AGENDA
COMMITTEE ON FINANCE

Meeting:  1:45 p.m., Tuesday, November 13, 2001
Glenn S. Dumke Conference Center

William Hauck, Chair

Murray L. Galinson, Vice Chair
Robert G. Foster

Harold Goldwhite

Shailesh J. Mehta

Dee Dee Myers

Frederick W. Pierce IV
Kyriakos Tsakopoulos

Stanley T. Wang

Consent Items
Approval of Minutes of Meeting of July 10, 2001

Discussion Items
1. California State University 2002/2003 Support Budget, Information
2. Auxiliary Organization Tax-Exempt Financing at California State
University, Sacramento, Information
3. Auxiliary Organization Tax-Exempt Financing at San Francisco State
University, Information
4. Financing Transaction for California State University, Fullerton
Auxiliary Organization to Provide for Tenant Improvements at the El
Toro Off-Campus Center, Information
5 Campus/Third Party Housing Development and Auxiliary Organization
Tax Exempt Financing at California State University, San Marcos,
Information
California State University Annual Investment Report, Information
7. Development of an Enhanced Capital management Plan for the Trustees
Revenue Bond Program, Information
Annual Student Fee Report, Information
9. Proposed Revision of Title 5 Regulations—DVBE Participation Goals for
Professional Bond Services, Action
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MINUTES OF THE MEETING OF
COMMITTEE ON FINANCE
Office of the Chancellor
Glenn S. Dumke Conference Center
401 Golden Shore
Long Beach, California

July 10, 2001
Members Present

William Hauck, Chair

Murray L. Galinson, Vice Chair

Laurence K. Gould, Jr., Chair of the Board
Harold Goldwhite

Shailesh J. Mehta

Dee Dee Myers

Frederick W. Pierce, IV

Charles B. Reed, Chancellor

Kyriakos Tsakopoulos

Stanley T. Wang

Members Absent

Bob Foster

Chancellor’s Office Staff

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

Jackie R. McClain, Vice Chancellor, Human Resources

Christine Helwick, General Counsel

Approval of Minutes

The minutes of May 15, 2001 were approved.

Chair Hauck called the meeting to order at 2:27 p.m.

Status Report on the 2001-2002 Support Budget Update

Mr. Richard P. West, Executive Vice Chancellor and Chief Financial Officer presented the
report. He confirmed that no budget had yet been approved, but it was hoped a final budget
would be passed shortly.
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Mr. West then referred to the handout distributed at the meeting containing new information on
actions of the legislature since the previous board meeting in May. He indicated there were no
significant changes, aside from a small increase over the May Revise budget, primarily in the
area of workforce preparation.

Mr. West concluded by saying there was general optimism the final budget would be acted upon
soon with little, if any, change to the figures contained in the May Revise.

Selection of Investment Manager and Advisor

Mr. West briefly reviewed the history of the California State University’s investment
management function.

In 1997, the Board of Trustees approved the creation of a centralized investment management
function. Mr. West explained the monies involved in the investment management program are
held by the CSU and are obtained from various fee revenue producing functions of one type or
another. These funds can fluctuate between $200 to $225 million worth of cash investments at
any given time.

The contract with Metropolitan West, our current Investment Manager, is due to expire. A
request for proposal was prepared and three bids were received, one of which was from
Metropolitan West. Upon review by the selection committee, Metropolitan West was again
determined to be the most competitive from both a service and price point of view. Mr. West
reinforced that service has been good over the life of the current contract term, and performance
of our funds managed by Metropolitan West has been steady and reliable. He added this has
been a welcome partnership for the CSU as we learn to manage our cash more efficiently, and
said he was pleased to recommend that the university continue the partnership with another
multi-year agreement.

Trustee Mehta supported Mr. West’s recommendation saying he was impressed with
Metropolitan West’s qualifications and with his own interaction with members of their staff.

The committee recommended approval of the proposed resolution (RFIN 07-01-13).

Auxiliary Organization Tax Exempt Financing at California State University, Los Angeles,
Update

Subsequent to its initial review at the March, 2001 meeting, the campus received several
construction bids on the project; with the lowest bid slightly higher than anticipated. After
consultation with the campus president and the campus’ auxiliary organization, the marginal
difference in financing (slightly over $ 3 million) was approved and the project will continue to
proceed as planned.

The meeting adjourned at 2:32 p.m.
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COMMITTEE ON FINANCE
California State University 2002/03 Support Budget

Presentation By

Richard P. West
Executive Vice Chancellor
and Chief Financial Officer

Summary

The 2002/03 CSU Support Budget was approved at the October 25, 2001 Board of
Trustees’ meeting. The support budget includes $245.3 million increase over the adjusted
current year appropriation and $23.7 million increase in State University Fee revenue for
a total budget plan revenue increase of $269.1 million.

Planned expenditure increases include mandatory costs for health care benefits, new
space, and property insurance ($21.6 million), 4 percent and YRO enrollment growth
($106.6 million), 4 percent compensation increase ($89.4 million), and long-term budget
need for technology, libraries and deferred maintenance ($26 million).

The funding provided for enrollment growth will allow increases of 12,030 full-time
equivalent students (FTES) systemwide and 1,923 FTES to complete campus conversions
to year-round state-supported instruction for total enrollment growth of 13,953 FTES.

CSU continues discussion with the Department of Finance on current conditions of the
state’s economy and how that affects the CSU budget. The Governor’s Budget due for
release in January, as well as the Governor’s May revision, may introduce changes to the
CSU 2002/03 budget plan. The board will be informed of budget developments
throughout the budget cycle.
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COMMITTEE ON FINANCE

Auxiliary Organization Tax-Exempt Financing at California State University, Sacramento
Presentation By

Richard P. West
Executive Vice Chancellor
and Chief Financial Officer

Agenda Update

This item was postponed from the cancelled September Board of Trustees meeting. The
Executive Vice Chancellor, by the authority delegated to him, permitted the Auxiliary
Organization to proceed with the financing. The pricing of the bonds was completed on
October 11, 2001.

Summary

The California State University, Sacramento Foundation, a recognized auxiliary organization in
good standing at CSU Sacramento, issued a tax-exempt borrowing in an amount of $6,135,000 to
finance the planning and construction of the Regional and Continuing Education Facility
consisting of a two-story building with approximately 33,932 square feet.

The financing transaction will not create any legal obligation of the State of California or the
trustees. The auxiliary organization issued the bonds pursuant to an indenture entered by the
auxiliary organization and a bank serving as trustee for the bonds. The bonds are general
corporate obligations of the Foundation and are secured by the agreements and revenues as set
forth and defined in the indenture.

Project Description

The new building will be located on the southeast side of the University campus. The two-story
building is expected to provide 33,932 square feet of administrative support, office, laboratory,
lecture, and conference space. Primarily, Regional and Continuing Education (RCE) will use the
laboratory and lecture space for support staff and course offerings. The new programs under
construction include the statewide Conference and Training Services; American Languages
Program; International Training Program; professional certificate program; academic degree
completion program and an online education program.
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Auxiliary Organization Tax-Exempt Financing
The bonds were issued pursuant to an indenture entered into by the auxiliary organization and

BNY Western Trust Company serving as trustee for the bonds. The following summarizes key
information regarding the proposed financing:

Financed amount: $6,135,000
Term: 30 years
All-in True Interest Cost (TIC): 5.04%
Projected debt service coverage

(Foundation revenue): 2.49
Projected debt service coverage

(RCE revenue only): 1.68

Bond insurance commitment:

Bond intrinsic rating before bond insurance:

Financing Team:
Underwriter:
Underwriter’s Counsel
Bond & Disclosure Counsel:
Trustee:

Other Information

Ambac Assurance Corporation

Standard & Poor’s (BBB)

A.G. Edwards & Sons, Inc.

Kutak Rock

Kronick, Moskovitz, Tiedemann & Girard
BNY Western Trust Company

Kronick, Moskovitz, Tiedemann & Girard has reviewed the circumstances for the proposed tax-
exempt financing and determined that they are substantially similar to the circumstances in the
private letter ruling. Therefore, the auxiliary organization may take advantage of the less
restrictive provisions of the tax law and streamline some procedures that result in financing cost
savings. The ruling also permits the subject organization to cause tax-exempt governmental
obligations to be issued in its own name, without taking the additional steps and incurring the
additional costs that are associated with the issuance of tax-exempt obligations through a third
party governmental unit, which would be more complicated and costly.
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COMMITTEE ON FINANCE
Auxiliary Organization Tax-Exempt Financing at San Francisco State University

Presentation

Richard P. West
Executive Vice Chancellor
and Chief Financial Officer

Summary

San Francisco State University Foundation Inc., a recognized auxiliary organization in good
standing, is proposing a tax-exempt borrowing in an amount not to exceed $40,000,000 to
finance the purchase of 153 residential apartments, in a cluster of buildings, and to refinance a
$5.6 million obligation owed to First Bank and Trust, incurred last year with the purchase of 27
apartment units known as the Tapia Triangle.

The financing transaction will not create any legal obligation of the State of California or the
Trustees. The auxiliary organization will issue the bonds pursuant to an indenture entered by the
auxiliary organization and a bank serving as trustee for the bonds. The housing revenues and
other assets will secure the bonds.

Subsequent to the review of this item by the Board of Trustees, the Chancellor will take the
necessary action on behalf of the board to assist the auxiliary organization pursuant to the
Chancellor’s delegation in the Board of Trustees’ policy for financing activities.

Project Description

Park Merced is a large, master planned apartment community containing a total of 3,483 units.
The 153 apartments, which are a part of the Park Merced complex, are a mix of one, two, and
three bedroom units with multiple floor plans. Park Merced is bounded on the north by San
Francisco State University, which will expand the campus’ southern border by more than six
acres with these apartments.

The housing market in San Francisco has long been one of the most expensive markets in the
country (nearly two times the national average). The campus expects to recruit 60 faculty
members, each year, for the next five years to replace retiring members. Acquisition of this
apartment facility will be used to help address the housing needs primarily of the faculty and
staff, and would also be available for use as student housing if the primary needs are met.
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Auxiliary Organization Tax-Exempt Financing
The bonds will be issued pursuant to an indenture entered into by the auxiliary organization and

a bank serving as trustee for the bonds. Project revenues and other assets will secure the bonds.
The following summarizes key information regarding the proposed financing:

Financed amount not-to-exceed: $40,000,000

Term: 30 years with an escalating debt service
Estimated rate (All-In True Interest Cost TIC) 5.20%

Projected debt service coverage: 1.26

Bond insurance: commitment anticipated

Bond intrinsic credit rating

before bond insurance: anticipated at not less than BBB

Financing Team: Underwriters: Salomon Smith Barney
Underwriter’s Counsel: Stradling, Yocca, Carlson & Rauth
Bond Counsel: Orrick, Herrington & Sutcliffe, LLP

Other information

Orrick, Herrington and Sutcliffe has reviewed the circumstances for the proposed tax-exempt
financing and determined that they are substantially similar to the circumstances in the private
letter ruling permitting the categorization of certain auxiliary organizations as “instrumentalities
of the state” for tax-exempt purposes. Therefore, the auxiliary organization may take advantage
of less restrictive provisions of the tax law and streamline some procedures that result in
financing cost savings. The ruling also permits the subject organization to cause tax-exempt
governmental obligations to be issued in its own name, without taking the additional steps and
incurring the additional costs that are associated with the issuance of tax-exempt obligations
through a third party governmental unit, which would be more complicated and costly.
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COMMITTEE ON FINANCE

Financing Transaction for California State University, Fullerton Auxiliary Organization to
Provide for Tenant Improvements at the El Toro Off-Campus Center

Presentation by:

Richard P. West
Executive Vice Chancellor
and Chief Financial Officer

Summary

This item provides information to the Board of Trustees regarding a conventional loan to be
entered into by the CSU Fullerton Foundation (Foundation). The purpose of the loan is to
provide funding for tenant improvements of the building being leased from the County of Orange
to the Foundation for an off-campus center. This building will replace the current location at
Saddleback College in Mission Viejo.

Subsequent to the review of this item by the Board of Trustees, the Chancellor will take any
necessary action on behalf of the Board to assist the auxiliary pursuant to the Chancellor’s
delegation in the Board of Trustees’ policy for financing activities.

Background

The CSU Board of Trustees approved a resolution at the January 23-24, 2001, meeting,
endorsing continued discussions with the Orange County Board of Supervisors, who act as the
Local Reuse Authority (LRA) under the Federal Base Closure Act. Since that time, potential
sites for an off-campus center were reviewed.

After the review, the campus selected a building in El Toro, on the former military base, that
would best fit the needs of an off-campus center. The building (approximately 46,000 gsf) will
be redesigned to accommodate 1250 FTE, more than doubling the current capacity at our
Saddleback College location. Discussions with the County have led to an agreement to lease the
facility to the Foundation for the benefit of CSU Fullerton. The term will be for ten years with
the potential for extension. Lease payments are at a favorable rate and will include credits to
reimburse the Foundation for required code improvements and tenant improvements. The lease
agreement also provides for options on other adjacent buildings at favorable rates. A provision
of the lease requires the County to repay any credits remaining should the lease be terminated by
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the County prior to the lease’s expiration or in the unlikely event that the Navy would seek return
of the base fully to its jurisdiction.

Proposed Financing

The Foundation will lease the facility from LRA and in turn, sublease it to the University. In
addition, the Foundation will enter into a loan transaction to provide funds for code and tenant
improvements necessary to prepare the building for classes by the fall 2002 term. Through its
sublease payments to the Foundation, the University will pay the net cost of the Foundation’s
lease plus the cost of the loan repayments.

The Foundation’s governing board approved the financing plan on September 14, 2001. The
following summarizes key information regarding the proposed financing:

Financed amount not to exceed: $2,000,000
Term: 10 years
Estimated Rate: 7.25% for the first 5 years and a

refinanced rate for the remainder of
the term at the Wall Street Journal
prime rate minus 0.25%

Lender: Fullerton Community Bank (FDIC)

The construction of the improvements will be supervised by the Foundation and sufficient
parking will be made available as a part of the lease.
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