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MINUTES OF THE MEETING OF THE
COMMITTEE ON FINANCE

Trustees of The California State University
Office of the Chancellor
Glenn S. Dumke Conference Center
401 Golden Shore
Long Beach, California

July 22, 2025
Members Present

Julia Lopez, Chair

Jack McGrory, Vice Chair
Larry L. Adamson

Mark Ghilarducci

Leslie Gilbert-Lurie
Darlene Yee-Melichar

Mildred Garcia, Chancellor
Jack B. Clarke, Jr., Chair of the Board

Trustee Lopez called the meeting to order.
Consent Agenda

The minutes of the May 21, 2025, meeting of the Committee on Finance were approved as
submitted.

Item 2 — 2025-2026 Final Budget

A report on the final outcome of the State’s budget for 2025-2026 and its impact on the CSU’s
final budget was provided. The Legislative Analyst's Office has projected deficits for the State in
the billions of dollars for the next three years which will impact all state funded agencies, including
the CSU. The governor and legislature approved a $143.8 million (3%) funding reduction for the
CSU in 2025-2026, with potential for additional cuts dependent on the state’s ongoing fiscal
pressures. They also plan to defer over $500 million in Compact funding for the CSU stretched
across multiple years, through 2028-2029 which will create serious challenges and directly affect
the CSU'’s ability to cover increasing mandatory costs, unfunded mandates, and invest as planned
in its workforce. One-time funding of $45 million was provided for Sonoma State academic and
athletic programs and enrollment growth support and $5 million for other universities facing
enrollment difficulties.
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It was also reported that CSU designated balances and reserves have declined by $26 million
from last year. Designated balances total $1.6 billion and reserves for economic uncertainty total
$760 million. The Board of Trustees was reminded that up to date financial information is publicly
available on the CSU Financial Transparency Portal. Concerns about potential cuts to federally
funded programs were also shared. Including the possible impact of cuts to the Pell Grant awards
and eligibility for CSU students which totaled over $1 billion in 2023-2024, and over $600 million
in research funding to support more than 3,000 grants across the CSU.

Following the presentation the trustees spoke of the reality of the State and CSU’'s budget
situation, warning that it will only get more challenging over the next few years. They
acknowledged the dilemma of being unable to fulfill the promise of the 5% compensation
increase that was dependent on the state providing the funding for it. Trustee McGrory talked
about the misconception around reserves, clarifying that only $760 million (or one month of
operating expenses) are set aside as true reserves, with the rest being held for funds already
committed to various purposes/projects and not available to be used for compensation.

The trustees engaged in conversation around contingency plans if the proposed restoration of
the deferred compact funding does not materialize. Interim Executive Vice Chancellor and Chief
Financial Officer Patrick J. Lenz stated that the CSU will need to make very tough choices because
cost pressures will continue to grow, especially in rising mandatory costs which the CSU has no
control over. He mentioned that on the administrative side, the Multi-University Collaboration
Initiative aims to alleviate some of the cost pressures that are in the control of the CSU by
achieving savings through economies of scale, cost avoidance, and administrative efforts.

Trustee Yee-Melichar asked if any mid-year tuition adjustments would be triggered if the
enrollment falls short of the Compact expectations or if federal grants are reduced. She was
informed that an adjustment is not anticipated at this time, however all revenue sources must be
considered in planning conversations. Trustee Lopez and Chancellor Garcia spoke about the
importance of focusing on increasing and managing enrollment by meeting students where they
are. Chair Clarke recognized that the chancellor and presidents are having to make very difficult
and unpopular decisions on where to cut spending and would like to see more information shared
on what's been done so far.

Trustee Rodriguez asked about the implications of taking a loan from the State. Interim EVC Lenz
shared that the exact terms and conditions of the loan have not been finalized but will be
thoughtfully considered. However, there is concern with the state’s ability to restore that funding
next year and the CSU would still be responsible for paying that debt down.

Item 3 — 2026-2027 Operating Budget Planning

Initial planning information for the CSU’s 2026-2027 Operating Budget was presented for trustee
discussion and input. As reported in the prior item CSU funding will be reduced by $143.8 million
in 2025-2026 and the Compact funding deferred and phased back in through 2028-2029. The
budget gap between the CSU’s current revenues and actual operating costs is currently at $2.2
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billion, as a result of state budget reductions, unfunded compensation costs, and other unfunded
essential costs.

Details of the two-tier expenditure framework being proposed to address the significant budget
challenges anticipated for 2026-2027 were reviewed. Tier one includes $365 million in baseline
commitments for the State University Grant, rising costs in healthcare, insurance, and utilities,
and pre-existing compensation commitments. Tier two includes about $266 million in essential
priorities, such as enrollment growth, faculty and staff compensation pool, debt service for critical
facilities infrastructure, and priorities of the CSU Strategic Plan. This two-tier approach allows the
CSU to prioritize what must be funded first, while giving the flexibility to evaluate and adjust other
priorities based on available resources.

It was reported that the CSU has an $8.6 billion deferred maintenance backlog which poses
increasing risks to campus safety and operational continuity. To help reduce the backlog a one-
time funding request of $1.1 billion was also raised for consideration. In addition, the CSU is
further exploring shared-use facility models, considering intersegmental collaborations with the
University of California and Community Colleges, and possible state or local bond funding
initiatives.

The Board of Trustees was asked to provide their feedback for incorporating into the final budget
request that will be presented for their approval in September 2025.

Following the presentation Trustee Lopez asked that the list of budget cuts that was shared with
the Department of Finance be shared publicly to communicate what cuts have already happened.
She also requested that the same kind of information be documented over the next year. Trustee
Firstenberg further requested that the presidents be included in future presentations to give the
trustees better insight into the work and decisions be made at the campus level.

The trustees commented on the components of the two-tier framework. They also engaged in
discussion around the history of the Higher Education Compact and the likelihood of the Compact
deferral funding being restored in future years. Interim EVC Lenz shared that of the six compacts
made between the CSU and State only one has been fully funded. He added that the CSU will still
be expected to grow enrollment and meet the conditions of the Compact without the funding.
Interim EVC Lenz explained that even so, the CSU must continue to request and advocate for full
funding, including the restoration of deferred amounts. Trustees Arambula and Lopez supported
this approach, recognizing that additional discussion may be needed if funding is not restored.

Trustee Guajardo asked for examples of intersegmental collaborations between University of
California and California Community Colleges. Interim EVC Lenz shared that an area of special
interest for him is in the funding and delivery of capital facilities and projects. He reported that
since 2006 the CSU has not been included in statewide obligation bonds while the community
college and K-12 have been. The City of San José built a public library on the San José State
University campus. Los Rios Community College District constructed two buildings on the UC
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Davis that offer shared services to students from both institutions. Trustee McGrory agreed that
funding is needed to manage the CSU’s capital needs and supported seeking independent
authority to issue bonds.

Trustee Lopez adjourned the meeting of the Committee on Finance.
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COMMITTEE ON FINANCE

California State University, San Marcos — Financing Approval for an Auxiliary Wellness and
Recreation Center Acquisition

Presentation By

Patrick Lenz
Interim Executive Vice Chancellor and
Chief Financial Officer

Ellen Neufeldt
President
California State University San Marcos

Robert Eaton
Assistant Vice Chancellor
Financing, Treasury and Risk Management

Summary

This item requests that the California State University (CSU) Board of Trustees authorize the
issuance of long-term Systemwide Revenue Bonds (SRB), and/or commercial paper notes, and/or
related debt instruments, including shorter term and variable rate debt, and floating and fixed rate
loans placed directly with banks, in an aggregate principal amount not-to-exceed $59,745,000 to
provide financing for an auxiliary capital project:

California State University San Marcos - California State University San Marcos
Corporation Wellness and Recreation Center Acquisition

Background

The SRB program provides capital financing for projects of the CSU — student housing, parking,
student union, health center, continuing education facilities, certain auxiliary projects, and other
projects, including academic facilities, approved by the Board of Trustees. Revenues from these
programs and other revenues approved by the Board of Trustees, including CSU operating funds,
are used to meet operational requirements for the projects and pay debt service on the bonds
issued to finance the projects. The consolidated pledge of gross revenues to the bondholders
strengthens the SRB program and has resulted in strong credit ratings and low borrowing costs
for the CSU. Prior to issuance of bonds, some projects are funded through CP which provide
greater financing flexibility and lower short-term borrowing costs during project construction than
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long-term bond financing. Proceeds from the issuance of bonds are then used to retire
outstanding CP and finance any additional costs not previously covered by CP.

Project Description

California State University San Marcos Corporation (the “Corporation”), a recognized auxiliary
organization in good standing at California State University San Marcos (the “University”), proposes
to acquire a wellness and recreation center and associated condominium interest. The wellness and
recreation center will be located within a new mixed-use complex to be developed on privately owned
land located at 292 E Barham Drive, directly across from the University and adjacent to an
affiliated student housing project. The mixed-use development will include a residential tower
with over 900 student housing beds and 10,000 GSF of retail space, as well as the wellness and
recreation facilities.

Upon construction completion, expected in Summer 2027, and close of sale escrow soon thereafter,
the developer will convey to the Corporation a condominium interest in the wellness and recreation
center component, comprising approximately 50,000 square feet of interior recreation space, 12,500
square feet of rooftop fitness area, 11,000 square feet of dedicated ground floor wellness courtyard
(the “Project”). The Project will feature a gymnasium and weight training rooms, meditation
spaces, multi-purpose rooms for fitness classes, an esports lounge, and a hub for the outdoor
adventure club. The Project will serve both resident and commuter students with a commuter
lounge with vending machines and microwaves.

Project Funding and Financing

The purchase and sale price of the Project has been set at $58 million. Upon completion of
construction, the Corporation will acquire the Project utilizing SRB financing. The Corporation and
the CSU may determine that an interest only period for one to three years under the SRB financing
is in the best interest of the Corporation and the University. The developer of the Project has also
offered private financing between the construction completion date and such time as the CSU
may later issue SRB debt.

Terms of the private financing offered by the seller/developer are as follows:

e The amount of the loan will be $58 million.

e Security for the loan will be a first deed of trust on the Project.

e The term of the loan will commence at the closing of escrow, estimated to be in August
2027.

Term of up to 60 months or 5 years.

Interest Rate on the loan will be fixed at 4.07%

Interest-only payments shall be made monthly.

The loan balance may be prepaid in full at any time, without prepayment penalty, upon no
less than 30 days prior written notice to seller/developer.
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Staff have reviewed the key terms of the proposed financing from the developer and deemed
them to be satisfactory and reasonable for this type of transaction, and in compliance with terms
and covenants of the SRB program. Final structure of the financing—whether to utilize an interest
only period under SRB financing and/or to utilize the developer financing—will be determined
based upon market conditions at the time of Project completion.

The Project’s purchase and related financing will be subject to certain conditions including timely
delivery of the Project upon construction completion in Summer 2027, fair market value appraisal
in support of the $58,000,000 price, satisfactory property due diligence, compliance with CSU
codes and standards, and other applicable conditions. The Corporation’s Board called a special
meeting on September 4, 2025, to adopt a resolution approving the financing of the Project
through CSU’s SRB program.

In October 2024, University students passed a referendum approving a student fee increase of
$210 per semester. Such student referendum fee revenue will be made part of the Corporation’s
overall pledge of unrestricted revenues to support the Project’s related financing.

The not-to-exceed principal amount of the proposed bonds is $59,745,000, based on a total
acquisition cost of $§58,000,000. Additional net financing costs, such as capitalized interest and
cost of issuance, estimated at $1,745,000, are expected to be funded from bond proceeds.

The following table summarizes key information about this financing transaction.

Not-to-exceed principal amount $59,745,000

Amortization Approximately level debt service over 30 years
Projected maximum annual debt service $4,193,296

Projected debt service coverage:

CSUSM Corporation: 1.44

Campus aggregate: 1.76

'Based on projected 2028-2029 operations of the project with expected full debt service.

The not-to-exceed principal amount for the project, the maximum annual debt service, and the
financial ratios above are based on an estimated all-in true interest cost of 5.92%, which includes
a cushion for changing financial market conditions that could occur before the permanent
financing bonds are sold. The financial plan assumes level amortization of debt service, which is
the CSU program standard. The financial plan projects the Corporation’s net revenue debt service
coverage to be 1.44 in fiscal year 2028-2029, the first full year of debt service repayment for the
Corporation, which is better than the CSU benchmark of 1.10 for an auxiliary debt
program. Combining the 2028-2029 projections for the Corporation and 2028-2029 projections
for all campus pledged revenue programs yields a campus net revenue debt service coverage for
the first full year of operations of 1.76 which is better than the CSU campus benchmark of 1.35.
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Recommended Action
The following resolution is recommended for approval:
RESOLVED, by the Board of Trustees of the California State University, that:

The request from California State University San Marcos Corporation to obtain
financing in the amount of $59,745,000 as described herein is approved.

In coordination with CSU’s Office of General Counsel, Orrick, Herrington & Sutcliffe
LLP, as bond counsel, has prepared resolutions distributed to the Board of
Trustees prior to this meeting that authorize interim and permanent financing for
the California State University San Marcos — California State University San
Marcos Corporation Wellness and Recreation Center Acquisition described in this
agenda. The proposed resolutions will achieve the following:

1. Authorize the sale and issuance of the Trustees of the California State
University Systemwide Revenue Bonds, and/or the sale and issuance of
commercial paper notes, and/or the issuance of related debt instruments,
including shorter term debt, variable rate debt, floating rate loans placed directly
with banks, or fixed rate loans placed directly with banks, in an aggregate
principal amount not-to-exceed $59,745,000 and certain actions relating
thereto.

2. Provide a delegation to the chancellor; the executive vice chancellor and chief
financial officer; the assistant vice chancellor, Budget Administration and
Finance; and the assistant vice chancellor, Financing, Treasury, and Risk
Management; and their designees to take any and all necessary actions to
execute documents for the sale and issuance of the commercial paper notes,
the revenue bonds, and the related debt instruments.
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COMMITTEE ON FINANCE

California State University Quarterly Investment Report
Presentation By

Patrick J. Lenz
Interim Executive Vice Chancellor and
Chief Financial Officer

Robert Eaton
Assistant Vice Chancellor
Financing, Treasury, and Risk Management

Summary

This item provides the quarterly investment report to the California State University Board of
Trustees for the quarter ended March 31, 2025. The information in Attachment A provides the
entire quarterly investment report regarding CSU investments as required by Education
Code § 89726.

Background

Pursuant to the CSU Master Investment Policy, which can be found at
https://calstate.policystat.com/policy/11691689/latest, CSU investments as of March 31, 2025,
consisted of investments in the Liquidity Portfolio (LP), the Intermediate Duration Portfolio (IDP),
the Total Return Portfolio (TRP), and the State of California Surplus Money Investment Fund
(SMIF). Except for amounts held at the state in SMIF, all CSU investments are held by US Bank,
the custodian bank for the CSU. Neither state general fund nor CSU auxiliary funds are included
in the figures reported. In addition, this report does not include approximately $1.45 billion in bond
proceeds, which by state law are required to be held by the state and are invested in SMIF.
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CSU Investments — Balances, Allocations, and Returns
March 31, 2025
% of CSU Twelve Month
Balance Investments Returns
Liquidity Portfolio (LP) $2.618 billion 34.285% 5.33%
Intermediate Duration Portfolio (IDP) $1.377 billion 18.035% 6.00%
Total Return Portfolio (TRP) $2.974 billion 38.935% 5.89%
CSU Investment Portfolios $6.97 billion
Surplus Money Investment Fund (SMIF) $0.668 billion 8.746% 4.33%
Total CSU Investments $7.64 billion 100%
m Lig uldlt\[ Portfolio "_P:I -34.285% ® Fixed Income - 75.7%
Intermediate Duration Portfolio (IDP) - 18.035% Equity - 17.8%

Real Assets - 5.9%
= Risk Mitigating Strategies - 0.6%

Total Return Portfolio (TRP) - 38.935%
Surplus Money Investment Fund (SMIF) - 8.746%
CSU Investment Performance

For detailed information on the investment performance and characteristics of the CSU
investment portfolios and funds invested in SMIF please see Attachment A.

CSU Liquidity Portfolio (LP)

The purpose of the LP is to provide sufficient and immediate liquidity to meet the operating needs
of the CSU. The investment objectives are safety of principal and liquidity.
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The LP is managed through contracts with two investment management firms, BlackRock
Financial Management and Payden & Rygel, each of whom provides investment management
services for the program. While the custodian, US Bank, holds the funds invested in the LP for
investment management purposes, additions to the portfolio are split evenly between the
investment managers and invested according to permitted investments outlined in the
Government Code of the state and the LP investment policy. Consistent with state law, the LP is
restricted to high quality, fixed income securities.

CSU Intermediate Duration Portfolio (IDP)

The purpose of the IDP is to provide opportunity for modest, additional risk adjusted returns on
CSU funds not needed for immediate liquidity. The investment objectives are safety of principal,
liquidity, and return.

The IDP is managed through contracts with two investment management firms, PGIM Fixed
Income, and Income Research & Management, each of whom provides investment management
services for the program. While the custodian, US Bank, holds the funds invested in the IDP, for
investment management purposes, additions to the portfolio are split evenly between the
investment managers and invested according to permitted investments outlined in the
Government Code of the state and the IDP investment policy. Consistent with state law, the IDP
is restricted to high quality, fixed income securities.

CSU Total Return Portfolio (TRP)

The purpose of the TRP is to provide the opportunity for additional risk adjusted returns on CSU
funds over a full market cycle. The investment objective is to achieve a prudent return within a
moderate risk level. Under State law, investment of funds in the TRP is subject to the CSU meeting
certain conditions regarding investment oversight, reporting, and use of earnings, and may not be
more than 65% of eligible CSU investments. The CSU Investment Advisory Committee (IAC),
established by the Board of Trustees in September 2017, oversees the TRP and focuses on key
issues such as investment policy, asset allocation, investment manager oversight, and
investment performance.

The TRP investment policy provides a framework for the investment of portfolio funds in the TRP
and includes the following key elements as further described in the TRP Investment Policy:

- Investment Objectives - Investment Manager Selection

- Spending Policy - Roles & Responsibilities

- Time and Investment Horizon - Environmental, Social and Governance
- Risk Tolerance Framework

- Expected Return - Risk Management

- Asset Allocation - Monitoring and Control Procedures

- Benchmarks
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With the passage of AB 2422, effective January 1, 2023, up to 65% of CSU investments may be
invested in the TRP and the TRP may additionally invest in commingled funds and exchange-
traded funds. Considering these legislative changes, in January of 2023 the IAC took two actions
and in March of 2023 the Board of Trustees took one action. First, the IAC approved a
recommendation to the Board of Trustees to revise the CSU Master Investment Policy. These
recommended revisions were presented to and approved by the Board of Trustees at the March
2023 meeting. The IAC also approved a revised funding schedule for the TRP calling for an
additional $1.25 billion to be invested in the TRP from January of 2023 to December of 2024. At
present, $950 million of the additional $1.25 billion has been invested in the TRP, with $300 million
set aside to fund future investment strategies subject to approval by the IAC. The investment
schedule may also be adjusted by the IAC at any time depending on market conditions and staff
will ensure the TRP does not exceed its statutory limit as a percentage of CSU investments.

Since the TRP Inception date' through March 31, 2025, the TRP investment earnings were
approximately $694.6 million. During this period, the TRP total return exceeded the LP total return
by 4.14% annualized (net of fees) or a cumulative $434.0 million, which was about 2.7 times
higher than LP investment earnings.

Surplus Money Investment Fund (SMIF)

The State Treasurer also provides investment vehicles that may be used for CSU funds. The
Surplus Money Investment Fund (SMIF) is used by the State Treasurer to invest state funds, or
funds held by the state on behalf of state agencies, in a short-term pool. To facilitate certain
expenditures, the CSU maintains modest amounts of funds with the state. Consistent with state
law, the portfolio is restricted to high quality, fixed income securities.

Reporting Requirements

California Education Code § 89726 requires quarterly investment reports to the Board of Trustees
and an annual report to the State Legislature and the Department of Finance.

Next Steps
The next investment report to the Board of Trustees is scheduled for the November 2025 meeting

and will provide information on the CSU Annual Investment Report for the fiscal quarter ending
June 30, 2025.

T The TRP Inception Date was April 1, 2018.
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CSU Quarterly Investment Report
For the Fiscal Quarter Ended March 31, 2025

California State University investments as of March 31, 2025, consisted of investments in the CSU
Liquidity Portfolio (LP), the Intermediate Duration Portfolio (IDP), the Total Return Portfolio (TRP),
and the State of California Surplus Money Investment Fund (SMIF). All CSU investments (except
for funds invested in SMIF) are held by US Bank, the custodian bank for the CSU. Neither state
general fund nor CSU auxiliary funds are included in CSU investments. In addition, this report does
not include approximately $1.45 billion in bond proceeds, which by state law are required to be
held by the state and are invested in SMIF.

Balances and Allocations as of March 31, 2025

% of CSU
Balance Investments
Liquidity Portfolio (LP) $2.618 billion 34.285%
Intermediate Duration Portfolio (IDP) $1.377 billion 18.035%
Total Return Portfolio (TRP) $2.974 billion 38.935%
Surplus Money Investment Fund (SMIF) $0.668 billion 8.746%
CSU Investments $7.637 billion 100 %

| qumdlty POI‘t'FOIiO {LP} -34.285% n FiXEd Income - 75.7%
Intermediate Duration Portfolio (IDP) - 18.035% Equity - 17.8%
Real Assets-5.9%

Total Return Portfolio (TRP) - 38.935%
m Risk Mitigating Strategies - 0.6%

Surplus Money Investment Fund (SMIF) - 8.746%

For the nine months ending March 31, 2025, direct investment management fees’, advisory, and
custodial fees totaled just under $2.8 million, or about 0.04% on CSU investments’ average
balance for the nine months ending March 31, 2025.

T Direct investment management fees exclude TRP mutual fund investment management fees. TRP
mutual fund investment management fees are included as mutual fund expenses and reported as a
percent of total fund assets. See TRP Fund Expense Ratio (Fee) in the table on page 6.
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CSU Consolidated Investment Portfolio

The following table displays performance returns for the CSU Consolidated Investment Portfolio
which includes the LP, IDP, and TRP.2

CSU Consolidated CSU Total CSU Intermediate

Investment Return Portfolio  Duration Portfolio = CSU Liquidity

Portfolio (TRP) (IDP) Portfolio (LP)
1 Year Return 5.64% 5.89% 6.00% 5.33%
3 Year Annualized Return 3.91% 3.61% 2.16% 3.74%
5 Year Annualized Return 3.86% 9.45% N/A 2.09%
10 Year Annualized Return 2.52% N/A N/A 1.86%
Since Inception Annualized 2.03% 6.45% 0.13% 1.66%

Return?

As of March 31, 2025, the TRP since inception investment earnings were approximately
$694.6 million. During this period, the TRP total return exceeded the LP total return by 4.14%
annualized (net of fees) or a cumulative $434.0 million, which was about 2.7 times higher than
LP investment earnings.

Earnings from CSU Investments ($ in millions)

51.61 Billien Cumulative Investment Eamings
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1.100 523.1
BOD
300 292.2 vl
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200 823 132.7
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Cumulative Investment Earnings e‘a‘P
mmm Annual Investment Eamings """;2,

5 Year Moving Average Annual Investment Eamings

2 CSU Consolidated Investment Portfolio returns exclude SMIF.

% Inception Dates for the CSU portfolios were: Consolidated Investment Portfolio, July 1, 2007; LP, July 1,
2007; IDP, October 1, 2021; and TRP, April 1,2018. CSU Consolidated Investment Portfolio, LP, and IDP
returns reported gross of fees and as total return, including income and gains (realized and unrealized).
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CSU Liquidity Portfolio (LP)

The purpose of the LP is to provide sufficient and immediate liquidity to meet the operating needs
of the CSU. The investment objectives are safety of principal and liquidity. Consistent with state
law, the portfolio is restricted to high quality, fixed income securities.

CSU Liquidity Portfolio Benchmark*

1 Year Return® 5.33% 5.34%
3 Year Annualized Return 3.74% 3.26%
5 Year Annualized Return 2.09% 1.57%
10 Year Annualized Return 1.86% 1.64%
Annualized Since Inception Return® 1.66% 1.75%
Yield 3.98% 4.02%
Duration (Years) 1.30 1.42

Average Credit Rating AA- AA+

Holdings by Asset Type (% of CSU Liquidity Portfolio):

Treasuries 53.70%  Agency MBS 1.62%
U.S. Corporate Bonds 21.26%  Cash Equivalents 1.43%
Commercial Paper 11.33%  U.S. Government Agencies 0.91%
Certificates of Deposit 9.75%

4 Benchmark for the LP is the Bank of America Merrill Lynch 0-3 Year Treasury Index.

5 LP Returns reported gross of fees and as total return, including income and gains (realized and
unrealized).

% Inception Date for the LP was July 1, 2007.
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CSU Intermediate Duration Portfolio (IDP)
The purpose of the IDP is to provide opportunity for modest, additional risk adjusted returns on
CSU funds not needed for immediate liquidity. The investment objectives are safety of principal,

liquidity, and return. Consistent with state law, the portfolio is restricted to high quality, fixed
income securities.

CSU Intermediate

Duration Portfolio Benchmark'?

3 Months Return™ 2.66% 2.58%
1 Year Return 6.00% 5.73%
3 Year Return 2.16% 1.84%
Annualized Since Inception Return™ 0.13% 0.01%
Yield 4.75% 4.60%
Duration (Years) 4.58 4.54

Average Credit Rating A+ AA-

Holdings by Asset Type (% of CSU Intermediate Duration Portfolio):

U.S. Corporate Bonds 52.9%  CA Municipal Obligations 1.1%
Agency MBS 29.2% U.S. Government Agencies 0.9%
Treasuries 12.8% Cash Equivalents 0.3%
Agency ABS 2.7% Supranationals 0.1%

12 Benchmark for the IDP is 50% Bloomberg Barclays US Corporate 1-10 Year A or Better Ex-Yankee / 30%
Bloomberg Barclays US MBS / 20% Bloomberg Barclays US Intermediate Treasury Index.

3 IDP Returns reported gross of fees and as total return, including income and gains (realized and
unrealized).

14 Inception Date for the IDP was October 1, 2021.
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CSU Total Return Portfolio (TRP)

The purpose of the TRP is to provide opportunity for additional risk adjusted returns on CSU funds
over a full market cycle. The investment objective is to achieve a prudent return within a moderate
risk level. Consistent with state law, the TRP is invested in mutual funds subject to registration
by, and under the regulatory authority of, the United States Securities and Exchange Commission;
institutional commingled funds offered by investment advisors registered with, and under the
regulatory authority of the United States Securities and Exchange Commission; or in publicly
traded United States registered real estate investment trusts.

Investment Returns

10.00%

8.00%
6.00%
4.00%
2.00% - H l

0.00%

3 Month Return 1 Year Return 3 Year Return 5 Year Return Since Inception Return
ETRP TRP Strategic Benchmark TRP Policy Benchmark
CSU Total
Return Strategic Policy
Portfolio Benchmark® Benchmark’
3 Months Return 1.32% 2.33% 1.37%
1 Year Return 5.89% 7.40% 6.77%
3 Year Annualized Return 3.61% 8.72% 3.93%
5 Year Annualized Return 9.45% 8.71% 9.31%
Annualized Since Inception Return? 6.45% 8.12% 6.08%

In October 2024, the CSU Investment Advisory Committee approved the sixth annual TRP
distribution to the system of approximately $95.5 million, bringing total TRP distributions to the
system since inception to $313.4 million. TRP distributions are allocated to the campuses
annually for capital outlay or maintenance. Consistent with Education Code Section § 89726,
additional moneys earned through investments in the TRP shall be used only for capital outlay or
maintenance and shall not be used for ongoing operations.

0 The TRP Strategic Benchmark is inflation (Core Consumer Price Index) plus 4.5% per annum. The long-
term rate of inflation is assumed at 2.7% per annum. TRP Investment Returns have trailed the Strategic
Benchmark over various time periods. Underperformance versus the Strategic Benchmark for the 3 year
and Since Inception time periods is primarily due to extraordinarily high inflation from April 2021 to May
of 2023 when Core CPI averaged 5.79% per annum. Source: Bloomberg

" The TRP Policy Benchmark is a blend of passive indices whose weights match the TRP target asset
allocation.

12 TRP Inception Date was April 1, 2018.
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Holdings by Asset Type (% of CSU Total Return Portfolio):

Equity Mutual Funds 45.8% Passive Index Mutual Funds 74%
Fixed Income Mutual Funds 37.6% Actively Managed Mutual Funds 26%"3
Real Asset Mutual Funds 15.1%

Risk Mitigating Strategies 1.5%

Values, Holdings & Fees (CSU Total Return Portfolio)

% of Median
Total TRP Fund Fee Per
Value Return Expense Asset
Strategy Name (millions)  Portfolio Ratio (Fee) Class
Fixed Income
Vanguard Total Bond Market Index Fund VBMPX 610.5 20.53% 0.02% 0.44%
Vanguard Inflation-Protected Securities Fd VIPIX 149.7 5.04% 0.07% 0.44%
American Century High Income Fund NPHIX 124.7 4.19% 0.59% 0.78%
Brigade High Yield Fund N/A 36.0 1.21% 0.30% 0.78%
Polen Opportunistic High Yield DDJIX 17.8 0.60% 0.79% 0.78%
Aristotle Floating Rate Income Fund PLFRX 89.3 3.00% 0.71% 0.76%
Payden Emerging Markets Bond Fund PYEIX 44.4 1.49% 0.69% 0.80%
T. Rowe Emerging Markets Bond Fund PRXIX 44.6 1.50% 0.70% 0.80%
Equity
Vanguard Total Stock Market Index Fund VSMPX 715.5 24.06% 0.02% 0.75%
Vanguard Developed Markets Index Fund VDIPX 352.4 11.85% 0.02% 0.89%
Driehaus Emerging Markets Growth Fund DIEMX 177.3 5.96% 1.09% 1.01%
DFA Emerging Markets Value Fund DFEVX 88.7 2.98% 0.44% 1.01%
Redwheel Global Emerging Equity Fund RWCEX 29.4 0.99% 1.24% 1.01%
Real Assets
Vanguard Real Estate Index Fund VGSNX 209.9 7.06% 0.10% 0.87%
Vanguard Materials Index Fund VMIAX 119.0 4.00% 0.09% 0.92%
First Sentier Global Listed Infrastructure Fd FLIIX 119.4 4.02% 0.95% 0.97%
Risk Mitigating Strategies
Fidelity Long Term Treasury Bond Index Fd FNBGX 44.9 1.51% 0.03% 0.20%
Cash 0.0 0.00% NA NA
Total 2,973.6 100% 0.23% 0.73%

3 The percent of Actively Managed Mutual Funds is likely to increase in the future while the percent of
Passive Index Mutual Funds would decrease consistent with the TRP implementation plan. The total TRP
Fund Expense Ratio and total Median Fee Per Asset Class are weighted averages using the percent of the
TRP shown in the table for each fund and their respective asset class.



Attachment A

FIN Agenda Item 3
September 7-10, 2025
Page 7 of 7

The following chart shows the TRP market value, total funded contributions, total retained
investment earnings, total spending distributions, and total investment earnings since inception
as of March 31, 2025. Total TRP investment earnings equal total TRP spending distributions plus
total TRP retained investment earnings.

TRP Market Value, Funding Contributions, Retained
Investment Earnings, and Spending Distributions
Since Inception as of March 31, 2025
($ in Millions)

2.973.6
3,200
2,592.4

2,400

1,600
694.6

BOO
381.2 313.4 .

0 [ ] ]
Mar ket Value Funding Retained Spending Total Investment
(03/31/25) Contributions Investment Distributions Earnings

Earnings
Surplus Money Investment Fund (SMIF)

The Surplus Money Investment Fund (SMIF) is managed by the State Treasurer to invest State
funds, or funds held by the State on behalf of State agencies, in a short-term pool. The portfolio
includes Certificates of Deposit, Treasuries, Commercial Paper, Corporate Bonds, and U.S.
Government Agencies.

Apportionment Annual Yield
Trailing 12 month as of 3/31/25 4.33%
Average (FYE 06/30/07 - 3/31/25) 1.41%

4 Annual Yield calculated by CSU Treasury Operations based on the quarterly apportionment yield rates
published by the State Controller's Office.
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Summary

This item recommends Board of Trustees approval of the 2026-2027 California State University
(CSU) Operating Budget Plan. The plan requests two key state funding components: restoration
of the $143.8 million base reduction and the full $252.3 million Year 4 Compact commitment.
Combined with the tuition increase, these would provide a $597.1 million base increase (7%
growth) to sustain the CSU mission in a challenging fiscal environment.

Background

Final 2025-2026 CSU Budget Recap

In June 2025, the Governor approved the 2025 Budget Act, which included the CSU’s funding
allocation for 2025-2026. Key elements include:

e $143.8 million reduction to the CSU base budget
e Deferral of Compact funding to out-year timeframes
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e Allocation to Sonoma State University primarily to support future enrollment growth and
new academic programs

e Budget bill language requiring fiscal stability plans for low enrollment universities

e Authorization of a one-time, zero-interest General Fund loan to offset the reduction

Per proposed subsequent legislation as of the agenda posting, the final terms and conditions of
the zero-interest General Fund loan are as follows:
e Applies only to the $143.8 million reduction, not any out-year Compact funding
assumptions
e One-time in nature and should not be considered for any ongoing or future CSU funding
commitments
e Subject to approval by the Joint Legislative Budget Committee
e Requires CSU decision to take the loan by November 30, 2025
e Would be paid by CSU’s 2026-2027 funding allocation on July 1, 2026

CSU Fiscal Challenges to Date

Although the state honored the first three years of Compact funding, the CSU continues to face
escalating collective bargaining demands, unfunded mandates, and a growing structural budget
deficit. In 2023, the Sustainable Financial Taskforce identified a $1.5 billion deficit, which has
since grown by more than $800 million. Roughly half of this growth stems from the $143.8 million
CSU base budget reduction and the state’s inability to provide the 2025-2026 Compact funding
of §252.3 million. The remaining growth reflects unfunded mandates, mandatory cost increases,
and the need to fund current collective bargaining agreements.

Universities Respond to Budget Challenges

In fall 2023 and 2024, universities implemented significant budget reductions to address
sustained fiscal challenges.

e 1,430 course section reductions at seven universities

e 7.3% reduction in student support services (74 positions eliminated)

e Net reduction of 823 positions (295 through voluntary separation; 44 management; 45
teaching associate positions; and 28 graduate assistants)

e $319 million in deferred facilities and infrastructure

e $58 million in reduced travel, professional development, and equipment

e 136 degree programs were suspended or discontinued in 2024

The following budget reduction strategies were reported to the Department of Finance in January
2025 and are also included with this item as Attachment A:
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Category 2023-2024 2024-2025
Defer Capital/Maintenance Projects $202,290,762 $319,199,456
Personnel Reductions and Restructuring 121,743,405 230,072,549
Program Reductions 4,377,612 13,259,576
Reduce/Restrict Operational and Non-Essential Expenses 31,413,908 58,402,914

Despite these actions, ongoing constraints continue to limit the CSU’s ability to maintain or
expand critical workforce-related courses, sustain essential student services, and ensure
operational continuity, all while responding to increasing enrollment expectations.

The Chancellor’'s Office will continue working with all universities to assess the impact of the
2025-2026 CSU budget and future priorities, assuming challenging state and federal budget
conditions persist. As required by the Budget Act of 2025, the CSU will submit a plan to the
Department of Finance and Legislature in March 2026 focused on university turnaround
strategies.

Challenging CSU Budget Outlook: 2026-2027 and Beyond

The CSU enters the 2026-2027 budget cycle amid economic volatility and a significant state
General Fund structural deficit. Deferred Compact funding, competing state priorities, and
unpredictable federal support further heighten fiscal uncertainty. These pressures, combined with
growing demand for student access, unfunded mandates, and rising mandatory costs, continue
to strain all 22 universities.

The recent $143.8 million base budget reduction and deferral of Compact funding have disrupted
university operations, delayed essential services, and restricted long-term planning. These
impacts threaten the CSU'’s ability to expand access, improve student success, support employee
compensation and benefits, and sustain institutional stability.

The state’s fiscal outlook worsens the challenge, with projected deficits of $17 billion in 2026-
2027, $24 billion in 2027-2028, and $17 billion in 2028-2029. State reserves are projected to fall
to a negative $54 billion by 2028-2029, raising serious concerns about the state’s ability to restore
deferred funding or support ongoing CSU budget needs.

This is not a short-term setback, but a prolonged fiscal reality requiring disciplined planning and
strategic decision-making to keep the CSU resilient and mission-focused.
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2026-2027 Operating Budget Plan: Protecting Progress, Preserving CSU Stability

The CSU’s 2026-2027 Operating Budget Plan responds to these fiscal realities by reinforcing core
commitments rather than pursuing new initiatives. The plan prioritizes two key state funding
components: restoring the $143.8 million base budget reduction and securing the full
$252.3 million Year 4 Compact commitment. This $597.1 million plan represents a 7% budget
increase that aligns expenditures with sustainable revenues while protecting previous
investments and ensuring financial stability.

The following illustrates the CSU’s proposed budget progression:

Current 2025-26 Proposed Budget Proposed 2026-27
$8.49B $597M $9.09B
Base Budget Increase +7% Growth

The plan includes modest revenue assumptions and critical budget priorities necessary to
support the CSU mission. The expenditure framework includes two tiers that cover baseline
commitments (unavoidable) and essential priorities (investments reflecting CSU values).

Category Details
Revenues ($597M)

Restoration of 2025-26 General Fund reduction
Full restoration of Year 4 Compact commitment
Tuition from scheduled 6% rate increase

[ ]
[ ]
[ ]
e Tuition from 1% enrollment growth

Expenditures ($597M)
Baseline Commitments ($324M)

State University Grant increase aligned with tuition
Health care premiums and insurance increases
Utilities and inflation adjustments

Pre-existing compensation commitments

1% enrollment growth (3,511 FTES)

Faculty and staff compensation pool (3%)

Debt service for facilities and infrastructure

CSU Strategic Plan priorities

Essential Priorities (§273M)

Attachment B provides the proposed 2026-2027 Operating Budget Plan, detailing each category
included above for the ongoing $597.1 million increase. The CSU is also requesting one-time
funding of $1.1 billion to address critical facility and infrastructure projects. Upon adoption of
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the plan by the Board of Trustees, the Chancellor's Office will publish and share the plan with
state leaders following the September 2025 meeting.

Conclusion

Restoring the $143.8 million budget reduction and delivering the full $252.3 million Year 4
Compact commitment is essential for California's future. CSU serves as a critical engine for
upward mobility, economic opportunity, and workforce development. Sustained state investment
is vital to protecting student access, academic excellence, and equity across California's diverse
communities.

The Board of Trustees is asked to approve the plan to support student success and uphold the
CSU’'s commitment to accessible, high-quality education. Investing in the CSU is investing in
California’s prosperity, equity, and resilience for generations to come.

Recommend Action
The following resolution is recommended for approval:
Approval of the 2026-2027 Operating Budget Plan

RESOLVED, that the future of California rests on the California State University’s
ability to provide a high-quality, affordable, and accessible education to over
450,000 students each year; and be it further

RESOLVED, by the Board of Trustees of the California State University that the
2026-2027 Operating Budget Plan is approved as submitted by the chancellor; and
be it further

RESOLVED, that the chancellor is authorized to adjust and amend this budget to
reflect changes in the assumptions upon which this budget is based, and that the
chancellor promptly communicate any changes to the trustees; and be it further

RESOLVED, that the chancellor transmit copies of this resolution and the
2026-2027 CSU Operating Budget Plan publication as soon as practical to the
governor, to the director of the Department of Finance, and to the legislature.
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CSU Budget Reduction Strategies
University Reported — January 2025

In response to mounting financial challenges, our 23 universities participated in a comprehensive
survey on budget reduction strategies. The universities reported on their cost savings, reductions, and
budget cuts implemented during 2023-24 and 2024-25. This information provides detailed insights into
the specific strategies universities are using to manage their fiscal constraints. Following is a summary
of the major categories of reported strategies and specific examples.

Defer Capital/Maintenance Projects

Overview: Infrastructure projects, including essential repairs and modernizations, were postponed
prioritizing immediate operational needs.

FY 23-24 FY 24-25
Category Amount Amount
Defer Capital/Maintenance Projects 202,290,762 319,199,456

Examples:

e One university has deferred $34M in critical infrastructure renewal projects, including $12M in
electrical systems, $8M in sewer replacements, and $5M in central plant renewals.

o One university has five roofs at a critical point of failure and ceiling asbestos issues. Limited
funding will only allow two roofs to be addressed.

e One university did not receive $22M in funding to address critical infrastructure such as the
replacement of fire alarm systems; roofs that leak and impact academic programming, safety,
and structural integrity; and renovation of a primary science building to address safety and
academic programming issues resulting from outdated lab spaces and building systems at the
end-of-life.

o Key renovations and maintenance projects at one university have been indefinitely postponed
due to funding limitations. This includes outdated computer labs with unusable or insecure
machines, which will force students to rely on personal devices, disproportionately affecting
lower-income students.

Consequences of Budget Reductions:

o Safety Risks: Deferred fire alarm replacements and leaking roofs pose hazards to the campus
community.

o Diminished Learning Environments: Outdated labs and classrooms limit the university’s
ability to support modern academic programming.

¢ Increased Long-term Costs: Prolonged deferrals increase the financial burden due to
escalating repair needs.

Page 1 of 3
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Personnel/Program Reductions and Restructuring

Overview: Universities eliminated vacant positions, reduced part-time faculty, and restructured
departments while consolidating or eliminating programs to focus resources on essential offerings
aligned with student demand.

FY 23-24 FY 24-25
Category Amount Amount
Personnel Reductions and Restructuring 121,743,405 230,072,549
Program Reductions 4,377,612 13,259,576

Examples:
e Personnel reductions and restructuring strategies have led to a reduction of $352M.

e One university will achieve $18M in reductions by eliminating 120.5 FTE positions (50.5 Tenure
Track Faculty, 15 MPPs, 45 staff, and 10 other roles). Administrative departments will operate
with fewer staff, resulting in reduced service levels to students.

e One university plans to issue layoff notices for 47 employees. Additional non-retention of 12
management positions created $3M in savings but strained operations.

e One university reduced 46 stafffMPP positions and delayed the hiring of 8 academic advisors,
saving approximately $3.2M in FY24-25. Faculty support roles were also cut, affecting advising
and other student services.

e Six universities reduced 2,536 courses over two years, reducing available class options and
increasing students’ time to degree.

e One university intends to eliminate its athletics program in 2025-26, resulting in an estimated
savings of $3.7M.

e Thirteen universities reported an increase in class sizes, with seven reporting a budget
reduction of $22M over FY23-24 and FY24-25 from those increased class sizes.

e Four universities have paused/canceled tenure track recruitments resulting in a budget
reduction of $11M over FY23-24 and FY24-25.

Consequences of Budget Reductions:

e Operational Strain and Student Impact: Fewer staff led to delays in services like financial aid
and advising, reduced academic support, and potentially extended students’ time to graduation.

o Loss of Expertise: Layoffs of employees led to diminished institutional knowledge, increasing
risks in compliance and operations.

o Limited Academic Opportunities: Fewer course options reduced flexibility for students,
extending time to graduation and decreasing access to specialized fields.

o Faculty Reductions: Consolidated programs led to fewer teaching opportunities, increasing
faculty workloads.

Page 2 of 3
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CSU Budget Reduction Strategies
University Reported — January 2025

Reduce/Restrict Operational and Non-Essential Expenses

Overview: Operational and discretionary spending was cut across categories such as travel,
professional development, and equipment.

FY 23-24 FY 24-25
Category Amount Amount
Reduce/Restrict Operational and Non-Essential
Expenses 31,413,908 58,402,914
Examples:

e Most universities cut non-essential travel and professional development, saving approximately
$11M in FY23-24 and FY24-25.

e One university has reduced $22.6M on non-essential expenses such as software, telecom,
repairs, marketing, and student assistants while reducing donor events and shifting engagement
to cost-effective methods. Funds for new initiatives have also been limited.

e To meet base budget obligations, one university reduced $6.8M in non-personnel costs for
FY24-25 to minimize disruptions to students, relying on one-time funds and cutting travel and
overall spending. This strategy will not be available in 2025-26 due to the current low base
budget, and long-term impacts include limited professional development opportunities and
outdated technology in many areas.

e One university has reduced $6M in FY24-25 by restricting non-essential purchases, including
equipment, maintenance agreements, hospitality, training, software, and curriculum site visit
stipends, as well as relying on carryforward funds for software agreements.

Consequences of Budget Reductions:

o Outdated Technology: Deferred IT upgrades reduced institutional competitiveness and
impacted student access to necessary resources.

¢ Reduced Staff Development: Limited travel and professional development opportunities
hindered skill building and innovation among staff and faculty.

e Strained Budgets: Reliance on one-time funds to cover mandatory costs and reduced reserves
for future emergencies.

Page 3 of 3
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2026-27 OPERATING BUDGET PLAN

Executive Summary

CALIFORNIA STATE UNIVERSITY (CSU) AND THE CURRENT FISCAL ENVIRONMENT. Budget planning for
2026-27 is unfolding within a challenging and uncertain fiscal environment, shaped by competing state
priorities, unpredictable federal funding, and ongoing economic pressures. The CSU system continues to
face substantial financial strain, highlighted by a $143.8 million base budget reduction and compact funding
deferral in 2025-26 that has created immediate operational challenges across all universities.

While the deferral is well-intended, this action creates disruptions in university planning, forces difficult
trade-offs, and constrains the CSU's ability to protect student success, employee support, and institutional
stability. The deferral also compounds long-standing concerns about the gap between operating revenues
and the rising costs of maintaining quality, access, and strategic growth. A systemwide analysis conducted
in 2023 revealed a $1.5 billion structural shortfall between available funding and actual operating needs—
excluding the expanding number of unfunded mandates and a $8.6 billion backlog in critical capital renewal
projects.

Since then, new mandates, escalating inflationary pressures, and higher personnel and benefit costs have
further strained university budgets, making it even more difficult to sustain current service levels, meet
obligations, and invest in future priorities. In addition, the $143.8 million base budget reduction and the
inability of the state to provide $252.3 million, Year 4 Compact funding will grow the CSU budget gap to $2.3
billion as of 2025-26.

In recent years, universities have implemented budget reduction strategies, including reductions of over
1,200 positions, elimination of roughly 1,400 courses, reductions in student support staff, delayed hiring and
facility maintenance, restructured programs, and an 8% reduction in the Chancellor's Office budget. Without
stable, adequate, and predictable funding, the CSU's ability to fulfill its core mission and meet the
performance expectations of the multi-year compact is at serious risk.

CSU PLAN. Amid the current fiscal environment, the CSU’s 2026-27 budget plan is centered on protecting
and strengthening existing commitments rather than pursuing new initiatives. The focus on restoring
funding and fulfilling the multi-year compact is critical to ensuring the CSU can meet its current obligations
before taking on additional priorities. These include maintaining student access, sustaining progress on
equity and graduation goals, and continuing critical investments in the academic core. Prioritizing these
commitments will also support better alignment between revenues and expenditures, contributing to long-
term financial sustainability.

Funding Priorities: Restore Funding & Fulfill the Compact. The CSU proposes a $9.1 billion operating
budget for 2026-27. This plan includes an increase of $597.1 million (7%) over 2025-26. The plan
respectfully requests the state to restore the $143.8 million base budget reduction from 2025-26 and
reaffirm its commitment and provide the full $252.3 million Year 4 Compact funding that was previously
deferred. Failure to restore this funding in 2026-27 would jeopardize essential student services critical to
academic success and well-being.
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REQUEST OF THE STATE OF CALIFORNIA IN THE 2026-27 STATE BUDGET.
e Restore the $143.8 million base reduction
e Fund the $252.3 million Year 4 Compact commitment

The following illustrates the CSU's proposed Operating Budget for 2026-27:

Current 2025-26 Proposed Budget Proposed 2026-27
$8.49B $597.1M $9.09B
Base Budget Increase +7% Growth

Revenue Plan

New resources of $597.1 million are necessary to fulfill the CSU’s plan for 2026-27, including state General
Fund and tuition revenue increases.

REVENUE SOURCES (MILLIONS) BASE | INCREASE %
State General Fund: Restore 2025-26 Reduction $4,957 $143.8 2.9%
State General Fund: Year 4 Compact 252.3 5.1%
Tuition: 6% Rate Increase 2,779 175.8 6.3%
Tuition: 1% Enrollment Growth 25.2 0.9%
Other Fees 753

TOTAL REVENUE $8,489 $597.1 7.0%

STATE GENERAL FUND

The CSU experienced significant funding challenges in 2025-26 due to two key state actions: a 3% General
Fund base reduction of $143.8 million and a deferral of compact funding commitments.

Rather than providing the full $252.3 million Year 4 Compact increase planned for 2025-26, the state intends
to spread this funding over multiple years. This deferral, combined with the base budget reduction, created
significant funding shortfalls that impacted CSU's core operations and ability to meet planned commitments
in 2025-26.

The CSU requests restoration of the $143.8 million reduction as well as full commitment of $252.3 million
Year 4 compact funding in 2026-27.

REVENUE FROM TUITION RATE INCREASE

As part of the CSU’s multi-year tuition plan, tuition rates will increase by 6% across all education levels in
2026-27. The resulting $175.8 million of additional revenue is included in the budget plan and will help
address key funding priorities and support ongoing operational and strategic needs. This increase, year
three of five, is a planned component of the CSU’s broader strategy to ensure financial sustainability.
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REVENUE FROM ENROLLMENT GROWTH

As part of the compact agreement, the CSU is committed to increasing enrollment by approximately 1%—
equivalent to 3,511 resident, undergraduate full-time equivalent students (FTES) in 2026-27.

e Estimated additional tuition revenue: $25.2 million
e Supports expanded access to CSU’'s academic programs
e Contributes to meeting statewide higher education goals

This growth aligns with the CSU’s mission to serve more Californians and respond to student demand.

Expenditure Plan

The 2026-27 CSU expenditure plan framework for the $597.1 million increase includes two critical tiers -
baseline commitments and essential priorities. Baseline commitments total $323.7 million and reflect
unavoidable, mandatory costs that are not discretionary and will be incurred regardless of the level of new
revenue sources. Essential priorities total $273.4 million and reflect investments in CSU's core values,
which directly contribute to student success.

EXPENDITURES (in millions)
Baseline Commitments $323.7
Essential Priorities 273.4
Expenditure Total $597.1
BASELINE COMMITMENTS

The CSU faces $323.7 million in baseline commitments for the upcoming fiscal year. These required
operational (mandatory) costs are expenditures the university must pay regardless of the level of funding
allocated by the state, and they often increase despite the level of additional revenue.

BASELINE COMMITMENTS (in millions)
Financial Aid: State University Grant - Tuition Rate Increase $58.6
Health Premiums 20.7
Maintenance of New Facilities 12.9
Liability and Property Insurance Premiums 5.2
Utilities 18.4
Inflation on Non-Personnel Costs 28.4
2024-25 Faculty & Staff Compensation (University Funded) 159.3
2025-26 CSUEU Steps Implementation (University Funded) 20.2
TOTAL $323.7
FINANCIAL AID

The State University Grant (SUG) program is the CSU’s primary institutional aid, providing need-based
awards to eligible students. The budget plan includes an additional $58.6 million for SUG associated with
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the tuition increase, ensuring students with the greatest financial need are not impacted by the 6% tuition
increase scheduled for 2026-27.

e SUG program has grown from $4 million in 1982-1983 to a projected $882 million in 2026-27

e 11% of the CSU's total operating budget is dedicated to this SUG

e The CSU provided more than $1 billion in institutional aid in 2023-24, including $699 million from
SUG

e Students receive significant state and federal financial aid including $746 million from the state Cal
Grant program, more than $583 million from the Middle Class Scholarship program, and more than
$1.1 billion from the federal Pell Grant program

e Financial aid programs help defray the cost of attendance for the lowest-income students by
providing support for tuition, fees, food, housing, and some personal expenses

e CSU student debt (§15,000 in 2023-24) is well below the national average ($28,950 in 2019-20)

HEALTH PREMIUMS

The CSU faces a base budget increase of $20.7 million as a result of a 2.5% rise in employer-paid health
care premiums effective January 2026.

e Premiums are shared between CSU and employees

e CSU funds a significant portion of health care premiums, per Government Code Section 22871,
which defines the employer-paid contribution rates

e Funding the increased costs ensures affordable, continued health coverage for employees

MAINTENANCE OF NEW FACILITIES

In 2026-27, the CSU will open 363,000 square feet of new facilities, requiring an additional $12.9 million for
ongoing maintenance. This funding supports:

e Ongoing upkeep at a cost of $24.72 per square foot

o Systemwide deferred maintenance at a cost of $10.75 per square foot
o Utilities, building and landscape maintenance

e Custodial services and administrative support

LIABILITY AND PROPERTY INSURANCE PREMIUMS
Insurance premiums are projected to rise by $5.2 million (4%) in 2026-27. This increase reflects:

e Rising insurance costs nationwide, particularly for public entities in California
e Higher expenses for required liability and property coverage

UTILITIES

CSU utility costs are projected to increase by $18.4 million (10%) due to rate increases in electricity and
natural gas. This funding supports the continuation of essential university operations.

INFLATION ON NON-PERSONNEL COSTS

The CSU estimates a $28.4 million increase in 2026-27 due to inflation, based on a 3.4% rise in the
Consumer Price Index (CPI). Without additional new funding, resources must be redirected from existing
programs for these non-discretionary costs, which include:
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IT hardware and software
Communications service and equipment
Space rental

Contractual services

Miscellaneous supplies and goods

2024-25 FACULTY & STAFF COMPENSATION (UNIVERSITY FUNDED)

In 2024-25, the CSU had to fund a portion of the increase for faculty and staff compensation ($159.3
million). Funding for this pre-existing commitment supports:

e Previously negotiated salary agreements with 5% increases that totaled $308.6 million
e Workforce stability and operational continuity across universities

2025-26 CSUEU STEPS IMPLEMENTATION (UNIVERSITY FUNDED)

The CSU will fund a $20.2 million increase in 2025-26 to implement a step infrastructure for CSUEU-
represented employees. Funding for this pre-existing commitment supports:

A transition to a step-based salary structure
Compliance with the current collective bargaining agreement
Improved pay transparency and employee retention

ESSENTIAL PRIORITIES

The CSU has identified $273.4 million of essential priorities for the upcoming fiscal year that reflect
university values, including enrollment, faculty and staff compensation, and debt service for facilities and
infrastructure projects.

ESSENTIAL PRIORITIES (in millions)
Enrollment Growth (1%) $57.8

Financial Aid: State University Grant ~Enrollment Growth 8.4
Faculty & Staff Compensation Pool (3%) 176.6
Debt Service: Facilities & Infrastructure 25.0
CSU Strategic Plan Priorities 5.6
TOTAL $273.4
ENROLLMENT GROWTH

As part of the compact agreement with the Governor, the CSU is committed to increasing enrollment by
approximately 3,511 resident undergraduate full-time equivalent students (FTES) in 2026-27—a growth of
about 1%. Using the marginal cost rate—the average cost of educating each FTES—the CSU estimates it
would require approximately $57.8 million in additional funding.

Builds on a decade-long investment of $564 million, which increased student access to the CSU by
nearly 45,000 FTES (13%)

CSU strategically allocates new enrollment funding to universities with high demand and is
following an Enroliment Target & Budget Reallocation Plan to shift resources from under-enrolled to
fully enrolled universities
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e In 2024-25 and 2025-26, enroliment at universities significantly below target was shifted to those
universities meeting or exceeding their state-funded resident target

e The anticipated enrollment increase will generate $8.4 million for the SUG program, representing
one-third of the projected new tuition revenue generated by this growth

ENROLLMENT GROWTH

2025-26 Resident FTES Target 390,598
Proposed 1% Growth 3,511
2026-27 Total Resident FTES Target 394,109
Marginal Cost Rate per FTES $16,476
State’s Share of Marginal Cost Rate $11,296
Total Cost of Enrollment Growth $57,847,000

FACULTY & STAFF COMPENSATION POOL

Faculty and staff compensation pool funding allows for various compensation elements such as salary and
benefit changes across entire bargaining units. This budget plan includes a 3% increase at a cost of $176.6
million to fund the 2026-27 compensation pool. The compensation pool is subject to collective bargaining
and contingent on the state providing the funding to support this priority. Through mutual agreements
between the CSU and its bargaining units, this funding can address specific market needs, salary structures,
or job framework changes. The exact form of compensation will be determined by agreements between the
CSU and each bargaining unit.

e CSU invests $5.9 billion annually in employee compensation.

e Budget Acts of 2023, 2024 and 2025 did not fully fund compensation needs.

e High inflation is pressuring the need for general salary increases.

e Recruitment and retention will suffer without market-competitive pay.

e Impacts of insufficient resources include: larger class sizes, fewer course offerings, reduced
student services, hiring freezes, or layoffs.

DEBT SERVICE: FACILITIES & INFRASTRUCTURE

To support student access and maintain modern academic environments, the CSU must continue investing
in critical infrastructure by renovating outdated facilities and building new ones—especially in high-demand
fields like engineering, health care, and the sciences. Currently, about $440 million, or 5% of the 2025-26
operating budget, is allocated to debt service. Since 2014, following a change in state law, the CSU has had
the authority to issue debt for academic facilities using operating funds. Additionally, the state has provided
$803 million in one-time funding over the past two decades to address deferred maintenance needs;
however, the last appropriation was in 2022-23.

For 2026-27, the plan includes $25 million in ongoing funds to support approximately $300 million in capital
and renewal projects.

The CSU is also requesting one-time funding of $1.1 billion to address critical facility and infrastructure
projects. This request would address less than 13% of the existing backlog.
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e The CSU faces a significant and growing backlog of deferred maintenance, exceeding $8.6 billion.
e The backlog is expected to increase by roughly $402 million per year due to inflation and continued
facility aging.
e Without sufficient funding, the CSU will continue to face growing delays in urgently needed repairs
and capital upgrades.
o Many facilities are more than 50 years old and no longer meet modern educational or
operational standards.
o Inadequate infrastructure hinders the CSU’s ability to attract and retain students, faculty,
and staff.
o High-demand academic programs may suffer from outdated facilities, limiting student
access and success.
o Persistent facility issues disrupt student learning and university operations, while also
weakening recruitment and retention efforts.

CSU STRATEGIC PLAN PRIORITIES

Following a more than year-long strategic planning process, a final systemwide strategic plan will be
presented to the Board of Trustees at the September meeting. This comprehensive plan is designed to
guide the CSU through a period of transformation while staying true to its mission and maximizing its
impact for students, universities, and the state. A guiding framework for alignment across campus-level
plans while allowing universities to address the unique needs of the communities they serve, the plan has
four strategic objectives:

e Strengthen the CSU as the Premier Engine for Economic Mobility and Workforce Durability

e Demonstrate Higher Education’s Value Through Financial Resilience and Operational Effectiveness
e Establish the CSU as the Employer of Choice

e Maximize Long-Term Success Through Statewide Impact and Community Connection

To accomplish these objectives, $5.6 million is recommended for strategic priorities.
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Sources & Uses of Funds

The CSU’s 2026-27 budget plan outlines a $597.1 million increase compared to 2025-26, reflecting the

CSU’s ongoing commitment to student success and employee support. The plan prioritizes critical needs

such as:

State University Grants tied to tuition increases and enrollment growth

Workforce investments across all employee groups
Debt service for facilities and infrastructure

?Iggr:(r:nEesrn:)all: lig:%ivenue in Millions) ek
State General Fund: Restore 2025-26 Reduction $143.8
State General Fund: Compact Year 4 252.3
Tuition: 6% Rate Increase 175.8
Tuition: 1% Enrollment Growth 25.2
TOTAL NEW SOURCES $597.1
tjlﬁtfrseﬁz:tlimgw Expenditures in Millions) SATIALL.
Baseline Commitments $323.7
Financial Aid: State University Grant, Tuition Rate Increase 58.6
Health Premiums 20.7
Maintenance of New Facilities 12.9
Liability and Property Insurance Premiums 5.2
Utilities 18.4
Inflation on Non-Personnel Costs 28.4
2024-25 Faculty & Staff Compensation (University Funded) 159.3
2025-26 CSUEU Steps Implementation (University Funded) 20.2
Essential Priorities $273.4
Enrollment Growth (1%) 57.8
Financial Aid: State University Grant, Enrollment Growth 8.4
Faculty & Staff Compensation Pool (3%) 176.6
Debt Service: Facilities & Infrastructure 25.0
CSU Strategic Plan Priorities 5.6
TOTAL NEW USES $597.1

It is important to highlight the budget priorities that will advance many aspects of the CSU’s work. As we
move along the budget cycle timeline, the state, the system, and each of the universities will explore many
options and make decisions that will narrow and eventually bridge the budget gaps noted in this document.
Examples of those options include:
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e The state restores compact funding.

e The CSU foregoes many or all new essential budget priorities.

e The CSU reprioritizes resources from current programs and services to unavoidable budget
priorities.

e The CSU makes permanent budget reductions to current programs and services.

Designated Balances and Reserves

Designated balances and reserves represent one-time resources available for certain nonrecurring expenses
and provide financial stability during catastrophic events and times of economic uncertainty. As of June 30,
2025, one-time designated balances and reserves in the operating fund totaled $2.3 billion systemwide.
This amount includes $1.6 billion in designated balances and $760 million in reserves for economic
uncertainty. These reserves would support CSU operations for only 32 days, falling short of university policy
and national best practices that recommend maintaining reserves for three to six months.

The $1.6 billion is designated for the following specific purposes:
» $235 million for capital projects such as repairs, construction, and equipment
o $31 million reserved for disaster events, including fires, floods, and earthquakes
« $1.3 billion for short-term obligations like contracts, debt service, financial aid, and ongoing
programs

Additional information is available on CSU’s financial transparency portal (calstate.edu/transparency).
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