AGENDA
COMMITTEE ON FINANCE

Meeting:  2:00 p.m., Tuesday, March 11, 2003
California State University Fullerton
Titan Student Union, Portola Pavilions B & C

William Hauck, Chair
Shailesh J. Mehta, Vice Chair
Murray L. Galinson

Harold Goldwhite

Dee Dee Myers

Frederick W. Pierce IV

Erene S. Thomas

Kyriakos Tsakopoulos
Anthony M. Vitti

Consent Items

Approval of Minutes of Meeting of January 28, 2003 and
Approval of Minutes of Meeting of February 28, 2003

Discussion Items

1. Status Report on the 2003/2004 Support Budgets, Information

2. Approval to Issue Trustees of the California State University, Systemwide
Revenue Bonds and Related Debt Instruments for Various Projects, Information

3. Educational Partnership and Student Housing Development at California
Polytechnic State University, San Luis Obispo, Action



MINUTES OF THE MEETING OF
COMMITTEE ON FINANCE
CSU Office of the Chancellor
Glenn S. Dumke Conference Center
401 Golden Shore
Long Beach, California

January 28, 2003

Members Present

William Hauck, Chair

Shailesh J. Mehta

Murray L. Galinson

Debra S. Farar, Chair of the Board
Harold Goldwhite

Frederick W. Pierce, IV

Charles B. Reed, Chancellor
Erene S. Thomas

Kyriakos Tsakopoulos

Members Absent

Dee Dee Myers
Anthony M. Vitti

Other Trustees Present

Roberta Achtenberg
Bob Foster
Alexander Lopez
Ralph R. Pesqueira

Chancellor’s Office Staff

David S. Spence, Executive Vice Chancellor and Chief Academic Officer
Richard P. West, Executive Vice Chancellor and Chief Financial Officer
Louis Caldera, Vice Chancellor, University Advancement

Jackie R. McClain, Vice Chancellor, Human Resources

Christine Helwick, General Counsel

Trustee Galinson called the meeting to order at 3:20 p.m.

Approval of Minutes

The minutes of November 12, 2002 were approved.
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Status Report on the 2002/2003 and 2003/2004 Support Budgets

Mr. Richard P. West, executive vice chancellor and chief financial officer, introduced the item.
He explained there was a handout, and a visual presentation as part of the budget update. Mr.
West then asked Mr. Patrick Lenz, assistant vice chancellor for budget development to begin the
visual presentation.

Mr. Lenz presented a comprehensive PowerPoint presentation consisting of an overview of
revenue and expenditure assumptions in the budget and the fiscal implications for the California
State University in the 2002-2003 and 2003-2004 fiscal years.

Mr. Lenz outlined the adjustments to the 2002-2003 budget and what actions the campuses
would take to address $125.4 million in reductions to the budget. He then covered implications
of the governor’s proposed 2003-2004 budget and the Administration’s intent to close the budget
gap (of $34.6 billion) between revenues and expenditure over the next 18 months.

Mr. Lenz concluded his remarks noting that the governor’s budget as proposed, is likely to be as
good as it is going to get. Given the type of assumptions that are in the 2003/2004 budget, there
appears to be little possibility for any additional revenue in 2003/2004 to resolve program
reductions or to offset increases in fee revenue.

Mr. West continued the PowerPoint presentation focusing on the support budget.
He said we have a tremendous challenge ahead and that much of the material and information
will be somewhat redundant in subsequent meetings until there is a budget.

Because of the magnitude of the changes in reductions and proposed increases for students, Mr.
West said he and Chancellor Reed recognize the need to initiate an extensive consultation and
discussion process among the various constituencies. He indicated some discussions have
already taken place with the students and the academic senate regarding regular communication
and budget meetings designed to advise the Chancellor as budget developments occur in the
legislature and with the Governor’s May Revise to the budget

Mr. West said there would be three basic forums for those discussions. The key group will be
the Systemwide Budget Advisory Committee. This group has broad representation and
traditionally meets four times a year. It is recommended that this committee convene monthly
from now through May 2003 to be a forum for discussion of the impact of the state budget
actions on the CSU.

In parallel, it is recommended that the Committee on Finance meet monthly. This would be in
addition to the normal March and May 2003 regular board meetings. Arrangements will be
made for the committee to meet in February and in April. There will also be a Systemwide
Budget Advisory Committee Meeting scheduled a week before the Finance committee meetings.
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Mr. West indicated that all board of trustee members are invited to attend any committee
meeting.

Another important component in the informational process will be to hold a “Budget Summit”.
The idea for the Summit is based on advice received from different constituencies and will
convene at the Chancellor’s Office sometime in March. This will be a large group of people
consisting of campus presidents, campus associated student presidents, campus academic senate
chairs, the executive committee of the statewide academic senate, and the executive committee
of the CSSA. The purpose of the group will be to have a discussion around the budget issues
facing the CSU and to inform the Chancellor and Mr. West of the concerns and problems the
campuses are facing.

Trustee Pierce asked for clarification of the fee revenue calculation as shown on one of the
presentation charts. Mr. West explained the historical pattern of how fees are normally
calculated and that the method is not always as straightforward as it might appear. He said there
are other factors considered in the equation that are not obvious, but assured the trustee that the
present calculations are consistent with past revenue pictures.

A student asked if there was any idea yet on how the campuses will be affected. Mr. West
explained that the normal annual allocation process to the campuses will be accelerated this year
in order to give the campuses more time for planning purposes. The initial allocations will be
based literally on the governor’s proposal. However, the CSU hopes to persuade the legislature
and the Governor that any cuts the CSU receives will be undesignated.

Sale of Systemwide Revenue Bonds in January 2003

Mr. West explained the item provides an update to the committee on the new systemwide
revenue bond program.

The first sale under the new bond program took place in April 2002. That sale was for $175
million with a total interest cost of 5.12 percent over the term of 30 years. The cost of insurance
on this project was 19.6 basis points. Because of that sale, CSU is now AAA rated with respect
to our investment grade.

Mr. West then reported on the recent bond sale for the month of January 2003. The January
issuance totaled $334 million. The total cost of interest was 4.82 percent and the cost of
insurance was 22 basis points. He indicated the sale encompassed several large projects
including the San Jose State student housing project. Mr. West noted that in comparison, this
issuance was a bit more expensive than the April 2002 sale however, in perspective it was a
better deal overall due to the smaller interest rate of 4.82.



4
Fin.

Mr. West concluded that timing and luck of the draw have a great deal to do with these types of
sales. However, due to the favorable market conditions, we were able to take down a substantial
amount of debt at a modest cost and lock it in for the university.

Trustee Pierce asked if it was all fixed rate debt. Mr. West said it was.

Trustee Hauck commented that the program seems to be working very well. Mr. West agreed
noting we have had excellent reception of the new program from the rating agencies.

Approval to Issue Trustees of the California State University, Systemwide Revenue Bonds
and Related Debt Instruments for Various Projects

Mr. Dennis Hordyk, assistant vice chancellor for financial services, presented the item. The item
requested Board of Trustees approval to authorize issuance of interim financing under the
university’s commercial paper program in an aggregate amount not-to-exceed $20.6 million for
the construction/acquisition of two projects.

The first project concerned the Sonoma Student Union Recreation Center. Mr. Hordyk
explained the item had been presented to the board at its September 2001 meeting but was
returning for approval due to receipt of construction bids that were higher than the original
estimated amount of $16.4 million. Since that time we have received formal construction bids
and the total project cost is now at $17,155,000.

The second project related to the San Francisco State University, Property Acquisition — Park
Merced Lot 41 project.

The campus is seeking approval to partially finance the purchase of property known as Park
Merced, Lot 41. The property consists of apartments, playfields, tennis, racquetball, and
basketball courts, as well as, a parking garage and a pre-school facility. The campus intends to
use the apartments for student, faculty, and staff housing, and use the other facilities for
educational purposes.

Mr. Hordyk noted the committee on campus planning, building and grounds, will be asked to
approve the non-state funded capital outlay program, and the schematic/design for this project at
its session during this board of trustees meeting.

The campus is seeking approval to finance the portion of the project related to housing with
revenue bonds. The total cost of the project is estimated at $19,058,000 of which $3,475,000 is
to be paid for with bond financing proceeds. The remaining $15.6 million will be funded from
cash in campus trust funds.

Mr. Hordyk pointed out, as noted in the agenda, the campus housing program ratio has
experienced temporary financial difficulties due to the repair of one of its newer housing
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facilities. Once the repairs are completed, the campus’ housing program is expected be fully
back on line. Meanwhile, the current and temporary shortfalls will be covered by reserves and
other campus support.

The committee recommended approval of the proposed resolution (RFIN 01-03-01).
Auxiliary Organization Tax-Exempt Financing at California State University, Chico

Mr. Hordyk explained this was a request by the CSU, Chico Research Foundation to propose a
tax-exempt borrowing to finance the acquisition and renovation of an office building and to
refinance existing debt. Total financing for the project will be $5.5 million over 30 years with an
estimated interest rate of 5 % percent.

The proposal is to purchase a two-story office building of approximately 19,000 square feet on
approximately '2-acre of land close to the campus. The building will provide additional space to
support instruction, research, and public service functions of the foundation and certain
university programs.

Mr. Hordyk explained the transaction does not pose a legal obligation to the board or the state.
However, the transaction will be included on the balance sheet of the CSU’s financial statements
and will use our credit capacity. Mr. Hordyk further explained the reasoning for utilizing the
auxiliary financing approach rather than the systemwide revenue bond program for this
transaction as outlined in the agenda item.

The committee recommended approval of the proposed resolution (RFIN 01-03-02).

Public Sector partnership in the Development of a California Regional Crime Laboratory
Facility at California State University, Los Angeles

Mr. Hordyk reviewed the item that calls for board approval of the specific development plans for
a public sector partnership for the development of a regional forensic laboratory facility on the
CSU, Los Angeles campus.

The board approved the concept of the project at the May 1999 meeting. A separate agenda item
related to this project will come before the committee on campus planning, building and grounds,
for approval to issue revenue bonds to finance the construction of the facility.

As initially proposed, the facility was to be approximately 326,000 gross square feet at an
estimated cost of $131 million. Due to budget constraints, this has been changed to a 200,000
gross square foot facility at an estimated cost of $96 million.

Mr. Hordyk explained in depth, the structure of the partnership and the lease configuration. He
then outlined the timeline for a series of required approvals.
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Trustee Hauck asked about the underlying revenue source for the project. Mr. Hordyk responded
that the lease revenue bonds associated with the project are a state general fund obligation.

Dr. James M. Rosser, president, California State University, Los Angeles addressed the
committee. Dr. Rosser outlined the numerous benefits the laboratory will provide to CSU, Los
Angeles students and faculty, the local community, and other criminal justice programs and
departments nationwide. In particular, the facility and its programs will provide opportunities
for internships for students to work with professionals within the crime lab and to work with
cutting-edge technology. Dr. Rosser emphasized how location of the laboratory at CSU, Los
Angeles will enable the campus to continue to improve and expand its already outstanding
criminal justice department.

The committee recommended approval of the proposed resolution. (RFIN 01-03-03).

Real Property Development Project at California State Polytechnic University, Pomona for
the Southern California Regional Blood Processing Center for the American Red Cross

Mr. Hordyk introduced the item and explained it was a proposal by California State Polytechnic
University, Pomona for approval to develop the “SoCal Project”.

The California State Polytechnic University, Pomona campus is proposing to enter into a long-
term relationship with the American Red Cross to construct a new Southern California region
blood processing facility at Innovation Village. Mr. Hordyk explained Innovation Village is a
960,000 square foot public/private development located on 65 acres at the Pomona campus.

The proposal is to build a 230,000 square foot blood processing facility that will include
laboratory, administrative, and material management spaces as well as a donor room. The
facility will be designed to process the total blood supply needed for Southern California. The
project will be financed entirely by the American Red Cross and they will have sole
responsibility for debt service.

Dr. Bob Suzuki, president, California State Polytechnic University, Pomona, said he was
delighted to be able to present this exciting partnership to the board for consideration. He gave a
brief overview of the concept of the Innovation Village development and how the Red Cross
facility will serve as the anchor for this unique project.

The American Red Cross has proposed building a $41.6 million state-of-the-art blood
processing, testing, and research facility on the Pomona campus that will process around 12
percent of the Red Cross national blood supply. It will consolidate several existing facilities
located in various parts of Southern California. In particular, the facility will provide jobs and
internships for our students and opportunities for collaborative research for our faculty.
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Dr. Suzuki emphasized how important access to the services of such a facility will be to students,
the Pomona campus, the CSU, and the entire Southern California region.

Trustee Hauck asked Dr. Suzuki what consideration had been given to protect the campus in the
event the American Red Cross goes into bankruptcy, or is not able to meet the obligations of the
lease.

Dr. Suzuki introduced Mr. Paul Buck, director of operations for the American Red Cross, and
asked for his comments. Mr. Buck said the American Red Cross is thrilled about the prospect of
working with the university. He referred to the American Red Cross’ long history of service and
said he hopes the risk of bankruptcy will never occur.

Mr. Ray Morrison, director of facilities planning for the Pomona campus, added that the campus
is delighted to have the opportunity to work with the American Red Cross and to fulfill the long-
time dream and vision of president Suzuki. He concurred that the risk of bankruptcy is not a
significant issue for the American Red Cross. He emphasized that the American Red Cross is a
congressionally mandated organization established in 1881, and said he hopes it will be here for
a long time to come.

Trustee Galinson asked for clarification on the corporate structure of the American Red Cross.
He said it was his understanding that the American Red Cross and the blood banks of the
American Red Cross are separate entities. If that is the case, he wanted to know exactly which
entity will contract with the CSU.

Mr. Paul Buck responded that the American Red Cross is one organization. The southern
California region is a unit of the American National Red Cross. He assured the trustee that the
blood banks are not a separate corporate entity but are essentially an operating unit of the
American National Red Cross. Trustee Galinson thanked Mr. Buck but said he wanted to go on
record to request that our counsel make sure the correct entity is on the contract. Trustee
Galinson also noted provision must be included in the contract to insulate CSU from any
possibility of a lawsuit by the recipient of blood from this entity. He said this was a great project
as long as the university is properly protected.

The committee recommended approval of the proposed resolution (RFIN 01-03-04).

The meeting was adjourned at 4:19 p.m.



MINUTES OF THE MEETING OF
SPECIAL COMMITTEE ON FINANCE
CSU Office of the Chancellor
Munitz Conference Room
401 Golden Shore
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February 28, 2003
Members Present

William Hauck, Chair

Shailesh J. Mehta

Murray L. Galinson

Harold Goldwhite

Debra S. Farar, Chair of the Board
Charles B. Reed, Chancellor
Erene S. Thomas

Kyriakos Tsakopoulos

Members Absent

Dee Dee Myers
Frederick W. Pierce, IV
Anthony M. Vitti

Other Trustees Present

Roberta Achtenberg
Alexander Lopez
Ralph R. Pesqueira

Chancellor’s Office Staff

David S. Spence, Executive Vice Chancellor and Chief Academic Officer
Richard P. West, Executive Vice Chancellor and Chief Financial Officer
Christine Helwick, General Counsel

Trustee Hauck called the meeting to order at 11:03 a.m.

LAO Analysis

Mr. Patrick Lenz, assistant vice chancellor for Budget Development, provided an overview of the
Legislative Analyst Office (LAO) recommendations pertaining to the 2003-04 California State

University, support budget. Mr. Lenz indicated the LAO had not raised issues with the
Governor’s proposed $326.1 million reductions to the CSU budget. The LAO is proposing that
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the legislature consider an alternate intersegmental higher education budget for the University of
California (UC), the California State University (CSU), and the California Community Colleges
(CCC) related to three major issues; enrollment growth, student fees, and student financial aid.

The LAO is proposing to fund a 4 percent increase for enrollment growth for the CSU and UC,
while the Governor’s budget provides approximately 7 percent for this purpose. For the
California Community Colleges, the LAO is proposing to augment their budget by $100 million,
in additional Proposition 98 funding, to reduce the CCC enrollment reduction from 5.7 percent
proposed in the Governor’s budget, to 3.7 percent.

The LAO is also recommending increasing CSU and UC undergraduate fees by 15 percent
instead of the 25 percent proposed in the Governor’s budget. The LAO proposed reducing the
University of California's graduate fee proposal from 25 to 20 percent, but they support the 20
percent graduate fee proposal for CSU. The 15 percent undergraduate fee increase would be tied
to the LAO recommendation that the Legislature adopt a long-term fee policy, (which is more
prescriptive than a similar student fee policy recommended from CPEC that they supported).

For the Community Colleges, the LAO is recommending increasing the student fees from $11 to
$25 per unit (the Governor’s budget proposes $24 per unit) to allow CCC students to meet the
cost threshold for federal financial aid (Pell Grants).

As part of their final intersegmental recommendation, the LAO is opposed to using the one-third
of the fee revenue generated from the student fee increase for financial aid (State University
Grants). Instead, this revenue would be used to offset the Governor’s reduction of $326.1
million, specifically to partially offset the unallocated budget reductions proposed for each
segment (CSU unallocated reductions total - $142 million).

This action would reduce the number of students eligible for State University Grants from
107,000 students in the Governor’s budget proposal to 78,000 students in the LAO
recommendation.

The LAO is also recommending language in the Budget Bill to develop institutional financial aid
guidelines to UC and CSU. The LAO supports full funding of the Cal Grant entitlement
associated with the increase of student fees and an augmentation of $95 million to the Cal Grant
program to provide fee assistance to all first-year Cal Grant B recipients.

In addition to the major budget alternatives for higher education, the LAO identified issues
specific to the CSU support budget. The LAO is supporting the reduction of $12.5 million in the
Governor’s budget for Outreach Programs. However, the LAO would like to work with the CSU
on where these reductions would occur to eliminate programs they believe “provide duplicate
services, programs that do not necessarily focus resources at students most in need of additional
state help, and those programs that are least effective in improving the academic preparation of
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disadvantaged students.” The LAO is amenable to working with the CSU on a revised outreach
program recommendation and the delivery of outreach services to CSU students.

The LAO raises concerns regarding the accountability by CSU of students who are admitted
unprepared for college-level coursework. The LAO is proposing the CSU assess and report on
the effectiveness of precollegiate services to ensure high-risk students receive adequate
assistance. The LAO is also recommending a reduction of $10 million in CSU General Fund
support, as a result of reducing marginal cost funding for FTES enrolled in precollegiate writing
and mathematics courses to the community college rate of $3,900 per FTES.

Mr. Lenz commented that the LAO recommendation would set a significant precedent in their
assumption that $3,900 per FTES from the state would support the actual cost of instruction for
remediation courses. The CCC has advocated for years that this funding per FTES is severely
inadequate to support the student resources needed for course sections at the community
colleges. In addition, once the Legislature has completed action on the CSU Budget, the
Department of Finance funds the CSU at an “average rate” through General Fund marginal costs.
The Department of Finance would not support funding the cost of instruction for each individual
course offered at the CSU. If this were to occur, the legislature and the governor would be
particularly concerned that a $10 million saving could quickly translate into a $100 million
augmentation to fully fund the cost of instruction for all CSU courses.

The LAO is recommending the current Budget Bill language applicable to system carry-forward
funds ($15 million cap) be applied to campuses and the Chancellor’s Office. The LAO is also
recommending that any future carry-forward fund be used for a one-time purpose.

The LAO is also proposing the following recommendations on related issues associated with
higher education.

The LAO is opposed to the Governor’s budget proposal to reduce Cal Grant funding by $10.2
million, representing a 9 percent reduction in the new Cal Grant awards to individuals attending
the private colleges and universities. The LAO’s support is based on the premise that additional
Cal Grant funding increases the overall capacity in higher education and provides students with
more meaningful options to receive a college education. The LAO does not indicate where the
state would get an additional $10.2 million, but they would probably identify CSU savings from
their other budget recommendations.

Finally, the LAO is recommending CPEC, UC, CSU, and the community colleges report on their
progress on completing the eligibility study on current admissions to the higher education
segments. The LAO is requesting a progress report on the eligibility study and a timeline for
completion.



4
Fin.

Internal Budget Development

Mr. West reviewed the intent and scope of the various consultative meetings scheduled to
discuss the budget process. He indicated the intent of these forums is to provide constituencies
with the opportunity to comment on development of budget issues.

Of particular note, on March 14, 2003, a Budget Summit will be held at the Chancellor’s Office.
Mr. West stated the purpose of the event is to facilitate a discussion among the shared
governance to advise the chancellor on different alternatives, options, and observations on the
budget. He explained the format of the event and that the Associated Students, the Academic
Senate chairs, and the presidents are the invitees to the conference. Also invited are the
executive committee members of the systemwide academic senate and the California State
Student Association (CSSA). Mr. West emphasized the summit is not an attempt to obtain
consensus or closure in any way. It is simply intended to be an information and idea-sharing
forum.

Mr. West informed the committee that the campuses have already received information on the
proportionate distribution of reductions as described in the governor’s budget. Distributions
were made earlier than usual in order to allow campuses sufficient time to begin planning for the
necessary cuts. Mr. West said he has requested campuses to respond by the end of March with
information on where cuts will be made and to what extent there will be impact upon employees.

Chancellor Reed informed the committee that he, Richard West, and Patrick Lenz would be in
Sacramento on Monday, March 3, for the opening session of the Senate Budget Committee. He
also informed the committee that the senate Republicans have made a proposal that could
significantly affect the CSU budget. The exact details of the proposal is not clear at the moment,
however, it would appear the proposal would cut an additional 5 to 7 percent beyond the
Governor’s budget.

Mr. Hauck acknowledged he had seen the proposal and that it and other issues are still on the
table for further discussion.

Academic Senate Comments on Budget Development

Dr. Jacquelyn Kegley, chair of the academic senate, CSU, presented remarks on behalf of the
academic senate regarding the budget.

Dr. Kegley began by thanking the board, and Chancellor Reed for their continual commitment to
the consultative process and for the opportunity to participate in the budget discussions.

Dr. Kegley distributed a written statement outlining the concerns and suggestions of the
academic senate with regard to the budget. The following is a brief summary of her remarks:
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The academic senate has established a Budget Advisory Task Force to analyze budgetary
alternatives and various fiscal scenarios for the state.

The academic senators and faculty members are greatly concerned about the prospect of sudden,
unpredictable, and significant increases in student fees, and strongly support a fee policy
centered on increases that are gradual, moderate, and predictable.

Another primary concern is that fees do not so over-burden some students that they give up their
pursuit of obtaining a college degree.

Dr. Kegley indicated the senate would like to see that adequate data be collected that will permit
analysis of the impact of the proposed fee changes on current and prospective students. She
stressed the data should accurately reflect CSU’s varied and non-traditional student profile.

The senate strongly supports the efforts of the chancellor and the board of trustees to change the
age restrictions of the Cal Grant program.

Dr. Kegley addressed the issue of the inadequacy of marginal cost funding and the LAO’s
proposed reduction in that funding for FTES enrollment in pre-collegiate writing and
mathematics courses.

She concluded her remarks noting that the academic senate applauds the consultative processes
that are taking place on budget issues and noted that together we can engage in creative
balancing of quality and access, as we face the tough tradeoffs that will be necessary to preserve
what we all hold dear.

CSSA Comments on Budget Development

Mr. Artemio Pimentel, president, the California State Student Association, presented remarks on
behalf of the CSSA.

Mr. Pimentel noted that the CSSA voted against any student fee increase. He reported that
students have developed suggestions on how to deal with the student fee increase and that those
suggestions were adopted at the recent CSSA annual conference. He briefly reviewed those
suggestions and addressed other concerns including the impact on various outreach and retention
programs and enrollment funding.

Mr. Pimentel indicated the students would like the chancellor and trustees to explore alternative
ways of balancing the budget that will not increase the financial burden to students.

Mr. Pimentel asked if there was any available research or information on the impact on students
during previous recessions in California. He said the students would also like to see a long-term
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fee policy that would be more gradual and predictable rather than the large increases of 10 and
25 percent.

Trustee Hauck said he was certain there was data available for Mr. Pimentel’s request. He also
addressed the issue of the long-term fee policy by relating the history of CSU’s pursuit of a
policy and the roadblocks that have been encountered. He agreed that CSU must continue to
work on persuading the legislature and the governor, that this type of policy is far better than the
current method of imposing very large percentage increases after a long period of no increases at
all.

Mr. Pimentel thanked the chancellor and the committee for the opportunity to address the board
on behalf of the CSSA and said he looked forward to participating in the Budget Summit on
March 14, 2003.

Dr. Susan Miesenhelder, president, the California Faculty Association (CFA) briefly addressed
the committee.

Dr. Miesenhelder covered several points including implementation of the mid-year budget
reductions, the CFA resolution on student fees, and methods for dealing with next year’s budget
cuts.

Trustee Galinson asked if there are specific periods for notifying individuals. Chancellor Reed
acknowledged there are timing issues. Trustee Galinson then asked if the trustees could have
that information. The chancellor said the information is available. He also pointed out that all
contracts have a different number of days for required notice of layoff for financial reasons.

Chancellor Reed cautioned that no matter what the final budget outcome may be; every area of
the university will need to be prepared to experience some sort of significant loss.

The meeting adjourned at 12:02 p.m.
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COMMITTEE ON FINANCE
Status Report on the 2003/04 Support Budget
Presentation By

Richard P. West
Executive Vice Chancellor and
Chief Financial Officer

Patrick J. Lenz
Assistant Vice Chancellor
Budget Development

Summary

On February 19, 2003, the Legislative Analyst Office (LAO) released their Analysis on
the Governor’s 2003-04 budget. In their Analysis, the LAO considers three major issues
as an alternative approach to the CSU support budget, enrollment growth, student fees,
and financial aid. The LAO also makes recommendation pertaining to outreach
programs, precollegiate courses, CSU carry-forward funding, and capital outlay. The
BOT will receive a briefing paper on the CSU response to the LAO recommendations
and other items related to the status of the 2003-04 Support Budget.
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Agenda Item 2
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COMMITTEE ON FINANCE

Approval to Issue Trustees of the California State University, Systemwide Revenue Bonds
and Related Debt Instruments for Various Projects

Presentation By

Dennis Hordyk
Assistant Vice Chancellor
Financial Services

Summary

This item requests the Board of Trustees to authorize the issuance of Systemwide Revenue
Bonds and the issuance of interim financing under the CSU’s commercial paper program in an
aggregate amount not-to-exceed $22,200,000 for the construction of two projects. To facilitate
maximum flexibility in the commercial paper program, the Board is being asked to approve
separate resolutions relating to each project. The long-term bonds, when sold for the projects are
expected to bear the same ratings from Moody’s Investor Services and Standard and Poor’s
Corporation as the existing Systemwide Revenue Bonds.

The projects are as follows:
1. Pomona Student Union Expansion

Previously, the Board of Trustees approved the issuance of $20,980,000 in bonds to finance a
student union expansion project at California State Polytechnic University, Pomona. The project
included a two-story steel frame structure and a seismic upgrade to its existing union facility.
The project was originally estimated to cost approximately $20 million and was targeted to be
completed in June 2002. The project experienced many unexpected challenges and unplanned
delays ranging from releasing the original architect to changing the general contractor due to
poor performance. The ensuing repackaging and rebid of the balance of the original contract
resulted in adding cost to a level requiring an additional $2.7 million to complete the project.
The Board is now being asked to approve the additional financing of the project with a not-to-
exceed amount of $2,840,000, which includes associated financing costs. A twenty-seven year
bond term is utilized to synchronize the debt with the life of the bonds associated with the
original expansion project.
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Agenda Item 2
March 11-12, 2003
Page 2 of 4
Not-to-exceed amount: $ 2,840,000
Amortization Approximately
level over 27 years
Pro-forma maximum annual debt service $ 193,692
Projected debt service coverage including the new project:’
Gross revenue — all Pomona pledged revenue programs 4.67
Net revenue — all Pomona pledged revenue programs 1.83
Net revenue — projected for the campus Student Union Program 1.17

1. Projected information — Combines the 2001/02 information for the campus-operated
pledged revenue programs, and the net revenue and pro-forma debt service for the first
year of principal amortization of the new project.

The not-to-exceed amount shown above, the maximum annual debt service and the ratios are
based on the adjusted project completion cost, debt service and financing costs at the current
interest rate environment plus 50 basis points (computed average coupon rate — 5.19%; February
6, 2003), which provides a modest safeguard to be used if needed for changing financial market
conditions that could occur before the permanent financing bonds are sold. The campus
financial plan for repayment of the not-to-exceed amount is based on a 2.5% increase in annual
enrollment and the approved increase in student body center fees, including an automatic
inflationary increase. The delays with the original project indicated above have resulted in lower
program revenues, and operational shortfalls have occurred which were funded by existing
student union reserves. The campus has developed a student union program financial plan that
with the completion of the expansion project and the implementation of the planned student body
center fee increase, demonstrates the student union program will be self-supporting in 2003/04,
the first full operating year for the new facilities.

2. Channel Islands — Student Housing, Phase 1

California State University, Channel Islands wishes to proceed with the financing of the first
phase of a design build student housing project. The phase I project will provide a minimum of
351 beds located in 86 four-single person bedroom style apartments with a common kitchen and
living area in each apartment. The project will also include site development, landscaping, site
lighting, signage, and approximately 230 parking spaces. The project received a favorable
recommendation by the Chancellor’s Housing Proposal Review Committee recently, and is also
being presented to the Board at this meeting under the Committee on Campus Planning,
Buildings and Grounds for approval as an amendment to the 2002/03 Nonstate Capital Outlay
Program and for schematic plan approval. The not-to-exceed par value of the proposed bonds is
based on an estimated project cost of $17,620,000. At the time this agenda item was written, the
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campus was awaiting construction bids. The campus expects to award the design build contract
in April 2003 to the successful bidder, and expects to open the facility in August 2004. The
project will be the only available student housing near the campus for several years.

The following table provides information about the financing transaction.

Not-to-exceed amount: $ 19,360,000
Amortization: Approximately
level over 30 years

Pro-forma maximum annual expected debt service $ 1,284,175
Projected debt service coverage including the new project: '

Gross revenue — all Channel Islands pledged revenue programs: 2.09

Net revenue — all Channel Islands pledged revenue programs: 1.41

Net revenue — projected for the campus Housing Program: 1.41

1. Projected information — Combines the 2001/02 information for the campus-operated
pledged revenue programs and the first full year of operation of the new project with
expected full-year debt service in 2005/06.

The not-to-exceed amount, the maximum annual debt service and the ratios above are based on
an estimated construction project bid amount, expected debt service and capitalized interest at
the current interest rate environment plus 50 basis points (computed average coupon rate -
5.27%; February 18, 2003), which provides a modest safeguard to be used if needed for changing
financial market conditions that could occur before the permanent financing bonds are sold. At
the project level, the campus financial plan shows that this housing project will pay for itself
from the first full year of the new project’s operations.

Trustee Resolutions and Recommended Action

Orrick, Herrington & Sutcliffe LLP, as bond counsel, is preparing a set of resolutions to be
presented at this meeting for each project described in this agenda item that authorize interim and
permanent financing for these projects. The proposed set of resolutions will be distributed at the
meeting and will achieve the following:

(1) Authorize the sale and issuance of Systemwide Revenue Bond Anticipation
Notes and the related sale and issuance of the Trustees of the California State
University, Systemwide Revenue Bonds in an amount not-to-exceed
$22,200,000 and certain actions relating thereto.
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(2) Provide a delegation to the Chancellor, the Executive Vice Chancellor and
Chief Financial Officer, and their designees to take any and all necessary
actions to execute documents for the sale and issuance of the bond
anticipation notes and the revenue bonds.

Approval, individually or in total, of separate sets of financing resolutions for the following
projects as described in this agenda item is recommended:

Pomona Student Union Expansion

Channel Islands — Student Housing Phase I
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COMMITTEE ON FINANCE

Educational Partnership and Student Housing Development at California Polytechnic State
University, San Luis Obispo

Presentation By

Dennis Hordyk
Assistant Vice Chancellor
Financial Services

Dr. Warren J. Baker
President
California Polytechnic State University, San Luis Obispo

Overview of the Development Proposal

This item requests the Board of Trustees to approve the conceptual plan in which California
Polytechnic State University, San Luis Obispo would enter into a public-private partnership
agreement that would enable construction of much needed student housing on campus land and
provide the University with new land and facilities that would enable additional educational
benefits to be developed in support of the University’s educational mission. The Capstone
Development Corporation (Capstone) initiated contact with the university with a proposal to
partner with the campus to construct additional student housing and to obtain new agricultural
educational land to be used for academic purposes. The campus has worked with Capstone to
structure the concept of the partnership as described in this agenda item.

Partnership Agreement and Educational Benefits to the University

Through a partnership agreement Capstone will develop campus land and provide approximately
2,700 beds in apartment residences for Fall 2006 occupancy, or sooner if possible. The
development will include approximately 2,000 surface and structured parking spaces as well as
12,000 square feet of service space. The planned site has been identified in the campus master
plan for student housing, although it is currently being utilized for academic programs in
agriculture. This displacement of agricultural land can be substantially mitigated with the
acquisition of land discussed below. The campus master plan identifies approximately 1,620 bed
spaces on the site; however the campus plans to redirect some of the bed spaces from each of the
other planned student housing sites to accommodate this build out. The campus will submit a
master plan amendment to the Trustees for approval at a later date.
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As part of the partnership agreement, Capstone plans to transfer to the California Polytechnic
State University approximately 1,254 acres in San Luis Obispo’s Edna Valley which is about
five miles from the campus core. The now privately owned property has 277 acres of vineyard,
an equestrian center with a caretaker residence and attached hay barn, stables, a riding ring, and a
recreation facility complete with heated lap pool and two tennis courts. The land and existing
facilities will be utilized to support the University’s educational mission and enhance educational
programs. Immediate beneficiaries will be academic programs in viticulture, crop and animal
sciences by providing students and faculty with hands-on experience in wine grape-growing,
herd management, and general farm management. The value of the property will be established
by an independent appraisal as part of the due diligence phase of the project. It is estimated that
the vineyard would currently produce $1 million in annual net revenue that in the future will be
used to support the University’s educational mission.

Demand for Student Housing and the Housing Development Plan

In 2001, the University commissioned Anderson Strickler to conduct a market study to determine
the demand for student housing. The resulting study concluded that the limited housing supply
and overwhelming demand in San Luis Obispo County have created a critical need for student
housing. San Luis Obispo County is a limited growth county, constrained by physical land
features and availability of infrastructure (water and sewer). The vacancy rate in San Luis
Obispo as of January 2002 was approximately 3.5%. With the approval of the University’s
Master Plan revision in 2001, the campus capacity for student enrollment is planned to increase
from 15,000 to 17,500 full time equivalent students (FTES). The University is near completion
of an 800-bed apartment facility, however this facility is not sufficient to meet demand as is
evident by the over 1,400 students placing monetary deposits to vie for the available apartments.
In response to these factors the University is seeking opportunities to provide additional on
campus housing for students.

The campus student housing development will consist of approximately 2,700 beds in apartment-
style units with surface and structured parking of at least 2,000 spaces, and approximately 12,000
square feet of service space on a site identified for student housing in the campus master plan.
The University will enter into a ground lease with a campus auxiliary organization for the
development site and the University’s auxiliary organization plans to enter into a sub-ground
lease and development agreement with Capstone to facilitate the design, construction,
construction financing, and overall development of the student housing and parking. Capstone is
projecting a cost per square foot of $172 for the living units, which compares to a total cost of
approximately $180 per square foot for the CSU apartment development now being completed
on the campus. Capstone will construct the facility in conformance with CEQA and schematic
designs to be approved by the Trustees at a future meeting. While Capstone, a private entity,
will be at risk for the cost of the project, construction period financing and ultimate project
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delivery, this project will adhere to California Labor Code prevailing wage rates. At the time this
agenda item was written, the method of financing the construction by Capstone was unknown.

Upon successful completion, and delivery and acceptance of the facility, the CSU would be
obligated to purchase the improvements which would require issuing debt from the CSU
Systemwide Revenue Bond (SRB) program for an amount estimated not to exceed $270 million.
This amount includes the cost of the project, the developer’s profit, the cost of the land to be
transferred to the University by the developer, and debt issuance costs. The debt is to be repaid
from the housing revenues received from operation of the project. Finalized plans for SRB
financing will be brought to the Trustees at a future meeting. At the time of the purchase, the
CSU would also simultaneously terminate the ground leases with the auxiliary organization and
Capstone. The campus may contract for facility management services with an auxiliary. The
University intends to operate the residential life programs for the facility’s residents.

Recommend Action
The following resolution is recommended for approval:

RESOLVED, by the Board of Trustees of the California State University, that the
Trustees:

1. Approve the concept of a public-private partnership that would provide land and
facilities to support the University’s educational mission and academic programs,
and bring student housing to the campus.

2. Authorize the chancellor to enter into negotiations for agreements as necessary to
facilitate the development of campus land as explained in agenda item 3 of the
March 12-13, 2003 meeting of the Committee on Finance.

3. Will consider the following additional action items for approval at appropriate
times during the process:

a) Approval of the development plan negotiated by the campus and the
developer with the advice of the chancellor for acquisition of agricultural
land and construction of student housing;

b) Approval of the master plan amendment;

c) Approval of the schematic plans;

d) Approval of the EIR; and

e) Approval of the financing plan and authorization to issue systemwide
revenue bonds
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