AGENDA

SPECIAL COMMITTEE ON PRESIDENTIAL
SEARCH AND COMPENSATION POLICY

Meeting: 8:00 or 8:30 a.m., Wednesday, January 25, 2012
Glenn S. Dumke Auditorium

Lou Monville, Chair
Roberta Achtenberg
Steven M. Glazer
Melinda Guzman
William Hauck

Bob Linscheid

Peter G. Mehas

Consent ltems

Approval of Minutes of Meetings of August 8, 2011, August 24, 2011 and
October 13, 2011

Discussion Items

1. Policy on Presidential Compensation, Action



MINUTES OF MEETING OF
SPECIAL COMMITTEE ON PRESIDENTIAL
SELECTION AND COMPENSATION

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

August 8, 2011

Members Present

Lou Monville, Chair

Roberta Achtenberg

Herbert L. Carter, Chair of the Board
Steven M. Glazer

Melinda Guzman

Bob Linscheid

Peter G. Mehas

Charles B. Reed, Chancellor

Mr. Monville opened the meeting with remarks regarding the goals of the committee. The
presidential selection process would be discussed at this meeting and the presidential
compensation issue at a later meeting to keep the issues separate and clear.

An overview of the present practices were presented by the Chancellor

Jamie Ferrare, senior vice president of the Association of Governing Boards and Principal, AGB
Search gave a presentation regarding search processes throughout the country — how practices
differ and those best practices in recruitment—also the problems faced with sitting presidents
and the issue of confidentiality.

After lunch there was further committee discussion. It was agreed that the General Counsel
would provide a revision of the current policy representing the consensus of discussion for
consideration at the August 24, 2011 meeting.



MINUTES OF MEETING OF
SPECIAL COMMITTEE ON PRESIDENTIAL
SELECTION AND COMPENSATION

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

August 24, 2011

Members Present

Lou Monville, Chair

Herbert L. Carter, Chair of the Board
Steven M. Glazer

William Hauck

Bob Linscheid

Peter G. Mehas

Charles B. Reed, Chancellor

Mr. Monville called the meeting to order. The revised draft selection policy was discussed and a
further amendment proposed to make clear that internal candidates would receive the same
treatment as external candidates. The committee voted to recommend the revised policy, with
the additional amendment, to the Board at its meeting in September.

Chancellor Reed gave an overview of the current compensation policy/principles and then called
on Chuck Knapp, former president of the University of Georgia to give an overview of the
national landscape regarding presidential compensation. Discussion of the guiding principles
for setting compensation were discussed including a discussion of monetary caps, the pros and
cons of adding supplemental funds from outside sources, and also the process of mentoring
potential internal candidates to prepare them to move up.

After lunch the committee agreed that a new peer group of institutions should be considered now
that CPEC has been disbanded, and that should be part of the discussion at the December 5
meeting of the committee.

Public comment was heard. Concerns were expressed about campus visits in the presidential
selection process, and the general state of the economy which has led to salary concerns for all
CSU employees.



MINUTES OF MEETING OF
SPECIAL COMMITTEE ON PRESIDENTIAL
SELECTION AND COMPENSATION

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

October 13, 2011

Members Present

Lou Monville, Chair

Herbert L. Carter, Chair of the Board
Steven M. Glazer

Melinda Guzman

William Hauck

Bob Linscheid

Peter G. Mehas

Charles B. Reed, Chancellor

Trustee Monville called the meeting to order. He discussed his appearance before the Senate
Education Committee and commitment to provide Department of Finance (DOF), Legislative
Analyst Office (LAO), Governor’s office and Senators Lowenthal and Alquist with the new peer
institution lists that are proposed to be used as comparables going forward in relation to
presidential compensation.

Chancellor Reed presented the present policy adopted in 2007. He discussed CPEC being
dissolved/unfunded and that therefore the comparables used by CPCE were no longer
appropriate, his consultation with presidents, consultants and staff to develop the new
comparables, and the need to update based on the present IRS cap.

Public Comment

Mr. Monville called on Cecil Canton, a CSU Sacramento professor who questioned why research
and graduation rates are included in the comparisons as they are faculty issues. Jeyanthy Kernik,
CSU Long Beach lecturer questioned why some campuses have larger budgets than others.

After lunch the committee discussed some of the issues involved with salary caps and
supplemental and non state resources. It was agreed that the Special Committee Chair would
send a letter to the DOF, LAO Office, Governor’s office and Senators Lowenthal and Alquist
sharing the proposed new comparables and asking for review and comment within a time frame
that would allow further discussion at the November Board meeting. The Special Committee
will meet again on December 5 followed by a special meeting of the full board to adopt the new
policy in selection of the new presidents in recruitments that are already underway. Chair Carter
mentioned he was working with Vice Chancellor Gail Brooks on an HR plan for mentoring of
internal candidates for president that he will be discussing at the November meeting of the CSU
Board of Trustees.
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SPECIAL COMMITTEE ON PRESIDENTIAL SELECTION AND COMPENSATION
Policy on Presidential Compensation
Presentation By

Charles B. Reed
Chancellor

Summary

At the July 2011 meeting the Board appointed a Special Committee to consider California State
University policy on the selection and compensation of CSU Presidents. This agenda item is the
final recommendation of the Special Committee and relates to Presidential compensation.

Background

This will be the third meeting of the Board's Special Committee on Presidential Selection and
Compensation. The Special Committee has had the opportunity to consider information
provided by outside experts on both the subject of Presidential Selection and Compensation. At
the September Board meeting, the Special Committee recommended a new Presidential Selection
Policy that was adopted by the full Board. The Special Committee now recommends a renewed
CSU Compensation Policy, with special attention to the issue of Presidential Compensation.

The Proposed New Policy on Presidential Compensation

Even in difficult economic times, the CSU must compete on a national level for highly qualified
candidates to serve as Presidents of its institutions. The pool of candidates with the appropriate
level of executive leadership experience is limited and the competition for the best candidates is
intense. In the past, CSU Presidential compensation was determined with reference to the
compensation of Presidents at 20 institutions throughout the country identified by the California
Postsecondary Education Commission as appropriate comparisons to CSU campuses. This was
never a satisfactory comparison as, among other things, the list included a number of private
institutions with very different norms and abilities to compensative their chief executive leaders.

In these difficult budget times, funding for CPEC has not been renewed, and it no longer exists.
This has provided CSU with an opportunity to establish its own list of more appropriate
comparison institutions for purposes of determining the compensation of CSU Presidents.
Attached as Exhibit A is a list of five tiers of institutions that compare with CSU campuses,
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taking into account location, enrollment, budget, percentage of students receiving Pell Grants, six
year graduation rates, and research funding. Within each comparison tier an appropriate
compensation range can be established (using Presidential base pay), and a mean determined.

A proposed list of these tiered institutions has been posted on the CSU website and vetted with
the Legislative and Executive branches. Specifically an earlier version of the attached list was
shared with the Governor's Office, the Department of Finance, the Legislative Analyst, Senators
Lowenthal and Alquist, and their feedback invited. A written response was received from the
Legislative Analyst, Attachment G. The list has been revised to include a separate fifth tier for
the Maritime Academy, and a corrected figure for the compensation from the campus auxiliary
for the President at San Luis Obispo. Many schools in tiers A, B, C, D and E have deferred
salary adjustments that have not been factored into the group summaries.

Attachment F is additional information requested by the Special Committee on alternative
funding sources that might be used to augment the state-funded portion of CSU Presidential
salaries.

The Special Committee recommends that this comparison list be updated annually, and that CSU
Presidential compensation be determined with reference to the appropriate tier mean, together
with the individual candidate's reputation for national policy leadership and length and depth of
executive experience.

The following resolution is recommended for adoption:

RESOLVED, by the Board of Trustees of the California State University, that the
following is the compensation policy of the California State University:

1. The goal of the CSU continues to be to attract, motivate, and retain the most
highly qualified individuals to serve as faculty, staff, administrators, and
executives, whose knowledge, experience, and contributions can advance the
university’s mission.

2. It is the continued intent of the Board of Trustees to compensate all CSU
employees in a manner that is fair, reasonable, competitive, and fiscally
prudent, in respect to the system budget and state funding.



REVISED

SCPSC

Agenda Item 1
January 24-25, 2012
Page 3 of 3

3. To that end, the CSU will continue to evaluate competitive and fair
compensation for all CSU employees based on periodic market comparison
surveys.

4. In addition, the CSU will maintain and update annually a tiered list of CSU
comparison institutions for Presidential compensation. The list will take into
account location, enrollment, budget, percentage of students receiving Pell
Grants, six year graduation rates, research funding, and such other subjects as
from time to time be deemed appropriate. Presidential compensation will be
guided with reference to the mean of the appropriate tier of comparison
institutions, together with an individual candidate's reputation for national
policy leadership and length and depth of executive experience.

5. Notwithstanding the presidential compensation criteria enumerated in item 4
(above) and until the Board of Trustees of the California State University
determines otherwise, when a presidential vacancy occurs, the initial base
salary, paid with public funds to the successor president, shall not exceed ten
percent of the previous incumbent’s pay.
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REVENUE OPTIONS TO SUPPLEMENT A CAP ON STATE FUNDING
OF PRESIDENTIAL SALARIES

Introduction

At its October 13, 2011, meeting, the CSU Board of Trustees Special Committee on Presidential
Selection and Compensation reviewed various materials, including a handout on design
principles/considerations for presidential salary caps supplemented with nonstate funds. During
the meeting a request was made for staff to review various revenue options for creating a system
“pool” of nonstate funds that—in conjunction with a suggested cap on the amount of state and
student fee funds allowed for presidential salaries—would permit payment of market-level salaries.

Many ideas were considered and dismissed because they violated legal guidelines or were simply
inappropriate for the University. For example, ideas such as increasing tuition fees or imposing
special campus-based fees for the purpose of increasing presidential salaries were dismissed as
inappropriate “taxes” on the students. Adding surcharge fees to or redirecting a portion of the
revenue from the sale of goods and services in the bookstores, food service operations and the like
also would fall to the students and supporters of the University and conflict with legal guidelines.
Redirecting indirect overhead reimbursements from the costs related to the administration of
grants and contracts to a pool for presidents would violate the purpose of indirect charges.
Requiring presidents to raise funds for a pool may result in adverse consequences, as contributing
donors may try to unduly influence presidential decision making.

This paper is limited in scope and is by no means an exhaustive list of options and ideas. That is
because the Master Plan, legal restrictions and the University mission limit the number of practical
options. This paper explores in some depth assessing enterprises, seeking donations, and a
public/private agreement to generate funds.

1. Require a Pro-rata Assessment from CSU Enterprise Funds to Supplement Executive
Compensation

The State of California makes a general pro-rata cost assessment for all non-General Fund activity
administered by the state. Under this option, CSU would employ a similar pro-rata assessment
against enterprise funds to recover a fair share of the costs of presidential leadership and oversight
that benefits these activities. These enterprises (Extended Education, Housing, Parking, etc.) derive
revenue from for-service charges typically at levels designed to recover the actual cost of service.
Part of the cost for service could include an assessment for the non-tangible benefits that accrue to
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the enterprises from the leadership caliber of the CSU’s presidents. This indirect cost recovery
could be applied against recruitment and compensation requirements that result in securing able
presidential leadership and oversight that directly benefits the ability of these enterprises to
operate at high levels of performance.

State law currently limits the use of revenue from non-operating funds for self-supported, program-
specific activities only. Fees levied for services provided through these funds must be “at-cost,” with
a general exception allowed for administration of the fund activity and limited reserves for program
development and expansion. The revenue from these fees can also be pledged for debt service on
capital construction and renovation costs associated with fund activities.

Pros: A systemwide cost assessment of up to 1 percent of campus enterprise revenues (excluding
federal financial aid) could potentially generate several million dollars annually.

Cons: a. This option would be a significant departure from current practice and current
understanding that narrowly define what is included in the actual cost of services provided by these
enterprises, and what can be charged of students and others. This option also might exceed
legislative intent and the authority delegated under state law to the Board of Trustees for
management of the enterprise funds. Also, under this circumstance, the higher assessment might be
characterized as a “tax” on students paying dormitory rents, parking fees or purchasing bookstore
items.

b. As authorized by state law, the CSU has pledged revenue from various enterprise funds for debt
service for the System Revenue Bond (SRB) capital program. Changing the use of these funds to
include supporting presidential compensation could conceivably affect the bond rating currently
issued for this program. Thus, careful attention would have to be given to annual cash flow reserve
requirements and the impact on any reduction in these reserve balances on the SRB ratings.

2. Establish a CSU Chancellor’s Donor Fund

This option involves the establishment of a “Chancellor’s Donor Fund” or “Executive Excellence
Fund” with donor gifts to be used by the board and chancellor to attract and retain the best
available leadership for CSU campuses. The total amount of presidential salaries associated with
these donor contributions could be limited to avoid any public concerns regarding the
independence from outside influence within the university and the contributions would have to be
made without designation or restriction to a specific campus. (However, limiting the amount of
salary supplement allowed would also limit the extent to which state funds could be capped, since
the two sources combined need to be adequate for market-driven salary levels.) Contributions
made to the donor fund could be used to create an endowment with the endowment income used to
support the annual cost of the executive compensation supplement.

Pros: A centrally-controlled donor fund could help mitigate public concerns regarding the amount
of state funds used to compensate presidents, while overcoming disparities in fund-raising
potential between campuses and maintaining accountability of presidents to the board.
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Cons: a. Raising adequate funds could be a never-ending challenge. Experience has shown that
most donors are interested in donating to specific and visible projects and programs, rather than
offsetting the costs of routine operations that are viewed as the responsibility of the state. Most
donors also feel allegiances to a campus and are more interested in donating to that campus rather
than to a central system purpose.

b. Supplementing salaries requires a stable, continuous flow of funds year after year. Most
philanthropic donations are one-time or limited in duration. This could be addressed by creating an
endowment fund, with a relatively conservative investment profile designed to create a stable,
annual flow of funds. However, this approach would require a much larger up-front success in
attracting donations; in fact, a level of initial donations that is likely unrealistic.

3. Expand Use of Credit Card Affinity Agreements

This option would derive revenue from payments to the university and/or CSU alumni associations
under so-called “affinity agreements” with credit card issuers. Under these agreements, alumni can
apply for a credit card with a campus logo and the knowledge that the campus or alumni
association will benefit because the bank/credit union will send a specified small percentage of
annual credit card charges to the campus or campus alumni association. Such agreements are in
place at a number of CSU campuses, producing widely varying levels of payments. This option
would involve a significant rearrangement of existing agreements, expansion to reach all campuses,
and dedication of revenues to a centrally-directed presidential compensation fund.

Pros: A centrally-directed affinity agreement could help mitigate public concerns regarding the
amount of state funds used to compensate presidents, while overcoming disparities in fund-raising
potential between campuses and maintaining accountability of presidents to the board. The
revenue would be derived from voluntary participation by individual alumni.

Cons: a. The market for these types of affinity agreements is essentially in decline, due in part to
the placement into federal law over the last decade of tight restrictions on credit card issuers that
have reduced marketing and revenue potential from the standpoint of the issuers. (California law
prohibits the sharing of student databases with credit card issuers.) Thus, many banks and credit
unions have withdrawn, or are withdrawing, from the market. The Bank of America, for example,
has terminated or allowed to expire, its agreements with CSU alumni associations. Two CSU alumni
associations have subsequently entered into new agreements with another financial institution. The
amounts raised annually for alumni associations under current or recent agreements vary widely,
with only the largest campuses raising significant sums. The CSU Long Beach Alumni Association
received the most in calendar 2010, with $200,000. By contrast, the agreement at CSU San Marcos
generated only $8,033 in 2010, with only one new individual account opened. The smallest
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campuses lack agreements due to the small scale of their alumni base. (This could be overcome, at
least in theory, with a multi-campus or systemwide agreement.)

b. Creating a new systemwide agreement would require the voluntary cooperation of all (or most)
campus alumni associations in an arrangement that would divert current affinity revenues from
existing beneficial activities at campuses, and for a purpose (presidential salaries, not necessarily at
one’s own campus) that may not appeal to prospective alumni participants.



SCPSC
Item 1--Attachment G

January 24-25, 2012
I AO Page 1 of 9

70 YEARS OF SERVICI

November 8, 2011

Mr. Lou Monville Chair,

Special Committee on Presidential
Selection and Compensation

401 Golden Shore, Suite 620
Long Beach, CA 90802

Dear Mr. Monville:

Thank you for your letter of October 14, 2011, requesting our input on the California State
University’s (CSU’s) effort to identify four sets of comparison institutions for corresponding
“tiers” of CSU campuses.

According to your letter, CSU intends to use the comparison institutions “for purposes of
considering presidential compensation.” The comparison institutions have been selected
primarily on the basis of student enroliment, total budget, and research activity. Selection of
campuses was also aided by lesser factors, such as student graduation rates and student income.

Background. State law makes reference to sets of comparison institutions to help evaluate
and guide a number of aspects of budget and policy choices, including faculty and executive
salaries, resident and nonresident tuition, and other matters. The existing sets of comparison
institutions were developed in 1993 as a collaborative process involving representatives from the
California Postsecondary Education Commission, the Department of Finance (DOF), our office,
and CSU. Parallel efforts were also undertaken to identify comparison institutions for the
University of California.

While our office helped to develop the current approach to CSU comparison institutions, we
have in recent years expressed our own concerns with the methodology. (See “New Approach to
Faculty Compensation Needed” from The Analysis of the 2007-08 Budget Bill, enclosed.) While
our concerns in that publication—mainly the use of narrow comparison groups and exclusion of
nonsalary compensation—focused on faculty compensation, the conclusions we drew could
apply equally to executive compensation.

CSU Proposal. The proposed plan reflects a significant departure, both in process and
substance, to the existing approach to executive compensation.

e Unilateral Process. The CSU’s new effort, as we understand it, was undertaken by
CSU alone, with the opportunity for our office and DOF to provide feedback on that
effort. For this reason, we do not believe that CSU’s effort should be viewed by state
policymakers as in any way replacing the state’s existing approach to comparison
institutions.
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e Substantially New Approach. The CSU’s proposal represents a substantially different
approach to selecting comparison institutions. For example, rather than comparing the
entire CSU system to a single set of institutions, the new approach groups CSU
campuses into four tiers and identifies a separate set of comparison institutions for
each tier. Also, the new approach only includes public comparison institutions, rather
than a mix of public and private ones. The new approach also uses different selection
criteria, involving factors such as enrollment, budget, and research funding.

LAO Assessment. We are pleased to provide you with our thoughts on your proposal. At the
same time, we want to make clear that, by responding to your request for comment, we are not in
any way endorsing the particular sets of comparison institutions to be adopted by the CSU
Trustees. As we discuss near the end of this letter, we believe that there are broader issues about
resource allocation that warrant more in-depth conversations among state policymakers.

In several respects, CSU’s new approach responds to some of our own concerns about the
existing methodology. For example, because of the broad variation in size and selectivity among
CSU’s 23 campuses, we think it makes sense to tier CSU’s campuses into a limited number of
groups and develop separate comparison groups for each. We also agree with the notion that only
public comparison institutions—and not private ones—are appropriate for matters of
benchmarking CSU’s presidential salaries. We believe public institutions must approach
compensation issues differently because they have a public mission with a distinct responsibility
to the public that supports them.

On the other hand, there are several aspects of CSU’s new approach that we think make less
sense. For example, we do not understand the weighting of the factors that were used to select
the specific institutions. The information you provided says that three factors (enrollment
category, total budget, and research funding) were “highly weighted,” while two other factors
(lower-income student population and six-year graduation rate) played somewhat lesser roles.
Not having access to the actual methodology used, we cannot comment on the specific
weightings. However, we question why some CSU campuses should be grouped with high-
research institutions (as a highly weighted factor), given that the CSU’s primary function under
the state Master Plan does not include research. Similarly, there may be other factors (such as,
perhaps, discipline mix of undergraduate and graduate programs, and selectivity in admissions)
that could be more relevant than some of the ones you have included.

We also question the approach of relying on self-reporting by campuses (rather than using
official, independent data). We understand from discussion with staff in the Chancellor’s Office
that CSU had concerns with the reliability of some published data sources. But we question
whether self-reported data gleaned from websites is a sufficient remedy.

We also note some anomalies with the research data. For example, CSU campuses in group
B have average research expenditures of $40 million (ranging from $19 million to $55 million),
while the suggested comparison group includes institutions with $100 million, $115 million, and
$250 million in research funding. These institutions appear to unduly raise the corresponding
average executive salary. Similarly, the research funding for groups C and D comparators is
about double that of the corresponding CSU campuses.
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Use of Comparison Data. While we appreciate CSU’s efforts to better identify comparison
institutions for the purposes of its own presidential compensation choices, the value of these
comparisons depends on how CSU intends to use the proposed new methodology. For example,
it appears that CSU intends to use the methodology for measuring cash compensation for campus
presidents, without an attempt to measure other noncash benefits. As you know, various studies
have been conducted in recent years showing that, while CSU salaries may fall short of their
comparison averages, noncash benefits at CSU tend to exceed the average. Therefore, we would
think that focusing only on cash compensation could produce misleading results.

Moreover, we are aware of discussions at the October Board of Trustees meeting and
elsewhere suggesting that the proposed comparison methodology might be used not just for
presidential compensation, but perhaps also for faculty compensation or student tuition and
affordability. We think that there are important differences among these separate topics that
would require different comparison methodologies.

Most importantly, we would again emphasize our view that any effort to develop a
comparison methodology for purposes of guiding state policy and budget decisions must result
from a collaborative process involving the Legislature and the administration. Such a process
would no doubt require considerably more time and effort than you have allocated for your
current approach, but we think it is important for all decisionmaking bodies to come to an
agreement about any state-endorsed funding allocation guidelines. We think the information you
have provided could be very helpful in beginning such a collaborative effort.

As we noted in a recent Senate hearing on executive compensation, CSU funding allocation
choices would be best judged by the quality of outcomes that the university achieves with the
resources available to it. Chancellor Reed has been a consistent advocate for the types of state
goals and outcome measures that would make such assessments possible. Nonetheless,
policymakers and the public understandably have an interest in high-profile decisions of the
university, such as those surrounding executive compensation, and it is helpful for the Trustees
to have clear policies and methodologies to support these decisions. We think your general
approach to gauging relative compensation makes sense, and take exception only to some of
your specific choices as noted above.

We appreciate the opportunity to respond to your proposal, and we hope these comments are
helpful. We look forward to working with CSU, the Legislature, the Governor, and others to
ensure that the state can better monitor how well CSU is able to achieve results with its funding
allocation choices.

Sincerely,

Mac Taylor
Legislative Analyst

Enclosure
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We therefore think the Governor’s approach is a good start. Reviewing
the need for additional campuses, centers, and other institutions will con-
tinue to be important as the college-age population and participation rates
continue to change. Reviewing proposals to expand academic programs
also will be important as workforce needs continue to evolve. However,
as discussed below, we recommend the Legislature adopt substitute
language that (1) assigns priority to these coordination roles and CPEC’s
data management responsibilities, and (2) directs CPEC to report specified
compensation data for UC, CSU, and a broad range of other institutions.

Other Data Management Responsibilities Should Be Retained

We recommend the Legislature include among the California Post-
secondary Education Commission’s priorities its data management
responsibilities.

We believe that CPEC’s level of staffing is sufficient to perform other
duties beyond those identified in the Governor’s proposal. In particular,
we think CPEC should be expected to continue its core data management
responsibilities. We therefore recommend the Legislature adopt substitute
language assigning priority to the maintenance of CPEC’s comprehensive
higher education database, as well as performing new campus and pro-
gram reviews. Moreover, we recommend a different approach to faculty
compensation than that proposed by the Governor, as discussed below.

New Approach to Faculty Compensation Needed

The Governor’s proposed budget bill language directs the Cali-
fornia Postsecondary Education Commission (CPEC) to recommend
a new methodology that compares total faculty compensation at the
University of California and the California State University, as well
as options for assessing the appropriateness of these compensation
levels. We agree that CPEC’s current approach to faculty compensation
is flawed. However, we recommend the Legislature rethink the basis for
comparing faculty compensation and direct CPEC take an alternative
approach to collecting and reporting specified faculty compensation
information.

In most years, CPEC produces a report on faculty salaries at UC and
CSU. The report compares these salaries with the salaries at a selected
group of other public and private universities. The CPEC selects these
“comparison institutions” in consultation with a Faculty Salary Advisory
Committee that includes representatives of the segments, the Department
of Finance, and our office. The comparison institutions are intended to
represent the segments’ competitors in the labor market.

Legislative Analyst’s Office
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Among other things, the faculty salary reports identify “parity ﬁguI;
for UC and CSU which, represent the percentage difference between the
segment’s current faculty salaries and the projected average salary of its
comparison institutions for the coming year. In other words, the “parity
figure” represents the percent increase in the California segment’s salaries
that would be required to match the average of the comparison institu-
tions in the budget year. In its most recent report (from March 2006), CPEC
estimated that CSU’s faculty salaries would need to increase by 18 percent
to match its comparison institutions, while UC’s would have to increase by
14.5 percent. We have two major concerns with the current methodology,
as discussed below.

Other Forms of Compensation Should Be Included. The CPEC’s fac-
ulty salary reports only measure base salaries. Faculty typically receive
various other forms of compensation as well, including retirement and
health benefits, sabbaticals, housing allowances, and bonuses. Several
studies commissioned by the segments have found that the nonsalary
benefits provided to UC and CSU faculty are worth considerably more
than the average of their comparison institutions. In fact, when all forms
of compensation are considered, UC and CSU appear to be at or above
their comparison averages. Thus, reporting a parity figure based only on
salaries can be misleading.

Basis for Comparison Needs to Be Rethought. The comparison in-
stitutions currently used in CPEC’s methodology (see Figure 1) were last
updated in 1993 (for CSU) and 1988 (for UC). Five of CSU’s comparison
institutions are private, as are four of UC’s.

We believe it is time to rethink the basis for comparing faculty com-
pensation. The UC and CSU are large, diverse, multicampus systems, while
most of their comparison institutions are single campuses. While some UC
and CSU campuses may appropriately be compared with the institutions
listed in Figure 1, many UC and CSU campuses are far different in terms
of selectivity, national ranking of programs, and other factors. A very
general illustration is provided by US News & World Reports” 2007 academic
rankings of the nation’s top research universities. The highest-rank UC
campus (Berkeley, at 21) is in the middle of the CPEC salary comparison
institutions (4 are ranked higher and 4 are ranked lower). But other UC
campuses do not compare as well, with UC Riverside, for example, ranked
lower (at 88) than all but one comparison institution. Variation within the
CSU system is similarly broad. For example, CSU campuses are spread
fairly evenly among the four quartiles of “master’s universities” ranked
by US News. While rankings of any individual institution in this or any
other survey is subject to debate, they do give a rough relative measure of
a school’s standing. In other words, they provide one reasonable indicator
of who the segments are competing against in the labor market.

2007-08 Analysis
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Figure 1

Current Comparison Institutions

California State University Comparison Institutions

Public Institutions

Arizona State University

Cleveland State University

George Mason University

Georgia State University

llinois State University

North Carolina State University

Rutgers, the State University of New Jersey, Newark
State University of New York, Albany
University of Colorado, Denver
University of Connecticut

University of Maryland, Baltimore County
University of Nevada, Reno

University of Texas, Arlington

University of Wisconsin, Milwaukee
Wayne State University

Private Institutions

Bucknell University

Loyola University, Chicago
Reed College

Tufts University

University of Southern California

University of California Comparison Institutions

Public Institutions

State University of New York, Buffalo
University of lllinois, Urbana
University of Michigan, Ann Arbor
University of Virginia, Charlottesville

Private Institutions

Harvard University

Massachusetts Institute of Technology
Stanford University

Yale University

Comparing UC and CSU with different groups of institutions can tell
a very different story than what CPEC’s recent reports have suggested.
For example, as shown in Figure 2 (see next page), the Chronicle of Higher
Education recently reported that the average faculty salary at state public
universities is higher in California than any other state in the nation.

LAO Recommendation: CPEC Should Provide Data on Faculty
Compensation. We think that CPEC could perform a useful data collection
role in helping the Legislature assess the adequacy of faculty compensa-
tion. We therefore recommend the Legislature direct CPEC to collect and
report specified compensation information, including regular salaries,
fringe benefits, vehicle use, housing and mortgage assistance, life insur-
ance, and additional forms of compensation. We recommend that CPEC be
directed to use these factors to annually measure faculty compensation at

Legislative Analyst’s Office
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Figure 2

Average Faculty Salary
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UC and CSU (by campus and system). This information would provide a
more complete measure of an important cost of the state’s public university
systems. Even without comparison institution information, this data would
give the Legislature and the general public a sense of the investment that
is made in higher education faculty. In addition, it would facilitate com-
parisons between UC and CSU faculty compensation, as well as tracking
of increases in compensation funding over time.

Broad Comparisons Would Provide Context and Facilitate Policy
Choices. In order to provide context for the UC and CSU faculty compen-
sation data, we also recommend that CPEC be directed to collect the same
information for selected other institutions. However, we do not recommend
that a new group of comparison institutions be established. Judging from
past experience, we expect that such an attempt would generate considerable
controversy and would be unlikely to result in a consensus. Even if possible,
the outcome would not necessarily be desirable. In our opinion, CPEC’s past
approach of calculating a “parity” number based on a single set of compari-
son institutions improperly implies a precise compensation target.

Instead, we recommend that CPEC calculate compensation for broad
ranges of institutions (both public and private) that reflect the spectrum
of campuses within the UC and CSU systems. The intent would not be
to develop a close match of the UC and CSU systems, but rather to reflect
the breadth of institutional characteristics (such as selectivity) within
those systems. For example, in a variety of indices of the top 100 research
institutions, UC’s eight general campuses (excluding Merced) are typically
spread throughout the rankings. Therefore, a measure of faculty compen-
sation for, say, each decile or quintile of the top 100 research universities
would provide valuable contextual information for thinking about UC
faculty compensation. A similar range of masters-level institutions could
be used for CSU.

Such information would allow interested parties (including the
Legislature, Governor, and stakeholders within the universities) to draw
their own conclusions about the adequacy of faculty compensation. For
example, the Legislature might adopt an expectation that UC or CSU fac-
ulty be compensated at some percentile level of the range measured by
CPEC. On the other hand, it might not set a target at all, and instead simply
use the information as one factor in considering what level of funding to
appropriate for the systems each year. University officials might use the
information as they recruit and make offers to new faculty. At the same
time, this information would not preclude the systems and their campuses
from using available funding to make whatever compensation decisions
they felt would best serve their needs.

Legislative Analyst’s Office
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UNIVERSITY OF CALIFORNIA
(6440)

The University of California (UC) consists of nine general campuses
and one health science campus. The Governor’s budget includes about
$19 billion for UC from all fund sources—including the state General Fund,
student fee revenue, federal funds, and other funds. This is an increase of
about $831 million, or 4.5 percent, from the revised current-year amount.
The budget proposes General Fund spending of about $3.3 billion for the
segment in 2007-08. This is an increase of $192 million, or 6.2 percent, from
the revised 2006-07 budget.

Major General Fund Proposals

Figure 1 summarizes the Governor’s proposed General Fund changes
for the current and budget years. For 2007-08, the Governor proposes
$192 million in various General Fund augmentations, a $25.3 million Gen-
eral Fund reduction to UC’s outreach programs (also known as academic
preparation programs) and labor research institute, and a $24.9 million net
increase for baseline and technical adjustments. We discuss the proposed
augmentations in further detail below.

Base Budget Increase. The Governor’s budget provides UC with a
4 percent General Fund base increase of $117 million that is not designated
for specific purposes. The university indicates that it would apply most of
these funds to support salary and benefit increases for faculty and staff.

Enrollment Growth. In addition to the base increase, the budget in-
cludes a $54.4 million General Fund augmentation for enrollment growth
at UC. This would fund an increase in state-supported enrollment of
5,000 full-time equivalent (FTE) students, or 2.6 percent, above the cur-
rent-year level. The proposed augmentation assumes a marginal General
Fund cost of $10,876 per additional student, reflecting a new methodology
proposed by the Governor for calculating the marginal cost of serving an
additional student.

2007-08 Analysis
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