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Thank you, | am glad to be here. Ernie May suggested quite awhile agothat | attend a Faculty Senate meeting to help further
explain the budget web site and the information on that site. Also, over thelast few months, as we talked more and more
about the Capital Plan and all the facility work going on, | get many questionsthat relate to: how are we paying for this? Jim
Cahill addressed thisgroup earlier and talked a lot about the Capital Plan from the Facilities point of view, so | will get to the
funding side of it.

Firgt, trends in the Campus General Fund. Some of the questionsthat | do not hear as frequently now, but | used to hear, “If
we areraising student fees so much, whereisall that money going? Isn’t that enough to cover the budget cuts of thelast two
years?” That isone piece. Some other questions haveto do with where are we going, where are we putting our money, what
areour strategic goals and how does the budget reflect that? There are also questions around the funding of the Capital Plan.
Hopefully | will be able toanswer those and, at each point in the presentation, | will ask for questions.

The good newsisthat right now, thisyear, the dust has settled We are very stable, actually. That may still not make a lot of
people happy. We still have many needs; alot of things are unfunded, but the free fall of budget cuts for three years has
stopped. We had a budget cut in 2002, 2003, and 2004. The most infamous onewasin 2004 and | will talk a little bit about
what we did then.

First of all, | thought that 1 would give a little background, because the Campus Budget is broader than the state
appropriation and it is broader than something we call the General Fund. The General Fund isa group of funds, including
the biggest one, which used to be the state appropriation, but now it consists of the curriculum fee, infrastructure fee, the RTF,
and theindirect cost recovery. Thisisthegroup of fundsthat isused to fund the main mission of the campus: all the
instruction, academic departments, the administrative support. When we talk about budget cuts, it isto this group of funds.
There are other funds on campus however, some of which can be used to fund the main mission. We have other unrestricted
funds: Continuing Education, some sales and services, other student fees—the biggest being auxiliary operations. Werun,
particularly the auxiliary operations, as stand-alone financial entities. Wefully cost them. We charge them for their utilities,
for alot of overhead—they are charged an overhead rate in addition to utility costs. Exampleswould be housing, dining
services, and the Campus Center runsfully costed, almost entirely.

The other group of fundsthat you are more familiar with would be Grants and Contracts Restricted, and, even though we talk
often about how grants and contracts do not help the General Fund, do not help support therest of the campus, indirectly we
know they do. We know that resear chers are able to hire graduate students and do a lot of work and accomplish many
resear ch objectivesthrough these funds. Asthose fundsgrow, in fact, the academic departments are helped.

The other ones with which department heads and deans probably are more familiar would be gifts. If thereisanything on this
Campusthat isan anomaly when | look at other financial statementsfor other universities, the one thing that would stand out
to us would bethelevel of endowment earnings. That isnosurprise. It isafunction of the fact that our endowment isso far
behind every other major state flagship in the country;, and that is one of theinitiatives underway—to try to addressthat. We
will betalking about the General Fund for therest of this presentation, but | wanted you to realize that, in fact, there are other
funds, some of which academic departments have accessto.

So, what has happened in the last two years? | usually group thetwo yearstogether for alot of reasons. It iscomparing 2003
to 2005. Wereceived the huge budget cut in 2004. It was over $36 million, even though it looks like $35 million here, and |
will tell you why. We had a strategy over two yearsto addressthat. Weimplemented a student fee that annualized over two
years, 2004 and 2005. We collected bargaining increasesthat kicked in over two years, 2004 and 2005 (halfway through). The
best way to look at how we solved the problem isto look at the two yearstogether. | have outlined the pinkish color as
defining it asa problem. Wetook a cut of over $36 million. It lookslike $35 million here because now we have tuition
retention and the change between 2004 and 2005in tuition retention for out-of-state students went up slightly. Weare on the
right curve with tuition retention. That did not exist in fiscal year 2003. We received bargaining increases and the other
increases that are part of the solution arethe fees. Students definitely helped to offset the budget cut. We have been saying
that over and over and this showsthat. We have slight increasesin other overhead, on grantsin particular.

What was therest of our problem? Why was $51 million not enough to solve the problem? If you look down under uses—I

have categorized them and added them over two year s—the collective bargaining salary at $21.8 million, that isover atwo
year period, that isannualized. That was actually covered by the state, so that did not add to our problem. But the other cost
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increases actually did. Other salaries, non-unit—anyone who is a department head, any non-unit member, including some of
our classified staff—we cover ed those costs. The utility budget, no surprise, went up. Thisisatwo-year amount, $3.4 million
over two years, both 2004 and 2005. Financial Aid and the Curriculum Fee, we look at those as inflationary, becauseif the fee
isgoing up—and it went up 40% —the cost of financial aid goes up to cover the difference at the samerate and the curriculum
feewaiversfor all the graduate studentsgo up also. Then some central costsin thisyear, fiscal year 2005, experienced
increases. We had a huge assessment from the President’s Office of a $3.6 million increase. Last year , it went down alittle
and thisyear it went up, so that was part of our inflationary cost increases. It wasa surprisethat it wasto that degree. We
did ask alot of questions. Some of it isrelated to the PeopleSoft infrastructure and that operation that isrun centrally now.
Those costs we used to pay one-time money for and now they are more institutionalized and permanent. Most of those—the
unfunded, inflationary, mandator y—arenot a discretionary item at all.

Then we get to the decision points, some of which actually the infrastructure started a few yearsago. Theinfrastructureisin
reaction to some of the debt that we borrowed afew years ago and now the debt payments are kicking in. One of the decision
points was faculty hires. For two years, even in fiscal year 2004, when we wer e going through $40 million of actual loss of state
revenue, $20 million dollars of budget cuts, the Campusstill put in $1.5 million each year in 2004 and 2005 for new faculty
hires. Some of the othersarejust smaller amounts, but to summarize: We were faced with a loss of state funds and cost
increases of almost $38 million and we balanced the budget with student fees and the Campus budget cuts. That really sums
up two years worth.

[At this point Vice Chancellor Hatch asked if there were questions on this section of her presentation. Please seethe minutesfor
those questions and answers.]

Ok, looking ahead. What | am going to show you is one of the scenarios that we are using to look ahead to see how much we
can do new. Oneof the scenariosincludeslooking at level enrollments. Thisisimportant; thisisthe onethat | am goingto
show you today. We are also making the assumption, becauseit isthe conservativeoption, to look at the state appropriation
increasing only to the extent that we receive collective bargaining money. The collective bargaining increase that we are using,
right now, isthe latest information that the Governor’s Officeis putting on the table of 2% ayear. Should it be better than
that, of courseit will bereflected here, but at the moment that is the best information that we do have. We have committed to
mandator y student fees not going up mor e than inflationary costs for the next few years. After a 40% increase for two years,
we haveto keep our commitment to keeping that down to 3%.

Again, thisisstarting at fiscal year 2005. We have small increases each yea on the order of $7 million to $8 million a year.
Two new things have happened. Oneisthattheindirect cost rate wasjust renegotiated, so we have an indirect cost rate on
grantsand contracts. It was50%. Starting next year it will be 56.5%, and then 57% for two years. That isgood news. Our
best projections are reflected here, aswell as, for thefirst time beginning next year, the Campus will be receiving an overhead
from Continuing Education operations. We have an agreement with them and they will be aiming to return some fundsto
benefit the whole campus. Under the Uses side—1 will just go through fiscal year 2006, just to show some of the increases—
again mandatory salary increases. Nothing too much unusual is happening, except under utilities. | just want totalk alittle
bit about utilities.

| have been here before talking about our energy conservation program. We areinvesting $42 million. 1f we had not been
investing $42 million, to bring down our energy usage 20% and 25% —in two years we will be at that point—these costswould
be much, much higher. The $2.2 million in utility cost increasesthisyear will rise about $700,000 next year to $2.9 million and
soon. Thesearecumulativetotals. In fiscal year 2008, the new heating plant goes online and we convert from coal to oil and
gas, primarily gas, but oil asaback up. The good newsisthat we will be more efficient; we will be cleaner. The bad newsis
that we will be dropping coal, which isthe cheapest form of energy anywhere and particularly in the Northeast. The cost
increase would normally be about $3 million, just when we turn on the new heating plant, but we ar e able to offset that with
some of the energy savings and a few other things that we are doing.

Most of the other thingsherearejust inflationary increases. The bigitem is, of course, infrastructure. The Capital Plan and
again next year another $1.5 million for faculty hires. | am surethat thereisinterest here, but if we havelevel enroliment, if
we do not get anything beyond salary increases from the state, we will be able to add another $1.5 million for faculty hires next
year and then it stayslevel. Thisis contingent upon the assumptionswe just went through. The academic initiativesinclude
thingsthat are already pretty much committed: something for thelibrary and we have to do something with instructional
technology. Therereally isnot much leeway here for new programmatic things, even though that ishow we are describing
them.

[Vice Chancellor Hatch asked if there were questions on this section of her presentation. Please see the minutes for those
guestions and answers.]



| thought that | would go into the Capital Plan funding. If you notice here, thisisunder theinfrastructureline, it showsthe
increases each year. Thisyear we put in an additional $5.1 million in our Capital Plan out of our Operating Budget. Next
year it will go up about $3 million to $8.4 million and so on. In fiscal year 2005, the $5 million isin addition to $30 million that
isalready in our Operating Budget. 1t goesfor debt and, actually, we call it a revolving repair and replacement pool for
major, major projects. Theinteresting thing isthat not only isthe Campus General Fund picking up the new debt, but in
addition, as we put on new housing, which isunder Auxiliary Operations, we have a renovation of one of the dining commons,
also arenovation of the Campus Center. Those operationsare all under Auxiliary Operations. They will be picking up their
own debt. The goal isto haveall of those operations fully costed and as we borrow money—the most recent borrow included
something for the new student housing—the payment does not really start to hit until 2007 (we wer e able to fund it that way)
and then into 2008. These operations will be picking up their own debt.

One of the financial indicatorsthat our Trusteeslook at, and actually | just had a discussion with Vice President Lenhar dt
yesterday, is we just had a new rating from Standard and Poorsfor our borrowing. Wearerated as“A.” Therearetwo main
pieces of information they look at when they rate for borrowing purposes. Oneisyour fund balance or your financial cushion
and oursisnot terrific compared to other institutions our size. The other thing they look at isthe amount of debt that you
currently have. We are under the amount that triggers any red flags asfar asthey are concerned. We still do havethe
capacity from an external view to borrow more money, but, of cour se the constraint i stheimpact on the Operating Budget.

I'll just go through a few things that we have gone over before and what we are doing. Thetotal Capital Plan of $544 million,
asyou can see, isover five years. What we are projecting is a state contribution of only 11% . Right now, unlessthe
Legislature authorizes another capital bond authorization, we run out in two and a half years with the current authorization.
The Governor hasto approveit. Wewill not be able to spend beyond $59 million. Thisisall that isauthorized at the moment.
To get anything beyond that there hasto be an authorization bill and then the Governor hasto give us a spending cap each
year. We are pretty confident that we will get $59 million, but you can seeit is 11% of the plan. We have planstoraise
money. We have somein hand from private funds. We have plansto continue doing that. Right now 87% of theplan is
funded by this campus, either through borrowing—the energy project isa borrow—or the Campusrevolving pool over five
years.

If we weretolook at other institutions, and we have not done a peer study—I know Ernieis going to ask me about that—we
have not done onein quite a few years, but the President’s Office actually did one last year. Just to look at state cantributions
for capital. They found that for research institutions or systems, we wer e way behind what states are contributing to the
capital plans of each of the other institutions. What arewe doing? Thisisjust to sum up. We have almost $200 million
dollars of new buildings, renovations, deferred maintenance (and | think Jim Cahill showed you all the individual projects);
we have a whole map of the campus and every building has a condition color. Bright red isared flag that meansit should be
demolished. We have a number of those (they are not red on the slide). We have a few buildingsthat are abandoned and they
should be demolished. The Chapel, it’s abandoned, but it needs a lot of work before we can open that. You can see we have
“In Use, Should Be Demolished” 3% of our space. Right now, beforeweinvest in the Capital Plan, or beforeit is spent—we
have a lot of the fundsin hand—only 34% of our buildings are categorized in “Good Condition.” After we spend half a billion
dollars, that goes up to 40% good or new. Some of our buildings that should be demolished will be demolished but, depending
on what department you arein, | am sure you know, much of thisspace—including this building—needs systems upgrades,
other deferred maintenance. It isactually to show that we need to be doing this, but we still have along way to go before we
really fix the campus.



