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THE PRESIDENT'S MESSAGE

In its optimism and its orientation to the future, The Regents' 1998-99 Budget reflects
the past three years of much-needed fiscal stability and growing public recognition of
UC's importance to California. Thanks to the Governor’'s and the Legislature’s
commitment to higher education and the talent and dedication of our faculty and staff,
the University has sustained its excellence despite the unprecedented cuts of the early
1990s. To mention just a few recent indicators of UC's remarkable academic quality:

A recent national study of research universities, The Rise of American Research
Universities, ranks all eight UC general campuses in the top group of public
research universities with respect to faculty research productivity. This finding
confirms what the National Research Council had shown in its 1995 study of
American graduate programs: academic quality is spread throughout the UC
system, not just concentrated in its older and larger campuses.

. Seven of the University's nine campuses are included in the top thirty universities
nationwide in terms of memberships in the prestigious National Academy of
Sciences, a record unmatched by any other university system.

. Six of the University's eight general campuses are members of the Association of
American Universities, an organization composed of 65 of the most distinguished
public and private universities in the country--an achievement also unequalled by
any other university system.

None of this would have been possible without the help of the State, which has more
than honored the four-year compact with higher education and provided the University
with funds to buy out proposed student fee increases; the alumni and friends who for a
third consecutive year have pledged more than $700 million to support the University;
and the Congress and President, who have made federal research a high priority and
have provided financial relief for our students and their families. All of these actions
have been critical to our ability to maintain quality and access for the citizens of
California.

We have accomplished much these last few years. We have enrolled more students
than are provided for in the budget. We have continued to offer the classes our
students need to graduate in a timely fashion, because our faculty have continued to
maintain increased workloads. We have significantly stepped up our outreach efforts.
We are working more closely than ever with our colleagues in the community colieges
to ensure a seamless transition from one segment to the other. We have maintained
our commitment to provide students with financial support.

The Regents’ Budget for 1998-99 is an assessment of what we need to meet our
responsibilities to California and a blueprint of our aspirations for the future. Both are
reflected in the initiatives and priorities this budget proposes for next year.



With this budget, we are taking what we believe will be the last step in a multi-year plan

to increase faculty salaries so that we can level the playing field in competition with

other distinguished universities, and thereby continue to attract and retain the best and :
the brightest. :

The funding provided in this budget will enable us to continue to honor the Master Plan
and provide a space to all eligible California high school graduates wishing to attend the
University.

We are asking the State to help us continue our progress in creating the California
Digital Library, which will move California into an era in which our libraries, at the press
of a button, can come to students, scholars, and citizens wherever they are, whenever
they wish.

We are expanding our investment in research targeted to critical sectors of the State's
economy. The biotechnology industry--born of university-based research and fueled by
a constant flow of ideas and talented people from UC and other leading research
institutions--is a success story we are seeking to replicate in semiconductor
manufacturing, multimedia and digital telecommunications, and other industries ripe for |
additional investments. 1

We are accelerating our investments in instructional technology so that our students will
continue to have access to state-of-the-art instruction. Our faculty have long been
pioneers in using and developing this technology. Given the speed with which the
digital environment is evolving, new investments are needed.

We will be devoting major efforts to implementing the Outreach Task Force report, an
ambitious plan to attract students from all backgrounds consistent with The Regents'
decision to seek new paths to diversity. There is no university in the world that offers
students greater opportunities to study and work with people who represent every walk
of life and every variety of intellectual perspective. With the help of our colleagues at all
levels of education, | am confident that the University will be a leader in the future as it
has been in the past. We will work hard this year to secure the resources we need for
this critical effort.

We are putting special emphasis on repairing and renovating our aging facilities. The
budget plan includes a proposal for systematic funding to make our classrooms,
laboratories, offices, and other facilities more adequate to the demands of teaching,
scholarship, and research.

We are poised to move ahead with planning for the tenth campus and the expansion of ‘
academic programs in the San Joaquin Valley. With a targeted enroliment of 1,000 f
students beginning in 2005, this would be the first new University of California campus |
in over 30 years. We intend that it will truly be a campus for the twenty-first century,



taking advantage of the stunning advances in technology that have taken place in
recent years.

Looking to the future, it is clear that the University must be ready to face some sobering
realities:

Student demand is expected to grow dramatically in the next fifteen years. Qur
enrollment has expanded during the 1980s and 1990s, and is expected to continue
expanding moderately over the next several years. After this period of moderate
growth, however, we are expecting a dramatic increase in student enroliment. I am
concerned about whether the University will have adequate resources to
accommodate this growth, keep UC affordable, and maintain our quality, especially
because we have not recovered from the deep and painful cuts of the early 1990s.

. We are in the last year of the compact with the State. Competing constitutional and
statutory demands on the State's general fund have profoundly affected the State's
funding priorities. Given these competing demands, we have been working closely
with the Legislature and the Governor to craft a long-term funding policy that would
ensure funding for our minimum budget needs and recognize enroliment growth.
This halimark legislation, which represents one of the best hopes for the University's
future, is now before the Governor for action.

. The President and the Congress have reaffirmed their commitment to balance the
federal budget by 2002. The University of California is a major recipient of federal
funds: the federal government provides nearly 55 percent of our research
expenditures, over half of the financial aid our students receive, and about one-third
of the net operating revenue of our teaching hospitals. Because the economy has
grown at a fast rate in 1997 we will see increases in domestic discretionary funding
in 1998-99, and the cuts needed to bring the federal budget into balance by 2002
will be delayed until at least 2000. We continue to be concerned, however, with
proposed changes in federal Medicaid and Medicare programs which are expected
to hit academic medical centers especially hard.

Research universities like the University of California are among the nation's greatest
treasures and wisest investments. They are also among the most dynamic and resilient
of our institutions. | am proud of what UC has been able to accomplish during a decade
remarkable for the challenges it has posed to colleges and universities throughout the
nation. And | am deeply grateful to the faculty and staff whose tremendous talent and
loyalty have enabled the University, despite all obstacles, to keep its promises to the
citizens of California.

Richard C. Atkinson
October 1997
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FOREWORD

The University of California was founded in 1868 as a public, State-supported land
grant institution. It was written into the State Constitution as a public trust to be
administered under the authority of an independent governing board, The Regents of
the University of California. There are nine campuses: Berkeley, Davis, Irvine, Los
Angeles, Riverside, San Diego, San Francisco, Santa Barbara, and Santa Cruz. All of
the campuses offer undergraduate, graduate, and professional education; one, San
Francisco, is devoted exclusively to the health sciences. The University operates
teaching hospitals and clinics on the Los Angeles and San Francisco campuses, and in

Sacramento, San Diego, and Orange counties. Approximately 150 University institutes,

centers, bureaus, and research laboratories operate in all parts of the State. The
University's Agricultural Field Stations, Cooperative Extension offices, and the Natural
Reserve System benefit people in all areas of California. In addition, the University
provides oversight of the three Department of Energy Laboratories.




Organization of The Regents’ Budget

The Introduction and Executive Summary provide an overall perspective on the major
policy issues, specific objectives, and priorities for 1998-399. The subsequent sections
discuss programs in more detail and provide fuller justification of requests for funding
increases. The budget is structured to accommodate the reader who does not go
beyond the Executive Summary or who wants information on selected topics only.
Therefore, important themes are repeated throughout the budget.
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INTRODUCTION TO THE 1998-99 BUDGET

The University's annual budget is a statement of resources needed to maintain access
and ensure the continued excellence of University programs. Funding requests in the
budget reflect both long-term and short-term academic program objectives that have
been identified and reaffirmed in the University's ongoing planning process. The
budget is developed through a decision-making process that involves faculty, students,
administrators, and The Regents.

University Missions

The University's fundamental missions are teaching, research, and public service.
Undergraduate instructional programs are available to all eligible California high school
graduates and transfer students from the California Community Colleges who wish to
attend the University of California. The California Master Plan for Higher Education
designates the University as the primary State-supported academic agency for research
with exclusive jurisdiction in public higher education over instruction in law and graduate
instruction in medicine, dentistry, and veterinary medicine. Sole authority among public
higher education institutions is also vested in the University to award doctoral degrees
in all fields, except that joint doctoral degrees with the California State University may
be awarded.

The Master Plan was comprehensively reviewed in March 1985, first by a blue-ribbon
citizens' commission and later by the Joint Legislative Committee for Review of the
Master Plan for Higher Education. Subsequently, the Legislature approved and the
Governor signed legislation that reaffirms the University's missions.

University Programs

The University of California is internationally renowned for the quality of its academic
programs and the distinction of its faculty. UC faculty are well represented in the
membership of prestigious organizations such as the National Academy of Sciences
and among winners of the Nobel Prize and Guggenheim Fellowships. In this past year
three UC faculty were awarded the National Medal of Science, the nation’s highest
honor for ground breaking scientific research. In May of 1997 eleven University of
California scientists and researchers were among 60 new members elected to the
National Academy of Sciences, bringing the University’s total membership in the
academy to 266. This past winter UC Davis and UC irvine were admitted as members
of the Association of American Universities (AAU) bringing to six the number of
University of California campuses elected to the AAU. UC is the only university system
in the nation with more than one AAU member.



In a recent book, “The Rise of American Research Universities: Elites and Challengers
in the Postwar Era,” authors Graham and Diamond found that UC is in the forefront of
research productivity and in creating new knowledge. The book ranked Berkeley
number one, and Santa Barbara number two, with the six other general campuses
ranked in the top 26 among the nation’s public research universities. The Graham-
Diamond book reinforced the findings of the most recent rankings of the prestigious
National Research Council. Analyzing the doctoral programs of 274 universities, the
Council ranked over half of the University’s 230 graduate programs at the nine
campuses in the top 20 of their field--a performance unmatched by any university
system in the country.

In an unprecedented survey, the National Science Foundation (NSF) showed that the
University of California and its affiliated national laboratories produce more research
leading to patented inventions than any other public or private research university or
laboratory. This study, which is the most thorough examination to date of the scientific
foundation of American patents, highlights the importance of publicly financed scientific
research.

All of these distinctions are evidence of the University’'s preeminence among the
nation’s leading universities, an accomplishment that benefits all of California. The
quality of programs developed and maintained within the University over the years
owes much to the citizens of California, who have long recognized the benefits to the
State of supporting a public university of national and international distinction. These
benefits are discussed in the sections that follow.

Instruction

Instructional programs at the undergraduate level transmit knowledge and skills to
students and also develop their appreciation of the creative process and their ability to
acquire knowledge and evaluate evidence outside the structured classroom
environment. At the graduate level, students experience with their instructors the
processes of developing and testing new hypotheses and fresh interpretations of
knowledge. Education for professional careers, grounded in understanding of relevant
sciences, literature, and research methods, provides individuals with the tools to
continue intellectual development over a lifetime and to contribute to the needs of a
changing society.

Research

As one of the nation's preeminent research institutions, the University provides a unique
environment in which leading scholars and promising students strive together to expand
fundamental knowledge of human nature, society, and the natural worid. The
University's basic research programs yield a muititude of benefits, ranging from
increases in industrial and agricultural productivity to advances in health care and




improvements in the quality of life. A stimulating research environment at the University
aftracts outstanding faculty, enhancing the quality of education available to students at
all levels. The University, with the support of the State, is now expanding its research
partnerships with industry.

Public Service

Through its public service programs, the University disseminates research results and
translates scientific discoveries into practical knowledge and technological innovations
that benefit California and the nation. Through these programs, the faculty and
students apply their knowledge and special skills that help to solve the problems of
today’s society.




EXECUTIVE SUMMARY OF THE 1998-99 BUDGET REQUEST

The University's 1998-99 budget plan was developed on the basis of the four-year
compact with higher education, which has been supported by the Governor and the
Legislature for the past three years. Under the compact, the University expects to
receive average annual increases of four percent in State general funds plus funds for
debt service on capital outiay. The compact also assumes that student fees will
increase, on average, by ten percent a year with one-third of the revenue being set
aside for financial aid to offset the fee increases and the remainder going to help fund
the budget. In each of the last three years the State has provided sufficient State
general funds to fully fund the University's expenditure plan, eliminating the need to
increase student fees. On the last night of the legislative session the Legislature
approved a measure (AB 1318) which provides for a five percent reduction in
systemwide general fees for California undergraduate resident students. This measure
is now before the Governor. Given these actions, it is premature to propose any
changes in mandatory systemwide student fees at this time. A final decision will be
made after the Governor's Budget is released in January.

The goals of the University’s 1998-99 budget plan are to fund enroliment of an
additional 2,000 students, which is the workload growth the University committed to
under the compact; restore competitive faculty salaries; continue to fund the
University's merit program which is key to recruiting, retaining and rewarding the best
faculty and staff; and provide for other inflationary adjustments. The 1998-99 budget
plan provides funding to operate and maintain new space as well as increased funding
for ongoing building maintenance, instructional technology and for the successful
Industry-University Cooperative Research Program. The 1998-99 budget plan includes
funding for two new initiatives. One initiative is the development of a California Digital
Library. The second is a proposal to use up to five percent of the increase in State and
UC general funds to pay for debt service related to deferred maintenance.

The budget plan assumes a $10 million budget reduction, representing the final of four
$10 million reductions called for in the four-year compact that are to be addressed
through productivity improvements. Additional funds are requested to cover the debt
service related to capital outlay.

The budget request is the minimum needed to maintain quality, to be able to offer a
space to all eligible students wishing to attend, and to provide the classes students
need to graduate. The budget plan does not address all of the University’s pressing
financial problems, nor does it seek funding to recover losses incurred during the early
1990s.




While the University has not recovered the fiscal ground lost in the 1990s, the
University has been helped enormously by the four-year compact. The compact, which
is now in its last year, has provided the University with the fiscal stability needed to
begin planning for the future. With the compact coming to an end, the University's
ability to maintain the quality of its academic programs and to preserve access is
vulnerable.

For over thirty years the State has provided higher education with the resources
necessary to realize the vision of an educational system characterized by access,
quality and low fees. However, competing constitutional and statutory demands on the
State’s general funds have profoundly affected the State’s funding priorities. Studies
done by RAND and the Department of Finance suggest that programs without
constitutional or statutory protection, like the University, could see their State support
erode significantly over the next five to ten years—at the same time enrollments are
projected to grow dramatically.

With this in mind and with the compact coming to an end, the University turned its
attention to working with the Governor and the Legislature to develop a long-term
funding plan that would establish the basis for the State to provide the University with
support in the future for basic budget needs and enrollment growth.

The funding plan, which has been approved by the Legislature and as of this writing is
before the Governor for action, is incorporated into AB 1415 (Bustamante). AB 1415
would establish a partnership, beginning July 1, 1999, in which the State would provide
the University (and the California State University) with: (1) at least its proportional
share of the State's general fund budget, consistent with the proportion received in
1998-99; and, (2) additional resources for annual enroliment growth in excess of 1.5
percent. The adjustment for enroliment would be based on the current agreement with
the State regarding the level of support the State is willing to provide for each new
budgeted student. In turn, the University would commit to honor several important
goals, including the following: (1) maintain the quality of academic programs and help
California remain competitive in the global economy; (2) admit all eligible California high
school graduates wishing to attend the University; (3) provide students with the classes
they need to graduate in a timely manner; (4) expand student academic outreach
efforts; and (5) ensure students have a smooth transition from one segment of public
higher education to another.

Under the provisions of AB 1415 it is assumed that there will be sufficient State general
fund revenue and, thus, no increases in general student fees. AB 1415 does not fully
fund all of the University’'s needs, but would provide fiscal stability and allow the
University to meet basic budget needs, including projected enroliment demand, without
having to increase general student fees. This funding strategy would be reviewed in
four years, and a decision made whether it should be continued or modified.



This document describes the University’s basic budget needs included in the 1998-99
plan. Itis possible that the State will continue to benefit from a robust economy and be
able to provide the University with greater increases in State general funds than
assumed under the compact. Therefore, this document also describes high priority
needs that warrant funding if additional State funds are available.

Historical Perspective

The University of California experienced budget reductions of about 20 percent in real
dollars during the late 1960s and early 1970s. Faculty positions and research funding
were cut, and the student-faculty ratio deteriorated by about 20 percent. In the late
1970s and early 1980s, the University again experienced a number of budget cuts. By
the early 1980s, faculty salaries lagged far behind comparison institutions and top
faculty were being lost to other institutions; buildings needed repair; classrooms,
laboratories, and clinics were poorly equipped; libraries suffered; and the building
program came virtually to a halt.

The situation improved significantly in the mid-1980s when a period of rebuilding was
initiated. Faculty and staff salaries were returned to competitive levels; funds became
available for basic needs such as instructional equipment replacement and building
maintenance; and research efforts expanded. The capital budget also improved
dramatically. There was significant growth in private giving and the University once
again became highly competitive for federal research funds.

By the late 1980s, however, the situation began to change. A complicated mix of
political and demographic forces and fiscal problems at the State level led to a growing
erosion of gains made during the mid-1980s. By 1989-90, the University was already
struggling with the early stages of a fiscal problem that subsequently turned into a
major crisis.

1990-91 Through 1993-94

The University experienced sudden and dramatic shortfalls in State funding during the
first four years of the 1990s. Although State funding increased in 1990-91, it was below
the level needed to maintain the base and fund a normal workload budget. Over the
next three years, State funding for the University dropped by $341 million. At the

same time, the University had to cope with inflation, fixed cost increases, and workload
growth. Consequently, the University had to make budget cuts totaling $433 million,
equivalent to roughly one out of every five dollars in its State general fund budget in
1989-90. In addition, normal salary cost-of-living increases could not be provided for
employees and salaries were cut on a temporary basis one year. Student fees were
raised, though significant increases in financial aid helped to mitigate the impact.






this shortfall, initially, in ways that reflected the limited nature of its options in the short
term. As illustrated in Display 2, about half of the loss was taken through budget cuts,
approximately another quarter by providing no salary cost-of-living increases for
employees, and the remaining quarter was made up through student fee increases
accompanied by increases in student financial aid.

Display 3 shows that University budgets were cut by $433 million. Of the total cut, $53 :
million represents a cut made in 1994-95 in order to restore base salary levels following }
a one-time salary reduction in 1993-94. The University's February 1994 repont, :
Program Impact of Budget Reductions, provides extensive detail on the impact of the

budget cuts.

During this time, the University’s general fund workforce declined by a net total of
around 5,000 full-time equivalent (FTE) employees. While much of this decline
occurred through early retirements, a more humane approach than layoffs, the result
was that many fewer people were available to handie the same workload. The
instructional program was protected to the extent possible by making deeper cuts in
other areas such as administration, research, public service, student services, and
maintenance. Administration, especially, was assigned deep cuts both on the
campuses and in the Office of the President. In addition, purchase of scholarly journals
for the libraries was severely curtailed; the backlog of deferred maintenance projects
continued to grow; and the budget for instructional equipment replacement declined to
only about half of the amount needed. Although instructional resources were eroded by
the budget cuts, the University honored the California Master Plan for Higher Education
by continuing to offer a place to all eligible California resident students seeking
admission at the undergraduate level and to provide the classes they needed.

Display 4 shows that faculty and staff received no cost-of-living salary increase for three
years in a row, and in the third year salaries were cut by 3.5 percent for one year. In
addition, in 1991-92, staff received no merit increase and faculty merits were delayed
for one year.

Display 5 shows that student fees increased by about 125 percent over the four years.
However, student financial aid also increased. As shown in this display, financial aid
grants from University funds increased by over $97 million on a permanent basis over
the four-year period.

The measures described above represented near-term responses to sudden budgetary
losses. Recognizing that these cuts would have lasting effects, the University began
looking for long-term solutions to maintaining access and the quality of its academic
programs.
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DISPLAY 3

Permanent Cuts to Campus and Office of the President Budgets
1990-91 through 1993-94 (Including impact on 1994-95)

Cuts
(000's)
1990-91 5% cuts in research, public service, and administration.  $ 25
1991-92  Workforce reductions in both instructional and non- 120
instructional programs; cuts in nonsalary budget;
undesignated cut.
1992-93  Permanent cut of $200 million phased in over two years. 200
1993-94  Reductions in campus and Office of the President
budgets, resulting in further workforce reductions. Part
of the cut was based on hospitals and health sciences
clinical programs; remainder of the cut was to be
accommodated through improved management
efficiencies. 35
1994-95  Reductions in campus and Office of the President 53
budgets in order to fund restoration of salary funds
cut temporarily in 1993-94.
Total $ 433
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DISPLAY 4

COLA (Range) and Merit Increases

1990-91 through 1994-94

Faculty Staff

% %

1990-91 COLA 48 5.0
Merit 2.0 2.0

1991-92 COLA 0 0
Merit 0 0

1992-93 COLA 0 0
Merit related to 1991-92 2.0 0

Merit for 1992-93 2.0 2.0

1993-94 COLA 0 0
Merit 2.0 2.0
(full year) (half year)

Pay Reduction* -3.5 -3.5

*1993-94 only: base salary levels were restored in 1994-95.
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DISPLAY 5

Undergraduate Resident Student Fees
Registration, Educational, and Miscellaneous Campus Fees
1990-91 through 1993-94

1989-90 Total FEES ....oovviiiiiiiiiie e $1,634
1990-91 INCTEASE ... ...ovuiiieiiiie e +186
19971-92 INCIEASE .. ...ooeivieiiieee i eee ettt e e e e e e e e e e e e eaeeaaes +666
1992-93 INCIEASE ... .coiiuiiiiiiiii et +558
1993-94 increase related to 1992-93 budget cut

(Implementation deferred to 1993-94)...............ccccooeeeieennl. +455
1993-94 increase related to 1993-94 budgetcut............................... +175
1993-94 average increase in campus-based fees................cccoeooeo +53
1993-94 Total FEES .....ooviiiiiieee e $3,727

Amount of new financial aid provided from UC sources

Amount
($ in millions)

1990-91 ... $5.9
199192 26.0
1992-93 ... 26.6
1993-94 ...l 39.1

Total ... $97.6
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1994-95

In 1994-95, after four years of steady erosion, the University finally stopped losing
ground fiscally. The State provided the University with a budget increase instead of a
decrease for the first time in four years, an increase of about three percent excluding
revenue bond payments. Base salary levels were restored following a temporary salary
cut in 1993-94, and funding for faculty and staff cost-of-living salary increases (three
percent) was provided for the first time since 1990-91. The student fee increase was
held to ten percent through a compromise agreement to fund deferred maintenance
with debt financing. Increases in financial aid accompanied the fee increase, helping to
offset the impact on needy students. Over five years, through 1994-95, financial aid
grants and other gift aid funded from University sources increased by approximately
$118 million, or nearly 170 percent. A one-time shift of State-funded Clinical Teaching
Support from the teaching hospitals, recognizing temporary net gains, helped to meet
urgent one-time needs in several critically underfunded areas such as deferred
maintenance, instructional equipment replacement, and library books.

While the 1994-95 budget represented a substantial improvement over the previous
years, the University nonetheless remained in a precarious financial condition. Its
share of the State general fund budget was at the lowest point in 20 years (see
Display 6). It was almost as low in the late 1970s and early 1980s, but in those days it

DISPLAY 6

UC General Fund Budget as a Percentage
of State's General Fund Budget

7.0% P
6.5% | |
6.0%
5.5%
5.0% |

4.5% |

4.0%

1970-71
1972-73
1974-75 |
1976-77
1978-79
1980-81
1982-83
1984-85
1986-87
1988-89
1990-91
1992-93 |
1994-95
1996-97
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was possible to recover from a low point. Recovery seemed much less likely in
1994-95 given the stalled California economy and the increasing share of the State
budget consumed by workload growth in prisons, health and welfare programs, the
K-12 schools, and the community colleges. Adding to the problem were the
constitutional or statutory protections most of those programs enjoy, compared to
higher education's unprotected status.

Governor’s Four-Year Compact with Higher Education:
1995-96 Through 1998-99

A major turning point came with the introduction of the Governor's 1995-96 Budget
which included the following statement:

Unfortunately, the fiscal difficulties of the early 1990s
prevented the State from fully meeting the needs of higher
education, and California’s competitiveness has been
jeopardized. Now that the State's resources have begun to
improve, the investment in higher education must be
renewed....A strong system of higher education is critical to
our social fabric and our ability to compete in the global
markets of the 21st Century.

Translating this perspective into action and signaling a very welcome message about
the priority of higher education, the Governor’'s Budget included a compact with higher
education covering the four years through 1998-99. Its goal is to provide fiscal stability
and allow for growth through a combination of State general funds and student fee
revenue. The compact committed to provide general fund budget increases averaging
four percent a year over the four year period ending in 1998-99. The compact includes
general student fee increases averaging about ten percent a year as well as fee
increases for students in selected professional schools. At least one-third of new
student fee revenue is to be earmarked for financial aid, with the remainder used to
help fund the budget. Additional financial aid is to be provided through the State’s Cal
Grant Program. The compact provides additional funds to cover debt service related to
capital outlay projects and deferred maintenance.

Based on the premise that there is a continuing need for efficiencies in order to
maintain student access and program quality within available resources, the compact
also includes a $10 million budget reduction each year for four years, reflecting savings
to be achieved through productivity improvements. This will reduce the University’s
base budget by $40 million by 1998-99. For the capital budget, the compact provides
$150 million a year, with priority given to seismic and life-safety projects, infrastructure,
and educational technology.

15



The compact with higher education will allow the University to continue taking all eligible
students under the Master Plan and providing the classes they need. It supports
growth in general campus budgeted enroliments averaging about one percent annually.
in the health sciences, enroliment levels will remain stable while an increased emphasis
is placed on training of primary care physicians. Faculty salaries are to be restored to
competitive levels by 1998-99, recognizing that recruitment and retention of quality
faculty are fundamental to the quality of instruction and research. Under the compact,
the University will maintain and renew its commitment to teaching undergraduates and
enabling them to graduate in timely fashion, which means that faculty must continue to
teach more than in the past. The University also will continue working toward improved
cooperation and coordination among the higher education segments, particularly with
respect to transfer of students and course credits.

In January 1995, the University developed a 1995-96 budget plan based on the
Governor's compact. The plan received widespread support in the Legislature and was
generally approved. The only change concerned the proposed ten percent student fee
increase. A compromise agreement was worked out among the Governor, the
Legislature, and the University which provided that there would be no general student
fee increase in 1995-96; instead, an additional $28.5 million in State funds was
provided to help offset the loss of fee revenue. The added funds represented about
three-quarters of the revenue that would have been generated by a ten percent student
fee increase net of financial aid, leaving the University with a budget shortfall of $9.5
million. This shortfall was dealt with through one-time actions, pending restoration of
the funds in 1996-97.

1996-97 Budget

The University’s 1996-97 budget plan was developed on the basis of the compact; and
again, it received widespread support in the Legislature. In addition to providing the
University with $82.9 million under the compact, the Legislature and the Governor
provided an additional $27 million in State general funds so that UC students would not
have a general fee increase in 1996-97. The 1996 State Budget Act also provided
funding, above the compact, for several high priorities. These priorities included $5
million for the first phase of the Industry-University Cooperative Research Program, $1
million for the California Supercomputer Center, and $1 million to expand the
University’s academic outreach programs. The 1996 State Budget also included $147
million in general obligation bonds to support the University's capital outlay program
and an additional $5 million in general obligation bonds for high priority deferred
maintenance projects.
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1997-98 Budget

The University's 1997-98 budget, also developed on the basis of the compact, received
widespread support by both houses of the Legislature during the budget process. The
1997-98 budget provides the University with $78.5 million under the compact and an
additional $37 million in State general funds, eliminating the need to increase general
student fees for a third consecutive year. The 1997 State Budget Act also provides
funding to support the California Supercomputer Center (32 million), expand student
academic outreach ($1 million), and make permanent the $5 million for the industry-
University Cooperative Research Program. In addition, funds are provided for several
initiatives. These initiatives include $4.9 million to begin planning for the tenth campus
and to expand academic programs in the San Joaquin Valley, $4.5 million for the
UCSF-Fresno Rural Health Initiative, and $1.1 million for other legislative initiatives.
The 1997 State Budget also includes $150 million in general obligation bonds to
support the University’s capital outlay program and an additional $21.7 million in
general obligation bonds to be used to match Federal Emergency Management Agency
(FEMA) funds to replace the earthquake-damaged medical center at UCLA.

As a result of a court-ordered payment to the Public Employees Retirement System
(PERS), the State found it necessary to make last-minute cuts of more than $1.5 bilfion.
While the University’s budget is a reasonable budget given these circumstances, it
does include an undesignated cut of $12 million. The University views this as a one-
time cut given the one-time nature of the PERS payment, and is seeking restoration in
the 1998-99 budget plan. This is consistent with the provisions of the compact which
committed to provide average annual increases equivalent to a four percent increase in
State general funds and a ten percent increase in student fees in each year of the four-
year period through 1998-99.

Given the Legislature’s general approval of the University's budget plan during the last
three years (1995-96 through 1997-98), and based on discussions with the Governor
and the Department of Finance, the University developed its 1998-99 budget request
on the basis of the four-year compact with higher education. In a departure from the
budget plans developed in the previous three years this plan does not include a
proposal to increase mandatory systemwide student fees. Given the history of the last
three years, projections of continued economic growth, and the Legislature's approval
of AB 1318 which provides for a five percent reduction in general student fees for
California undergraduate resident students, it is premature to propose an increase at
this time. This decision will be revisited after the Governor's Budget is released in
January.

1998-99 Budget
The 1998-99 budget request is summarized below under the heading, “Overview of

1998-99 Budget Request.” In addition to the funding requested as part of the compact,
the University has identified several high priority needs for which additional funding will
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be requested if the State’s revenue situation permits. Immediately following the
overview of the 1998-99 budget request is a brief discussion of these high priority
needs. The University is hopeful that the California economy will continue to be robust,
and that there will be sufficient revenue to fund some, if not all, of these needs.

Planning for the Longer Term Beginning in 1999-2000

Consistent with its commitment to maintain access under the Master Plan, the
University is continuing to focus its planning process on long-term enroliment growth.
Enroliment has grown by 3,500 FTE under the compact, and by 1998-99 is expected to
be about the same as in the early 1990s. In 1998-99 the University expects to enroll
145,000 full-time equivalent (FTE) students, about 2,000 more students than provided
for under the compact. After that, the University anticipates a period of limited and
gradual growth to the year 2005 and then, a very dramatic increase in enroliment.

There is substantial uncertainty about the State’s ability to provide the resources
necessary to accommodate this upsurge in demand. Therefore, the University, in
coordination with CSU, began working with the Legislature and the Governor to craft a
long-term funding plan to provide fiscal stability and the resources needed to maintain
access and quality. As discussed earlier in this section, the proposal is incorporated
into AB 1415 (Bustamante) which has been approved by the Legislature and, as of this
writing, is before the Governor for action.

Between now and 2010, the University projects growth of 45,000 students, with about 5
one-half of this growth occurring between now and 2005, and one-half between 2005
and 2010. By 2005, existing University campuses would accommodate more than
20,000 additional students—nearly equivalent to the enroliment of a new campus—and
another 20,000 in the following five years. Another 5,000 students could be
accommodated at a tenth campus by 2010.

Assuming the availability of adequate resources both to develop a new campus and to
ensure the continued financial health and enrollment expansion at existing campuses,
the University could begin to enroll the first on-campus students at a tenth campus in
fall 2005, with a total enroliment of 1,000 students. Enroliment would increase by 800
students annually, for a total enrollment of 5,000 FTE by fall 2010.

Undergraduate projections are based largely on estimates of the number of California
high school graduates and the proportion that will choose to enroll at UC, together with
projections of transfer students. On an annual basis, the University monitors the key
demographic and financial indicators as well as studies and policy changes that affect
enrollment. A review of these factors in 1997 continued to highlight the uncertainties in
longer-term projections. One factor affecting this uncertainty is the actual rate of UC
eligibility of public high school graduates. A new high school eligibility study will be
completed by the California Postsecondary Education Commission (CPEC) in fall 1997.
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The University’'s enrollment projections will be reviewed again when the University has
had an opportunity to review the findings of the CPEC Eligibility Study.

At the graduate level, growth is planned by projecting the needs of higher education,
the State and the nation, and balancing that assessment with the State's and the
federal government's willingness to provide sufficient resources to support it. The
University is in the beginning stages of developing a new long-term graduate education
plan that will take into account State and national needs for graduate and professional
degree-holders, the availability of financial support for graduate students, and other
factors. Because graduate students add significantly to the transfer of the University's
research findings into California’s economy, high priority must be given to maintaining
the quality of the University's graduate academic programs.

Funding even the modest level of growth projected through 2005 may be a challenge.
On the plus side, there is improvement in California’s economy and a continued priority
afforded to funding higher education, evident in the Legislature’s and the Governor's
support for the compact over the last three years. On the other hand, higher education
must continue to compete for State funds with programs such as K-14 education, health
and welfare, and prisons, many of which are protected budgetarily and all of which have
escalating needs.

At minimum, the University will need funding increases to support enroliment growth
(i.e., faculty positions and related instructional support), maintain competitive faculty
salaries, provide salary and merit increases for other employees that maintain the
University’s merit program, and meet fixed cost increases and inflation in the nonsalary
budget. Funding to meet these basic needs can be achieved through the provisions of
AB 1415 (Bustamante) which would provide the University with its proportional share of
the State general fund budget, using 1998-99 as the base, as well as an adjustment for
annual enroliment growth above 1.5 percent. If signed by the Governor, AB 1415
would be effective beginning with the 1888-2000 budget. This level of funding would
not, however, solve some critical long-term funding problems such as the underfunding
of instructional technology, ongoing building maintenance, deferred maintenance and
facilities renewal, libraries, and instructional equipment replacement.

With respect to the capital budget, campuses should now have adequate space to
accommodate existing enrollments, although the University must continue to make
progress to improve seismic safety and infrastructure, as well to renovate and
modernize existing facilities. Beginning in 1998, the University will need more than the
$150 million per year agreed to under the higher education compact. Beyond 1998-99
annual capital outlay funding is needed in four areas: about $200 million to maintain
the quality of existing facilities, including seismic and life-safety improvements; about
$25-$50 million for deferred maintenance; about $125 million to accommodate
projected enroliment growth; and about $35 million for the tenth campus. In total, the
University estimates it will need about $400 million a year in capital outlay funding.
While the University is committed to meeting a portion of this need through private
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fundraising and by using a percentage of the increase in State and UC general funds
for long-term financing to address deferred maintenance and infrastructure needs, a
minimum of $250 million a year is needed from the State through bond funding.

For both the operating and capital budgets, it is possible that the resources needed to
maintain quality and handle projected enroliment growth through 2005 will be available.
Increases in State funds and student fee revenue alone, however, will not achieve the
goal. Considerable belt-tightening will be required. As discussed in the University's
January 1997 report titled, 7996-97 Budget Plan for Productivity Improvements,
efficiencies have been initiated that affect many aspects of the University as efforts
have been made to become more economical and efficient. Changes in administrative
processes, academic program support, student services and business practices as well
as cost-saving measures have been implemented. The campuses continue to pursue
these efforts, which grew out of the fiscal difficulties of the early 1990s. Two UC
campuses were among seven universities that won management improvement awards
from the National Association of College and Business Officers (NACUBO). These
awards were given for improving administrative programs and reducing costs. The
University must continue with productivity improvements and restructuring efforts,
including reallocation of funds to meet high priorities.

The University continues to be aggressive in searching out and developing non-State
revenue sources, particularly private funds. In 1997, the University received more than
$700 million in gifts, private grants and pledges for a third consecutive year. While the
outlook for federal funds to support research in the immediate future is encouraging,
there is concern about the level of cuts that will be required beginning in 2000 in order
to achieve a balanced federal budget by the year 2002. Great concern remains with
respect to federal funding for the University’s teaching hospitals. Increases in the rate
of federal Medicare and Medicaid funding provided for educational institutions are
expected to be significantly less than previously authorized.

Overview of the 1998-99 Budget Request

This budget document discusses how the base budget is spent as well as the need for
funding increases. As indicated earlier, University budgets have already been cut by a
total of $433 million and additional budget reductions totaling $40 million are anticipated
by 1998-99 related to productivity improvements. On top of this, the 1997-98 budget
includes a $12 million undesignated budget cut. The University views this as a one-
time cut because it is the direct result of a one-time payment to the Public Employees
Retirement System (PERS), made at the direction of the courts. The goal of the
1998-99 budget request is to maintain fiscal stability and allow for modest enrolliment
growth, consistent with the four-year compact with higher education. Funding increases
requested for 1998-99 reflect the University's minimum needs if it is to maintain quality
and provide student access in the near term.

20




The University’s 1998-99 budget plan was developed on the basis of the four-year
compact with higher education, which has been supported by the Governor and the
Legislature for the last three years. The budget request does not solve all of the
University's pressing financial problems. Some of these needs, such as instructional
technology, are discussed in terms of additional needs that represent high priorities for
funding should sufficient State general funds be available. For other critical needs,
such as deferred maintenance and facilities renewal, the University is proposing multi-
year funding plans with funding beginning in 1998-99.

The 1998-99 budget request primarily seeks to support budgeted enroliment growth of
2,000 students, recognize the impact of inflation and fixed cost increases, restore
competitive faculty salaries, maintain the University's merit program, provide for the
operation and maintenance of new space as well as provide increased funding for
instructional technology, ongoing building maintenance, and the Industry-University
Cooperative Research Program. Funds for debt service related to capital outlay are
requested as well. The budget also assumes a $10 million budget reduction,
representing the final of four annual $10 million reductions called for in the compact that
are to be addressed through productivity improvements. Included in the 1998-99
budget plan are two new initiatives, one related to the development of a California
Digital Library and the second which takes a first step to address the growing problems
of deferred maintenance and facilities renewal.

Display 7 identifies the components of the 1598-99 request for a budget increase
totaling $153.9 million. Each component is discussed in more detail below. The display
also identifies proposed fund sources to meet the budget request, including: (1) an
increase in State general funds of $135 million comprising a four percent increase in
State General funds, consistent with the higher education compact, plus $39.5 million in
revenue equivalent to what would be available if general student fees were increased
by ten percent (net of financial aid). For purposes of this document, the revenue from
both sources is combined, recognizing that this is dependent upon actions taken by the
Governor and the Legislature. The $135 million increase also reflects restoration of the
one-time $12 million cut included in the 1997-98 budget; (2) increased UC General
Fund income, including revenue from a $400 increase in nonresident tuition, net of
financial aid; and (3) revenue from planned increases in professional school fees, net of
financial aid.

Although the higher education compact calls for annual student fee increases averaging
ten percent, no general student fee increase is proposed at this time. Given the actions
taken by the Governor and the Legislature in each of the last three years to “buy out”
proposed student fee increases, and the Legislature’s approval of AB 1318, which
would reduce systemwide fees for undergraduate resident students by five percent, it is
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DISPLAY 7
SUMMARY OF 1998-99 REQUESTED BUDGET INCREASE

($ millions)
1997-98 Operating Budget—State General Funds $2,090 (a)
Total State and UC General Funds plus Student Fee Revenue 2,986 (a)

Base Budget — Based On The Compact

Fixed Costs & Economic Factors
Restoration of undesignated cut

Continuation costs associated with one-month salary delay $6.0

Restoration of one-time cuts 6.0
Three-month continuation costs of 1997-98 salary increases 15.8
Merit salary increases for eligible employees 35.2
Funding equivalent to an average 2% cost-of-living salary increase

for employees on 10/1/98 31.6
2.5% parity salary increase for ladder rank faculty on 10/1/98 14.6
2.5% price increase 12.2
Productivity improvements (10.0)

Workload Increases/New Initiatives

Funding for 1.4% enrollment growth (2,000 FTE students) 14.6
Professional school expenditures funded by professional school fees 3.9
Instructional technology 4.0
New space to be maintained 3.0
Building maintenance- 6.0
Industry-University Cooperative Research Program 2.0
California Digital Library 3.0
Deferred maintenance/capital renewal (debt financed) 6.0
Total Increase Requested Under the Compact $153.9(b)
% increase over base (State and UC General Funds) 51%

Fund Sources
State General Funds (or combination of State general funds and

student fee revenue) $135.0
UC General Fund income increase (including 4.5% increase in

nonresident tuition) 15.0
Planned increases in professional school fees (net of financial aid) 3.9
Total Funds Available $153.9

(a) Excludes debt service for capital outlay

(b) For purposes of this table, this assumes revenue equivalent to a combination of a 4% increase in
State general funds and a 10% increase in student fees, recognizing that this is dependent upon
future actions of the Governor and the Legislature. Pending action by the Governor is AB 1318 which
would reduce fees by 5% for undergraduate resident students, and provides for a 2-year freeze in
fees for resident students in graduate and professional school programs. AB 1318 appropriates funds
to offset the fee reduction.
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premature to propose any changes at this time. The question will be revisited after the
Governor's Budget is released in January.

As of this writing, the budget assumes continued implementation of the plans approved
previously by The Regents to bring selected professional school fees to the average of
fees charged by schools of comparable quality around the nation. This decision will be
revisited once the Governor takes action on AB 1318 (Ducheny). In addition to
reducing fees for undergraduate resident students, this bill provides a two-year freeze
in fees for California resident students enrolled in graduate or professional school
programs.

Also included in the budget is a proposal to increase nonresident tuition by 4.5 percent
($400) which is equivalent to the estimated growth in the California per-capita personal
income. Nonresident tuition, which remained at $7,699 from 1991-92 through 1995-96,
was increased to $8,984 in 1997-98. Statewide policy calls for consideration of the
following in setting the level of nonresident tuition: (1) the total nonresident charges
imposed by the public salary comparison institutions and (2) the cost of instruction.
With a $400 increase, total fees and tuition charged to nonresident students at the
University will be about the same as projected charges at the public salary comparison
institutions.

The total requested budget increase from all fund sources is 5.1 percent when
calculated on a base that includes programs funded from State and UC General funds
and student fees (Educational Fee, University Registration Fee, and the Fee for
Selected Professional School Students).

Fixed Costs and Economic Factors
Restoration of Funds Cut Temporarily in 1997-98

The 1998-99 budget plan includes restoration of the one-time undesignated $12 miilion
cut sustained in 1997-98. The University plans to absorb about one-half by delaying

the implementation of salary increases for faculty and staff by one month. Restored ;
funds will pay for the continuation costs associated with this delay.

The other half will be dealt with by utilizing 1996-97 excess general fund income that
the University had planned to provide, consistent with authority in the Budget Act, for
deferred maintenance and instructional equipment. Every effort will be made during the
current budget year to make other one-time cuts so that these funds can be restored to
help address the University’s growing deferred maintenance problems.

Continuation Cost of 1997-98 Salary Increases

The 1997-98 budget includes funding equivalent to an average two percent cost-of-
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living salary increase (COLA) for University employees and an additional three percent
parity salary increase for faculty only, both effective October 1, 1997. Because 1997-98
funding is sufficient to pay the salary increases for only nine months, from October
through June, full-year funding must be provided in 1998-99.

Merit Salary Increases for All Eligible Employees

Funding for merit salary increases, which are increases within existing salary scales, is
again among the University's highest budget priorities. The merit salary program
recognizes and rewards excellence and is critical to the preservation of quality. Merit
salary increases are not automatic. Academic merit salary increases are awarded only
after extensive review of individual achievements. Staff merit salary increases are
awarded to eligible individuals on the basis of performance.

Cost-of-Living Salary Increase on 10/1/98

Within the framework of the compact with higher education, the University is requesting
funding equivalent to an average two percent cost-of-living salary increase for
University employees. In addition, funding equivalent to an additional 2.5 percent parity
salary increase for faculty only is requested as the final step in the plan to restore
competitive faculty salaries by 1998-99.

Historically, requests for faculty salary increases have been based on salaries at eight
institutions used for salary comparison and requests for staff salary increases have
been based on equivalent treatment with State employees. Until 1995-96, other
academics received, on average, the same salary increases as faculty. Under the
compact with higher education, the University's goal is to restore faculty salaries to the
average salary level at the comparison institutions by 1998-99 and through a
combination of merits and COLAs, to provide salary increases for other employees that,
on average, at least keep pace with inflation. Actual salary and benefit actions for
University employees may be subject to notice, meeting-and-conferring, and/or
consulting requirements under the Higher Education Employer-Employee Relations Act
(HEERA).

University employees received a two percent cost-of-living increase in 1997-98,
allowing salary increases to essentially catch up with increases previously provided to
State employees. State employees did not receive a COLA in 1997-98. Before they
adjourned, however, the Legislature and the Governor reached agreement on several
maijor issues. One of these agreements was that State employees should receive a
cost-of-living salary adjustment in 1998. Contract talks are now underway. Given an
anticipated increase in COLAs for State employees and projected inflation, the 1998-99
budget plan includes an average two percent cost-of-living adjustment for University
employees cornbined with normal merit increases.

24



2.5 Percent Faculty Parity Salary Increase on 10/1/98

Funding equivalent to an additional 2.5 percent parity salary increase for faculty only is
requested as the final step in the University’s plan to restore faculty salaries to the
average salary level at the eight comparison institutions by 1998-99. With funding for
normal merit increases, a cost-of-living salary increase averaging two percent, and a
parity salary increase averaging 2.5 percent, preliminary estimates indicate that by
1998-99 salaries of University faculty will again be competitive with facuity salaries at
the comparison institutions. Updated projections will be available in November.

The lag in faculty salaries sent a negative message about the University across the
nation, making it more difficult to recruit and retain individuals who meet UC's traditional
high standards. Nothing is more certain to undermine quality than a persistent inability
to offer competitive salaries. Maintenance of the University's historic position in the
marketplace is absolutely essential if its quality is to be maintained.

Price Increases

In order to offset the impact of inflation on the nonsalary budget and maintain the
University's purchasing power, funds are requested to cover price increases averaging
2.5 percent. Although the University purchases many commodities--library materials,
technical supplies, specialized equipment, whose costs exceed current inflation
estimates, the request for funding is limited to estimates of general inflationary
increases.

Productivity Improvements

Consistent with the terms of the four-year compact, the University’s 1998-99 budget
proposal includes a $10 million budget reduction to be addressed through productivity
improvements. The compact calls for productivity improvements of $10 million in each
of four years, resulting in a total base budget reduction of $40 million by 1998-99. The
basic premise is that there is a continuing need for productivity improvements in order
to maintain student access and program quality within available resources. This is not
a new concept. The University had to cope with budget cuts totaling $433 million
dollars in the early 1990s and, thus, is very familiar with the need to do more with less.

The University issued a January 1997 report titled 1996-97 Budget Plan for Productivity
Improvements. This report, which will be updated in early 1998, discusses ongoing
efforts to streamline administrative processes and improve services to students. It also
describes plans to achieve $10 million of productivity improvements in 1996-97.
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Workload
Funding for Enroliment Growth of 2,000 FTE Students

The University is committed to maintaining access under the Master Plan. Throughout
the years of budget cuts, the University managed to keep its historic promise to the
citizens of California by continuing to offer admission to all eligible Californians applying
at the undergraduate level and providing a quality education.

The four-year compact supports growth in general campus budgeted enroliments
averaging about one percent annually. Accordingly, the University is seeking $14.6
million in State funds, or $7,300 per student, to support an increase of 2,000 FTE
students, bringing total budgeted general campus enroliment to 143,000 in 1998-99.
The $7,300 per student is based on a negotiated agreement with the State regarding
the level of support the State is willing to provide for each new budgeted student. The
added funding will provide salary and benefits for 107 faculty positions; related
instructional support such as clerical and technical personnel, supplies and equipment;
support for teaching assistant positions; institutional support; and support for libraries
and student services.

During the 1994-95 budget process, the University and the Legislature agreed on
supplemental budget language that phased in a funding ratio of one faculty position for
every additional 18.7 FTE students added to the University’'s budgeted enroliment. This
ratio represents a substantial deterioration from the budgeted ratio of 17.6 to one that
was funded in the 1980s and early 1990s. An 18.7 to one ratio is less favorable than
the average 17 to one ratio at the University’'s four public salary comparison

institutions, and much less favorable than the average ratio of 10.4 to one at the four
private institutions used for salary comparison.

By 1998-99, UC enrollments are expected to be about the same as they were in the
early 1990s. Given annual growth in budgeted enroliments averaging one percent and
an 18.7 to one student-faculty ratio, the University will be functioning with about 500
fewer faculty by 1998-99 than under the historic ratio. And, because of the University's
commitment to maintain access, it expects to enroll about 2,000 more students than
provided for in the budget.

Professional School Expenditures Funded by Professional School Fees

For general campus programs, State funds will be supplemented with income from the
Fee for Selected Professional School Students (net of financial aid), which will be used
to help fill vacant positions and meet related instructional costs in the schools of
business/management, law and the school of theater/fiim/television at Los Angeles.
Income from the Fee for Selected Professional School Students will be used for these
same purposes in the schools of medicine, dentistry, optometry, pharmacy, nursing and
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veterinary medicine, thereby treating the health sciences equivalent to the general
campuses with respect to net budget cuts.

Instructional Technology

The 1998-99 budget plan includes $4 million to support the University's growing use of
instructional technology. Technology is a critical element of the University's continued
commitment to maintain the quality of its teaching and research programs. Computers
have become nearly-universal tools in higher education. They are used to glean
information from global networks, for communication and collaboration, and for every
imaginable application from writing reports to laboratory simulation to architectural
design. They have become the engines of inquiry in the sciences and of creative
expression in the arts. Technological competence is an essential skill for students to
succeed in the era of electronic information.

Instructional technologies permeate much of the curriculum, ranging from improvement
of course administration to muiti-media capabilities. UC campuses are providing
students with connections from libraries, laboratories and dorm rooms to the Internet
and the World Wide Web. Students use electronic mail to communicate with faculty
and web browsers to access on-line course information and to register.

New investments are required. A fully functional digital environment for teaching and
learning is not a steady state that can be achieved with a one-time expenditure. The
rapid evolution of hardware and software requires a continuous cycle of replacement
and upgrade, and technology-enhanced teaching and learning requires recurring
expenditures for maintenance and support.

New Space To Be Maintained

Funds are requested to support basic maintenance of additional space to be occupied
in 1998-99 by programs eligible for State funding.

Building Maintenance

Consistent with the concept supported by the Legislature to fully fund ongoing building
maintenance over a number of years, the University is requesting an increase of $6
million for ongoing building maintenance. The $6 million represents the University's
continued commitment to move ahead with a multi-year plan to properly fund the
University's building maintenance program, which is currently underfunded by more
than $50 million. This continues to be a high priority for the Legislature.
Industry-University Cooperative Research Program

The Industry-University Cooperative Research was established in 1996-97 to help fund
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collaborative research projects in targeted fields critical to California's economy. In its
first two years, the program has been supported with $3 million in University funds and
annual allocations of $5 million in State general funds as well as matching funds from
industry. The University’s 1998-99 budget plan includes $2 million to expand the
Industry-University Cooperative Research Program.

The major focus of the program in 1996-97 was on biotechnology. In its first year, 46
biotechnology research projects were funded. These included research on topics such
as “biocompatible” materials for surgical implants, new antibiotics to fight increasingly
pervasive antibiotic-resistant infections, new cancer drugs, and biomass technology that
turns rice straw into alternative fuel sources such as ethanol. The 46 research projects
are also providing training opportunities for 65 graduate students and postdoctoral
investigators. In 1997-98 research support will be provided for two new fields. Under
consideration are the fields of digital media, semiconductor manufacturing, wireless
communications, and information technologies.

New Initiatives

California Digital Library

The University is embarking on a groundbreaking effort to create the California Digital
Library, a resource that will eventually be accessible to all of California. The
University’s 1998-39 budget plan includes $3 million to initiate a number of strategies to
guide the UC libraries through the transition to the digital future while maintaining and
improving current collections and services. Initial strategies include the establishment
of a digital library for UC named the California Digital Library (CDL), the development of
a Science, Technology and Industry Collection as the charter collection of the Digital
Library, and the creation of mechanisms to allow more effective resource-sharing and
collaborative collection building among the University’s libraries.

The CDL will provide digital library services for the University and serve as the
mechanism for continued planning. Planning and development efforts over the next
three-to-five years will focus in large part on implementing the digital library and
integrating its operations and services with the other elements of the library system.

The CDL will license, acquire, develop and manage electronic (digital) content in
support of campus academic programs and facilitate access to the collection. The
CDL, which will complement the existing University library system, will focus initially on
the needs of UC students, faculty and staff. During its first year of operation, the
University will develop a delivery mechanism for electronic materials, support
digitization of books and periodicals, establish policies and procedures for archiving
digital content, encourage electronic publishing by faculty, and assist campuses in
providing user support and training.
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In 1997-98 the University will make an initial investment of $1 million to initiate this
effort. The 1998-99 budget plan includes a request for $3 million in State funds to bring
the permanent budget up to $4 million.

Deferred Maintenance and Facilities Renewal

The 1998-99 budget plan includes a special emphasis on facilities needs. Ongoing
building maintenance is currently underfunded by about $50 million annually, there are
no permanent general funds for deferred maintenance, the backlog of deferred
maintenance projects now exceeds $500 million, and only a fraction of the University’s
capital improvement budget is used to replace worn-out building systems. There is no
systematic funding to address these needs. Renovation of facilities to meet seismic
and life-safety standards, and modern academic program needs, is generally carried
out through the capital budget, which is severely constrained given the limited
availability of State capital outlay dollars. The 1998-99 budget includes a proposal to
authorize the University to use up to five percent of the increase in State and UC
general funds as debt service to pay for the long-term financing of these needs. In
1998-99 the University is planning to use $6 million for this purpose and estimates that
it will be able to fund deferred maintenance and infrastructure projects totaling $50 -
$60 million.

Priorities for Additional Funding

The University has identified a number of high priority needs that warrant funding
beyond what can be provided through the compact. If the State budget continues to
benefit from a healthy economy, the University is hopeful that there will be sufficient
revenue to allow the State to provide funding for some, if not all, of the priorities
identified. Decisions on which needs to fund, and at what level, will be made after it is
known whether additional resources will be made available for the University.

The 1998-99 budget plan reflects the minimum funding needed to maintain the
University's basic needs. Under the four-year compact with higher education the
budget plan is to be funded from a combination of increases in State general funds,
general student fees, UC general funds (including an increase in non-resident tuition),
and planned increases in selected professional schools fees.

In 1995-96, in 1996-97 and again in 1997-98, there were no general student fee
increases. The Regents have been able to maintain general student fees at 1994-95
levels because the Legislature and the Governor provided sufficient revenues to fund
the University’s budget plans. In 1995-96, the State provided the University with $28.5
million to partially “buy out” the proposed student fee increase, leaving the University
with a budget shortfall of $9.5 million. One-time actions were used to deal with the $9.5
million, which was restored by the State in 1996-97. In 1996-97, the State provided the
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University with $27 million (as proposed in the Governor's budget) above the compact
to “buy out” the proposed student fee increase. In 1997-98 the State provided the
University with $37 million (consistent with the Governor’s January Budget) to "buy out”
proposed student fee increases. The actions taken by the Legislature and the
Governor to “buy out’ proposed fee increases were of great benefit to UC students and

their families.

The Legislature also approved AB 1318 (Ducheny) which provides for a five percent
reduction in fees for undergraduate resident students and a two-year freeze for
California resident students enrolled in graduate or professional school. The University
anticipates that, if signed by the Governor, the State would provide funding to offset the
fee reduction and to “buy out” the $39.5 million that would have been generated (net of
financial aid) if general student fees were increased by ten percent. The provisions of
AB 1318 would take effect in 1998-99 upon approval by The Regents. Given these
actions, the University believes it is premature to propose changes in student fees at
this time. A final decision will be made after the Governor's Budget is released in

January.

DISPLAY 8
Additional Priorities
($ millions)
OULreaCh .....oooiiiii e $5.0
Tenth campus .....ccccooerieiieieeee e 5.0
Instructional technology .........oooviiiiiiiri 4.0
Industry-University Cooperative Research Program........ 5.0
Research Opportunities Matching Program .................... 3.0
Outreach

The University has been in the forefront of the nation’s efforts to extend to all students
the opportunities afforded through higher education, and is continuing to expand these
efforts as new paths to diversity are created. The University plays an important role in
the ongoing professional development of more than 65,000 teachers and the academic
preparedness of hundreds of thousands of kindergarten through 12" grade students by
working with public schools. The University’s outreach programs have been
enormously successful in increasing the number of students who are eligible for
admission to college.
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Over the years, the University's work in California’'s elementary and secondary schools
has grown from a focus of traditional outreach and recruitment programs that
encourage students to attend the University to an extensive array of programs.

The 1997 State Budget Act provided the University with an additional $1 million to
develop and strengthen the academic skills of students in K-12 and in community
colleges so that more young people are academically prepared to gain admission to the
University. This $1 million is in addition to the increase of $1 million that was provided
in the 1996 State Budget Act. Of the $2 million increase in State general funds,
$500,000 is earmarked for academic outreach programs in the Central Valley, a region
of the State that has a lower overall college-going rate and a lower-than-average rate of
student eligibility for admission to UC.

The Regents recently adopted the recommendations of a 35-member Outreach Task
Force which put forward a bold new vision to expand outreach efforts in order to reduce
disparities in educational opportunity and achievement, and thereby help to promote a
student population that reflects the diversity of California. The principal new endeavor
proposed by the Outreach Task Force is the development of partnerships formed by
campuses with various educational, business, community and government bodies to
work with selected high schools and associated feeder schools. Targeted schools will
be selected on the basis of measures of educational disadvantage. This strategy
represents a shift in focus from student-centered to school-centered outreach.

The Outreach Task Force also recommended expansion of (1) student academic
development programs, including some existing and successful programs like MESA,
Puente and EAOP; and (2) information outreach programs.

The University believes that the full range of recommendations should be funded from a
variety of sources including K-12 funding and private contributions, as well as University
and State contributions. The University will seek $5 million, above the compact, in
1998-99 to expand its outreach efforts consistent with the recommendations of the
Outreach Task Force. To be successful, however, K-12 must be a major contributor to

this effort.

Planning for the Tenth Campus and Academic Programs in the
San Joaquin Valley

Development of a tenth campus will enable the University to maintain overali
undergraduate access at the levels contemplated in the California Master Plan. As part
of its strategy to increase capacity, the University identified the San Joaquin Valley as
the region in which a new campus should be located, because it is the only major
region of substantial population without a University of California campus.
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The 1997-98 budget included $4.9 million related to the development of a tenth campus
in the San Joaquin Valley. These funds will be used for two purposes: (1) to support a
variety of planning activities for the tenth campus including initial site studies, joint
infrastructure and community planning, and further delineation of the academic program
that will form the basis for planning initial campus facilities; and, (2) for planning and
start-up costs associated with expanding academic programs in the San Joaquin Valley
prior to the opening of a tenth campus. Assuming the continued availability of adequate
resources both to develop a new campus and to ensure the continued financial health
and enroliment expansion at existing campuses, the University has targeted fall 2005 to
enroll the first 1,000 students. Enrollment is expected to grow to 5,000 students by fall

2010.

In 1997-98, the funds will be used to expand credit and degree programs (under the
auspices of existing UC campuses) in the Valley and to develop technology-assisted !
instructional programs in collaboration with other segments of higher education and K-

12 schools. A consolidated UC Center is being established in Fresno, which will

include classroom, distance learning, and other computer-based learning facilities to ’
support these expanded program offerings.

Beginning in 1997-98, funds will be used to support core staff who are responsible for
tenth campus planning and public information activities, including initial technical site
studies and joint planning with adjoining landowners and public agencies to develop a
University community plan. Work on the long-range development plan (LRDP) for the
campus will begin during 1998-99. The University expects to complete the LRDP and
the associated Environmental Impact Report (EIR) in Fall 2000.

Additional planning will focus on the phased development of the campus’ instruction

and research programs. Transition planning will begin for faculty recruitment; ;
development of academic support services such as libraries and instructional services;
student outreach and admission programs; student services; business services; and
related operating budget plans and requirements. These planning activities will

increase in scope and cost each year until the campus opens in 2005.

Using the operating costs at Santa Cruz as a basis for analysis, the University
estimates that approximately $50 million (current dollars) would be required for a
campus of 5,000 students. The $50 million includes three major elements: (1) about
$35 million which would be generated by the funding agreement for State support of
enroliment growth; (2) $5 million associated with the annual operation and maintenance
costs of campus facilities; and (3) core funding of $10 million which represents the
difference between average cost per student and the funding provided for new
enroliment on a marginal cost basis. The $4.9 million provided in the 1997-98 budget
represents approximately half of the core funding of $10 million that is needed to
develop the tenth campus.
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If the State’s revenue situation permits, the University will request $5 million in 1998-99
to bring the permanent core funding for the tenth campus to the full $10 million level.

Instructional Technology

The University’'s 1998-99 budget plan includes $4 million to support instructional
technology. When the State’s revenue situation permits, the University will request an
additional $4 million to allow campuses to move more quickly to ensure that students
have adequate access to technology.

Technology dramatically improves data handling, process simulation, problem solving,
creative presentations, and communication. New technologies are making possible
unprecedented interaction with primary data and are enabling complex networks of
communication among students and facuity. For students, these technologies create
opportunities to grapple with real data and real problems early in their learning careers,
linking them directly to the research enterprise. Participation in such a research
process and mastery of the skills and the analytical rigor that it engenders will be
lifelong assets for students, regardiess of their field of study.

Instructional technology allows faculty to bring their subject matter alive in ways that
have not been possible previously. The University remains committed to high-quality
instructional programs and to ensuring that curriculum decisions regarding course
content and presentation are based on intellectual and academic considerations that
are not constrained by technology bottlenecks.

Industry-University Cooperative Research Program

Economists attribute fifty percent of this nation’s growth since World War |l to
investment in research and development, with university-based research playing a key
role. In 1996-97, the State provided the University with $5 million to support a new
research effort, the Industry-University Cooperative Research Program, designed to
help the State's economy by funding research initiatives in fields critical to the State’s
economy. The $5 million was in addition to $3 million committed by the University to
launch this program, which requires matching funds from industry to support research
that has the best prospect of benefiting the State’s economy. This funding was made
permanent in the 1997-98 budget. The plan is to increase funding over time to build the
program'’s annual budget to $40 million, reaching targets of $15 million annually in State
support and $5 million annually in University support. Matching industry funds would
eventually provide an additional $20 million annually.

The University is proposing to increase funding for this program by $2 million from
funds provided in the compact. When the State’s revenue situation permits, the
University will seek an additional $5 million from the State. California’s economic vitality
has long been linked to cutting-edge research conducted at the University of California.
UC research has resulted in new products and industries, creating millions of jobs for
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Californians, providing billions of dollars to the State and improving the quality of life.
Collaborative public-private ventures have proved vital to ensuring the research
necessary for the development of new technologies. California’s robust economy
makes it a perfect time to invest more in the research and the development of products
that will yield economic dividends to the State.

In 1996-97 the University focused its efforts on biotechnology and is poised to expand
this program in 1997-98 to focus on other industries critical to California's economy
including digital media, semiconductor manufacturing, wireless communications and
information technologies. In 1997-98 the University expects to leverage nearly $10
million in private sector support.

Research Opportunities Matching Program

When the State’s revenue situation permits the University will request $3 million, above
the compact, to establish a pool of funds to assist UC faculty to compete successfully
for federal research funding. The ready-availability of State funds will provide the
University with the flexibility to mount a rapid response when opportunities to submit
proposals arise during the year. These funds, which would clearly signal the State’s
commitment, would be used to encourage industry to partner with the University to win
federal research support for California. A commitment of matching funds would help
keep the University competitive at a time when more federal agencies are requiring
matching funds, and when the commitment of matching funds is becoming a greater
determinant in the awarding of research grants.

Budget-Related Issues

Federal Funding

Federal funding is a major source of financial support for the University of California.
The federal government provides nearly 55 percent of University research
expenditures, over half of the financial aid its students receive, and about one-third of
the net operating revenue of the teaching hospitals. The three Department of Energy
Laboratories, for which the University has management responsibility, are entirely
supported by federal funds.

The Congress and the President have reaffirmed their commitment to balance the
federal budget by the year 2002. Because of favorable economic conditions in 1997
there was more revenue and lower expenditures than had been predicted. As a result,
the balanced budget plan actually allows for increases in domestic discretionary funding
in 1998 and in 1999. To bring the budget into balance by the year 2002 cuts would be
required beginning in 2000. When considering the effects of inflation, the real
purchasing power of the University’s federal dollars would be reduced.



Thus, despite the dire predictions of the last several years, the outlook for federal
support of research in the immediate future is relatively encouraging. The deep cuts in
research did not materialize and nearly every major research-related federal agency is
faring relatively well in the 1998 appropriations bills currently under consideration by
Congress.

The University is pleased with the high priority given to students through a combination
of increases in the Pell Grants and the tax credits approved by the Congress. The
1998 appropriations bill now being considered would increase the maximum Pell Grant
award by $300. The 1998 tax reconciliation bill, which has been signed by the
President, includes several federal initiatives which will help the University’s students
and their families in the future. Targeted to assist middle-income and lower-middie
income families, these include tax credits for tuition and fee payments, changes in the
tax status of IRAs when funds are withdrawn to pay for educational expenses, and tax
deductions for interest paid on student loans. These are discussed more fully in the
section on Student Financial Aid.

The University remains quite concerned about proposed changes in the federal
Medicaid and Medicare programs which are expected to hit academic medical centers
especially hard. The federal government currently accounts for about one-third of the
net operating revenue of the University’'s teaching hospitals. Under the provisions of
the agreement to balance the budget, the Congress and the President are intending to
slow the growth of Medicare spending by $116.4 billion over five years, and
cumulatively over ten years by $400 to $450 billion. The University will be specifically
affected by proposals to cap or reduce payments to disproportionate share providers.
In addition, through Medicare, the government has traditionally reimbursed hospitals
that are affiliated with medical schools for the costs incurred in training doctors. As part
of the overall plan to balance the federal budget, reimbursement for these medical
education costs will be reduced over several years.

Capital Improvements

The University's 1998-99 request for State funds for capital improvements is discussed
in @ companion volume to this operating budget document titled 7998-99 Budget for
Capital Improvements.

The University's capital budget request is consistent with the Governor’s four-year
compact with higher education which provides funding of about $150 million a year with
priority given to seismic and life-safety projects, infrastructure, and educational
technology. The funding of the capital improvement program is dependent upon the
Legislature placing a bond measure on either the June or November 1998 ballot.
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The University has a serious backlog of capital improvement needs that resuit from a
number of factors and reflect existing enroliments and conditions. Foremost among
these factors is the urgent requirement to correct serious seismic hazards and other fire
and life-safety deficiencies. In addition, the pervasive deterioration of University
buildings and campus infrastructure that has resulted from age, intensive use, and
constrained funding requires a major capital renewal effort. University facilities also
have substantial deficiencies caused by a revolution in science and technology
programs and the instrumentation they use that has made many existing facilities
obsolete. The capital program must address the effects of rapidly evolving codes and
regulations, practical issues of disabled access, and the conditions that remain even
today from the 1970s and early 1980s when State funds were very limited.

Although enrollment levels have remained relatively stable over the last several years,
the University is projecting moderate growth extending through 2005-06. After that,
enroliment is projected to grow dramatically.

The University intends to honor its commitment to access under the Master Plan. To
that end, the campuses are continuing to prepare for the expansion of facilities that will
be necessary to accommodate additional students and the University is proceeding with
planning for the tenth campus.

Expansion of capacity at existing campuses while continuing to address essential life-
safety, code and renewal issues of the existing physical plant will require at least $250
million annually from the State in bond funding.

The 1998-99 capital budget request totals $150.9 million. Funds to equip three projects
for which construction has already been approved by the State total $2.2 million.
Funding for the remaining 23 major capital improvement projects totals $148.7 million.
Sixteen of the 23 would be funded for construction, and only nine projects are limited to
funding for design.
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GENERAL CAMPUS INSTRUCTION

1997-98 Budget

Total Funds $1,274 797,000
General Funds 1,023,683,000
Restricted Funds 251,114,000

1998-99 Increase

General Funds $18,600,000
Restricted Funds 9,917,000

The general campus instruction and research (I1&R) budget includes direct instructional
resources associated with schools and colleges located on the eight general campuses.
The major elements and their percentages of the I&R base budget are faculty and
teaching assistant salaries, 60 percent; employee benefits, 10 percent; and instructional
support, 25 percent, which includes salaries of academic administrators, laboratory
assistants, field work supervisors, and other supervisory, clerical, and technical
personnel, as well as the costs of office and instructional supplies and equipment.
Additional components of the I&R budget in 1997-98 include $29.7 million to fund the
replacement of instructional equipment and $24 million for instructional computing.

Instructional Programs

Preserving access and quality are the twin goals that have guided the University in its
offering of instructional programs. Under the California Master Plan for Higher
Education, the University provides undergraduate, professional, and graduate
academic education through the doctorate level and serves as the primary State-
supported academic agency for research. A fundamental mission of the University is to
educate students at all levels, from undergraduate to the most advanced graduate
level, and to offer motivated students the opportunity to realize their full potential.
Ideally, this means that the University should be able to accommodate all qualified
undergraduates, and also provide graduate academic and professional instruction in
accordance with standards of excellence, societal need, and available resources. To
do this, the University must maintain a core of well-balanced, quality programs and also
provide support for rapidly developing and newly emerging fields of knowledge, and for
the exchange of that knowledge.
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The University offers instructional programs spanning more than 150 disciplines from
agriculture to zoology on its eight general campuses; the San Francisco campus offers
health sciences programs exclusively. Courses offered within instructional programs
are authorized and supervised by the Academic Senate of the University, which also
determines the conditions for admission, degrees, and credentials. The University of
California comprises more than 100 undergraduate, graduate, and professional schools
and colleges which offer the bachelor's degree, master's degree, Ph.D., and
professional degrees -- nearly 600 degree programs in all. The University began
awarding degrees in 1870, and since then has conferred more than one million
degrees.

The University's undergraduate programs, especially lower division offerings, seek to
accomplish several objectives: development of general analytic and communication
skills; exposure to a range of intellectual traditions; and development of an appreciation
of the great ideas, concepts, and events that have shaped cultures throughout the
world. After students complete their general education requirements, customarily
during their first two years, they choose a major in a particular area which is
administered by an academic department. A major is designed to develop a depth of
knowledge within a specialized area of study.

The purpose of graduate study is to inspire independence and originality of thought in
the pursuit of knowledge. Doctoral students are expected to achieve mastery of a
chosen field through advanced study and research. Master's degrees are awarded in
recognition of several achievements, including satisfactory preparation for doctoral
study and qualification for entry into professional fields such as business. Graduate
degrees fall into two broad categories: professional, such as a master of business
administration; and academic, in which degrees are awarded in recognition of a
student's ability to advance knowledge in a given field of study.

The University is committed to maintaining the quality of its programs and, depending
on the provision of adequate resources, to preserving student access as defined by the
California Master Plan for Higher Education. Access remains meaningful, however,
only if it provides the opportunity for a quality education and leads to a university
degree that continues to enjoy broad recognition and respect. That the University still
excels in this respect is demonstrated in various ways. Two recent national studies of
research universities confirm the excellence of the University of California. In their new
book, The Rise of American Research Universities, Graham and Diamond conclude
that the University of California as a system leads the nation in research excellence and
productivity among public universities. They cite the remarkable rise of the University’s
smaller, younger campuses as well as the success of its large, established ones.
Another indicator of how well the University does when compared to other research
institutions is the National Science Foundation study on the scientific foundation of
American patents. The University produced more research leading to patented
inventions than any other public or private research university or laboratory during the
periods studied. The National Research Council reported that more than halif of the
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University of California's doctoral programs ranked in the top 20 in their fields in terms
of faculty quality -- a record of performance unmatched by any university system in the
nation (Research-Doctorate Programs in the United States: Continuity and Change,
1995). In 1997 twenty UC scholars were named as Fulbright scholars to lecture,
consult or conduct research abroad. Eleven UC faculty were among sixty new
members elected to the prestigious National Academy of Science. Two more UC
campuses were invited to join the prestigious American Association of Universities,
bringing to six the number of UC campuses so honored.

Enroliment Planning through 1998-99

Undergraduate enroliment planning at the University of California is based on a
commitment to access under the Master Plan, which provides that the top 12.5 percent
of California public high school graduates, as well as those transfer students from the
California Community Colleges who have successfully completed specified college
work, are eligible for admission to the University. Graduate and professional enroliment

DISPLAY 1
_Actual and Budgeted Enrollment and Faculty
Actual Actual ' Budgeted Budgeted
Enroliment  Faculty Ratio Enrollment  Faculty Ratio
1990-91 143,344 7,981 18.0:1 142,079 8,067 17.6:1
1991-92 143,808 7,686 18.7:1
1992-93 141,507 7620 18.6:1
1993-94 139,478 7,682 18.4:1
1994-95 139,415 7,067 19.7A1 137,481 7,260 18.9:1
1995-96 141,522 7,232 19.61 138,000 7,380 18.7:1
1996-97 142,783 7,338 19.5:1 139,500 7460 18.7:1
Estimated Higher Education Compact

1997-98 144,000 7,540 19.11 141,000 7,540 18.7:1
1998-99 145,000 7650 19.0:1 143,000 7650 18.7:1
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planning is based on assessments of State and national needs, program quality, and
available financial support.

Display 1 shows what happened to the University’s enrollments during the 1990s.
Although the early 1990s were a time of dramatic reductions in State funding, actual
enrollments dropped by only three percent and exceeded the level supported by the
State. In fact, instructional workload agreements with the State were essentially
inoperative from 1991-92 through 1993-94. |n 1998-99, UC general campus
enroliments are expected to reach a new high of 145,000 full-time equivalent (FTE)
students. Actual faculty levels in Display 1 are net figures that include facuity
resignations and retirements, especially early retirements, as well as new hires; both
State-funded permanent and temporary I&R faculty on the University’'s payroll are
included.

During the late 1960s and early 1970s, State resources failed to keep pace with rapidly
expanding enroliment, and as a result the University's budgeted student-faculty ratio
deteriorated about 20 percent, from 14.7 to one to 17.6 to one, as shown in Display 2.’

The University never recouped the loss even though the State later enjoyed periods of
economic prosperity. For twenty years the University received funding on the basis of a

DISPLAY 2
Budgeted Student-Faculty Ratio
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1 As in the previous display, the gap indicates that instructional workload agreements with the State were
essentially inoperative from 1981-92 through 1993-94.
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budgeted student-faculty ratio of 17.6 to one. In 1994, the University and the
Legislature agreed on supplemental budget language to phase in a funding ratio of one
faculty position for every additional 18.7 FTE students added to the University's
budgeted enroliment. This represents a further deterioration in the budgeted ratio,
continuing the erosion that began in the 1960s. A recent survey of public universities
against which the University benchmarks its faculty salaries found an average student-
faculty ratio of about 17 faculty for each student, underscoring the loss the University
has suffered in State support.

The actual ratio of students to faculty is much higher than shown in Display 2 because
the University continues to honor the Master Plan and to take more students than are
funded by the State. Throughout the 1990s, University enroliment has exceeded the
level funded by the State by 1,000 to as many as 3,500 FTE students. The University
expects to enroll at least 2,000 more students in 1998-99 than are provided for in the
budget.

New Faculty Positions and Related Support ($14,600,000 Increase)

Consistent with agreements in the four-year compact with the State, the University is
requesting funds to support enrollment growth of about 1.5 percent, from 141,000 in
1997-98 to 143,000 FTE students in 1998-99, nearly twice as many as were funded in
the mid-1960s (see Display 3)°. The State provides funding for each additional FTE
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2 As in the previous display, the gap indicates that instructional workload agreements with the State were
essentially inoperative from 1991-92 through 1993-94.
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student added to the University’s current budgeted enroliment level based on an
agreed-upon methodology (the marginal cost of instruction). In 1998-99, $7,300 per
student for a workload increase of 2,000 FTE students will require funding of $14.6
million. Based on a student-faculty ratio of 18.7 to one, this will provide salary and
benefits for 107 faculty positions and related instructional support; instructional
equipment; support for teaching assistant positions; institutional support; and support
for libraries and student services. Tables in the Appendix contain campus enroliments
in 1996-97, and budgeted enroliments for 1997-98 and 1998-99.

Throughout the years of budget cuts, the University kept its historic promise to the
citizens of California by continuing to offer admission to all eligible Californians applying
at the undergraduate level and it managed, through extra efforts of its faculty, to provide
quality education. But now, hundreds of vacant faculty positions must be refilled if the
University is to maintain both student access and instructional quality.

For general campus programs, to help fill vacant positions and meet related
instructional costs in the schools of business/management, law, and theater/film and
television, State funds will be supplemented with income from the Fee for Selected
Professional School Students (net of financial aid). Income from the Fee for Selected
Professional School Students will be used for these same purposes in the schools of
optometry, nursing, pharmacy, medicine, dentistry, and veterinary medicine, thereby
treating the health sciences and the general campuses equivalently with respect to net
budget cuts that the University received in the early 1990s. These fees are discussed
more fully in the Student Fee section of this budget.

Instructional Technology ($4,000,000 Increase)

The 1998-99 budget plan includes $4 million to support the University’s growing use of
instructional technology. Technology is a critical element of the University’s continued
commitment to maintain the quality of its teaching and research programs. Computers
are nearly-universal tools in higher education. They are used to glean information from
global networks, far communication and collaboration, and for every imaginable
application from writing reports to laboratory simulation to architectural design. They
have become the engines of inquiry in the sciences and of creative expression in the
arts. Technological competence is an essential skill for students to succeed in the era
of electronic information.

Instructional technologies permeate much of the curriculum, ranging from improvement
of course administration to multi-media capabilities. UC campuses are providing
students with connections from libraries, laboratories and dorm rooms to the Internet
and the World Wide Web. Students use electronic mail and web browsers to
communicate with faculty and each other, to access on-line course information, and to
register for enroliment at the University.
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To compete for the best students and help them be successful, the University must
invest not only in the electronic infrastructure, but also in support for faculty, staff and
students so these systems can be used effectively. Campuses must provide greater
access to computer workstations, put computers in classrooms, and provide students
with access to an expanding body of digital library resources.

The University must make wise and timely investments to ensure that UC students
benefit fully from the applications and services made possible by the appropriate use of
these technologies. These investments will be costly and will require a variety of
funding strategies, including effective use of existing resources. While the University
has taken significant steps to improve instruction through the use of technology,
spending well over $55 million annually, it is not enough. New investments are
required. A fully functional digital environment for instruction is not a steady state that
can be achieved with a one-time expenditure. The rapid evolution of hardware and
software requires a continuous cycle of replacement and upgrade, and technology-
enhanced instruction requires recurring expenditures for maintenance and support.
Thus, for the foreseeable future, the adoption of new technologies will increase rather
than reduce costs while extending the University’s intellectual resources to new
constituencies of learners.

As part of the 1998-99 budget plan, the University is proposing to increase its
investment in instructional technology with $4 mitlion included under the compact. The
University will enhance student access to and use of instructional resources by funding
projects and programs which provide, for example, computer projection in classrooms
and Web pages for individual classes. Providing students with access to state-of-the-
art technology and expanding access to on-line resources are key areas in which
targeted investments can benefit students.

Additional Priorities for Funding

The University has a number of high-priority needs that warrant funding beyond what
can be provided through the compact, among which are two that directly affect the
University's instructional program. If the California economy continues to grow, the
University is hopeful that there will be sufficient revenue to allow the State to provide
funding for the priorities identified.

Instructional Technology
The University’s 1998-99 budget plan includes $4 million for instructional technology.
When the State’s revenue situation permits, the University will request an additional $4

million to allow campuses to move more quickly to ensure that students have adequate
access to technology.
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Since the beginning of the digital age, University of California faculty and students have
played a pioneering role in the development of digital information and communications
technologies. The recent NSF award in support of the Internet2, an extension of the
faculty’'s research achievements, is evidence of the University's current and historic role
in this arena. Similarly, the University’s faculty are leaders in the creation of instructional
applications that use the capabilities of the new technologies. For example, UC faculty
are lead investigators for a number of national curriculum development projects
supported by the NSF and other national funding agencies.

Technology dramatically improves data handling, process simulation, problem solving,
creative presentations, and communication. New technologies are making possible
unprecedented interaction with primary data and are enabling complex networks of
communication among students and faculty. For students, these technologies create
opportunities to grapple with real data and real problems early in their learning careers,
linking them directly to the research enterprise. Participation in the research process
and the mastery of the skills and analytical rigor that it engenders will be lifelong assets
for graduates who seek professional opportunities and advanced degrees in any field.

In the past few years, digital applications have become so powerful and pervasive that
faculty, students, and instructional staff risk being isolated from the academic
mainstream if they do not have ready access to such electronic capabilities as e-mail,
Web browsing and editing, electronic journals and data banks, word-processing, and
spreadsheet applications. Users require adequate technical support as well as
assurance that they will be able to keep pace with changing technical norms. Although
not all instructional activities will be improved by technology-based additions or
redesign, a growing range of available technology requires careful thought regarding
the most effective way to teach. To make the best choices, faculty need to know that
all students in a given course have access to the required on-line materials and to the
software and hardware necessary to use the materials in a way that enhances their

education.

The University is committed to high-quality instructional programs and will continue to
ensure that faculty’s curriculum decisions regarding course content and presentation
are based on intellectual and academic considerations that are not constrained by
technology bottlenecks.

Planning for the Tenth Campus and Academic Programs
in the San Joaquin Valley

Development of a tenth campus would enable the University to maintain overall
undergraduate access at the levels contemplated in the Master Plan. As part of its
strategy to increase capacity, the University identified the San Joaquin Valley as the
region in which a new campus should be located, because it is the only major region of
substantial population without a UC campus.
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The 1997-98 budget includes an appropriation of $4.9 million related to development of
the tenth campus in the San Joaquin Valley in Merced County. These funds will be
used for planning and start-up costs associated with expanding academic programs in
the San Joaquin Valley prior to the opening of the tenth campus and for initiating
physical planning for the site and related community planning activities. The University
has targeted fall 2005 for enroliment of the first 1,000 students on the campus and
growth to 5,000 students by fall 2010 assuming sufficient funding is available to support
both enrollment expansion at existing campuses and the development of a tenth
campus.

This initial appropriation of permanent funding represents approximately half of the core
funding of $10 million that is needed to develop the tenth campus. Using funding levels
at the UC Santa Cruz campus as the basis, initial analysis indicates that approximately
$50 million (current dollars) in State general fund support will be required for a campus
with 5,000 students. The funding agreement for State support for enrollment growth
would provide about $35 million for 5,000 students. Another $5 million is associated
with the annual operation and maintenance costs for campus buildings, grounds, and
purchased utilities; funding for this purpose will be requested through the normal budget
process as facilities are constructed and opened for operation.

The balance of $10 million represents the campus core funding—the difference
between the average cost of educating a student at the University and the funding
provided for new students (the marginal cost of instruction). This core funding will cover
costs not included in the marginal cost per student calculation. For example, the
marginal cost per student includes faculty salaries at the Assistant Professor level; core
funding will cover the differential cost of faculty salaries at a mix of levels from Assistant
to Full Professor. Other needs covered by core funding include the initial increment of
computing, business, and student services, which will be expanded as students are
enrolled. It is anticipated that by the time the campus has an enroliment of 5,000
students, it will have achieved some economies of scale and further growth in
enroliment could be funded on the basis of the marginal cost of instruction.

If the State’s revenue situation permits, the University will request an additional $5
million in 1998-99 to bring the permanent core funding for the tenth campus to the full
$10 million level. In the years prior to the anticipated opening of the campus in 2005,
core funding will be utilized in four major areas: academic program development; site
planning; core campus staff and faculty; and one-time start-up costs as described
below.

Academic Program Development. Funds will be used to support the continuation of
academic planning activities and to expand academic programs in the San Joaquin
Valley prior to the opening of the tenth campus.

In 1997-98, this core funding will be used to work with existing University campuses to
expand credit and degree programs in the Valley and to develop and distribute
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technology-assisted instructional programs in collaboration with other segments of
higher education and K-12 schools. Planning is underway to develop several
professional masters degree programs in business, health sciences, and public policy
as well as additional teacher training programs and continuing education programs. A
consolidated UC Center is being established in Fresno, which will include classroom,
distance learning, and other computer-based learning facilities to support these
expanded program offerings.

During 1997-98, work will continue on an academic transition plan for the tenth campus,
focusing on programs that will be in place when the campus opens in 2005 and what
needs to transpire in the intervening period to realize those plans. In addition to
delineating the undergraduate program, these transition steps will include building the
base for quality graduate programs and fostering research expertise.

Other academic activities that will be pursued include improving access to the
University’s electronic resources for Valley programs; expansion of joint programs with
the California State University; collaboration on programs designed to improve the
transfer function within the California Community Colleges; and possible development
of a research institute focusing on topics of critical importance to the Valley which would
also pave the way for graduate study and research programs at the tenth campus.
Development of distance learning facilities to develop an instructional network
throughout the Valley is also being explored.

Site Planning. Funds will be used on a one-time basis to support a variety of physical
planning activities for the tenth campus site. In 1997-98, funds will support initial
technical studies of the site, including topographic, geotechnical, biological resources,
and hydrology surveys. These studies will be used to establish the campus boundaries
and provide an information base for subsequent site planning activities. Joint
community planning for the undeveloped trust properties and the campus site will be
initiated in 1997-98. The University Community Plan will address the development
concept, infrastructure and public service requirements and financing, and a regional
approach to environmental preservation and mitigation. Community pianning will
continue on a fairly intense basis for two to three years until major development
decisions are made and approved through the County planning process.

Work on the Long Range Development Plan (LRDP) for the campus will begin during
1998-99 and its completion, including the associated Environmental Impact Report
(EIR), is anticipated in the fall of 2000. Completion and Regental approval of the LRDP
and EIR are required before the University can proceed with the design and
subsequent construction of specific infrastructure and building projects.

Core Campus Faculty and Staff. Beginning in 1997-98, funds will be used to support
core staff responsible for the community and campus planning physical planning
activities, as well as the significant public information activities generated by the public
aspects of these planning processes. In subsequent years, additional planning
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activities will focus on the program details related to campus operations. This includes
planning for phased development of the campus’ academic organization and its
instruction and research programs; detailed plans for faculty recruitment; development
of academic support services such as libraries and instructional services; student
outreach and admission programs; student services; business services; and related
operating budget plans and requirements. These planning activities will increase in
scope and cost each year until the campus opens in 2005.

As the opening of the campus in 2005 draws near, a greater portion of core funding will
be used to support the initial complement of faculty and staff. The goal is to have 100
faculty in place by fall 2005, ready to offer a range of lower division, upper division, and
graduate programs.

One-Time Start-up Costs. Prior to 2005, the University will need to make significant
one-time expenditures for start-up costs related to faculty recruitment, initial acquisition
of library materials, acquisition of instructional equipment including computers, and
development of academic, student services, and administrative computing systems. A
portion of the core funding will be set aside during each of the initial years that tenth
campus core funding is available and carried forward in order to fund the extraordinary
one-time costs that will occur in the two to three years before the campus opens.

Long-Range Enroliment Planning: 1999-2000 through 2010-11

During a period of relatively stable demand through 1998-99, enroliment will be restored
to early 1990s levels, albeit at a higher student-faculty ratio. Then, through 2005-06,
the University anticipates a period of moderate growth. Finally, beginning in 2006-07,
demand for University admission is expected to increase at higher annual rates,
producing “Tidal Wave [I” (see Display 4). Generally, the University has been
conservative in its undergraduate enroliment projections.

The Department of Finance and the University projections of undergraduate enroliment
demand both show steady increases to 2005, followed by sharper increases between
2005 and 2010. Given the campus’ capacities in their approved long-range
development plans, some campuses should be able to continue to grow after 2005.
However, the capacity for growth at those campuses appears to be insufficient to meet
projected demand of more than 30 percent of UC’s current enroliment.

For now the University is estimating enrollment growth of 45,000 students by 2010, with
more than half of that growth coming after 2005. Existing campuses would
accommodate most of this increase—40,000 students, or the equivalent of two UC
campuses. The remaining 5,000 students would be accommodated at a tenth campus.
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As part of its ongoing planning, the University will monitor annually enroliment factors
and assumptions in order to adjust, if necessary, projections of future enroliments at the
undergraduate as well as the graduate academic and professional levels. K-12
continuation rates, freshman application rates from eligible high school graduates, and
demand for transfer from community college students are among the key demographic
factors that affect UC’s enroliment growth. The University will review the results of the
CPEC high school eligibility study when it is released in fall 1997. The University will
also look at fiscal projections for the State. To accommodate demand, there must be
sufficient funding for capital outlay and instructional workload. Within this demographic
and financial framework, the University currently is engaged in a consultative process to
develop enrollment plans for each campus through 2005-06.

Assuming that sufficient operating and capital resources can be provided, the University
intends to continue to honor the Master Plan. The University believes it will be possible
to accommodate projected increases in undergraduate and graduate enroliment
expected between 1998-2000 and 2005-06, although it will not be easy. The University
will need to maintain its share of the State’s general fund revenue in order to support
enroliment growth, maintain competitive faculty salaries, and keep pace with inflation
and fixed cost increases. Budget increases will be accompanied by the University’s
continuing to improve productivity, to restructure, and to develop additional revenue
sources, particularly private funds. Even so, critical long-term funding problems will
remain in such areas as libraries, deferred maintenance, and building maintenance.
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The University has been working with the State to develop a long-term funding plan that
would provide fiscal stability and the resources needed to maintain access and quality
while keeping any necessary student fee increases moderate and predictable. AB
1415 (Bustamante), which was approved by the Legislature on the last day of session
and which, as of this writing, is before the Governor for action, would establish a
partnership with the University and CSU to provide fiscal stability. The main features of
the measure are: (1) the State would provide the University with a proportional share of
the State’s general fund budget, using 1998-99 as the base; (2) additional resources
would be provided for annual enrollment growth in excess of 1.5 percent; and (3) the
University would honor several important goals, similar to the commitments in the four-
year compact. These commitments, and the University’s progress in honoring these
commitments, are described later in this section.

Based on the State's continued commitment to higher education and provided the
University maintains its current share of the State's general fund budget, the University
will be able to continue meeting its obligations under the Master Plan. However, the
University is concerned that capital resources will not be sufficient to support the
renewal and modernization of existing facilities and to accommodate growth. In the
short run the State is providing $150 million a year to support the University’s capital
improvement program. This is less than what was provided in the 1980s and
significantly less than what is needed now. Beyond 1998-99, annual funding is needed
in four major areas: about $200 million to maintain the quality of existing facilities (not
related to enroliment growth); about $25 to $50 million for deferred maintenance and
facilities renewal; about $125 million to accommodate enroliment growth; and about
$35 million for the tenth campus. In total, annual funding of approximately $400 million
is needed. While the University is committed to meeting a portion of this need through
private fundraising and by using a portion of the increase in State and UC general funds
to pay for debt service on long-term financing, a minimum of $250 million is needed
from the State in bond funds.

Graduate Academic and Professional Enroliment

The University has begun a major planning effort to examine the future of graduate
academic and professional education at the University of California, in light of
Califomia’s and the nation's rapidly changing economies and emerging social needs.
Modest growth in graduate enrollments is needed to halt the more than 30-year decline
in the graduate proportion of general campus enrollments and to supply highly trained
professionals, faculty, and researchers in the 21% century.

Among the new conditions that have prompted this reassessment are the following:

o California’s economy is changing dramatically. The service sector, which now
outpaces manufacturing in the U.S. economy, requires more technical expertise
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than ever before because of the advent of computers and the flood of available
information. California needs to prepare its business and social leaders to apply
their academic education to rapidly changing conditions. Graduate education is
already the University’s most effective technology-transfer mechanism. This role
will become more important, as emerging industries seek to locate near
university settings in order to capitalize on collaborations with faculty and
graduate students and to be near sources of future employees.

While the job market outlook for new Ph.D. recipients remains mixed and differs
by field, California and the nation will need more faculty to teach the surge of
undergraduates expected to enter higher education in the early years of the 21*
century, as well as to repiace retiring faculty. Changes in student-faculty ratios,
growing use of technology and part-time faculty, federal legislation prohibiting a
mandatory retirement age, and unpredictable changes in student majors make
projections difficult. Nevertheless, the size of “Tidal Wave lI” enroliments will
require additional faculty in the out-years of the University’s long-range planning
period. Because about six years are required to educate doctoral students, the
University will need to enroll adequate numbers of new doctoral students in the
next few years if they are to be available to teach the projected growth of
undergraduate enrollment in the next decade.

Some experts predict that people will change careers three or four times during

their lifetime. Consequently, continual learning opportunities, especially at the

masters and advanced certificate levels, will be needed to ensure that

California’s future workforce is able to adapt. i

Graduate study is changing in other ways, as well. Academic education and
professional education are becoming more intertwined, and study that crosses
several academic disciplines is increasing, as students prepare for careers that
may not yet exist. Traditional academic fields are developing new applications
that have important economic implications, such as the fusion of the arts and
technology in California’s entertainment industry.

Providing adequate support for graduate students remains a major concern.
Potential reductions in federal funding in future years for graduate student
research assistantships is especially troubling for science and engineering
programs, which depend heavily on this source of funding. Graduate student
funding and support issues will have to be addressed if graduate enroliments are
to grow.

Over the course of the 1997-98 academic year, the University will study these and other
factors, in consultation with key constituencies within and outside the University, in
order to set the direction and parameters for graduate education at the University at
least through the year 2010.
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Accomplishments Under the Compact with Higher Education

In January 1995 the Governor proposed a four-year compact with higher education
designed to provide the University and CSU with a framework for budgetary stability.
Both the State and the University have more than honored their commitments in the
compact. The State has actually provided funding above that proposed in the compact
by “buying out” proposed fee increases. In turn, the University has focused on
providing the classes students need to graduate in a timely manner, on greater access
for qualified students, and on working cooperatively with other segments of higher
education. The University takes these commitments seriously and is proud of its
accomplishments which include:

. Gains in enroliment exceeding the goals of the compact by more than 3,000
students;

. Improved time to degree, and graduation rates that have never been higher;

. Providing required courses, partly through increased faculty teaching efforts, and

ensuring that there are no institutional barriers keeping students from moving
quickly through their programs;

. Improved access for freshman admissions to the University through Pathways
and for community college transfers through Project ASSIST,;

. Increased transferability of courses between the other segments and the
University through such efforts as expanded counselor training institutes, transfer
center programs, and enhanced articulation information such as that offered
through Project ASSIST's World Wide Web site;

o More joint activities, including doctoral programs, with CSU;
. Productivity improvements totaling $30 million, with an additional $10 million in
1998-99.

Student Access and the Quality of Teaching

The University is maintaining its commitment to the Master Plan to provide a place on
one of the UC campuses to all eligible students who wish to attend, enrolling 3,000
more students in 1997-98 than funded by the State. As a reflection of that commitment
and of students’ perceptions of the value of a UC education, campuses received
applications for fall 1997 admission from 46,682 California high school seniors, up from
the previous year and up 16 percent since 1991. Of those admitted, nearly 25,200
California high school graduates are planning to attend the University, up about 1,100
or nearly 5 percent over 1996.
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The University is examining ways to ensure that it can continue to provide access to all
eligible students. One effort to maintain access is Pathways, the University's new
World Wide Web-based application and advising system. Pathways allows prospective
applicants to explore each campus, receive admissions and financial aid information,
and initiate their application for admission by completing forms at the Web site.
Moreover, students are able to communicate on-line with the University regarding
admissions questions. All California high school students were able to apply to the
University through Pathways for fall 1997 admission. In the future, new components
will be added to the system which will allow students to store a cumulative record of
their achievements in a safe location on-line, to compare courses they are taking with
UC requirements, and to directly communicate with the University regarding their
academic progress.

Timely Graduation

Despite the unprecedented fiscal losses of State funding in the early 1990s, the
University has been successful in maintaining students’ time to degree. The average
undergraduate student takes 4.3 years of enrolled time to obtain the baccalaureate
degree. The University has an excellent record of student retention and over time has
improved persistence. Graduation rates have never been higher. Based on the most
recent data available, 38 percent of UC graduates who entered as new freshmen in
1990 took 12 or fewer quarters to receive their baccalaureate, up from 31 percent
seven years earlier. The University's six-year graduation rate is 77 percent.

Over the past three years, the University increased its efforts to ensure that there are
no institutional barriers that would keep students from moving expeditiously through
their curricula and graduating in four years if they so desire. In its March 1997 report to
the Legislature, the University indicated that, based on an examination of student
persistence, graduation, time-to-degree, and student survey data, institutional factors
such as insufficient course availability are not impediments to graduation at the
University.

All eight of the general campuses have implemented “finish-in-four” plans which have
as their primary goal the provision of information to students that will enable students to
make plans and decisions which will result in completing a degree in four years.
Students who wish to graduate in four years are encouraged to clarify their academic
goals as early as possible after matriculation, to confer with campus advisors to work
out appropriate course schedules, and to consult regularly with their academic advisors
in order to stay on track.

In March 1997, the University submitted its fifth annual report to the Legislature titled
Undergraduate Instruction and Faculty Teaching Activities. The report describes faculty
efforts to maintain and improve the quality of undergraduate education even in a
constrained budgetary context. UC faculty have worked hard to provide required
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courses and to sustain increased interaction with undergraduate students. The
average 1995-96 primary class teaching load shows significant improvement over
1990-91 levels. In 1995-96 the Universitywide average primary class teaching load was
4.9 classes per FTE faculty, slightly above the previous year's figure of 4.8 classes.
These data reflect a gain of 8.5 percent over the average workload of 4.5 classes per
FTE facuity in 1990-91. Systemwide, the University has increased the average annual
teaching workload of its regular rank facuity from the 1990-91 base by a little more than
one-third of a course (one course in three years).

Faculty time-use studies have shown that UC faculty members devote on average over
60 hours per week to University-related activities, including about 26 hours of
instructional activities, 23 hours of research and creative activity, and about 12 hours of
University and public service and professional activity. Surveys reported by the
National Center for Educational Statistics show similar faculty work-weeks and time
spent on teaching at other public research universities.

Intersegmental Cooperation

Since 1990, community college transfer applications to the University have increased
about 20 percent; and in fall 1996, the University enrolled 8,726 transfer students from
the California Community Colleges. This improvement is reflected in an increase in the
percentage of FTE undergraduate students enrolled at the upper division level, from
about 54 percent in 1987-88 to 60 percent in 1992-93 through 1996-97. California
community college students receive priority in admissions over all other transfer
applicants and now represent over 90 percent of all transfers to the University.

The University and CSU continue to work successfully with the California Community
Colleges to improve the ability to transfer easily among the three segments. The
University supports a wide array of outreach services which help students successfully
manage the transfer process. Currently, the University provides: (1) transfer-specific
training institutes for community college counselors; (2) expanded articulation with the
California Community Colleges through inter-institutional transfer agreements; (3)
increased access to transfer information to students throughout the State; and (4) co-
sponsorship of the Transfer Center Program.

To make sure that up-to-date and accurate information about transfer preparation and
application are widely available at California Community Colleges, the University (in
cooperation with CSU) sponsors in the fall the Ensuring Transfer Success Counselor
Institute and each spring several intensive two-day workshops exploring all major
aspects of the process. Experts from each UC campus and from the system office
discuss recent changes and trends in transfer application and enroliment; provide
detailed campus-by-campus information on how to prepare for specific majors; explain
the University's financial aid process; and explore new developments in articulation and
use of technology to keep abreast of changes on a regular and frequent basis.
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Most UC campuses now offer “contracts” to individual community college students that
guarantee the student a space after the completion of a prescribed set of courses. For
many students this "contract” helps to set goals and inspires confidence that their good
efforts will be rewarded which in turn promotes higher achievement.

In 1994, the University revamped its process of reviewing the curriculum of all California
Community Colleges to ensure conformity to course articulation guidelines for
acceptance of community college coursework for UC credit. All 107 California
Community Colleges now receive a complete review of their entire curriculum every
year, identifying which courses will provide academic credit that meets requirements for
transfer to the University. Also, all UC campuses now have approved the use of the
Intersegmental General Education Transfer Curriculum (IGETC) which allows students
to complete all UC general education breadth requirements before transferring.
Students who complete IGETC are able to enroll in courses for their major upon entry to
the University, reducing their time-to-degree significantly. Finally, in a review that has
resulted in new transfer eligibility requirements to take effect in fall 1998, UC faculty
recommended a greater emphasis on community college coursework rather than high
school eligibility and specified in more detail the elements of a community college
curriculum that will help to ensure students’ academic preparation for upper division
work at the University.

For 1997-98 Project ASSIST (Articulation System Stimulating Interinstitutional Student
Transfer) has been integrated into a site on the World Wide Web, making articulation
information available to students, counselors, and other transfer personnel throughout
the state. Project ASSIST, which was developed by the University in concert with CSU
and the California Community Colleges, is a statewide computerized articulation and
transfer planning system that provides students and counselors access to information
about the transferability of community college course credits to specific University and
CSU campuses. The database contains transfer agreements with local California
Community Colleges that provide the transfer student with a set of precise requirements
necessary to satisfy admission to many of the specific majors or colleges on all UC

campuses.

The Transfer Center Program was initiated in 1985-86 as an intersegmental program
involving the University, the California State University, and the California Community
Colleges to increase transfer rates. Transfer Centers are located on community college
campuses and serve as the focus of transfer activities. Center staff provide direct
services to identify, encourage, and assist potential transfer students. The Center
helps students prepare for upper division work by providing academic planning services
and employing articulation agreements to ensure that community college course work
will be accepted for transfer.

At the graduate level, the University has established several joint programs with CSU.
A wide range of UC academic departments collaborate with CSU in the California Pre-
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Doctoral Program, which encourages CSU’s best masters students to pursue doctoral
training at the University. UC San Diego and San Diego State University have
developed graduate student exchange programs between specific departments,
allowing graduate student on either campus to enroll in designated graduate courses on
the other campus. UC Davis and CSU Fresno offer teleconferenced graduate courses
in civil engineering offered at sites on both campuses. These campuses also offer a
Joint Doctoral Program in Educational Leadership, which has been extended to CSU
Hayward and CSU Sacramento.

Changes in Admissions Policy

In July 1995 the Board of Regents adopted a resolution, known as SP-1, which
prohibits the University from using religion, sex, race, color, ethnicity, and national origin
as criteria for admission to the University. The new admissions policy, which applies to
undergraduate students entering in spring 1998 and to graduate and professional
students entering in fall 1997, eliminates the use of race and gender as criteria for
decisions regarding admission.

In order to implement The Regents’ new undergraduate admissions policy as
expressed in SP-1, the University developed new admission guidelines which were
issued by the President in July 1996. Within the framework of the guidelines, each UC
campus has developed its own admissions criteria which were reviewed by the Office of
the President prior to implementation. The admissions guidelines:

. Revise the University's admissions policy so that no less than 50 percent and no
more than 75 percent of the regularly admitted class is selected solely on the
basis of academic achievement;

. Expand academic criteria beyond grades and test scores to provide a more
comprehensive view of an applicant's academic achievements and potential;

. Provide other criteria to further assess a candidate’s potential to succeed and to
contribute to the educational environment of the campus. These criteria range
from special talents, to academic accomplishments in light of the candidate’s life
experiences and special circumstances to the location of the applicant’s
secondary school and residence;

. Enable campus admissions officers to make decisions based on a broad array of
information.

In addition, changes have been made to the Policy on Undergraduate Admissions by

Exception. This policy continues to give campuses the flexibility to admit a small
proportion of students who do not meet the University’s eligibility requirements but who

55




demonstrate a reasonable potential for success. It has been the University’s policy to
allow up to six percent of newly enrolled students to be admitted by exception even
though they do not meet the eligibility criteria. The revised policy excludes
consideration of religion, sex, race, color, ethnicity, and national origin. However, it
states that within the six percent, up to four percent can be disadvantaged, that is,
students from low socio-economic backgrounds or students who have experienced
fimited educational opportunities.

Proposition 209, which was passed by the voters in November 1996, went into effect in
August 1997 as Section 31 of Article 1 of the California State Constitution. The new
constitutional amendment (which has a similar impact on the University's admissions
policy as The Regents' Resolution SP-1), stipulates that the State, including the
University, "shall not discriminate against, or grant preferential treatment to, any
individual or group on the basis of race, sex, color, ethnicity, or national origin in the
operation of public employment, public education, or public contracting."

Displays 5 and 6 show the change in undergraduate and graduate enrollment by
ethnicity from 1980 through 1996.
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DISPLAY §

Undergraduate Enroliment by Ethnicity
Fall 1980 - 1996
Percent
1980 1996 Change  Change
African American 3,474 4972 1,498 43%
American Indian 483 1,234 751 155%
Chicano 3,816 12,363 8,547 224%
Latino 1,539 4918 3,379 220%
Subtotal 9,312 23,487 14,175 152%
Asian 10,700 35,186 24,486 229%
Filipino 1,304 5,296 3,992 306%
White/Other 68,200 54,916 (13,284) -19%
Decline to State 5,362 5,056 (306) -6%
Total 94,878 123,941 29,063 31%
DISPLAY 6
Graduate Enroliment by Ethnicity
Fall 1980 - 1996
Percent
1980 1996 Change Change
African American 996 1,303 307 31%
American Indian 132 253 121 92%
Chicano 900 1,676 676 75%
Latino 579 1,068 489 84%
Subtotal 2,607 4,200 1,593 61%
Asian 2,145 4734 2,589 121%
Filipino 117 491 374 320%
White/Other 20,394 19,947 (447) -2%
Decline to State 5,354 1,843 (3,511) -66%
Total 30,617 31,215 598 2%
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HEALTH SCIENCES INSTRUCTION

1997-98 Budget

Total Funds $598,181,000
General Funds 263,218,000
Restricted Funds 334,863,000

1998-99 Increase

General Funds -
Restricted Funds $16,700,000

The instructional program in the health sciences is conducted principally in fourteen
health professional schools which provide education to students preparing for various
careers in health care, teaching, and research. The health sciences schools are
located on six campuses and include five schools of medicine, two schools of dentistry,
two schools of nursing, two schools of public health, one school of optometry, one
school of pharmacy, and one school of veterinary medicine. In addition, the University
operates four programs in medical education conducted at Berkeley, in Fresno and
Riverside, and at the Charles R. Drew University of Medicine and Science in Los
Angeles. Professional and academic students, residents, postdoctoral fellows, students
in allied health programs, and graduate students who will become teachers and
researchers participate in the programs of the health sciences schools. The physical,
biological, and behavioral science programs of the general campuses are important
complements to the programs of the health sciences schools.

In order to operate the instructional program, the health sciences schools require
faculty, administrative and staff personnel, supplies, and equipment. Faculty
requirements are determined in accordance with student-faculty ratios which have been
established for each type of school and for each of the categories of students enrolled
in these schools. As examples, the historical student-faculty ratio for medical students
is 3.5:1; for dentistry students, 4:1; and for pharmacy students, 11:1.

Faculty salary costs constitute approximately one-half of the total budget for the health
sciences instructional program. Instructional support costs represent approximately
one-quarter of the program's budget. These costs include non-faculty personnel,
equipment, and supplies, which are provided for each faculty position based on support
levels determined for each school. The remaining one-quarter of the program's budget
provides funding for other expenses including employee benefits, partial support of
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stipends paid to interns and residents, and a portion of malpractice insurance
premiums.

In addition to the resources in the instruction budget, the cost of clinical training
traditionally has been supplemented by physician and other professional fee income
and by revenues generated by the medical centers. Financial support for the costs of
providing a medical education in a clinical setting has been declining as a result of
many factors including the growth of managed care and changes in Medicare and
Medicaid. There is a need to broaden the sources of financial support to help pay for
the costs of medical education, and to expand the coverage to include the costs
incurred in outpatient settings. In 1996-97, the University was successful in obtaining
$50 million in additional federal Medicaid funds to help support the medical education
costs related to services provided to the State’'s Medi-Cal population. The State
adopted legislation (SB 391) through which the University and other teaching hospitals
will continue to receive this funding for at least the next two fiscal years.

The dramatic changes taking place in the health care delivery system are having a
profound effect on health sciences education. While no increases in heaith sciences
enroliments are planned in the near future, the content of the academic curriculum and
the relationships between disciplines are evolving. The future agenda for the University
health sciences is clear: plan enrollments and curricula to meet the future workforce
and research needs of the State and the society; assure the financial support for
medical education and other health sciences disciplines; and preserve the academic
and research base of the institution in order to assure that the University can continue
to respond to ever-changing health care needs.

Health Sciences Enrollments Nationally and Within UC

The University's long-range academic planning for the health sciences is influenced by
a variety of internal and external factors. External factors include the State's need for
health professionals, federal and State policies for funding health sciences education,
access to and reimbursement for health services for the poor, and the State's overali
financial circumstances. These external factors have driven health sciences enroliment
planning at the Universitywide level which, in turn, has provided broad parameters for
the internal, decentralized planning process through which campuses initiate proposals
to address programmatic concerns.

National health care workforce projections are key components of the University’s heath
sciences enrollment planning and have a long history in this country. In the early
1970s, the Graduate Medical Education National Advisory Committee (GMENAC)
predicted a shortage of physicians. By the early 1990s, projections warned of a
national shortage of generalists and a significant oversupply of specialists by the year
2000.
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Recent analyses of physician staffing patterns in closed-panel health maintenance
organizations (HMOs) support the notion that the nation is on the verge of a significant
oversupply of specialists and subspecialists of virtually every kind. These analyses also
suggest that the current size of the generalist workforce falls within the range necessary
for the future, and that the large expansion of the primary care workforce previously
projected may not be required. These shifts reinforce the need to continually re-
examine workforce projections for medicine and for all the health professions.

Health Sciences Enroliments in the University

After peaking in the early 1980s, enroliments in the health sciences have remained
relatively steady. Display 1 shows total University health sciences enrollment and the
first-year class size for selected professional programs the years 1970-71, 1981-82,
1989-90 and 1998-99 (budgeted). Display 1 also shows that after increases through
1981-82, enrollments began to decrease in large part due to budget cuts. Under the
State’s four-year compact with higher education, health sciences total enroliments are
expected to remain essentially steady through 1998-99, with increased emphasis on
training primary care physicians.

DISPLAY 1

Health Sciences Year-Average Headcount Enroliments: Total
Enrollment And First-Year Class Size for Selected Programs

1970-71 198182  1989-90 1998-99
Budget Budget Budget Budget Plan

Total Enrollment 7,015 12,750 12,022 12,000

First-Year Class Size:

Medicine 429 652 622 622
Dentistry 175 216 176 168
Veterinary Medicine 83 129 122 122
Pharmacy 93 120 117 117
Optometry 54 68 65 65

Planned Growth in the 1970s. In 1970, in response to the projected need for
increased numbers of health care professionals, the University submitted a
comprehensive ten-year plan for the health sciences to the State. In spring 1975, the
University submitted a revised plan for the health sciences, based on an extensive
reevaluation of programs and resource requirements and an attempt to provide a
reasonable balance between the State's needs for health care professionals and the
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State's ability to finance the projected growth. This plan was accepted within the
University and approved by the State. Operating budget resources to accommodate
health sciences enroliment growth in the 1970s were provided by the State. Facilities
to accommodate the enroliment growth were funded by a Health Sciences Bond Issue
on the 1972 ballot. Enroliment levels envisioned in the 1975 plan were largely achieved
by 1981-82.

The Reductions of the 1980s. By 1982-83, however, the State's fiscal problems and
downward revisions of estimated future health workforce needs led to a number of
decisions which significantly reduced the enrollment levels achieved as a result of the
earlier plan. As a result of this and other factors discussed below, health sciences
budgets were reduced by $12.6 million during the period 1982-83 through 1988-89,
resulting in enrollment reductions totaling 1,193 students in existing programs. Some of
this decline was offset by an increase of 384 students in selected or new programs,
including 218 students in the Drew/UCLA Medical Education Program.

. The 2.5 Percent Budget Reduction, 1982-83. Among the actions taken in
response to the 2.5 percent reduction of the University's base budget included in
the 1982 State Budget Act, was a cut of $3.6 million in the health sciences
instructional programs. This cut required enrollment reductions totaling 388
students in medicine, dentistry, nursing, and veterinary medicine. These cuts
were phased over a period of four years in order to allow enrolled students time
to complete their degrees.

. Loss of Federal Capitation Funds. The federal government instituted a
capitation grant program to encourage the expansion of enroliments in the health
sciences beginning in 1972-73. The University budgeted these funds as an
offset to State support. Although the University considered the basic educational
costs of these programs to be primarily a State responsibility, federal income
contributed significantly to their support. Federal capitation funds peaked at $6.4
million in 1974-75. Beginning in 1979-80, federal capitation funds were reduced
significantly and by 1981-82, were eliminated for all health sciences schools
except public health. In 1981-82, capitation funds for public health were also
reduced significantly. The funding level for public health remained fairly constant
until 1990-91, when the enabling federal legislation expired and capitation funds
were phased out.

As a result of losing federal capitation funds, the University reduced class sizes

over a four-year period resulting in a total reduction of 140 professional students
in the health sciences schools by 1985-86. This reduction was in addition to the
enrollment reduction resulting from the 2.5 percent budget cut discussed above.

Although the State recognized the elimination of the capitation funds and

provided partial replacement funds totaling $3.3 million, the University's health
sciences schools were left with a $2 million deficiency. To maintain the quality of
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the instructional programs in the health sciences schools, the University reduced
all entering class sizes in 1982-83 by two-to-five students each, for a total of 35
professional students.

. Legislative Reduction of Non-Primary Care Residency Positions, 1982-83. In
1983-84, legislation requiring a budget reduction of $2 million for medical
residency positions in non-primary care specialties was passed, requiring
elimination of 267 such positions in 1983-84. No residency positions could be
eliminated in 1982-83 because applicants had already been accepted at the time
of the legislative action.

o Budget Reduction, 1983-84. In addition to the enroliment reductions discussed
above, further reductions were required due to elimination of certain fixed-cost
funds from the University's 1983-84 budget. The 1984 State Budget Act restored
only a portion of these funds; the remainder represented a permanent reduction
of the University's budget. The University decided to take $5 million of this cut
by reducing enroliment in the health sciences programs by 398 students and by
reducing the budgets of the neuropsychiatric institutes by approximately 2.8
percent, phased over a four-year period beginning in 1985-86. The net reduction
of 398 students included students in medicine (210 residents and 42 family
nurse practitioners in a UCSD based medical school program), dentistry (84
D.D.S. students and 21 residents), nursing (37 graduate professional students),
and public health (50 B.S. students and 6 graduate professional students),
partially offset by an increase of 24 graduate academic students in nursing and
28 graduate academic students in public health.

Budget Reductions in the Early 1990s. The State began to experience further fiscal
problems in the late 1980s. These problems escalated in the early 1990s, eventually
developing into a major fiscal crisis for the State. As part of an overall plan to
accommodate over $400 million in budget cuts in the early 1990s, the University
reduced total budgeted enroliments by 5,500 FTEs, which included 412 health sciences
students. Although the 1992-93 Governor's Budget provided funding for new
enroliment growth of 100 health sciences graduate academic students, the funding
increase associated with this enrollment growth was more than offset by an
undesignated cut of $224 million in the 1992 State Budget Act.

The University offered three early retirement programs as one means of coping with
cuts of this magnitude in such a short time frame. As a result, health sciences
programs lost a number of senior faculty, and student-faculty ratios deteriorated. In
order to maintain the quality of the health sciences instructional program, a substantial
portion of the vacant faculty positions must be refilled. Income from the Fee for
Selected Professional School Students (net of financial aid) is being used in part for this
purpose.
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Fee for Selected Professional Schools:

The Fee for Selected Professional Schools was charged to first-time students in fall
1994 and became a permanent feature for that class and all subsequent classes in
medicine, dentistry and veterinary medicine. Since fall 1996, a similar fee is being
charged to students in nursing, optometry and pharmacy. In charging the fee, the
University reconfirmed its commitment to maintain academic quality and enrollment in
the designated professional school programs. An amount equivalent to at least one-
third of the total fee revenue is used to provide financial aid to help maintain the
affordability of a professional school education. The remaining revenue is used to
sustain and enhance the quality of the professional schools’ academic programs and
student services, and to fund costs related to instruction. Income from the Professional
School Student Fee will be used to help fill a portion of faculty positions vacated
through early retirements and to support a budget that will restore 1990-31 student
enroliment levels by 1998-99. This financial structure treats health sciences and the
general campus programs similarly with respect to net budget cuts. The Fee for
Selected Professional Schools is discussed in more detail in the Student Fees section
of this document.

Minority Enrollments In University Medical Schools

California is a racially and ethnically diverse state. Concern that the State’s health care
workforce should reflect the State’s ethnic composition, along with data which suggests
that physicians who are members of minority groups serve a critical role in serving
minority populations and medically underserved geographic areas, has focused
attention on the University’s health sciences enroliments.

The number of under-represented minority students enrolling at UC medical schools
between 1991 and 1995 was higher than the national average, but has slowly declined
since 1992. In 1996, UC enrollments of minority students (12.8%) dipped slightly below
the national average (13.1%).

While not fully understood, this decline has been attributed by some as reflecting, at
least in part, the attractive financial aid packages that are offered by many of the
nation’s most prestigious private medical schools. It is also the case that nationally
there has been an overall drop in the number of medical school applicants across the
nation from all categories of students, and a relatively greater decrease in total
applications from minority students.

Increasing the Training of Generalists

While the changing workforce requirements of a reformed health care system will affect
all of the health sciences professions, initial projections have tended to focus attention
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on the nation’s supply of generalist and specialist physicians, and the extent to which
the number and distribution of such physicians are consistent with foreseeable
workforce needs. In response to the increasing emphasis on primary care at the
national level and to a specific legislative initiative in California, the University undertook
a study of issues related to the State's need for primary care physicians and the
University's role in filling this need.

A first report in June 1993, titled Changing Directions in Medical Education: A
Systemwide Plan for Increasing the Training of Generalists, outlined the University’s
plans to increase emphasis on primary care training for medical students and residents.
These planned changes included, but were not limited to, changes in medical student
admission processes and curriculum, increases in the number and proportion of primary
care residency positions at each campus, and significant concurrent reductions in the
total systemwide number of non-primary care positions.

At the request of the Governor, the University assessed its ability to accelerate the
timetable for achieving the planned increases in primary care residency training and
planned decreases in non-primary care specialty training. In June 1994, the University
submitted a second report which incorporated revised goals for 2001-02. These goals
exceeded those identified in the first report by increasing the number of medical
residents training in primary care specialties.

In response to a request from the Governor, the University also developed a
memorandum of understanding with the Office of Statewide Health Planning and
Development regarding issues related to the University's primary care training goals.
Consistent with this document and the provisions of supplemental language adopted in
conjunction with the 1994 State Budget Act, the University agreed to provide annual
reports to the Governor and the Legislature through the year 2003 on progress toward
meeting its primary care expansion goals.

The fifth report issued in June 1997 reveals significant progress toward the University's
goals including:

. A nearly 40 percent increase over the 1992-93 base of 521 residents in UC and
UC-affiliated family practice residency programs, to a 1996-97 enrollment of 724
residents.

. Red