





	Financial Affairs Council

	Minutes

Meeting Number 2							September 7, 2004

1.	The meeting was called to order at 1:05 p.m. with the following voting and non-voting members present or excused: D. Harris, C. Johnson, Dowell, Meylor, Wu, Caron, McConnell, Bostic, B. Harris, Snidecor, Coots,  Adams, Torabzadeh, Costa, Anwar, Fisher, Hood (Chair), Kearney, Klink (Vice Chair), Wayman, Cox.

2.	The Agenda was approved with the addition of 5.5, Election of Secretary and 5.6, Advisor to the Associated Students Board of Control.

3.	The Minutes of Meeting Number 1 of May 4, 2004 were approved as distributed.

4.	The Chair discussed the 2004-2005 Presentations Agenda distributed with the meeting agenda.

5.	Vice President Griffith and Provost Reichard spoke to the Council regarding the 2004-05 budget and the near term outlook.  While we will still experience a cut in our base budget for 2004-05, it is less than we had originally planned for.  And, in contrast to the outlook last spring, we now have a relatively optimistic picture for 2005-06 given the Governor’s new compact agreement with higher education.

Vice President Griffith reviewed with the council the Governor’s 2004-05 Budget proposed to the Legislature last January, which was the framework for our local budget planning.  The accumulated state budget shortfall was estimated at $31 billion. The Governor’s plan to balance the budget was based on borrowing for about half, and cuts and transfers for the other half.  It did not include any major tax increases and therefore did not permanently solve the structural deficit.  The impact to the CSU was a cut of $240 million or 8%, which included mandatory costs and revenue from a proposed fee increase. The Governor’s proposed cuts in 04-05 were very prescriptive, and in ways that were either not feasible or were objectionable for programmatic reasons. The CSU’s response to that budget was to reduce enrollments by 5% and distribute the remainder (roughly 40% of the cut) as unallocated. While we knew that 2004-05 would be bad, we expected the 05-06 year would be even worse. Not only because of the State’s outlook, but also because we would have exhausted most of our reserves this year to mitigate the cuts.

Locally, we estimated our share of the system’s cut to be $14 million. RPP developed a 3-part plan to respond to this most likely scenario.
	1.	8% permanent, base budget cuts
2.	Use of division reserves
	3.	Use of university reserves as a hedge against deterioration.

The Governor’s May Revision was released in mid-May. It contained no additional cuts, but the Governor did announce his Compact Agreement with the UC and the CSU, although it doesn’t effect the current year.

Despite the Governor’s efforts to sign a budget on time, the Legislature didn’t reach agreement until a month into the new fiscal year. There were substantial shifts in the Governor’s budget strategy between the January Budget, the May Revise,  and the final budget negotiations.  This shift in strategy compromised  budget cuts for some agencies to gain support from the democrats. It also included side deals with higher education, with K-12, and with cities and counties to obtain support for the cuts in 04-05 in exchange for the promise of increased budget support in future years. Both of these strategies increase the state’s reliance on borrowing now and exacerbate the fiscal outlook for the state in the future. For the CSU, the final budget included restoration of some $41 million system wide for enrollment ($34 million) and outreach ($7 million). For CSULB, it means $4 million in additional enrollment funding and about $½ million in outreach funding. That allowed us to make 2 major allocation changes:
		$1.313 M 	faculty costs for increase of 543 FTES
		$3.500 M 	reduced cuts to operating units from 8% to 6%
		$4.800 M

And, since the University’s Contingency reserve was no longer needed to hedge against further budget cuts this year, it provided an additional 1% in additional temporary relief.

	That means that the net impact of the budget cuts this year will be about 5% rather than 8%.

The Final Budget did assume an increase in student fees, effective with the Fall term.  Undergraduate fees increased by 14%.  Both Credential and Non-Resident Student fees increased by 20%, and Graduate fees increased by 25%.  There is no benefit to the campus since our budget cuts were increased dollar for dollar by the amount of the fee proceeds.   But without these increases, our cuts would have doubled.

Enrollment – Based on the Governor’s January Budget, the plan was to reduce enrollment by 5%.  But since the final budget contained $34 million for enrollment, the CSU made a decision to restore the enrollment to the campuses in the same proportion as the cuts were made.  The average restoration was 1.8%.  However, because San Diego did not want to reopen their Spring 2005 admissions, their share of the enrollment restoration was reallocated to other campuses.  San Francisco and Fullerton each got about 200 FTES, and Sacramento and Long Beach each got about 50 FTES additional, bringing our enrollment restoration to 2% or 543 FTES.  In the end, our revised target for 04-05 is now 26,896 FTES.

While the additional enrollment and the funding was welcome news, having it come so late in the admission cycle presented a real challenge to us. We had turned away 15,000 CSU-eligible students, and to recover some of these students we had to reconnect with about 5,000 of them.  Enrollment Services prepared the 2nd chance letters, and Outreach tried to personally touch each student.  We assumed a lower-than-normal yield since we knew many of these students had made other choices.  In the end, the response was good and we came very close to our enrollment goal.  Making target this year is even more important than usual since the legislature has indicated there will be a penalty for every student short of target. 

2005-06 Outlook

The budget outlook is much brighter than what existed for most of the spring due to the Governor’s Compact Agreement.  If the Governor is able to keep his promise and deliver on the Agreement, it would mean that the budget cuts are over, and we can look forward to modest growth in our funding instead of further budget cuts. But getting support for the Compact will not be easy given the State’s financial outlook and the difficult political climate in Sacramento.  The CSU’s position is that the Compact is a good thing because it represents the floor, not the ceiling for new funding.  Such agreements are both necessary and desirable since we don’t enjoy the budget protection that others have such as K-12 protection via Prop 98. 

The duration of the Compact is 2005/06 through 2010/11 and includes base budget support of 3% for first 2 years, 4% in 2007-08, and 5% thereafter. This base support helps fund mandatory costs and will enable us to consider salary increases for the first time in 3 years. The compact also provides for enrollment growth of 2.5% in each year. In exchange for this funding, the CSU will provide comprehensive annual reports on a variety of student outcome-based performance measures. The Compact also contemplates average undergraduate fee increases of 10%; graduate fees would increase gradually until they are 50% higher than undergraduate fees. The compact also contemplates the possibility of recovery funds by allowing the system to keep the proceeds of the fee increases without an offsetting loss of General Funds, but it is more likely than not that the revenue will be earmarked. In any event, the campus is not counting on earmarked recovery funds in any budget planning.  If it does happen, it will be a bonus.

The Chancellor’s Office is already planning the 2005-06 budget request which will go to the Governor at the end of October.  Planning is consistent with the Compact and includes 3% base budget increase, 2.5% enrollment growth, 8% Fee increase, and 25% State University Grants. 

Local Recovery Plan - RPP judged recovery to be the highest priority, even over new initiatives.  Beginning in 05-06, the compact agreement would include new enrollment funding, which is our only source of new discretionary funding. This funding, once we satisfy the requirements of providing for instructional capacity for the additional students, will permit us to use the balance to restore base budgets. Thus, the Compact, if honored, will allow us to make slow but steady progress toward the recovery of the base budget cuts over a period of three years.

In summary, Provost Reichard and Vice President Griffith reflected that for the first time in four years, we have positive budget news. And, if the Governor can keep his promises, the future outlook is positive. 

During the Q&A session, Provost Reichard and Vice Provost Dowell spoke about the extraordinary last minute efforts by the colleges and department chairs to place the additional students that we needed to accommodate at the last minute. We will be open for the spring and should be able to manage our enrollment to our enrollment target.

6.	Roman Gulon, General Manager/CEO of the Forty-Niner Shops discussed the Shops’ financial condition.

The Forty-Niner Shops will continue to contribute $1.3 million to the campus in rents, concessions and donations. The donations consist primarily of $100,000 distributed through the Vice President for Student Services as well as $250,000 gifts in kind.

Unfortunately, the Shops have suffered a serious loss of $850,000 in 2003-2004. This loss was caused by several factors:

The Bookstore is losing customers to a competing bookstore on Bellflower as well as to on-line sales.

The Cash Food Operations in the University Dining Plaza, lost $880,000.The cash food operations are subsidized by the bookstore. The Shops are reviewing options to reduce the loss in the Dining Plaza.

	There are several reasons for this loss:

There is competition from the food service in the University Student Union, and there is not enough business for everyone.

The Cash Food Service has viable business activity for only 32 out of the year’s 52 weeks, and they must remain open in the down times even if they lose money.

The approximately 3% decrease in enrollment means an equivalent decrease in sales for the Shops.

	There are several other factors contributing to the financial outlook:

New accounting regulations make the Shops account for post-retirement costs. Fortunately, this is only a paper loss.

The Workers’ Compensation Premium is currently $650,000. Fortunately, the CSU Auxiliaries have formed a self-insuring cooperative that will save the Shops roughly $250,000.

Medical insurance premiums are increasing.

If the minimum wage is increased, the costs will escalate. Two years ago an increase of $.50/hour cost the Shops $230,000.

Fortunately, the Shops enjoys a positive cash flow. Still, the budget for 2004-2005 plans for a $350,000-400,000 loss.

Mr. Gulon stressed the need to continue to provide excellent service to the campus in spite of the fiscal downturn. Indeed, the Shops have launched a new campaign to that effect. While “Keep it on Campus” still is an important theme, “We have the CUSTOMER SERVICE Attitude” stresses the importance of providing customer service to all members of the campus community.

7.	The Council recommended that the Option in Community Clinical Psychology be discontinued.

8.	The Council recommended the implementation of the M.S. in Science Education, Option in Secondary Science Education.

9.	Ms. Kearney’s gracious consent to serve as the Council’s secretary was met with loud and prolonged applause.

10.	The issue of a FAC Member serving as the advisor to the Associated Students Board of Control will be agendized for September 21st.

11.	The meeting adjourned at 2:30 p.m.

	Respectfully submitted,


						Dave Hood
						Secretary pro tempore

(These Minutes have not been approved.)

