PANEL

e Jack Zwald, Department of Finance
e Jason Constantouros, Legislative Analyst’s Office
e Seija Virtanen, University of California Office of the President

|BACKGROUND

During its November 2018 budget discussion, the UC Board of Regents and UC Office
of the President noted significant increases in various operational costs for the 2019-20
fiscal year. Cost increases include employee benefits and salary, as well as other
issues such as energy and equipment and supplies. The LAO provides the following
description of some of these cost drivers.

Compensation Is the Largest Component of UC’s Core Budget. Like most state and
educational agencies, salaries and benefits comprise a significant share of UC’s budget.
In 2017-18, 67 percent of UC’'s core budget was for salaries and benefits. The
remaining share of UC’s budget was for equipment and utilities (17 percent) and student
financial aid (16 percent).

A Portion of UC Employees Are Supported by Core Funds. In 2017-18, UC
employed 159,000 FTE faculty and staff, of which 41,000 (26 percent) were supported
by core funds. Core funds support faculty, librarians, academic advisors, and other
academic employees. Noncore funds generally cover staff, such as medical center
employees and dining services staff, who are involved in other aspects of the
university’s operations. In some cases, UC uses a mix of funds to support employees
who oversee both core and noncore functions of the university. For example, UC uses a
mix of core funds, federal grants, and private philanthropy to pay graduate teaching
assistants and research assistants.

Many UC Employees Are Not Represented by a Union. Tenured and tenure-track
faculty at UC, along with many academic administrators and certain other employees,
are not represented by a union. Approximately one-third of UC employees who are
supported by core funds are represented by a union. These employees are members of
one of 13 systemwide bargaining units. Examples of represented employees include
lecturers, teaching assistants, librarians, clerical workers, and custodial staff.

UC, Rather Than Legislature, Approves Compensation Increases. Unlike most
other state agencies, state law grants the UC Board of Regents authority to negotiate
collective bargaining agreements directly with its employee unions. The Office of the
President represents the board during these negotiations and the resulting agreements
must be ratified by the board. (As with CSU’s bargaining agreements, the Legislature
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does not ratify UC’s bargaining agreements.) The Board also grants the UC President
authority to determine compensation increases for nonrepresented employees. The
President typically determines compensation increases for tenured and tenure-track
faculty after consulting with the Academic Senate.

UC Also Determines Employee and Retiree Health Benefits. In addition to setting
salary increases, UC operates its own health benefit programs for current employees
and retirees. Under the program, the Office of the President negotiates premiums with
health care providers. The Board of Regents, in turn, adopts policies establishing what
share of premium costs UC and its employees each pay. Under existing policy, UC'’s
share of premium costs depends on the employees’ health plan and salary level. On
average, UC estimates it covers 87 percent of premium costs for active employees. For
retirees, the maximum UC share of premium costs is 70 percent.

UC Operates Its Own Pension Program. UC’s pension program is known as the UC
Retirement Program. Like most other state employees, UC pensions are based on
employees’ salary and years of service upon retiring. The Board of Regents oversees
UC’s pension program and is responsible for determining benefits, establishing the
plan’s funding policy, and setting contribution rates.

In Recent Years, State Has Mostly Supported Compensation Costs With
Unrestricted Increases. Because of UC’s substantial control over its staffing and
compensation costs, the state is not required to cover compensation decisions made by
the Board of Regents. Nonetheless, the Legislature historically has recognized UC’s
compensation-related cost pressures. Consistent with past practice, the state in recent
years has generally provided unrestricted, ongoing General Fund augmentations to help
UC cover these costs.

UC Also Incurs Operational Costs for Equipment and Utilities. In addition to
compensation decisions, the university purchases equipment that supports its
operations. Academic-related equipment includes laboratory supplies, computers, and
library materials. Campuses also have utility costs. Similar to compensation, equipment
and utility costs that are not related to the university’s academic mission are supported
by noncore funds.

Governor's 2018-19 Budget Proposal

Based on UC’s reported cost increases, the Governor's Budget provides UC with
$119.8 million in ongoing General Fund to support operational costs. The
Administration states that it reviewed UC’s budget request and provided support for
what it considers to be UC’s most pressing cost pressures. The chart on the next page
summarizes those costs.
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UC Cost Increases Cost (in millions)
Retirement Contributions $20.2
Employee Health Benefits $21.2
Retiree Health Benefits $7.0
Contractually Committed

Compensation $30.4
Non-Salary Price Increases $41.0
Total $119.8

As the chart shows, the largest single component supports non-salary price increases,
such as utility and equipment costs. For planning purposes, UC assumes this portion of
its budget will grow roughly at the rate of inflation. The next largest component supports
negotiated salary increases for represented employees. According to the university, the
anticipated cost increase reflects a mix of final contracts and contracts that are still
under negotiation. The remaining increase would cover projected cost increases for
UC’s employee health, pension, and retiree health programs. The increase relating to
health benefits is due to an anticipated 4 percent increase in premium costs, as well as
growth in the number of retirees. Pension cost increases are based on projected growth
in payroll.

It should be noted that the Administration does not provide state support for two other
costs the UC Regents approved in setting their 2019-20 budget: faculty and staff
compensation increases, which UC projects would total $137 million.

LAO Recommendation

The LAO notes that absent making changes to its existing policies, UC very likely will
face cost increases in the budget year for its health and pension benefits. It also likely
will face cost increases for its equipment purchases and utilities. The state may want to
start its UC budget planning by recognizing these cost increases.

With regard to whether to provide compensation increases in the budget year, the LAO
encourages the Legislature to consider UC’s ability to recruit and retain employees—
whether they are represented or nonrepresented. At a minimum, the Legislature could
consider UC’s ability to attract top candidates to open positions, retain existing
employees, and offer competitive compensation. If UC is able to recruit top candidates
and retain tenured and tenure-track faculty but not represented staff, for example, the
Legislature might agree with the Governor’s proposal to prioritize additional funding for
represented employees. Alternatively, the Legislature might wish to target
compensation increases toward different groups or provide higher or lower
compensation increases. At the time of this analysis, UC was not able to provide data
on these key indicators. The LAO does note that some data suggest UC is competitive
in recruiting faculty.

ASSEMBLY BUDGET COMMITTEE 11
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STAFF COMMENT

Staff has no reason to doubt the cost increases UC believes will incur in 2019-20. It
also seems reasonable for the state to share in supporting some operational cost
increases, and staff agrees with the Administration’s assessment that nonrepresented
faculty and staff salary increases could be considered optional for UC, and therefore
less of a priority for the state. Thus, the proposed amount of state support for UC’s cost
increases may be appropriate.

However, staff notes that the Assembly has other significant priorities for UC that are
not supported in the Governor's Budget. Enroliment growth for 2019-20 is the key
priority, but there may be other funding requests for research projects, or outreach to
prospective high school students, that may also warrant state support.

Staff also notes that UC’s budget request includes turning the $105 million in one-time
funding provided for the current year into ongoing funding. UC was not able to provide
a specific breakdown of how campuses are spending this one-time money, but it is clear
that some campuses hired faculty or incurred other ongoing costs. The Governor’s
Budget transitions $10 million of that one-time funding into ongoing funding, to support
enroliment, but does not provide the other $95 million.

The Legislature should wait until the state’s revenue picture is clearer in May before
working with the Administration and UC to determine an appropriate UC package that
addresses UC’s costs, state priorities and other funding proposals. For example, the
Subcommittee is aware of the following requests:

e SEIU is seeking $1.5 million over 3 years to support research on the future of
work and workers by the UC Berkeley Center for Labor Research and Education.

e The College for All Coalition — a group of 70 organizations representing
community, education, student, parent, labor, faith and civil rights groups — are
requesting a $20 million investment in UC, coupled with $200 million for K-12
school districts, to continue work to ensure that more student from LCFF school
districts go to college.

e The Charles R. Drew University of Medicine and Science, which is affiliated with

UC, is seeking $15 million ongoing General Fund to expand its programs for
undergraduate and graduate students.
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ISSUE 4: STUDENT SUCCESS

The Subcommittee will discuss the Governor's Budget proposal to provide $49.9 million
ongoing General Fund to support efforts to increase degree attainment and student
success.

PANEL

e Jack Zwald, Department of Finance
e Jason Constantouros, Legislative Analyst’s Office
e Seija Virtanen, University of California Office of the President

BACKGROUND

UC reports relatively high graduation rates, with 84% of freshmen graduating within 6
years and 89% of transfer students graduating within 4 years. There are achievement
gaps for low-income students in shorter-term graduation rates, although those gaps
largely disappear in the longer term. The chart below indicates varying rates for
different students.

Student Groups All Students |Pell Students
Freshmen 4-Year Grad Rate 66% 60%
Freshmen 6-Year Grad Rate 84% 82%
Transfer 2-Year Grad Rate 55% 51%
Transfer 4-Year Grad Rate 89% 88%

The LAO notes that graduation rates do vary considerably by campus, however, and
graduation rates also vary by race/ethnicity. The charts on the next page, created by
the LAO, indicate these differences.
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Graduation Rates Vary Among UC Campuses
Freshman Graduation Rates
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UC Has Persistent Graduation Gaps
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The UC Board of Regents have recently discussed improving campus graduation rates
as part of a larger discussion regarding multi-year planning. Among the goals discussed
are:

e By 2030, five UC campuses - Berkeley, Davis, UCLA, San Diego and Santa
Barbara - will have freshman six-year graduation rates of 90 percent or higher,
and all nine undergraduate UC campuses will have transfer four-year graduation
rates of 90 percent or higher. Today, only Berkeley and UCLA achieve that goal
for freshmen, and only Berkeley, UCLA, and Irvine achieve that goal for transfer
students.

e By 2030, eight UC campuses--Berkeley, Davis, Irvine, UCLA, Riverside, San
Diego, Santa Barbara and Santa Cruz--will have four-year freshman graduation
rates of 70 percent or higher and six campuses — Berkeley, Los Angeles,
Riverside, San Diego, Santa Barbara, and Santa Cruz — will have two-year
transfer graduation rates of 70 percent or higher. Today, only Berkeley and
UCLA achieve that goal for freshmen, and no campus achieves that goal for
transfer students.

e Eight UC campuses — Berkeley, Davis, Irvine, Los Angeles, Riverside, San
Diego, Santa Barbara, and Santa Cruz - will eliminate significant gaps in overall
freshman graduation rates and all UC campuses will eliminate significant gaps in
overall transfer graduation rates between Pell Grant recipients (who are
generally from low-income families), students from underrepresented groups,
first-generation college students, and the overall student population. Five UC
campuses - Davis, Irvine, Merced, San Diego, and Santa Cruz--will eliminate
significant gaps in timely (i.e., four-year) freshman graduation rates, and eight
UC campuses — Dawvis, Irvine, Los Angeles, Merced, Riverside, San Diego,
Santa Barbara, and Santa Cruz - will eliminate significant gaps in timely (i.e.,
two-year) transfer graduation rates.

Governor's 2018-19 Budget Proposal

The Governor’s Budget provides $49.9 million ongoing General Fund “to support efforts
to increase degree attainment and student success.” The Administration provides no
further direction than this budget bill language.

LAO Recommendation

The LAO notes that the state has typically not focused on UC graduation rates, given
the relatively good student outcomes. The LAO states that Legislature may wish to
address UC’s achievement gaps, although it must weigh this priority against other
possible UC priorities (such as increasing access, reducing cost, enhancing graduate
education, and addressing faculty issues).

The LAO is critical of the Administration’s proposal, noting it lacks focus, there is no

justification for the amount of funding provided, and the proposal neither specifies
allowable uses of the funds nor establishes performance expectations.
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Should the Legislature choose to support this type of funding, the LAO recommends
directing UC to focus on explicit goals, establish performance expectations, develop an
expenditure plan, and require regular reporting on activities and outcomes.

STAFF COMMENT

Staff notes that UC should address achievement gaps for low-income and
underrepresented students. Equity should be a key priority in student outcomes.

However, staff concurs with the LAO that it is unclear whether this proposal will actually
address this problem. UC states that the new funding would be used to improve
academic advising, create new IT systems to track student progress, improve student
services programs and hire more faculty and graduate student instructors, but plans
remain vague.

The Subcommittee may wish to ask UC to develop a more specific plan before funding

this kind of activity. As noted previously, this funding must be considered among the
overall UC budget package, and other priorities, such as enroliment growth.
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ISSUE 5: DEGREE COMPLETION

The Subcommittee will discuss the Governor's Budget proposal to provide $15 million
one-time General Fund to support a new program at UC Extension offices to allow
former UC students to return and complete unfinished bachelor’'s degree programs.

PANEL

e Jack Zwald, Department of Finance
e Jason Constantouros, Legislative Analyst’s Office
e Seija Virtanen, University of California Office of the President

BACKGROUND

The LAO provides the following background information on the current UC Extension
program:

Extended Education Offers Classes to Adults Outside of Campuses’ Regular
Academic Programs. In California, all three public higher education segments operate
extended education programs. At UC, each of the nine general campuses has its own
extended education division called UC Extension. UC Extension primarily serves
lifelong learners and working professionals. Students enrolling in UC Extension do not
have to meet the same academic standards as students seeking admission to UC’s
regular academic programs. Whereas the state intends for UC is to enroll any eligible
freshmen or transfer student into its undergraduate degree programs, extended
education classes and programs generally are offered on a first-come, first-served
basis.

Extended Education Is Self-Supporting. Extension programs do not receive state
funding. Instead, programs are self-supporting—generally receiving their support from
course fees charged to students. Because they must earn enough money to cover
costs, extension divisions tend to be entrepreneurial. Extension staff develop and offer
courses largely based on market research that gauges student demand. Extension
divisions cover some marketing costs as part of their annual operating budgets. They
also maintain reserves to cover special one-time costs associated with developing new
courses.

UC Extended Education Programs Generally Offer Three Types of Courses. First,
campuses offer a variety of noncredit classes and seminars covering topics ranging
from conflict resolution to music appreciation. Extension divisions have considerable
latitude to develop these classes. Second, extended education offers programs that
confer professional certificates and awards. In contrast to noncredit courses, UC has
developed common academic standards for professional certification programs. For
example, these programs must contain at least 120 hours of instruction. Third, UC
offers a limited number of courses that confer academic credit toward a UC degree. To
develop a degree-applicable course, extended education divisions must undergo the
same Academic Senate approval process as regular degree programs. These courses
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tend to be taught by regular UC faculty. In 2016-17, 52 percent of extended education
was in noncredit courses, 41 percent in professional certification courses, and 7 percent
in degree courses.

Unlike UC, CSU Grants Some Bachelor’s Degrees Through Its Extended
Education Programs. Although certain classes can count for credit toward a degree,
UC Extension currently does not confer bachelor's degrees. In a limited number of
cases, academic departments have partnered with their campus’s extension division to
offer graduate degrees. In these partnerships, UC Extension provides much of the
administrative support, such as marketing the degree and providing student services.
UC faculty develop the curriculum and instruct students in these programs. In contrast
to UC, CSU campuses offer both bachelor's and master’s degrees through extended
education. CSU’s extended education bachelor's degree programs focus on upper-
division instruction (with the expectation that applicants complete lower-division
coursework at a community college or elsewhere before applying). Currently, CSU
campuses offer a total of 38 bachelor's degree completion programs through their
extended education divisions. Many of these programs are offered online or in a hybrid
format (a combination of online and face-to-face instruction) to make them more
accessible, particularly for students with work and family responsibilities

Governor's 2018-19 Budget Proposal

The Governor's Budget provides $15 million one-time General Fund to develop or
expand degree and certificate completion programs at UC extension centers. The
Department of Finance has indicated the funds would support initial planning,
curriculum development, outreach, and other start-up costs for the new programs. The
budget bill specifies that the funds would remain available until June 30, 2024. The
Governor expects the new programs would be offered on a fee-basis and be self-
supporting after initial start-up. UC has indicated that it is developing a more specific
proposal that should be ready by May.

LAO Recommendation

The LAO notes that students who did not complete a degree program have several
options for returning to school. An individual could apply for readmission to the school or
seek to transfer to another institution. Beyond these options, a student could enroll in
one of CSU’s bachelor's degree completion programs. The Administration has not
provided data indicating that these existing re-entry options are insufficient to meet
students’ needs.

In addition to lacking a clear problem statement, the LAO states that the proposal does
not have clear objectives. While it is true that millions of Californians have some college
experience but no degree, the Governor’'s proposal does not specify whether the new
UC programs would be for former UC students only or for a larger group of Californians
who previously attended other schools. In addition, the Governor’s proposal suggests
various possible uses of the funds—each of which is centered around a different
objective. Under the Governor’s proposal, UC could use the funds to create new degree
completion programs, add professional certificate programs, or undertake outreach to
noncompleters.
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The LAO also notes that UC extension centers could launch this program without new
state funding.

The LAO recommends rejecting this proposal.

STAFF COMMENT

Staff believes the Administration has identified a significant problem that the state
should address: there are hundreds of thousands of Californians who started college
but did not finish. Data indicates that these former students likely do not benefit
economically from “some college;” crossing the finish line is typically the key to a better-
paying job and/or career advancement. There is also a clear state economic need for
more workers with bachelor’s degrees.

UC indicates that there are about 60,000 former UC students who did not complete their
program, and about one-quarter of those students completed about 100 units, meaning
they only have 20 or so units to go to obtain a degree.

Despite the clear need for increased degree completion, staff concurs with the LAO: this
proposal is not developed enough yet to warrant support. How would the new funding
be spent? Will financial aid be available to returning students? Would non-UC students
be allowed to enter into this program? Perhaps UC will present a more detailed
proposal this Spring, but there are currently significant implementation questions.

Perhaps most importantly, the LAO notes that CSU already offers degree completion
programs. Using state funds to support UC launching a new program that is duplicative
of an existing CSU program may not be the best use of scarce state funding.

The Subcommittee can revisit this proposal once UC has submitted a more thorough
plan.
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ISSUE 6: BASIC NEEDS

The Subcommittee will discuss the Governor's Budget proposal to provide $15 million
ongoing General Fund to address student hunger and homelessness.

PANEL

e Jack Zwald, Department of Finance
e Jason Constantouros, Legislative Analyst’s Office
e Seija Virtanen, University of California Office of the President

B ACKGROUND

The 2017 Budget Act created the Hunger Free Campus program, which provided
funding to all three public segments to encourage campus activities aimed at
addressing student food insecurity issues. The budget provided UC and CSU with $2.5
million one-time General Fund and the community colleges with $2.5 million one-time
Proposition 98 General Fund to support this program. Trailer bill language called on
campuses to conduct the following activities to be eligible for funding:

e Designate an employee to help ensure that students have the information that
they need to enroll in the CalFresh program;

e Operate an on-campus food pantry or regular food distributions on campus;

e For UC and CSU, create a meal sharing program that allows students to
voluntarily donate unused meal plan credits to be distributed for use by students
in need to access dining halls or to support an on-campus food pantry.

The 2018 Budget Act provided $1.5 million one-time General Fund each to UC and
CSU and $10 million one-time Proposition 98 General Fund to community colleges to
support campus-based activities related to student hunger and basic needs. The
Budget Act also included language requiring each segment to provide a report to the
Legislature on activities to address student basic needs.

In its report, UC stated the following:

e Hunger-Free Campus funding enabled campuses to invest in over 40,000 dining
meal voucher/swipes, increasing the sourcing of fresh, healthy, and diverse food
offerings for pantry and distribution services that served over 9,000 unique
students systemwide during the funding period (January 2018 to June 2018.)

e From January 2018 to June 2018, UC campuses enrolled and renewed 10,376
students in CalFresh, which drew in over $12.5 million (10,376 students
multiplied by 8 months at $152 per month) in federal funds administered through
the state to UC students.

ASSEMBLY BUDGET COMMITTEE 20




SUBCOMMITTEE NO. 20N EDUCATION FINANCE MARCH 19, 2019

e All UC campuses have an established fresh and healthy choice-based pantry
that includes supplemental event and site-based food distribution. Campuses
used the Hunger-Free Campus funding allocation to improve space, storage, and
equipment for their pantries.

e All campuses awarded work study or stipends to undergraduate and graduate
students to fill critical staffing positions such as CalFresh outreach and
enrollment interns, graduate student CalFresh ambassadors, program
coordinators, food recovery advocates, student staff researchers to conduct data
assessments, and full-time, short-term managers to provide leadership and
coordination of all food/basic needs resources. Some campuses also hired
additional interns for their food pantries, pop-up sites, and community gardens.

UC notes that it intends to use the 2018-19 funding in a similar manner.

Governor's 2018-19 Budget Proposal

The Governor’'s Budget provides $15 million ongoing General Fund to address student
hunger and homelessness. UC previously indicated its plan for this funding would be to
provide additional financial aid to needy students, but this proposal may be modified.

STAFF COMMENT

Prompted in part by the state funding, all three segments have spent considerable time
and effort during the past few years addressing student food and housing insecurity. All
three have conducted recent student surveys indicating significant need among
students. A 2018 survey conducted by UC found the following:

e 47% of UC students reported food insecurity. Across campuses, the percent
experiencing food insecurity was highest at Merced (61%), followed by Riverside
(54%), and lowest at UCLA (37%). Higher levels of food insecurity were
reported by African-American (61%) and Hispanic (60%) students compared to
other student ethnicities, and higher levels of food insecurity were reported by
first generation college students (58%) and low-income students (58%) when
compared to their peers.

e 4% of UC students reported homelessness. Across campuses, Santa Cruz (6%)
reported the highest percentage of homelessness, while multiple campuses —
Davis, Irvine, UCLA and Riverside — reported the lowest percentage (3%.) By
race/ethnicity, the percent experiencing homelessness was higher among
African American, American Indian and international students. By socioeconomic
status, the percent experiencing homelessness was higher among first
generation students compared to not first generation students, and higher
among low-income than non-low-income students.
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Given the clear need reported both by surveys and anecdotally by students, staff and
faculty, the Administration’s proposal to provide ongoing funding to address this issue is
positive. The Subcommittee may wish, however, to work with the Administration and
UC to better define this proposal.

UC had originally envisioned this funding as a way to provide an extra $150 of financial
aid to 100,000 needy students. Based on input from the UC Student Association, UC
has indicated to staff that they may revise their plan. The Student
Association is concerned that a discontinuation of state funding for campus basic needs
infrastructure, such as food pantries and Cal Fresh liaisons, may cause disruption in
these programs, which appear to be filling a real need. Staff agrees with this concern;
spreading a relatively small amount of new financial aid to a large number of students
may not be the most effective way to use this funding.

Staff also notes that there are numerous policy proposals this year seeking to address
these issues. In addition to financial aid reform discussed in a previous hearing, which
could lead to more financial support for the housing and food needs of low- and middle-
income students, the Subcommittee has received advocacy for a proposal sponsored
by John Burton Advocates for Youth to create rapid rehousing programs at the three
segments, which would help housing-insecure students with rental assistance and
intensive case management to ensure better housing stability.

Finally, staff is working with stakeholders to ensure that the state Cal Grant program is
designed in a way to ensure as much student eligibility in the federal CalFresh program
as possible. Participation in the CalFresh program appears to be relatively low, and
there may be ways the state can alter statute to help more students easily qualify for
CalFresh benefits.
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ISSUE 7: CAPITAL OUTLAY AND DEFERRED MAINTENANCE

The Subcommittee will discuss capital outlay projects proposed by UC and the
Governor's Budget proposal to provide $138 million one-time General Fund to support
deferred maintenance projects.

PANEL

e Randall Katz, Department of Finance
e Jason Constantouros, Legislative Analyst’s Office
e Seija Virtanen, University of California Office of the President

BACKGROUND

Capital outlay process allows UC to finance projects. Beginning in 2013-14, the
state authorized UC to begin issuing its own university bonds for capital outlay. In a
related action, the 2013-14 budget package transferred ongoing base funds into UC’s
main General Fund appropriation in an amount equal to what the state was then paying
on UC debt service. Moving forward, UC is expected to pay off all debt—for both
previous state bonds and new university bonds—from its main General Fund
appropriation.

Under the process now in use, UC must notify the Legislature and receive approval
from the Administration on the projects it intends to pursue with its General Fund
support. UC submits its project proposals in September, and the Department of Finance
submits a letter to the Joint Legislative Budget Committee in February indicating which
projects have received preliminary approval. The Legislature can provide feedback
before Finance provides final approval in April.

UC reports $4.4 billion in deferred maintenance. Over the years, UC, as well as
many other state agencies, have deferred undertaking maintenance projects to address
other operating costs and budget priorities. Currently, the university maintains a running
list of state-supportable maintenance projects for each campus. As of September 2018,
the list of projects totaled $4.4 billion. Although this list currently is the best estimate of
the university’s maintenance backlog, the Office of the President reports that campuses
used different definitions and methodologies to identify their projects and estimate
associated costs. As a result, UC believes the list does not completely and accurately
reflect its maintenance needs. To provide a more detailed and standardized estimate of
the condition of its facilities, UC is funding a team of experts to visit each campus and
provide an assessment of each facility. The study, which UC anticipates completing by
the end of 2020, is funded by $15 million in university bonds, which the state authorized
in 2017-18.
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Capital Outlay and Governor's 2018-19 Budget Proposal

UC has proposed seven capital outlay projects for 2019-20. Finance has given
preliminary approval to all seven. The projects are listed in the chart below, which was
prepared by the LAO.

Figure 28

UC Proposes Seven Capital Outlay Projects for 2019-20
{In Thousands)

State Cost in Total Cost

Campus Project? 2019-20b Across All Years
Systemwide Deferred maintenance $35,000 £35,000
Santa Barbara New classroom building 7a.7ar 97133
Irvine New Student Wellness and Success Building 13,000 69,606
Santa Cruz New Kresge College academic building 47,200 53,000
Riverside Pierce Hall renovation 13,000 22,747
ANR Renovation of research and extension centers 19,237 19,237
Berkelay University Hall seismic renovation 6,050 17475

Totals $213,274 $314,198

A At the Santa Cruz project, state lunds supported the working drawings phase in 2041819, All other previous phases for all projects were supporied by
nonsiate funds.

b Funded by university bomds, The annual debt service on the bonds is astimated to be $16 million.
ANHE = Agriculture and Natural Resources,

The Governor’s Budget also provides $138 million one-time General Fund to support
deferred maintenance projects.

LAO Recommendation

The LAO notes concerns with the proposed new classroom building at Santa Barbara,
the new Kresge College academic building at Santa Cruz, and UC’s preliminary plan to
use university bonds to fund an infrastructure conditions assessment. The LAO
suggests online courses could be used instead of building large, new academic
buildings, and notes that one of the Santa Cruz project’s main goals, to consolidate
academic programs into one space, may not be a high state priority.

The LAO also raises concern with UC’s proposal to use bond funds to assess facilities
and deferred maintenance.

Regarding the Governor’s deferred maintenance proposal, the LAO recommends the
Legislature require UC to report at spring hearings on the specific projects it plans to
undertake, and requiring the Department of Finance to report no later than January 1,
2023 on the status of the various projects that are undertaken. In addition, the LAO
recommends the Legislature require UC to submit a long-term plan for eliminating its
backlog once it completes its facility condition assessment (anticipated by December
31, 2020). UC’s plan should identify funding sources and propose a multiyear schedule
of payments to eliminate its backlog. To prevent the backlog from growing or
reemerging in future years, the LAO recommends the Legislature require UC to identify
ways to improve existing maintenance practices.
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STAFF COMMENT

Staff notes that UC students have voiced concerns in recent years regarding
overcrowded classrooms on most campuses; thus the proposals for new academic
buildings appear to address a current student need. While online courses are on the
rise, it does not appear that they will become so pervasive in the next few years to
warrant holding off on badly-needed construction.

Staff concurs with the LAO recommendations on deferred maintenance. The
Legislature should receive more detail on how UC will use funding; simply providing a
list of $4 billion in projects does not provide relevant information as to how this money
will be spent. In addition, additional reporting on how to address this backlog appears
warranted. The state has provided UC with $145 million in support for deferred
maintenance during the past few years. This funding appears to have done little to
reduce the backlog. It seems reasonable to require UC — and other state agencies — to
develop a plan to better maintain their facilities.

ASSEMBLY BUDGET COMMITTEE 25




SUBCOMMITTEE NO. 20N EDUCATION FINANCE MARCH 19, 2019

| ISSUE 8: OFFICE OF THE PRESIDENT

The Subcommittee will discuss the budget for the Office of the President.

| PANEL

e Zoanne Nelson, University of California Office of the President
e Katie Cardenas, California State Auditor’s Office

BACKGROUND

As the systemwide headquarters of the university, UC Office of the President (UCOP)
serves two distinct functions: it provides certain central administrative services, and it
manages systemwide initiatives that benefit a campus or multiple campuses. Examples
of central administrative services include reporting at regents meetings, managing the
university’s retirement programs, and developing the university’s budget.

The UCOP budget is $876.4 million for the current year, as shown below. This is a
decrease of 2% from 2017-18.

UCOP Budget, 2018-19

Programs and Initiatives, $395.7 Central and Administrative Services, $379.5
m State/Federal Programs, 5269.4 B Dperations, $131.2
General Counsel, 557.0

® Syste mwide Programs, $117.9 m Acade mic Affairs, $51.5

Finance, $47.0

u Investments, 535.0
> External Relations & Communications, 518.2

Health Sciences, 513.7

Innovation & Entreprensurship, $9.5
l:.\' Ethics & Compliance, S6.7

Strategic Priorities Fund 8 UCPath Center Operations
$30.0 572

Syste mwide |nitiatives, 57.4
Total

$876.4

Campus Programs, 50.9 million

® President's Executive Office, $4.4
Secretary of the Regents, $3.1

® Systemwide Academic Senate, 52.2

Source: UC Regents Item B-1, May 24, 2018
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UCOP has numerous fund sources, as the next display shows. The largest source is

state General Fund.

UCOP Funds, 2018-19

Sources of Funds

B Federal and Special
State
Appropriations
5106.0

B State General Funds

B Contracts & Grants 43594

Sources viewed in three fund categories:

MARCH 19, 2019

543.8
Gifts & M Unrestricted-Undesignated: $428M (49%)
Endowments *  May be used for any purpose

s15.0 &  State appropriations = 84%
Total: undesignated funding
53_;;5“ B Unrestricted-Designated: $2388M (33%)
mion

* Designated for a specific purpose
by the Regents or UCOP
B Program- - . 1qm
Designated W Restricted: $165M (19%)

5252.3 ® Restricted for a specific purpose by

W Investment Income an outside entity

83.2

Other Unrestrictad

-
= RegentsDesIEnated —" | nsecienatad Fund Sources

$24.6 Balance 544.8
0.8

*in FY18-19 approximately S25M of investment income is reported in “other unrestricted sources” due to the fund classifications work. This
classification will be reviewed again in FY18-19.

2 Use of Undesignated Fund Balance: UCOP has created the new Strategic Priorities Fund (5PF) to address strategic and emerging issues. UCOP
budget proposes using 520.3M from unrestricted fund balances as one-time bridge funding to help fund the 5PF.

Source: UC Regents Item B-1, May 24, 2018

2017 Audit critical of UCOP budgeting practices. A 2017 report by the State Auditor
found numerous concerns with UCOP's budget, including:

e UCOP accumulated more than $175 million in undisclosed restricted and
discretionary reserves, and advocated for more funding even while accumulating
these reserves;

e UCORP did not track systemwide initiatives, their costs, or provide an assessment
of their continued benefit to the university;

e UCORP lacked consistent definitions of and methods for tracking the university’s
administrative expenses.

Budget Act created new line item, specific state funding for UCOP. Based on a
recommendation from the State Auditor, the 2017 Budget Act created a new
mechanism for funding UCOP. Previously UCOP assessed campuses a fee for various
services. Beginning in the 2017-18 fiscal year, this campus assessment was largely
abolished, and a new line item in the state budget was created for UCOP. The state
now provides General Fund to support UCOP operations. The 2018 Budget Act
provided UCOP with $340.2 million, with $215.2 million for UCOP, $52.4 million for the
UC Path payroll system, and $72.6 million for the Agriculture and Natural Resources
division, which is housed within UCOP. Budget language stated that the funding would
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only be provided if the UC President certified that there would be no campus
assessment, although language did allow an assessment to increase the UC Path
budget by up to $15.3 million.

UCOP in the midst of multiple reforms. Since the audit, UCOP has launched several
efforts to change UCOP budgeting practices, and to review UCOP's structure and
services to determine if broader change is warranted. A UCOP budget proposal for
2018-19 is expected to be presented to the UC Board of Regents at their May meeting.
Among the activities:

e UCOP developed a new budget process for 2018-19, which includes zero-based
budgeting for travel, meetings and other services, better forecasting to predict
projected expenditures, and the reformation of the Executive Budget Committee,
which allows for campus input into UCOP's budget.

e As recommended by the Auditor, UCOP has agreed to end the practice of using
undisclosed budget surpluses to support various activities. Instead, UCOP is
creating the Strategic Priorities Fund to address temporary priorities and
initiatives. This fund would include the President's Initiative Fund. UCOP notes
that the combined funds it is folding into this new fund totaled between $50 and
$60 million during the past two years; while the new fund is budgeted at $30
million.

e UCOP has changed the definitions it uses to describe funds as restricted or
unrestricted. Restricted funds are now described as those funds that are subject
to externally imposed restrictions, such as contracts, gifts and other special
funds. Unrestricted funds are not subject to external requirements, but may be
subject to designated programs if approved by the Regents. As noted in the
chart above, UCOP’s 2018-19 budget includes 49% of its funds are unrestricted-
undesignated, 33% are unrestricted-designated, and 19% are restricted.

e UCOP is reviewing salary data, market data, and state human resources
practices to respond to Audit concerns. Among the goals are to develop a
workforce plan, develop a comprehensive policy on executive compensation, and
narrow salary ranges for UCOP employees.

e UCOP has cataloged all programs and initiatives, and developed five categories:
state/federal programs, campus programs, systemwide programs, systemwide
initiatives, and presidential initiatives. This work should allow UCOP to better
track these programs going forward.

e President Napolitano hired a consultant to review UCOP's size and structure to
determine if major reforms were needed. A report released in January 2017
provided two options for significant change; both would move programs from
UCOP to campuses or create new entities. For example, one option would break
off the UC medical programs into a separate system; another proposal would
move some programs, such as the Agriculture and Natural Resources Division to
campuses. Many of the recommendations have been reviewed and some
changes have been made: consolidation of four divisions into one External
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Relations and Communications division, and moving the Education Abroad office
from UCOP into the Santa Barbara campus budget, for example.

e At the request of the Assembly, the Regents hired a consultant to study
redundancy between UCOP and campus administration. This had been a key
request of the State Auditor, but due to UCOP interference with campus surveys
the Auditor was unable to conclude this work. Sjoberg Evashenk Consulting
conducted 74 interviews with campus leaders, including all 10 chancellors, and
released a report in May 2018. Among the findings were:

o Broad-based campus support for the President’s role to represent the UC
system as its advocate and its voice, and for some UCOP functions, such
as labor relations, payroll and retirement system services, that make
sense as a centralized service to campuses.

o Support for the President to champion initiatives, although there were
concerns about the process and manner of launching initiatives and the
long-term resource commitment that accompanied some initiatives.

o Concern that UCOP’s departments and divisions are similar to, or mirror,
areas administered at a campus level. Specifically, campuses identified
Innovation and Entrepreneurship, marketing, and philanthropy as areas
where UCOP provides little value or often competes with campuses.

After this report was released, UC formed a working group with the Chair of the
Regents, the President, and three chancellors who have reviewed every issue
and suggestion. UCOP reports that some changes have been made regarding
delegation of authority and streamlining processes.

Governor's 2019-20 Budget Proposal

The Governor's Budget continues the separate line item for UCOP, and maintains state
General Fund at the same level as the 2018 Budget Act. The budget would provide
$215.2 million General Fund to UCOP, $52.4 million General Fund for UC Path, and
$72.6 million for the Agriculture and Natural Resources division. Budget language ties
this funding to a requirement that the UC President certify that there is no campus
assessment, with the exception of UC Path.

STAFF COMMENT

Staff notes that UCOP appears to be spending significant attention and resources
toward addressing the audit recommendations. The Subcommittee could consider the
following issues as it discusses UCOP's budget and missions.

Auditor and UC disagree on implementation of two key 2018 recommendations.
The Auditor suggested 10 recommendations for improving UCOP’s budgeting and
transparency to be completed by April 2018. While the Auditor has concluded that UC
has completed 8 of those recommendations, she does not believe UC has completed
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two key recommendations: the development of a reserve policy and the implementation
of a new, easier-to-understand UCOP budget presentation. While UCOP has created a
new, overall reserve policy and is providing more transparency around unspent funds
from year-to-year, the Auditor notes that it has not developed reserve policies for some
specific programs. The Auditor also notes that while UCOP has improved its budget
presentation, it did not include summary lines in its financial schedules that displayed
the total restricted and discretionary reserves and fund balances.

Staff notes that UCOP made a presentation to the Regents last week regarding the
management of reserves, and included a one-page UCOP budget summary as
recommended by the Auditor.

UC faces April 2019 deadline to implement more recommendations. Among the
recommendations are narrowing salary ranges, setting targets for appropriate employee
benefits, establishing spending targets for systemwide initiatives, and creating a plan for
reallocating funds that it saves to campuses as it reduces staffing costs.

UCOP reforms have pushed some funding to campuses. A key Assembly goal in
pushing for this audit was to ensure that as much UC funding as possible go to
campuses to support enroliment growth and other student needs. There is good news
regarding this goal. Based on its review of reserves and other funds, the UC Regents
last year re-directed $30 million one-time from UCOP to campuses to address student
housing and $10 million one-time from UCOP to the School of Medicine at Riverside. In
addition, through a process created in the 2017 Budget Act, $8.5 million in ongoing
funding was re-directed from UCOP operations and programs to campuses to support
enroliment growth in 2018-19.

UCOP has improved budget presentation, but it remains very complex, and the
timing of UCOP budget decisions remains problematic. A key Assembly concern
has been the complexity of the UCOP budget, which made it difficult for regental or
legislative oversight. UCOP should be applauded for creating a one-page summary of
its budget, which lists reserve amounts. Staff notes that a presentation regarding the
UCOP budget at last week’'s Regents meeting appears to show UCOP with a $30
million “unrestricted” balance for the current year.

Nonetheless, the UCOP budget remains confusing: the May 2018 UCOP budget
presentation to the Regents is 41 pages long. While this report includes significant new
detail comparing the current fiscal year to the proposed budget, discussions of reserves
and other information, it remains difficult to interpret.

Additionally, UCOP continues to present the overall UC budget to the Regents in
November, and then the UCOP budget in May. This bifurcated process does not allow
the Regents to review the UCOP budget before it makes other key UC budget
decisions, including tuition levels and enroliment growth. Furthermore, waiting until May
to present the UCOP budget hinders the Administration and Legislature’s ability to
review this budget before determining an appropriate amount of state funding for UC
and UCOP.
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UC has reviewed post-audit reports. As noted previously, UC commissioned two
significant reports after the audit to review UCOP’s missions, redundancy with
campuses, and other potential reforms. One report, conducted by the Huron consulting
firm, provided options for major changes to UCOP, including moving major programs
like the Agriculture and Natural Resourced division to a campus, separating UC’s
medical centers from the current UC structure, and consolidating or eliminating some
UCOP divisions and employees. The other report focused on campus and UCOP
redundancies. UCOP reports that 8 of its divisions are making changes based on these
reviews, it has moved two UCOP programs — Education Abroad and UC Mexico — to
campuses, streamlined some communication and committee processes between UCOP
and campuses, and launched a review of the capital outlay process. The Subcommittee
may wish to ask UCOP for a more thorough description of the outcomes of these
reviews.

ASSEMBLY BUDGET COMMITTEE 31




SUBCOMMITTEE NO. 20N EDUCATION FINANCE MARCH 19, 2019

ISSUE 9: UC PATH

The Subcommittee will discuss UC Path, a project to integrate numerous payroll and
human resource functions into one system.

PANEL

e Mark Cianca, University of California Office of the President

BACKGROUND

The Payroll, Academic Personnel, Timekeeping, and Human Resources Project, or
UCPath, was conceived in 2009, and it became a part of its Working Smarter initiative,
an effort led by the Office of the President to achieve administrative efficiencies
systemwide by reducing costs or increasing revenues. The Office of the President
anticipated that when fully operational, UC Path would replace its existing
Payroll/Personnel System (legacy payroll system), which has evolved into 11 variations
in use across the campuses. In its 2011 business case supporting the implementation of
UC Path, which was created two years before the current university leadership took
office, the Office of the President noted that the legacy payroll system was more than 30
years old and was at significant risk of breakdown because of its aging technology. The
legacy payroll system also has serious limitations, including high maintenance costs,
limited reporting functions, reliance on manual processing, and inadequate capability for
the university’s current payroll environment.

A 2017 review of the project by the State Auditor included several critical findings:

e The project is hundreds of millions of dollars costlier than the first estimate, which
was $170 million.

e The Office of the President originally estimated that it would complete UC Path
by August 2014, but it has delayed the implementation date by nearly five years,
to the end of 2019 at the earliest.

e The $753 million in cost savings, primarily from staff reductions, that the Office of
the President anticipated would result from UC Path’s implementation, will not
materialize.

e Despite the significant departures from the original estimated cost, schedule, and
savings for UC Path, the Office of the President has not consistently informed the
UC Board of Regents of UC Path’s challenges.

e Weaknesses in the Office of the President’s project management contributed to
UC Path’s escalating cost and schedule delays. Specifically, it set aggressive
schedules that are susceptible to delays caused by project scope changes or
staffing constraints, and it did not establish rigorous change management
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processes that would have allowed it to assess how changes to the project’s
scope would impact its cost and schedule.

The audit made several recommendations to the Regents and the Office of the
President to improve the project process, including more frequent and detailed reports
to the Regents at public hearings, and developing better planning and oversight of the
project.

As discussed earlier, the 2017 Budget Act created a new, separate line item for the
Office of the President, which includes funding for UC Path. This action changed the
funding for the project from a campus assessment model to state General Fund
support. The Budget Act provided $52.4 million General Fund for UC Path in 2017.
The 2018 Budget Act included the same amount of General Fund but allowed the Office
of the President to increase the UC Path budget by up to $15.3 million via campus
assessment.

UC will provide an update on UC Path implementation at this hearing. Previous
Regents' reports and staff briefings indicate the following:

e About one-third of UC employees — about 77,000 — are now receiving
paychecks through the UC Path system. This includes the Riverside, Merced,
Los Angeles and Santa Barbara campuses, as well as the Office of the
President and the Associated Students of UCLA. Berkeley is expected to join
the system this month, and Irvine, San Francisco, San Diego, Santa Cruz are
scheduled to launch by the end of the year, as is Hastings College of the Law
and Lawrence Berkeley National Laboratory. The Davis campus was
supposed to join within the next few months but has been delayed; an exact
launch date is unknown.

e UC forecasts that the project will cost $547.2 million, with additional campus
costs of $214.3 million.

e Operating costs for UC Path are $71.2 million in the current year.

e Hundreds of students and some other UC employees have reported issues
regarding paychecks as the system has launched. UCOP has noted that
system defects, data-entry errors, and late time cards have contributed to the
errors, which left graduate students and some workers with inaccurate or
missing paychecks. UAW, which represents graduate students, and the
Teamsters, who represent some clerical and trades workers at UC, have both
complained that their members have faced missing or incorrect paychecks.
UC Path has implemented efforts to provide students with correct payment
within 24 hours of notification of a problem, and UC and UAW recently
reached agreement over a remedy for affected students: each affected
academic student employee will receive $150 (net after taxes); and employees
with paycheck issues of more than one month will receive additional
compensation, as appropriate, up to a maximum of $450.
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Governor's 2019-20 Budget Proposal

The Governor's Budget continues the separate line item for UCOP and UC Path, and
maintains state General Fund support for UC Path at $52.4 million General Fund while
allowing a supplemental campus assessment of $15.3 million.

STAFF COMMENT

The UC Path project is clearly needed, as UC campuses currently operate multiple old
and failing payroll systems. But the project has clearly been troubled by poor planning
and lax regental oversight. Recent paycheck problems for some students and
employees are troubling; many students rely on their UC pay to cover rent or other living
costs that they face whether their paycheck is accurate, on-time, or not.

While UC Path officials have sought to address these paycheck issues, this transition
has caused hardship. The Subcommittee may wish to ask UC Path what lessons have
been learned from these recent issues, and how they can be avoided as new campuses
are brought into the system.

This agenda and other publications are available on the Assembly Budget Committee’s website at:
https://abgt.assembly.ca.gov/sub2hearingagendas. You may contact the Committee at (916) 319-2099.
This agenda was prepared by Mark Martin.
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