


recipients whose income falls between the old maximum and the new maximum will
continue to receive their award.

Additional Proposals Affecting the CSU

In addition to the budget reductions and fee increases described above, the Governor has
proposed a series of pension reforms that will affect CSU employees. Most notably, the
budget includes a proposed 1 percent increase in the employee pension contributions.
For CSU faculty this means CalPERS contributions will increase from 5 percent to 6
percent, thus decreasing take-home pay by 1 percent.

The Governor is also seeking a pared down pension formula for newly hired state
employees.

The Cumulative Affect of Budget Reductions

The most important thing to understand about the Governor’s 2004/05 budget proposal is
that it does not exist in a vacuum. The true impact of the 2004/05 budget reductions
should only be considered in the context of cuts already suffered by the CSU.

Excluding “pass-through” fundsrflthe CSU has suffered a total net General Fund
reduction of $541.2 million in 2003/04 and 2004/05 (see Appendix A). In other words,
over this two-year period, the CSU has experienced a 20 percent reduction in state
support. To get some sense of the scale of this reduction in General Fund resources,
consider that in 2003/04 the CSU’s three largest campuses (San Diego State, Long Beach
and Northridge) received a combined total of $515.0 million in state support in 2003/04.

Unfortunately, this decline in state support is not an isolated trend. Long-term trends
clearly indicate that the CSU has become a secondary priority in the eyes of California
policymakers. In the early 1970’s, the state was spending approximately 6.5 percent of
the General Fund on the CSU. Today, the CSU represents only around 3.5 percent of
General Fund spending (see Appendix B, Chart #1). State expenditures per CSU student
have also fallen off dramatically (see Appendix B, Chart #2). In 1980-81, the CSU
received approximately $10,742 per student (2002/03 dollars). By 2002/03 the state’s
contribution per student had declined to $8,426, a decline of 21.6 percent.

In addition to the General Fund reductions, the CSU had to absorb $78.6 million in
unfunded mandatory costs (e.g. health care cost increases, workers comp. costs, etc.) in
2003/04 and anticipates having to absorb another $57.5 in 2004/05. This two-year,
$136.1 million unfunded liability has placed additional pressures on the CSU budget.

! Pass-through funds are allocated to the CSU by the state, but cannot be used to meet programmatic needs.
Pass-through funds have a deceptive impact on the CSU’s bottom-line — they are recorded as a budget
increase, but are not available to help campuses meet their operating costs. The primary example in the
CSU is money received for CalPERS payments. The state funds the CSU’s increased retirement costs, but
the CSU must send that money on to CalPERS.



The system has had to make additional reductions in discretionary spending in order to
accommodate these necessary expenditures.

The CSU has backfilled a portion of this erosion in General Fund resources by shifting
costs to students through increased student fees. However, increases in student fees have
not come close to offsetting the drop off in state support.

The Anticipated Impact of the Budget Reductions

It is already clear that every single member of the university community will feel the
impact of the Governor’s proposals. Students, yet again, will be forced to pay more in
2004/05. And this year, fewer students will be able to count on CalGrants to help defray
the cost of their education.

And what will the students get for their increased fees:

e (lass size will increase;

e C(lass offering will shrink dramatically, meaning that graduation may be
delayed;

e There will be fewer faculty on campus (cuts of this magnitude mean faculty
layoffs);

e Faculty workload will increase, meaning student access to office hours and
faculty advising will drop;

e Entire university programs may be eliminated;

e It will be more difficult to get counseling services;

e Libraries’ journal subscriptions will be cancelled and book acquisition will
drop significantly;

e [t will be much more difficult to find student employment;

e Miscellaneous campus user fees may increase.

It would be bad enough if the impact of the cuts stopped here.

However, the students, faculty and staff that make up the CSU will not be the only ones
to feel the pain of these cuts. The CSU is an absolutely vital contributor to the health of
the California economy. The National Association of State Universities and Land-Grant
Colleges (of which the CSU is a member) estimates that for every dollar invested in a
state university, the institution returns five dollars into the economy. That means the 23-
campus CSU system contributes well over $15 billion to the California economy each
and every year. CSU auxiliary organizations likely contribute several billion more each
year.

Reducing the budget of such an important part of the economy will have a major impact
on California’s business community. Businesses that contract with the CSU may see
their contracts cancelled or curtailed significantly. Budget cuts mean the CSU spending
on paper, office supplies, lab equipment, computers, software, and
construction/maintenance services will drop off dramatically. Businesses surrounding



CSU campuses that serve students, faculty and staff will see a drop in business volume:
layoffs and enrollment declines will most definitely mean fewer patrons. Plus, the
customers that remain will have less disposable income. Increased student fees mean less
money for meals, services, entertainment, clothing, etc. The result: businesses that
generate a portion of their revenue from CSU or members of the university community
may not experience economic recovery as rapidly as other California businesses.

The businesses, school districts, hospitals, and other organizations that employ CSU
graduates will also be affected. The 2004/05 budget reductions may mean the CSU will
slow the number of graduates it sends out into the California workplace. What is certain
is that the number of CSU students will not increase. CSU enrollment will not increase
in 2004/05 and the Chancellor’s Office estimates that up to 20,000 eligible California
students will be denied admission to the CSU because of the budget reductions. This
means hospitals will need to import nurses from other states if they are to meet new
staffing ratio requirements. School districts will continue to be starved for new qualified
teachers. Businesses ready for economic recovery may experience difficulties finding
employees with the necessary preparatory education.

Conclusion

The Governor’s budget is the first step in a very long and complex budgetary process.
There is little doubt that many changes will occur as the budget winds its way through
Legislative committees in the spring and summer of this year. CSU student, faculty and
staff must engage themselves in this process and communicate the importance of the
CSU to their elected state representatives.

For additional information, or for copies of other CFA Research Briefs please contact:
Andrew Lyons, CFA Research Specialist (alyons@calfac.org)
or see the CFA Research Center at http://www.calfac.org/research.html




Appendix A -- CSU 2003/04 and 2004/05 General Fund Reductions

2003/04 General Fund Reduction s $  (452,421,000) 2004/05 General Fund Reduction s $ (311,061,000)
Permanent Reduction in Long-Term Needs $ (43,000,000) Eliminate CSU General Fund Outreach and EOP Program $ (52,000,000)
Unallocated base budget reduction $  (142,752,000) 7.5% Reduction in Academic and Institutional Support $ (52,554,000)
Reduction in student service funding $ (53,197,000) Defer 10% of CMS Implementation Costs $ (6,000,000)
Reduction in academic and institutional support $ (58,091,000) Increase Student Faculty Ratio by factor of 1 $ (53,516,000)
Reduction in outreach funding $ (12,596,000) Eliminate General Fund Subsidy for Excess Course Units $ (24,402,000)
Reduction in CalTeach funding $ (2,000,000) Reduce New Freshmen Enroliment by 10 Percent $ (21,062,000)
Reduction in Bilingual Teacher Recruitment $ (2,000,000) Unallocated Budget Reduction $ (23,033,000)
Increase student-to faculty ratio from 18.9:1 to 19.9:1 $ (53,542,000) Unallocated General Fund reduction to reflect student fee increase $ (78,494,000)
Reduction in Public Service funding $ (450,000)

Reduction in Student Fellow Program $ (293,000)
Additional Base Reduction $ (84,500,000)

2003/04 General Fund Increase s $ 150,880,000 2004/05 General Fund Increase s $ 71,400,000
2003/04 Enroliment Growth (note 2) $ 105,880,000 Restore 2003/04 One-Time Budget Cut $ 69,500,000
2002/03 Over-enrollments (note 3) $ 45,000,000 Provide Counseling for Freshmen Enrolling in CCC in lieu of CSU $ 1,900,000

2003/04 Net General Fund Reduction $ (301,541,000) 2004/05 Net General Fund Reduction $ (239,661,000)

[Total 2003/04 and 2004/05 Net General Fund Reductio n | $ _ (541,202,000)]
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