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MESSAGE FROM THE PRESIDENT

Access. Affordability. Quality. These characteristics are the hallmarks of the University of California and the foundation of

its public service commitment. Their preservation remains the University’s highest priority.
The proposed 2012-13 UC budget seeks to address this priority and at the same time stabilize the system’s fiscal health.
Among the key features of this proposed budget are:

e acommitment to increasing access by investing in modest enrollment growth;

e an expansion of financial support for both lower- and middle-income students;

e the preservation of quality faculty, staff, and facilities;

e and the aggressive pursuit of new revenues and cost reductions.

We undertake these challenges against a backdrop of chronically unreliable and inadequate State funding. For the first time

in UC history, students are contributing more to their education than the State.

The recent State funding reductions should be seen in the context of what has been a 20-year decline in State financial

support.

Our current fiscal budget from the State is only 10% higher (in non-inflation adjusted dollars) than our 1990-91 allocation.

During those 20 years, enrollment has grown 51%, and we've opened a 10" campus.

At the same time, California high school enroliment has soared and demand for UC admission is at its highest. By 2025,
according to the Public Policy Institute of California, our state will face a shortage of one million college-educated workers.
To fill the jobs of the future, we need to increase college enrollment, not curtail it.

You will read more in the pages of this proposed budget about the negative impact the State funding crisis is having on our
campuses and the steps UC has taken to mitigate them.

We are working hard to achieve cost savings and efficiencies while exploring new sources of revenue. The systemwide

Working Smarter initiative has a five-year goal of achieving $500 million in savings and revenue generation.

But those efforts alone cannot fill UC’s growing budget gap. We need the State’s financial investment to retain UC’s

competitiveness and protect the quality of its academic, health, and research programs.

As we embark on an effort to develop a long-term fiscal plan, it is important to remind ourselves that the stakes are high for
California. The University is both a creation of and the catalyst for the forward-looking, can-do spirit that has made
California a world leader in social and technological innovation.

The UC system performs an essential role in educating California’s work force, creating new jobs and inspiring discoveries.
We need a reliable partnership with the State to continue delivering these services that are so vital to California’s economic

future.

I look forward to continuing to work with our Governor and legislators to restore California’s commitment to public higher

education and to the families that are counting on that education being accessible to their children.

Mark G. Yudof
President
October, 2011
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KEY ELEMENTS OF THE UNIVERSITY OF CALIFORNIA 2012-13 BUDGET

Amid a period of unprecedented State funding reductions, the University’s primary focus
IS to preserve its essential role in educating the state’s workforce and incubating
research discoveries. Consistent with this goal, the University’s budget proposal for
2012-13 attempts to protect access, maintain quality and affordability, and stabilize

fiscal health.

The key features of the budget proposal are as follows:

Enrollment and Instructional Program Expansion: The University proposes to begin to reinvest in enrollment growth,
particularly at the Merced campus, as well as in PRIME and nursing programs, and to continue development of a new

medical school at the Riverside campus.

Retirement Plan Stabilization: Employer contributions to the UC Retirement Plan will rise by 3%, from 7% of
compensation in 2011-12 to 10% in 2012-13. Funding of retiree health contributions will also increase as numbers of

retirees grow and health costs rise.

Maintenance of Quality: In order to keep pace with inflation and market pressures, UC will provide modest compensation
increases for faculty and staff, and address cost increases for employee health benefits and other inflationary increases in
non-salary costs. UC will also pursue deferred maintenance projects necessary to maintain its high-quality facilities and

infrastructure.

Restoration of Excellence: Over the next several years, the University proposes to reinvest in academic and service

programs to restore quality and functionality.

Cost Reductions and Alternative Revenue Sources: UC will continue to pursue cost reductions, including administrative
efficiencies, reductions in central administration and programs, and controlled growth in employee health care benefit costs.
In addition, UC will pursue alternative revenue strategies, including increased research indirect cost recovery, increased

fungibility in philanthropy, nonresident enrollment, and professional and self-supporting program expansion.

Other Revenues: To achieve the University’s goals to provide access and maintain quality and affordability, while
stabilizing fiscal health, the University is requesting support from the State and is exploring sources of additional revenues.
Revenue alternatives will be discussed more fully at future meetings of the Regents, and it is expected that a 2012-13

revenue proposal, including tuition and fee levels for 2012-13, will be presented to the Regents in March 2012.

This document provides a summary of the current status of the University’s operating and capital budgets and proposed
changes for 2012-13. The document following this summary, the 2012-13 Budget for Current Operations — Budget Detail,
provides explanatory detail for all aspects of the University’s operating budget, including both sources of funding and
expenditure program areas. The University’s capital budget program is described in more detail in the 2011-2021
Consolidated State and Non-State Capital Financial Plan document.
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2012-13 EXPENDITURE PROPOSAL

Display 1: 2012-13 Expenditure Proposal (Dollars in Millions)

2011-12 Current Operating Budget

State General Funds $ 2,374.1
UC General Funds $ 792.3
Student Tuition and Fees $ 2,965.4
Total Core Funds $ 6,131.8
Student Financial Aid $ (976.6)
Core Funds Net of Financial Aid $ 5,155.2
2012-13 Proposed Increases in Expenditures
Enroliment Growth and Instructional Programs $ 36.6
Compensation and Non-salary Iltems
Academic Merit Increases $ 30.0
Other Compensation Increases $ 97.6
Employee Health Benefits $ 22.8
Instructional Equipment, Library Materials, and Other Non-salary Items $ 21.8
Deferred Maintenance $ 25.0
Post-employment Benefits
UCRP Contributions 87.6
Retiree Health Programs $ 5.2
Savings, Alternative Revenues, and Restorations
Efficiencies and Other Savings $ (100.0)
Alternative Revenue Sources $ (125.0)
Reinvestment in Excellence 310.0
Financial Aid TBD
Total Increase in Expenditures $ 411.6
Percentage Increase * 8.0%

! Calculated as a percentage of core funds net of financial aid.
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OVERVIEW OF THE UNIVERSITY BUDGET FOR CURRENT OPERATIONS

Under the California Master Plan for Higher Education, the University of California is

charged with the tripartite mission of teaching, research, and public service.

In addition to providing instruction for more than 230,000
students annually and maintaining a multi-billion dollar
research enterprise, the University engages in a broad
spectrum of ancillary activities, including the operation of
teaching hospitals, maintenance of world-class libraries,
development of academic preparation programs,
management of national laboratories, and provision of
housing and dining services. In 2011-12, the University’s
endeavors are generating $22.5 billion from a wide range of
revenue sources for support of the University’s operations.
The University’s annual budget plan is based on the best

estimates of funding available from each of these sources.

Core Funds

Core funds, totaling $6.1 billion in 2011-12, provide
permanent funding for core mission and support activities,
including faculty salaries and benefits, academic and
administrative support, student services, operation and
maintenance of plant, and student financial aid. Comprised
of State General Funds, UC General Funds, and student
tuition and fee revenue, core funds represent 27% of the
University’s total expenditures. Much of the focus of the
University’s strategic budget process and negotiation with
the State is the use of these fund sources.

Historically, State funding has been the largest single
source of support for the University. Totaling $2.37 billion
in 2011-12, State funds have provided and remain a critical
core investment, enabling UC to attract funds from federal,
private, and other sources. However, the volatility of State
support and the failure to keep pace with enroliment and
inflation, particularly over the last 20 years, have eroded the
University’s competitiveness and jeopardized the quality of
the academic program. The unprecedented cuts in State
funding in recent years have brought the University to an
insufficient support level that threatens to replace

excellence with mediocrity.
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Over the last two decades, student tuition and fees have
helped to make up for a portion of lost State support for UC,
but at considerable cost to students and their families.

Even with tuition and fee increases, overall core funding per
student has declined by 19% in inflation-adjusted dollars.

Non-Core Fund Sources

While other sources of funds help augment and
complement the University’s core activities of instruction
and research, providing support functions; public service to
the state and its people; and a rich social, cultural, and
learning environment on UC campuses, these other
sources cannot supplant core funding from the State. In
fact, inadequate core funding will negatively affect the
continued robustness of these other sources.

Sales and Services Revenue. These revenues directly
support the University’s academic medical centers and
clinical care staff; auxiliary enterprises such as housing and
dining services, parking facilities, and bookstores;
University Extension; and other complementary activities,

such as museums, theaters, conferences, and publishing.

Government Contracts and Grants. Federal, state, and
local governments directly fund specific research programs
as well as student financial support.

Private Support. Endowment earnings, grants from
campus foundations, and other private gifts, grants, and
contracts fund a broad range of activities, and are typically
restricted by the donor or contracting party. Private support
comes from alumni and friends of the University,
foundations, corporations, and through collaboration with

other universities.

Other Sources. Other sources include indirect cost
recovery funds from research contracts and grants, patent
royalty income, and fees earned for management of
Department of Energy laboratories.



Display 2: 2011-12 Sources of Funds

27% Core Funds

13% Tuition and Fees

3% UC General Funds

‘ 27% Medical Centers
11% State General Funds 7
19% Other Sales and Services

20/0 Other Sources
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Government Contracts and Grants

UC'’s $22.5 billion operating budget consists of funds from a variety of sources. State support, which helps attract other

dollars, remains most crucial.

Display 3: 2010-11 Expenditures from Core Funds

30% Academic Saares’
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Three-fourths of core funds (State and UC General Funds and student tuition and fees) support personnel through
academic, staff, and senior management salaries and employee and retiree benefits.

Non-core fund sources cannot be easily redirected to
support core mission activities. In the case of gift, grant,
and contract funds, uses are often contractually or legally
restricted; funds can be used only for purposes stipulated
by the donor or granting agency. For other sources, such
as hospital and auxiliary revenues, operations are market-
driven and face many of the same cost and revenue
pressures occurring in the private sector. Revenues are
tied not only to the quality of the services and products

being provided, but also to the price the market will bear.

The historic investment from the State helped develop one
of the finest public university systems in the world, one that
serves the economically and ethnically diverse young
minds of California, who will go on to drive the economic
health of the state. The State’s investment must be
restored if the University is to remain among the world’s top
public universities and continue to provide the state with the
economic and social benefits that derive from a great

institution of research and learning.
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CALIFORNIA’S FISCAL CRISES SHAPE THE UNIVERSITY’S BUDGET PLAN

The development of the 2012-13 budget plan occurs in a context shaped by the State’s

enduring fiscal challenges and the University’s efforts to respond to inadequate and

unreliable State funding.

Since 1990-91, State funding for the University of California
has been marked by dramatic reductions due to recurring
fiscal crises followed by temporary increases tied to

ambitious plans to restore support.

= In the early 1990s, the University lost the equivalent of
20% of its State support.

= Later in the decade, under agreements with Governors
Wilson and Davis, significant funding increases were
provided for enrollment growth necessary to maintain the
University’s commitment to the Master Plan, to avoid

student fee increases, and to maintain quality.

= Another State fiscal crisis during the early 2000s meant a
significant step back in State support during a time of
rapid enrollment growth due to increases in the number

of California high school graduates.

= In the middle of the last decade, UC entered a six-year
Compact with Governor Schwarzenegger to provide the
minimum resources needed for the University to
accommodate enrollment growth and sustain the quality
of the institution. From 2005-06 through 2007-08, the
Compact served the University, students, and the State
well, allowing UC to continue enrollment growth, provide
compensation increases for faculty and staff, and avoid a

student fee increase in 2006-07.

= The State’s ongoing budget shortfalls, compounded by
the onset of the global financial crisis, led the State to
renege on the Governor's Compact, and resulted in
significant reductions in State support at the end of the
decade. For two years, no funding was provided for
enrollment growth and the base budget was reduced at a
time when demand for UC was soaring. Federal

economic stimulus funds provided temporary support.

= When contributions to the UC Retirement Plan (UCRP)
were restarted in April 2010, the State failed to contribute
its fair share, which only increased the budgetary
pressure on the University. The State is neglecting this
obligation for UC while continuing to pay for the pension

costs of CSU and the Community Colleges.

= In 2011-12, due to the slow economy and the State’s
inability to extend temporary tax increases, State support
is more than $1.5 billion less than it would have been
under the most recent agreement with the Governor and

nearly $900 million less than provided in 2007-08.

The net result of these swings is that State support for UC
in 2011-12 is just $240 million above the amount provided
in 1990-91 in non-inflation-adjusted dollars, reflecting

average growth of just 0.5% annually.

During this same period of volatility in State funding, the
number of California high school graduates has soared.
The University accepted the challenge to accommodate
growing numbers of students prepared for and seeking a
quality university education in order to preserve access for
California residents, and succeeded in enrolling many more
students. Since 1990-91, student enroliment has risen 51%
and UC has opened a tenth campus, while State support
has risen only 10% in non-inflation-adjusted dollars. This
discrepancy is further exacerbated by the inflation that has

occurred since 1990-91, as described later.



Display 4: State Funding for UC (Dollars in Billions)
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Volatility in State support for UC has meant that funding in 2011-12 is just 10% above the amount provided in 1990-91 in
non-inflation-adjusted dollars and more than $1.5 billion below expected workload funding as pledged in the last Compact.

Display 5: Student Enrollment Over Time
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Since 1990-91, student enrollment has increased by more than 50% as the University has kept its promise to accommodate
eligible California residents.
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To help address the inadequacy of State funding and
maintain quality, UC has been obligated to increase student
tuition and fees. In 1990-91, tuition and fees were just
$1,624 for all California residents. In 2011-12, mandatory
systemwide tuition and fees total $12,192 for California
resident undergraduates and graduate academic students,
and are even higher for graduate professional students.
Tuition and fee increases have always been a direct result

of inadequate and volatile State support.

Even so, tuition and fee increases have only partially made
up for inadequate State support. As shown in Display 6,
resources for educational programs for general campus
students have declined on an inflation-adjusted per-student

basis — UC is spending less per student.

= The average expenditure per student for a UC education
has declined more than 19% over 20 years — from
$21,370 in 1990-91 to $17,390 in 2011-12.

= State funding per student declined significantly — by 60%
over a 20-year period. In 1990-91, the State contributed
$16,720 per student — 78% of the total cost. In 2011-12,
the State share declined to $6,770, just 39%.

= As the State subsidy has declined, the share students
pay has more than tripled. In 1990-91, students
contributed 13% of the cost of their education; students
are paying 49% of the cost of their education in 2011-12.

The fiscal problems associated with the inability of the State
to provide the funding called for in the Compact with
Governor Schwarzenegger — including funding for 2.5%
enroliment growth annually — and subsequent funding
reductions have been further compounded for UC by
unfunded cost increases for academic merit increases,
collective bargaining agreements, health benefits,
purchased utilities, and, beginning in 2009-10, employer

contributions to the UC Retirement Plan.

The inadequacy of State support to address inflationary
cost increases during a period of rapid enrollment growth
has led the University to take a number of actions, some
positive, but many negative. Positive actions include
operational improvements such as development of
information technology systems that reduce personnel
effort, strategic sourcing, shared library resources, energy
savings programs, curriculum redesign, elimination or
consolidation of redundant operations, new financial

investment strategies, and alternative instructional delivery.
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More significant, however, are the austerity measures
necessitated by the lack of support which have a negative
impact on quality and functionality:

= faculty and staff salaries that significantly lag the market;

= reduced faculty hiring, leading to higher student-faculty
ratios, larger class sizes, and less depth and breadth in
course offerings;

= reductions in services and service hours;
= inadequate graduate student support;

= deferral of library material purchases and equipment
replacement;

= deferral of maintenance and capital renewal; and

= increased risk due to constraints on administrative
oversight.

In 2011-12, the University was faced with a budget shortfall

of $1 billion due to a $650 million reduction in State support

and mandatory cost increases of more than $360 million.

About 26% of the shortfall was addressed through tuition

and fee increases. Additional actions included short-term

revenue strategies as well as program reductions and cost

avoidance.

Looking ahead, without substantial new revenues, the
University’s budget shortfall will grow dramatically over the
next four years due to a variety of cost pressures, including:
= expected enrollment growth of 1% annually,

= salary increases for faculty and staff,

= rising employer contributions to the UCRP and costs of
retiree health benefits,

= employer contributions to employee health and welfare
benefits,

= high priority deferred maintenance needs, and
= other non-salary costs.

As a result of these cost pressures, the University’s budget
shortfall is projected to grow to $2.5 billion by 2015-16 if no
additional revenues or other solutions are identified and

there are no further changes in State support.



Display 6: Per-Student Average Expenditures for Education (2010-11 Dollars)
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Since 1990-91, average inflation-adjusted expenditures for educating UC students have declined by more than 19%. The
State’s share of expenditures has plunged even more steeply — by nearly 60%. Over this period, the student share, net of
financial aid, has tripled, from 13% to 49%, while the State now contributes just 39%.

Display 7: 2015-16 Budget Gap (Dollars in Billions)
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Due to a combination of previous budget reductions and upcoming cost increases, the University faces a looming budget
shortfall of $2.5 billion by 2015-16 if no additional revenues or other solutions are identified and there are no further changes
in State support.
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ACTIONS TO ADDRESS BUDGET SHORTFALLS

The State’s enduring fiscal challenges, the long-term decline in State support, and

substantial mandatory cost increases are forcing the University to reexamine all aspects

of its operations and develop new strategies.

To help address the University’s growing budget shortfall,
efforts are being made centrally as well as at the campus
level to reduce costs and identify alternative revenue

sources, both over the short term and the long term.

Earlier and Ongoing Systemwide Actions

Facing significant cuts in State support during 2008-09,
2009-10, and again in 2011-12, the University has taken
several actions to help achieve immediate savings
providing budgetary relief in the short-run and to develop

long-term cost reductions and alternative revenues.

= Administrative Efficiencies: The University community
has identified administrative and operational
effectiveness as a key tenet of long-term viability. This
consensus has evolved into Working Smarter, an
ongoing administrative efficiency effort that brings
together systemwide, regional, and campus-level
initiatives under one umbrella, with the specific objective
of redirecting $500 million of annual positive fiscal
impacts in five years from administrative costs to the

academic and research mission of the University.

Among these efforts, the University’s Strategic Sourcing
initiative has achieved $260 million in cumulative cost
savings since its inception in 2004-05. Through the
Statewide Energy Partnership Program, the University is
pursuing $262.6 million in energy conservation projects
that are expected to generate $18 million in annual

energy savings after debt service.

= Salary Reduction/Furlough Plan: During 2009-10, UC
employees were subject to a one-year salary reduction
and furlough plan that saved nearly $240 million across

all fund sources on a one-time basis.

= Debt Restructuring: UC took steps to delay principal
payments totaling $150 million over 2009-10 and
2010-11, providing additional temporary relief.
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= Senior Management Compensation Actions: Salary
freezes for Senior Management Group (SMG) members
were imposed for 2008-09 and 2009-10. Also, SMG
members are not eligible for the merit salary increase

program for 2011-12.

= UCOP Restructuring: During 2007-08 and 2008-09,
UCOP undertook a thorough restructuring and
downsizing. Further reductions in central administration
and programs were implemented in 2011-12. Since
2007-08, reductions in core administrative units at UCOP
and systemwide programs’ have totaled $86.8 million,
including $38.9 million in 2011-12.

= Other Actions: Certain bonus and incentive programs
were cancelled or deferred. Merit salary increase
programs for non-represented staff were not
implemented for 2008-09, 2009-10, or 2010-11.
Significant restrictions have been placed on travel and
other purchasing. As an example, travel expenditures at
UCOP are down over 60% as a result of the travel

constraints.

Campus Actions

Campuses also are taking individual actions to address
funding shortfalls. Academic and administrative units on
the campuses have been assigned cuts ranging in general
from 6% to 35%, determined through a series of
consultative processes on each campus. More than 4,400
staff have been laid off and another 3,570 positions have
been eliminated since the fiscal crisis began. Scores of
programs have been eliminated and others consolidated for
an estimated savings of over $155 million.

No campus is applying across-the-board cuts; each is using
a consultative, deliberative process to determine how
reductions should be allocated. All campuses are applying



disproportionate cuts to administrative programs in order to
reduce the impact on academic programs.

Even so, the magnitude of the State budget reductions has
meant that the University’s academic programs are being
affected. Some of the measures being taken to address
cuts include delaying hiring of new faculty and the
elimination of course sections and even some programs.
These decisions in turn mean larger class sizes, narrower
offerings for students, and less opportunity for students to

interact with leading scholars.

The impacts of even short-term actions on the academic
programs are of great concern. For example, reduced
course offerings and contact with faculty may undermine
the strength of the academic community and lead to
reduced student retention and lengthened time-to-degree.
Meanwhile, due to loss of staff support, remaining faculty
are being asked to assume more administrative tasks and
more student advising.

Furthermore, the inability to hire new faculty and the
increased instructional workload for existing faculty will also
have damaging impacts on the University’s research
enterprise. UC researchers attract billions in federal and
private research dollars to California, creating thousands of
jobs and helping support graduate students, who will be the
state’s next generation of scientists, engineers,
entrepreneurs, and leaders. The innovations and
discoveries generated from UC'’s research enterprise in turn
lead to the creation of patents, as well as spinoff industries
and startup companies. Disinvestment in UC faculty harms
UC’s ability to use its research enterprise to fuel the state

economy.

In 2011, UC commissioned a study of its economic
contribution to the state, quantifying what has been long
known — UC touches the lives of all Californians and is a
major economic engine in the state. For example, UC
generates about $46.3 billion in economic activity in
California and contributes about $32.8 billion to the gross
state product annually. Every dollar the California taxpayer
invests in UC results in $9.80 in gross state product and
$13.80 in overall economic output. One out of every 46
jobs in California — approximately 430,000 jobs —is
supported by UC operations and outside spending by the

University's faculty, staff, students, and retirees. UC is the
state’s third-largest employer, behind only the State and
federal governments, and well ahead of California’s largest
private-sector employers. UC attracts about $8.5 billion in
annual funding from outside the state. Every $1 reduction
in State funding for UC has the potential to reduce State
economic output by $2.10 due to ripple effects of UC

activities across the entire California economy.

GOALS FOR FUTURE COST REDUCTIONS AND
ALTERNATIVE REVENUE SOURCES

As part of a multi-year strategy to help address inadequate
State funding and looming cost increases without sacrificing
quality, the University is engaged in a series of efforts to
generate new cost savings and alternative revenues.

These include:

Systemwide Efficiencies. The University has committed
to achieve $500 million in administrative efficiencies over a
five-year period, with two-thirds of these savings, or

$335 million in total, accruing to core fund sources by
2015-16.

Philanthropy. The University has set a goal to raise

$50 million annually in unrestricted or more flexible
philanthropy. This additional revenue will require a
considerable expansion of UC’s fundraising efforts, as well
as efforts to request the elimination of endowment
restrictions from donors.

Research Cost Recovery. UC is pursuing increased
research indirect cost recovery (ICR) of $30 million annually
above current levels over four years, through negotiated
increases in federal ICR rates reductions in ICR waivers for
private and State contracts and grants.

Nonresident Enrollment. As described later, all
campuses are attempting to increase enrollment of
nonresident undergraduates. Increases of 10% annually
(approximately 860 students per year), would yield

$92 million in additional revenue, net of instructional costs,
in 2015-16.

Professional Degree Supplemental Tuition Increases.
The University is seeking revenue increases from tuition
increases and expansion of professional degree programs
(both State-supported and self-supporting) equivalent to 8%
annual increases in Professional Degree Supplemental
Tuition revenue, totaling $60 million in 2015-16.

Other Cost Reductions. The University is attempting to
achieve savings through efficiencies in central functions,
reductions and eliminations of earmarked programs that do
not advance the core mission of UC, and limits on
increases in the cost of employee and retiree health
benefits. These efforts could yield $120 million in savings.
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THE NEED FOR MULTI-YEAR PLANNING AND FISCAL STABILITY

Fostering and maintaining quality at the caliber of the University of California requires

long-term planning and investments that, in turn, require fiscal stability.

The University of California is a world-class institution
constantly on the cutting edge of knowledge development.
The excellence that has made UC one of the very best
universities in the world is based on a long-term investment
that has taken many decades to develop. And yet, that
excellence is fragile and can rapidly disappear if the current

disinvestment by the State is not addressed.

The volatility in State funding in recent years has made it
difficult for campuses to plan and yet thoughtful long-term
planning is fundamental to an institution like UC. Decisions
to hire and tenure faculty; enroll students; add or expand
academic programs; build new residence halls, classrooms,
or research facilities; and invest in books or digital
technology for libraries all involve long-term investments
that must be based on some assurance of stable funding in
the future. Put another way, the University is unlike many

businesses, which can quickly increase or reduce

production and inventories depending on market conditions.

Without the assurance of stable funding, UC is inhibited
from making decisions that are essential to operating a
major research institution an