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Agenda Item IVb


South Carolina

Research Centers of Economic Excellence

Minutes of the Cost Share Working Group Meeting

December 12, 2006
Dr. James Atkins convened the South Carolina Research Centers of Economic Excellence Cost Share Working Group meeting at 1:30 p.m.  The meeting was held in the Commission on Higher Education Palmetto Conference Room in Columbia, SC.
Attendants included:

Ed Walton, USC




Dr. Gail Morrison, CHE
Dillard Marshall, MUSC



Gary Glenn, CHE

David Welch, MUSC




Dr. James Atkins, CHE

Rick Harmon, Office of State Treasurer

Arik Bjorn, CHE

Via teleconference:

Dr. Charles Tegen, Clemson 

Lynda Brock, Clemson

Minutes
Dr. Atkins invited attendants to examine Clemson University’s certified Research Infrastructure Act projects in order to promote dialogue regarding the subject of cost share accounting as it pertains to valuing and validating non-state matches.
The first project discussed was the Restoration Research Institute Project.

With the intent of determining “the purpose and intent” of matches, Dr. Atkins cited several sections from the South Carolina Research University Infrastructure Act, including Section 80, from which he quoted:
Before the issuance of general obligation debt, the Research Centers of Excellence Review Board shall provide the Joint Bond Review Committee and the state board the following: 
(1) a description of each research infrastructure project for which general obligation debt is requested to be issued.
[Subsection (2) skipped.]

(3) the total cost of each research infrastructure project and the principal amount of general obligation debt requested to be issued;

Dr. Atkins summarized the legislation, stating that the institutions needed to define the total cost of each project.  Ms. Brock noted that such a summary was reasonable.

Dr. Atkins quoted from the Act again (Section 70):

As a condition precedent to the issuance of general obligation debt pursuant to the provisions of this chapter, the Research Centers of Excellence Review Board shall certify to the state board that at least fifty percent of the cost of each research infrastructure project is being provided by private, federal, municipal, county, or other local government sources.

When asked regarding the general understanding of Section 70, Ms. Brock replied, “If Anderson County were providing land, that would be a match.”
Dr. Atkins presented the theoretical example of a $10 million project.  A valid project, he explained, would have $5 million in match, plus $5 million in bond issuance.  Ms. Brock and Mr. Walton signified this was a legitimate understanding.
Mr. Walton wondered about the definitions of ‘total cost’:  “[T]otal cost, then, is the actual cost of the project itself, the hard cost of the project.”  He suggested that the definition of cost used for capital improvement bonds was a satisfactory precedent.
Mr. Harmon, however, stated that while capital improvement bonds are used for a variety of purposes, these particular bonds had to be specifically connected to “a research-related project.”

Discussion ensued about whether an electron microscope qualified as a project by itself.  Mr. Harmon was not certain single pieces of equipment qualified, to which Dr. Atkins replied that the Endowed Chairs Review Board, the Joint Bond Review Committee and the Budget and Control Board had already certified/approved such projects at Clemson’s ICAR campus.
Dr. Atkins quoted from Section 30 of the Act:

(4) “Research infrastructure project” or “ project” means a project that would advance economic development and create a knowledge based economy, thereby increasing job opportunities….including, but not limited to, land acquisition, acquisition or construction of buildings, equipment, furnishings, site preparation, road and highway improvements, water and sewer infrastructure, and other things necessary or convenient to advance economic development or to facilitate and increase research at the research universities.

Dr. Atkins added that each university was responsible to define the scope and total cost of each project.  Mr. Walton wondered whether things other than hard assets, such as attorney and consultant fees, could be counted in the total cost.
Mr. Glenn noted that the total cost could include A&E, site preparation, infrastructure, equipment: “….all the costs associated with making that building function.”
Mr. Walton inquired whether interest could be computed in the total cost.  Mr. Glenn replied “no.”
Dr. Atkins returned the discussion to the original framing question:  What is the intent and purpose of the match?

Ms. Brock and Dr. Tegen suggested that the answer was state economic development at the behest of facilitating/increasing research.

Mr. Glenn asserted that the term “value” was key to determining in-kind matches, noting that the legislature’s intent was for the state to benefit doubly by any one particular project, since a non-state source was contributing half of the value.
Mr. Harmon noted that the Research University Infrastructure Act was not merely a bond act.  The Act’s intent was to garner collaboration on the road to economic development.
Dr. Atkins offered several simple examples that demonstrated various types of in-kind matches.

The first example was of a straightforward match:  A boy does yard work, saves $100, then asks his father to contribute $100 toward the purchase of a $200 bicycle.  The father contributes $100, either by cash or credit card, and the two purchase the bike with their combined resources.

In the second example, the boy does yard work, saves $100, then asks his father to contribute $100 toward the purchase a $200 bike.  However, the father does not have $100.  Instead, he offers the bike shop owner his son’s $100, plus $100 of future lawn maintenance toward the purchase of the bike.  The bike owner agrees to the terms, and the bike is purchased.
Dr. Atkins asked whether the second example was a legitimate in-kind match.  Mr. Marshall and Mr. Glenn agreed that it was.  Mr. Walton noted that an accountable contract could be drawn.

In a third example, Dr. Atkins again described a boy who earns $100 by doing yard work.  However, this time the father cannot contribute money or services as payment.  Instead, he points out to the bike shop owner that there are bicycles in the neighborhood that are “part of the great bicycle-riding circuit.”  For the sake of “general bicycle development,” the bike shop owner should give his son the $200 bike for $100.
Mr. Harmon said that the bike shop owner should not agree to such a proposal.  Ms. Brock agreed, as the bike shop owner lacked the right to use the other bicycles for his personal benefit.

Dr. Atkins asked if the matter would be changed by other bike owners permitting the bike shop owner to rent out their bikes.  The attendants agreed this would adjust the barter appropriately.
Dr. Atkins then quoted Section 70 of the Act:
…may be in the form of cash; cash equivalent; buildings including sale-lease back; gifts in kind including, but not limited to, land, roads, water and sewer, and maintenance of infrastructure; facilities and administration costs; equipment; or furnishings.

Dr. Tegen stated that services seemed permissible to claim as matches under the statute.
Mr. Glenn agreed, “If someone gives you something that reduces the amount of money you have to spend to reach the product that you intend—if that gift has value to you and can be quantified and measured—if it offsets part of your cost, then it qualifies.”
Mr. Harmon added that only a contract-enforceable grant could be claimed as a match.  Dr. Morrison interpreted this to mean an in-hand grant, to which Mr. Harmon agreed.
Mr. Marshall offered the technical concept of “consideration” as further elucidation.  Mr. Harmon reinforced that the match has to be enforceable, “The bonds cannot be issued until a match is perfected.”  Dr. Atkins asked whether this was a reference to the certification document itself, and Mr. Harmon replied that it was.
Conversation ensued on the maturity rates of the bonds.  Mr. Harmon said the bonds were of 15-year bonds and that matches had to be realized before the bonds matured.
Dr. Atkins wondered what would happen if the matching entity went bankrupt and could not fulfill their commitment.  Mr. Harmon replied that the university would likely have to reimburse the state if it could not recover the match via bankruptcy court, or that a substitute match could be identified that would supplant the lost portion.
Discussion began on the governor’s desire to see matches offered from private entities.  Dr. Morrison asked for clarification as to whether the Review Board had acted properly in certifying non-private matches:  “[A]s we read the statute, there is no provision that the match has to come from the private sector.”

Dr. Atkins read from the Act:  “private, federal, municipal county or other local government sources.”
Mr. Brock asked for clarification regarding the legitimacy of adding services to the total cost.

Dr. Atkins and Mr. Glenn discussed a theoretical road at ICAR.  Dr. Atkins stated that one could claim the cost of Greenville County repaving such a road if the service directly impacted access to the research building.  Using a similar example, Mr. Glenn stated, “[I]f the interstate’s there, and they have to put in a cloverleaf to give you an exit/entrance so that you can get to the ICAR campus—and if it’s there for that primary purpose—then the cost of that cloverleaf would be included as a contribution, as a match.”
Dr. Atkins posed a question about the accepted canons of standard cost accounting.  Mr. Glenn said the accountants present were drawing on “generally accepted accounting practices.”  Ms. Brock agreed, noting legislative intent was also an important factor.
Dr. Atkins steered the discussion toward the North Charleston Restoration Research Institute Project.  In order to obtain a bond to upgrade the Lasch Lab, Clemson claimed as a match 65 acres of land and improvements, worth $8.2 million, donated (transfer of title) by the City of North Charleston.
Mr. Welch wondered at the match’s legitimacy had title not transferred.  Mr. Glenn answered that the rental or lease value of the land could then be used.

Dr. Atkins noted that the Review Board did not allow Clemson to use the Charleston Architecture Center as a match because that building was not located on the North Charleston campus.  He added that the building had been paid for with state funds.

Dr. Tegen argued that the Charleston Architecture Center was a legitimately defined part of the project.  Dr. Atkins and Mr. Harmon disagreed.  Ms. Brock noted both facilities are located in Charleston.  Mr. Harmon said there was a difference between “program” and “project.”
Conversation ensued about valuating projects generally.  Mr. Glenn used the case of the Restoration Institute certification, saying that if the project were worth $10.3 million, Clemson should have asked for $5.15 million in bonds and shown $5.15 million in match.

Dr. Atkins inquired what the extra acreage Clemson received from the City of North Charleston had to do with the two-acre project site.  Dr. Tegen asked for clarification, “Did Dr. Atkins mean that Clemson only should have claimed the footprint of the building?  If so, where would future project-related economic development be located?”
Mr. Glenn offered to define the problem:  “If your intent is to expand the campus on those 65 acres, then the 65 acres become germane to the project.  If your intent is to…have the other 55 just sitting [there], then the other 55 are not contributing to the value…[Y]ou would not be able to count the value of those 55 acres.”
Dr. Atkins wondered what the consequence would be if Clemson were to sell the extra acreage at some future point.  Mr. Harmon stated that the match would lose its legitimacy.

Dr. Atkins suggested that Clemson perhaps should have claimed the extra acreage on a future project proposal.

Mr. Glenn asked for clarification of the project details.  Dr. Tegen verified that Clemson needed $13.3 million to build and improve buildings on the site, $3 million which would be paid directly by Clemson, with the other $10.3 million being covered by a state bond.
Mr. Glenn asserted that Clemson’s $15 million match was actually an ‘overmatch.’  Ms. Brock agreed.  Mr. Glenn suggested that Clemson should have claimed as a match only a portion of the acreage in this particular proposal, and reserved the rest for a match in a future project; but that land parcels should never be double-matched, either.
Mr. Harmon asked for a total value of the project.  Dr. Atkins explained that Clemson filed with the Review Board for a $13.3 million bond.  Mr. Glenn stated this meant the value of the project should be exactly double that figure:  $20.6 million.
Dr. Tegen stated that the land did make the project worth such a figure.  Mr. Harmon disagreed, saying that the value of the project had to include more than mere land; it needed to include future buildings and infrastructure upon the land, as well.
Mr. Glenn attempted further clarification, asking Clemson, “If you had $25 million in cash, would you have purchased all of these things to make this project work?”
Mr. Brock answered that the university took what North Charleston offered, which was all of the land.  She was unaware whether Clemson could have acquired only some of the land.

Dr. Atkins redirected the dialogue to the ICAR Automotive Laboratory Research Equipment Project, which he noted was straightforward from an accounting perspective.

Clemson acquired five pieces of equipment for $9 million.  The final cost was $6.7 million, because the manufacturers offered discounts (cash equivalent) totaling $2.3 million, which Clemson brought forward as matches.  Clemson thus asked for $2.3 million in bonds.  The university covered the remaining cost from their own coffers.

Conversation ensued about the Advanced Materials Innovation Center Project.  Clemson requested $5 million in bonds to build a new research facility, and put up as a match 102.9 acres of land owned by the Anderson County Development Partnership as well as a future South Carolina Research Authority laboratory building valued at $4.3 million.
Dr. Atkins stated that the advanced materials researchers required access to the Clemson facility and the SCRA facility.  The SCRA facility will house secured laboratories where classified Department of Defense-sponsored research will take place.

Dr. Atkins stated that Clemson claimed as a match the entire value of the building, rather than just the floor space they would be using.  He further explained the SCRA was charging rent to Clemson, the financial details of which remained unknown.  He invited attendants to discuss what the match value of the SCRA building should be.

Dr. Atkins noted that Clemson needed a new facility, as its present facility could no longer accommodate the advanced materials research demands.  Without this new building, Clemson could not secure future Department of Defense grants.

Mr. Harmon inquired whether SCRA would charge Clemson fair market rent for the space being used.  The answer was unknown by those present.  Mr. Harmon added that Clemson could not claim the full value of the building without title transferring but that the institution could claim the value of free or reduced rent.
Mr. Glenn concurred, “The most that they could get out of this relationship is the difference between the fair market value of the space they’re using and what they’re paying.”
Dr. Atkins asked whether the Review Board was correct to invoke OMB Circular A-110 in the certification document.  Mr. Harmon noted that A-110 contains simple ordinary accounting rules that should be followed.

Mr. Glenn agreed, “What the circular does is define generally accepted accounting practice in valuing a match.”  He added that A-110 provided a viable guideline for determining a third-party contribution.
Mr. Walton noted that it was odd to claim the value of rent over a prolonged period, if this amount turned out to be more than the total purchase value of the building.

Discussion ensued concerning whether a building constructed by SCRA, a quasi-state agency, could qualify as a non-state match.  Mr. Harmon and Mr. Glenn stated that, in this case, such a building probably exceeded match qualifications since it was likely built with state funds.

Dr. Atkins attempted to make a case for Clemson, “But for that building, [Clemson] would have to build and/or rent space.”
Neither Ms. Brock nor Dr. Tegen could answer further questions regarding the rent terms and details between Clemson and SCRA.

Mr. Harmon returned to the thought that a building built by a state agency cannot qualify as a match.  Dr. Atkins wondered if the SCRA building was being built with Department of Defense dollars.  Mr. Harmon said that would change matters.  The attendants agreed that if the SCRA building were built with non-state monies, then it could be used as a match, but all that could be claimed, without title transfer, was the reduced fair market rent.

Dr. Atkins stated that the Review Board would vote on the issues being discussed and that a policy statement would be issued based on the consensus of this work group.  He added that the State Auditor was supportive of the Review Board adopting any standard cost share guideline, such as OMB Circular A-110.  Dr. Atkins noted that the USC and MUSC websites state that A-110 is the institutional guideline for cost share accounting.
Discourse returned to the Innovation Center Project certification, particularly the 102.9 acres of land valued at $1.5 million, being offered by the Anderson County Development Partnership.  SCRA originally donated this land to ACDP, but ACDP did not transfer title to Clemson.  Invoking A-110, the Review Board denied certification.

Ms. Brock argued that the Innovation Center building would get the research off the ground and that future economic development was sure to burgeon on the ACDP land.
Dr. Atkins noted that in this particular case, Clemson did not properly define its project.  The cost of building the laboratory facility is $5 million.  Thus, Clemson should have asked for a $2.5 million bond, and produced $2.5 million in match.
Dr. Atkins said the proposed match of 102.9 acres was analogous to the City of Columbia offering land in the Downtown Vista for future companies to spring up as the result of research in the USC Horizon buildings.  Mr. Harmon said that without title transferring, no such match was acceptable; projects needed specific definition.

Mr. Glenn said that if Anderson County had made gratis improvements to the 102.9 acres in question, then the cost of the improvements could have been claimed as a match.
Mr. Walton thought that Clemson’s development foundation would likely use private money to purchase project land.  He noted that this was how USC often purchases land.  Dr. Atkins said that land purchased with private money qualifies as a match.

Mr. Walton inquired whether it was valid to count as a match the cost of equipment below Manufacturer’s Suggested Retail Price, as had been done in the ICAR certification.  Mr. Glenn said the difference between MSRP and what the institution pays is a valid match.
Mr. Harmon agreed, but said the institution had to provide documentation that validated the claim.  Dr. Atkins noted that Clemson originally had not provided invoices, and the project was certified only after these were brought forward.

Dr. Atkins summarized the consensus points agreed upon thus far:

(1)  The institutions need to concentrate on total cost and specific definition in Research University Infrastructure Act project proposals;
(2)  Proposals must request 50% of the total project cost in bonds, while providing evidence of 50% of the total cost in match;
(3)  A guideline needs to be adopted for determining the value and veracity of matches;
(4)  A surfeit of unimproved land, to be used as ‘unquantifiable future economic development’ cannot be used as a match.

Brief conversation ensued about the $10 million certification of future Department of Defense grants in the Innovation Center Project.  Mr. Harmon stated only imminent, enforceable grants could be used as a match.  Several attendees noted the catch-22 nature of the imminence of grants and construction timelines.
Noting that MUSC typically only claims instrumentation and construction grants as matches, Mr. Welch wondered whether center grants concomitant to the endowed chairs centers could be used as matches.  Mr. Harmon said that such grants could qualify so long as they were non-state grants related directly to the proposed project.

Mr. Welch iterated his belief that the intention of the Research Infrastructure Act was to commence projects that benefit both the state and the institution:  “[A]t the end of the day, you will see a project that has somehow improved the state, rather than something amorphous that is going to happen in the future.”  Dr. Atkins affirmed this statement.
Ms. Brock asked whether facilities administrative grants, compounded over several years, could be claimed as a match.  Dr. Atkins inquired whether these S&A grants were used as matches in other projects, and Mr. Harmon wondered whether such grants were project-specific enough to qualify as matches.
Mr. Walton said that USC typically uses S&A grants to pay for other facilities items.

Ms. Brock admitted that Clemson had never even considered using federal grants as matches.
Dr. Atkins said that MUSC almost exclusively uses federal grants as matches.  
Ms. Brock wondered whether existing grants could be used, since they were approved without these future projects in mind.  Dr. Atkins thought existing grants could be used, so long as they could be applied directly to the proposed infrastructure project.
Dr. Atkins closed the meeting at 3:46 p.m. with assurance that minutes and a briefing paper would be distributed shortly by the Commission on Higher Education staff.
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