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MEETING MINUTES
Draft for Approval by the Finance Committee, November 15, 2024

Who: Kentucky Council on Postsecondary Education
Meeting Type: Finance Committee
Date: September 9, 2024
Time: 1:00 p.m. ET
Location: Virtual Meeting via ZOOM Webinar
CALL TO ORDER

The Finance Committee met Monday, September 9, 2024, at 1:00 p.m., ET. The meeting
occurred virtually via ZOOM webinar. Committee Chair Jacob Brown presided.

ROLL CALL

Attended: Jacob Brown, Lindsey Case, Jennifer Collins, Kellie Ellis, and Elaine Walker.
Did not attend: Chloe Marstiller and Madison Silvert.

Heather Faesy, CPE’s senior associate for board relations, served as recorder of the meeting
minutes.

APPROVAL OF THE MINUTES

The minutes of the June 10, 2024, Finance Committee meeting were approved as presented.

MEMORANDUM OF UNDERSTANDING — NONRESIDENT TUITION AND FEES AT
NORTHERN KENTUCKY UNIVERSITY

Dr. Bill Payne, Vice President of Finance Policy and Programs, presented the staff
recommendation to approve a Memorandum of Understanding (MOU) between the Council
and Northern Kentucky University (NKU) regarding nonresident student tuition and fees.

On April 24, 2020, the Council approved an MOU between NKU and the Council, which
launched a tuition scholarship program at the institution called the Educational Discount to
Graduate and Excel (EDGE) program. At that time, the Council acknowledged that, although
NKU would not meet the 130% threshold required in the Council’s Policy as a result of the
EDGE program, the increased nonresident student enrollment would benefit both the
Commonwealth and NKU.



On July 18, 2024, NKU submitted proposed modifications to its MOU that would launch a
new undergraduate tuition program, beginning in the Fall 2025 semester, called the NKU
Tri-state program. Under the NKU Tri-state program, new first-time freshmen from Kentucky,
Ohio, and Indiana would pay the in-state annual tuition rate plus all mandatory fees. All
students outside of Kentucky, Ohio, and Indiana (domestic and international) would be
charged a single tuition rate, one that is at least 130% of the NKU Tri-state rate.
Furthermore, the proposed agreement would eliminate the EDGE scholarship program, as
featured in NKU’s 2020 MOU, for new students from 2025 on.

MOTION: Ms. Walker moved the Finance Committee endorse for Council approval the
proposed Memorandum of Understanding between the Council and Northern Kentucky
University regarding nonresident student tuition and fees. Ms. Collins seconded the motion.

VOTE: The motion passed.

PROPOSED RAZE AND REPLACE ASSET PRESERVATION POOL PROJECT: SOMERSET
COMMUNITY COLLEGE, LAUREL SOUTH CAMPUS, PHASES | AND Il

Mr. Ryan Kaffenberger, Director of Finance Policy and Programs, presented KCTCS’s
request to use funds from the 2022-24 and 2024-26 Asset Preservation Pools to raze the
Somerset Community College Laurel South Campus building and replace it with a new
building at the Laurel North Campus. Phase | of the project would fund the building design
with a project scope of $3,000,000 and would use 2022-24 Asset Preservation Pool funds.
Phase Il of the project would fund demolition and construction costs using 2024-26 Asset
Preservation Pool funds at a project scope of $30,000,000. The proposed raze and replace
project is a combination and modification of two projects previously approved by the Council
as part of the 2022-24 and 2024-26 biennial budget requests.

MOTION: Ms. Walker moved that the Finance Committee endorse for Council approval the
proposed raze and replace project at Somerset Community College. Dr. Ellis seconded the
motion.

VOTE: The motion passed.
PROPOSED RAZE AND REPLACE ASSET PRESERVATION POOL PROJECT:

SOUTHEAST KY COMMUNITY AND TECHNICAL COLLEGE, WHITESBURG CAMPUS
PEDESTRIAN BRIDGE

Mr. Kaffenberger presented KCTCS’s request to use funds from the 2024-26 Asset
Preservation Pool to raze and replace a pedestrian bridge on the Southeast KY Community
and Technical College’s Whitesburg Campus. The proposed raze and replace project was
previously approved by the Council as part of the 2024-26 biennial budget request with a
general fund or state bonds fund source and had a scope of $1,800,000. The last study
completed on the project was conducted in early 2020 and due to the increases in building



costs over the last several years and Council staff advised the Committee that the amount
provided for the scope was based on an estimate.

MOTION: Ms. Walker moved the Finance Committee table the matter and move the item to
be presented to the full Council at its meeting on September 16, 2024. Ms. Case seconded
the motion.

VOTE: The motion passed.

PERFORMANCE FUNDING UPDATE

CPE President Aaron Thompson and Dr. Payne provided an update on the first meeting of
the 2024 Postsecondary Education Working Group on Performance funding.

During the 2024 Regular Session, the Kentucky General Assembly adopted Senate Bill 191,
which was the mechanism by which recommendations of the 2023 Postsecondary
Education Working Group were operationalized, signed by the Governor, and eventually
codified in KRS 164.092. Included in that bill was language specifying that the
comprehensive funding model for the public postsecondary system implemented by the
Council on Postsecondary Education “shall include a public university sector formula and a
KCTCS sector formula and shall not include any race-based metrics or targets in the
formulas”. In this manner, underrepresented minority student degree and credential metrics
were removed from public university and KCTCS funding models. Additionally, several
places in Senate Bill 191 the word “minority” in the phrase “underrepresented minority
student” was struck through.

The working group was reconvened on September 4, 2024, to address the charge as
determined by the General Assembly to “convene during the 2024 Interim for the sole
purpose of considering how to define ‘underrepresented students’ in the comprehensive
funding model for the public postsecondary education system...” Additionally, SB 191
directed the Council on Postsecondary Education to report the recommendations of the
working group to the Governor and to the Legislative Research Commission by December
1, 2024.

Dr. Payne reported that the meeting focused on proposed metrics and discussion and no

recommendations were made. The working group meets again on October 2 to continue
discussions.

UNIVERSITY OF LOUISVILLE, 2024-25 TUTION AND FEE RATES

Dr. Payne reported that the University of Louisville’s tuition and fee rate proposal for
academic year 2024-25 was approved as submitted. At the June 21 meeting, staff
requested, and the Council approved, a delegation of authority to the CPE president to
approve Uofl’s 2024-25 tuition and fee rates provided they complied with Council



parameters. This delegation of authority was necessary because UofL’s Board of Trustees
did not meet until June 27 to approve the university’s proposed 2024-25 tuition and fee
rates, or nearly a week after the Council’s June 21 meeting.

The university proposed to increase its annual base-rate charge for resident undergraduate
students by $308.00, or 2.4 percent. This increase complies with the Council’s approved
ceiling for resident undergraduate tuition and fee base rates, which stipulates that those
rates cannot increase by more than 3.0 percent in any one year, nor by more than 5.0
percent over two years. The university proposed to increase nonresident undergraduate
base rates by 1.1 percent and increase both resident and nonresident graduate rates by 5.0
percent, which also adhered to Council adopted parameters.

2022-24 ENDOWMENT MATCH PROGRAM UPDATE

Mr. Kaffenberger provided an update regarding universities’ use of 2022-24 Endowment
Match Program funds to date. In the 2022-24 biennial budget bill, the General Assembly
appropriated $40 million in state bond funds for the Endowment Match Program, also called
Bucks for Brains, with $30 million authorized for the research universities through the
Research Challenge Trust Fund and $10 million authorized for the comprehensive
universities through the Comprehensive University Excellence Trust Fund to support efforts
to grow endowments for initiatives in fields of science, technology, engineering,
mathematics, and health (i.e., STEM+H fields). The state funds are used as a dollar-for-
dollar match for private endowment gifts and pledges raised by institutions.

ADJOURNMENT

The Finance Committee adjourned at 2:55 p.m., ET.



FINANCE COMMITTEE ACTION ITEM
KENTUCKY COUNCIL ON POSTSECONDARY EDUCATION November 15, 2024

TITLE: Proposed revisions to the 2024-2026 Asset Preservation Pool
Guidelines and 2022-2024 Asset Preservation Pool Guidelines

DECRIPTION: Staff recommends that the Finance Committee endorse for full
Council approval the proposed revisions to the 2022-2024 Asset
Preservation Pool Guidelines and 2024-2026 Asset Preservation Pool
Guidelines as shown in Attachments A and B.

STAFF CONTACTS: Ryan Kaffenberger, Director, Finance Policy and Programs
Bill Payne, Vice President, Finance Policy and Programs

SUPPORTING INFORMATION

In the 2022-2024 Budget of the Commonwealth (22 RS, HB 1), the Kentucky General Assembly
authorized $683.5 million in General Fund supported bond funds for a Postsecondary Education
Asset Preservation Pool to provide funding for individual asset preservation, renovation, and
maintenance projects at Kentucky public postsecondary institutions. In 2024-2026, the General
Assembly made another major investment in the renovation and renewal of existing
postsecondary education facilities. The enacted 2024-2026 Budget of the Commonwealth (24
RS, HB 6) authorized $563.0 million in General Fund supported bond funds for a Postsecondary
Education Asset Preservation Pool to provide funding “for individual asset preservation,
renovation, and maintenance projects at Kentucky’s public postsecondary institutions in
Education, General, and state-owned and operated residential housing facilities”.

In each biennium, the General Assembly included language in the budget bill authorizing capital
projects, as defined in KRS 45.750(1)(f), funded from the Asset Preservation Pools. Per KRS
164.020(11)(a), CPE is also required to “review and approve all capital construction projects
covered by KRS 45.750(1)(f), including real property acquisitions, and regardless of the source
of funding for projects or acquisitions”. Furthermore, CPE, in collaboration with the Office of the
State Budget Director, certifies that individual projects are eligible for Asset Preservation Pool
funds. As such, on June 17, 2022, and June 21, 2024, the Council approved the 2022-2024
Asset Preservation Pool Guidelines and 2024-2026 Asset Preservation Pool Guidelines (the
Guidelines), respectively, which specify the criteria institutions’ capital projects must meet in
order to be eligible for funding from the Asset Preservation Pools. The 2022-2024 Asset
Preservation Pool Guidelines were revised at the June 21, 2024, Council meeting to incorporate
new language, which was also included in the 2024-2026 Asset Preservation Pool Guidelines.
At each of these meetings, the Council also delegated authority to CPE staff to review and



approve capital projects submitted for Asset Preservation Pool funds to expedite the
reimbursement process.

As asset preservation pool projects have been planned, submitted, and reviewed for eligibility, it
has become apparent to both CPE staff and campus Chief Budget Officers (CBOSs) that the
Guidelines could be improved by adding and removing language. Attachments A and B contain
marked up versions of the Guidelines showing proposed additional language in green and
proposed language to be removed in red-strikethrough. There are a number of minor clarifying
revisions included in the suggested changes. The sections below highlight the major suggested
changes to each set of guidelines and their rationale. Campus CBOs and CPE leadership are
supportive of the suggested changes and clarifications and propose the 2022-2024 Asset
Preservation Pool Guidelines and 2024-2026 Asset Preservation Pool Guidelines be revised as
shown in Attachment A and B.

SUGGESTED CHANGES TO BOTH 2022-2024 AND 2024-2026 ASSET PRESERVATION
POOL GUIDELINES

» Suggested Language:
“For the purposes of these guidelines, “facilities” includes buildings and key building
systems, such as the plumbing system, electrical system and permanently affixed power
generators, mechanical and HVAC system, elevator system, escalator system, fire
protection and alarm system, gas distribution system, and the security system.”

o Rationale: In the Eligibility Criteria section, a list of “key building systems” has
been added to improve clarity and resemble those found in the IRS’s tangible
property regulations (i.e., Internal Revenue Bulletin: 2013-43) and its “Facts and
Circumstance Analysis” that has aided in CPE staff’'s evaluation of proposed
asset preservation pool projects.

» Suggested Language:
“For the purposes of these guidelines, “‘campus infrastructure”, includes infrastructure,
such as roads, walkways, eleetrical-grids high voltage distribution systems, steam
tunnels, and water chiller plants, that support current and ongoing use of eligible
facilities.”
o Rationale: In the Eligibility Criteria section, “campus infrastructure” has been
broken out into its own bullet and defined to improve clarity. Additionally,
“electrical grid” has been replaced with “high voltage distribution systems” to use
appropriate nomenclature.

» Suggested Language:
“If it would be more cost effective to raze and replace rather than renovate an existing
facility, then asset preservation funds may be used for demolition and reconstruction.
For such a project to be considered cost effective, the cost to raze and replace may not
exceed 115% of the cost required to renovate a facility. The cost of each option must be
certified in writing by an independent third-party industry professional, with the


https://www.irs.gov/businesses/small-businesses-self-employed/tangible-property-final-regulations#Whatisthefactsandcircumstancesanalysis
https://www.irs.gov/businesses/small-businesses-self-employed/tangible-property-final-regulations#Whatisthefactsandcircumstancesanalysis

assessment dated not more than six months prior to the initial date the raze and replace
request was submitted to CPE staff.”

o

Rationale: In the Eligibility Criteria section, additional language is proposed to
provide guidance regarding the acceptable length of time between when the
required assessment for a proposed raze and replace project was conducted and
when the project is initially submitted to CPE staff to determine eligibility for asset
preservation pool funds. This additional language will address an issue raised by
a previous raze and replace request.

Suggested Language:

(0]

Rationale: In the Project Identification section, removal of two bullets regarding
how asset preservation projects are bid, awarded, overseen, and administer is
suggested. This is in recognition that institutions’ capital projects must abide by
the Kentucky Model Procurement Code (i.e., Kentucky Revised Statutes Chapter
45A) and that CPE is not the agency tasked with ensuring institutions comply
with the procurement code. Per KRS 45A.045, the Finance and Administration
Cabinet is the central procurement and contracting agency of the
Commonwealth. As such, the current language is unnecessary.

Suggested Language:

“As institutions incur expenses on eligible asset preservation, renovation, and
maintenance projects, they can submit requests for reimbursement to the Council on
Postsecondary Education (CPE) and Office of State Budget Director (OSBD), which will
include a certlflcatlon letter W|th expendltures listed by prOJect GFZ._&staﬁ—wm—Fewew—the

o

Rationale: In the Expenditure Certification section, removal of two sentences
regarding CPE staff review of institutions’ reimbursement requests is suggested.
OSBD staff has indicated that they do not need us to review institutions’ requests
for reimbursement so long as we provide them with the most up to date list of
each institution’s certified projects. As such, OSBD staff has indicated that their
preference is for them to handle reviewing reimbursement requests.



SUGGESTED CHANGES TO THE 2024-2026 ASSET PRESERVATION POOL GUIDELINES

» Suggested Language:
“If an individual project adds a permanently affixed power generator to an eligible
building or upgrades or expands the existing high voltage distribution system or steam or
chilled water system to create redundancy and ensure the proper functioning of eligible
facilities in the event of an outage or natural disaster, then asset preservation funds may
be used to finance the project.”

o Rationale: This additional language in the Eligibility Criteria section was
suggested by officials at Murray State University. Per campus staff, “The issue of
building redundancy for our electrical/high voltage infrastructure is to protect
buildings and occupants in the event of a deferred maintenance or natural
disaster event.” Furthermore, “Redundancy will go a long way to preserving our
facility assets when the need arises. Redundancy will also provide us more
opportunity to maintain our current electrical yard (which is currently very difficult
since it is our only campus power source), by having an alternative to providing
power to the campus.”

» Suggested Language:
“The process described above will be different for Kentucky State University and
KCTCS. Capital projects at these institutions are administered by the Finance Cabinet.
Instead of submitting reimbursement requests to CPE and OSBD, KSU and-KCTES will
deposit campus matching funds into project specific eMars accounts and the Finance
Cabinet will expend state and campus matching funds for requested projects.”

“Since capital projects at Kentucky State University ard-KEFCS are administered by the
Finance Cabinet, the existing process will remain in place, whereby cabinet staff will
report capital projects funded from the Asset Preservation Pool for these institutions to
CPBOC upon request of the institution.”

o Rationale: The language “and KCTCS” has been removed in the Expenditure
Certification and Reporting sections as KCTCS staff has notified CPE staff that
they have opted out of having the Finance and Administration Cabinet manage
their capital construction projects for the 2024-26 Asset Preservation Pool. Per
KCTCS officials:

“The Huron Study 2021-2023 indicated that KCTCS could improve its
capital investment efforts by assuming the management of the Capital
Project Management as enabled by KRS 164A.560. This provision of the
statute authorizes the governing boards of public institutions of higher
education to elect to perform financial management functions pursuant to
KRS 164A.555 through KRS 164A.630 by issuing administrative
regulations. The KCTCS has issued administrative regulation which
implements the provisions established in KRS 164A.580 at the Kentucky
Community and Technical College System... The KCTCS has received



approval of two Kentucky Administrative Regulations, 739 KAR 001.060
and 739 KAR 001.070 from the Administrative Regulation Review
Subcommittee in October 2024 and is awaiting approval of these two
regulations from the Education Committee. Once that approval is
received the KCTCS will begin managing their own Capital Projects.”

RECOMMENDATION

Staff recommends that the Finance Committee endorse for full Council approval the proposed
revisions to the 2022-2024 Asset Preservation Pool Guidelines and 2024-2026 Asset
Preservation Pool Guidelines as shown in Attachments A and B.



Attachment A
Council Meeting
November 22, 2024

Council on Postsecondary Education
2022-2024 Asset Preservation Pool Guidelines

Introduction

In 2005, the Council on Postsecondary Education (CPE) and Kentucky colleges and universities
contracted with Vanderweil Facilities Advisors, Inc. (VFA), Paulien & Associates, and NCHEMS to
conduct a comprehensive review and assessment of the state’s public postsecondary facilities.
Evaluators took more than a year and examined over 700 Education and General (E&G) facilities
located on college and university campuses across the system and concluded in early 2007 that
Kentucky’s facilities inventory was in relatively poor condition compared to industry standards.

Most buildings at the time were over 30 years old and their condition and utility was consistent
with their age. Heating, ventilation, and air conditioning (HVAC) systems, plumbing, and
electrical wiring in many buildings had far exceeded their useful life expectancies and many
buildings no longer adequately supported the academic programming for which they were
originally intended. Overall, evaluators identified a cumulative amount of $6.1 billion in asset
preservation needs for the postsecondary system, projected to come due by 2018 (Facility
Condition Assessment & Space Study, VFA, 2007).

During the six years following the VFA study, a combination of factors, including a growing
inventory of aging facilities, infrastructure, and systems in need of renovation and renewal,
increasing construction costs, and minimal state investment in asset preservation resulted in
more than a $1.0 billion increase in asset preservation need. In a 2013 update to the original
VFA Study, researchers found that the cumulative cost of bringing the state’s postsecondary
education facilities up to industry standards was projected to reach to $7.3 billion by 2021.

Every biennium since 2008, the Council has included a relatively large request for asset
preservation in its biennial budget recommendation. Between 2008 and 2022, the state
appropriated $282.0 million for asset preservation projects. For 2022-2024, the Council
requested $700.0 million in state funding to address the estimated $7.3 billion cumulative need
for asset preservation and renovation on state college and university campuses. The Governor
and General Assembly supported this request and the 2022-2024 state budget (22 RS, HB 1)
funded the Council’s proposal in its entirety.

Program Funding

In the 2022-2024 Budget of the Commonwealth (22 RS, HB 1), the Kentucky General Assembly
authorized $683.5 million in General Fund supported bond funds for a Postsecondary Education
Asset Preservation Pool to provide funding for individual asset preservation, renovation, and
maintenance projects at Kentucky public postsecondary institutions. In addition to funds
appropriated to the pool, the budget bill appropriated $16.5 million for a stand-alone asset
preservation project at KCTCS. Combined, the $683.5 million pool and the line-itemed $16.5
million KCTCS project total $700.0 million, which was the amount of asset preservation funding
requested in the Council’s biennial budget submission.

Allocation of Funds
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The $683.5 million Asset Preservation Pool was allocated among institutions based on each
institution’s share of system total Category | and |l square feet. Allocated pool funds were
appropriated to institutions in both years of the biennium, with each institution receiving an
appropriation for half (50%) of its allocation in 2022-23 and receiving an appropriation for the
other half (50%) of its allocation in 2023-24. The resulting allocation of Asset Preservation Pool
funds is shown in the table below.

Asset Preservation Pool Allocations

Fiscal Year Fiscal Year Biennial
Institution 2022-23 2023-24 Total
University of Kentucky $77,098,000 $77,098,000 $154,196,000
University of Louisville 40,943,000 40,943,000 81,886,000
Eastern Kentucky University 27,403,000 27,403,000 54,806,000
Kentucky State University 8,039,000 8,039,000 16,078,000
Morehead State University 17,611,000 17,611,000 35,222,000
Murray State University 23,588,000 23,588,000 47,176,000
Northern Kentucky University 23,397,000 23,397,000 46,794,000
Western Kentucky University 34,040,000 34,040,000 68,080,000
KCTCS 89,631,000 89,631,000 179,262,000
Total Appropriation $341,750,000 $341,750,000 $683,500,000

In addition to the $683.5 million appropriated to the Asset Preservation Pool, the General
Assembly authorized a stand-alone asset preservation project for $16.5 million at KCTCS. This
bond funded project was appropriated as a line-item for KCTCS and is not included in the Asset
Preservation Pool. For this reason, it is not subject to campus matching requirements.

Matching Requirements

Included in the 2022-2024 budget bill (HB 1) is language, specifying institutional matching
requirements for accessing allocated Asset Preservation Pool funds:

e each project for research institutions shall be matched at 30 percent from funds provided
by each research institution, and

e each project for comprehensive institutions and the Kentucky Community and Technical
College System shall be matched at 15 percent from funds provided by each
comprehensive institution and the Kentucky Community and Technical College System
(pages 167-168).

Also included in the budget bill is the amount of state bond funds appropriated to each
institution for asset preservation, along with the amount of agency bond or restricted funds
authority provided to each institution to meet state matching requirements. Although
universities are authorized to issue agency bonds to finance asset preservation projects and
meet matching requirements, they can also use cash, private funds, grants, or other
institutional funds to achieve the required match.

For KCTCS, the General Assembly provided a restricted fund appropriation (i.e., authority for

the institution to use its own resources) each year of the upcoming biennium to meet its

required match. The table below shows the amount of agency bond authority provided to each
2
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university and the amount of restricted funds authority provided to KCTCS each year of the
upcoming biennium, which can be used to meet the match on Asset Preservation Pool funds.

As can be seen in the table below, the General Assembly operationalized the Asset Preservation
Pool matching requirement by requiring research universities to spend thirty cents (50.30) for
every state dollar ($1.00) used to complete an individual asset preservation project and by
requiring the comprehensive universities and KCTCS to spend fifteen cents (50.15) for every
state dollar (51.00) used to complete an individual asset preservation project.

Agency Bond and Restricted Funds Authority

Fiscal Year Fiscal Year Biennial
Institution 2022-23 2023-24 Total
University of Kentucky $23,130,000 $23,130,000 $46,260,000
University of Louisville 12,283,000 12,283,000 24,566,000
Eastern Kentucky University 4,111,000 4,111,000 8,222,000
Kentucky State University 1,206,000 1,206,000 2,412,000
Morehead State University 2,642,000 2,642,000 5,284,000
Murray State University 3,539,000 3,539,000 7,078,000
Northern Kentucky University 3,510,000 3,510,000 7,020,000
Western Kentucky University 5,106,000 5,106,000 10,212,000
KCTCS 13,445,000 13,445,000 26,890,000
Total Matching Funds $68,972,000 $68,972,000 $137,944,000

These ratios, when applied using an expenditure and reimbursement approach for accessing
pool funds (i.e., described in the Reimbursement Process section of these guidelines) result in
campus matching fund rates of 23.08% (i.e., 30/130 = .2308) at the research universities and
13.04% (15/115 = .1304) at comprehensive universities and KCTCS. In addition, the match ratios
result in state reimbursement rates of 76.92% (i.e., 1 - .2308 =.7692) and 86.96% (i.e., 1 - .1304
=.8696), respectively, which are the reciprocals of campus matching rates.

Uses of Funds

Language included in the budget bill (22 RS, HB 1) stipulates that Asset Preservation Pool funds
are to be used for individual asset preservation, renovation, and maintenance projects at
Kentucky’s public postsecondary institutions in Education and General, and state-owned and
operated residential housing facilities.

Eligibility Criteria
In order for an asset preservation project and related expenditures to be eligible for

reimbursement, the following criteria must be met:

e Projects that preserve, renovate, or renew Education and General facilities and campus
infrastructure that supports such facilities are eligible to receive funds from the Asset
Preservation Pool.

e Projects that preserve, renovate, or renew state-owned and operated residential housing
facilities and campus infrastructure that supports such facilities are eligible to receive
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funds from the Asset Preservation Pool. Housing facilities owned and operated by a
university, or its affiliated corporations are state-owned.

For the purposes of these guidelines, “facilities” includes buildings and key building
systems, such as the plumbing system, electrical system and permanently affixed power
generators, mechanical and HVAC system, elevator system, escalator system, fire
protection and alarm system, gas distribution system, and the security system.

For the purposes of these guidelines, “campus infrastructure” includes infrastructure,
such as roads, walkways, eleetricalgrids high voltage distribution systems, steam tunnels,
and water chiller plants, that support current and ongoing use of eligible facilities.

Projects that preserve, renovate, or renew non-Education and General athletics facilities,
hospitals, or auxiliary enterprise facilities are not eligible to receive funds from the pool.

Only project expenditures made after April 15, 2022, can be used to meet state matching
requirements.

Sources of campus matching funds for a project must be cash, agency bonds, private
funds, grants, or other institutional funds. General Fund appropriations cannot be used as
a match.

If an individual project contains both asset preservation and expansion of space
components, asset preservation funds may be used for the renovation and renewal
portion of the project.

Generally, new construction and expansion projects are not eligible to receive funds from
the Asset Preservation Pool. However, under certain limited circumstances, as described
below, use of asset preservation funds to finance new construction or expansion may be
permissible.

If it would be more cost effective to raze and replace rather than renovate an existing
facility, then asset preservation funds may be used for demolition and reconstruction. For
such a project to be considered cost effective, the cost to raze and replace may not
exceed 115% of the cost required to renovate a facility. The cost of each option must be
certified in writing by an independent third-party industry professional, with the
assessment dated not more than six months prior to the initial date the raze and replace
request was submitted to CPE staff.

It is anticipated that requests to raze and replace rather than renovate an existing facility
will be infrequent occurrences. For this reason, CPE staff will bring such requests along
with certified cost estimates from independent third-party industry professionals to the
Finance Committee and full Council for review and approval.

If an asset preservation project includes a minor expansion component that supports or
enhances the accessibility, functionality, or safety and security of a facility, then asset
preservation funds may be used to finance the project.

Routine maintenance and repair projects and ongoing building maintenance and
operations (M&O) costs, typically funded through an institution’s operating budget, are
not eligible to receive funds from the Asset Preservation Pool.
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Project Approval

Generally, a number of boards, agencies, and committees are involved in the postsecondary
institution capital project approval process in Kentucky, including campus governing boards, the
Council on Postsecondary Education, Capital Projects and Bond Oversight Committee, the
Office of State Budget Director (OSBD), and the Kentucky General Assembly. Identified below
are actions that each of these entities either have taken or will undertake in the review,
approval, and oversight of projects funded from the Asset Preservation Pool.

e Asset preservation, renovation, and maintenance projects that are listed in the 2022-2024
Budget of the Commonwealth (22 RS, HB 1) are authorized by the General Assembly.

e If an asset preservation project is not specifically listed in the enacted budget, language
included in the bill authorizes capital projects, as defined in KRS 45.750(1)(f), funded from
the Asset Preservation Pool (22 RS, HB 1, p. 168).

e Capital projects funded from the pool that meet or exceed the $1.0 million threshold for
construction or the $200,000 threshold for an item of equipment (defined in KRS 45.750)
must be reported to the Capital Projects and Bond Oversight Committee.

e All asset preservation, renovation, and maintenance projects that were identified by an
institution and included in the Council’s 2022-2024 biennial budget submission already
have CPE approval.

e Previously unidentified projects above the threshold (i.e., those that were not listed in the
Council’s budget submission) require Council approval. Given that the General Assembly
has authorized capital projects (i.e., those that exceed the threshold) from Asset
Preservation Pool funds in HB 1, CPE staff will recommend that the Council delegate
authority to staff to approve asset preservation and renovation capital projects.

e Asset preservation projects that fall below the threshold do not require Council approval,
however, CPE staff will review all planned projects and certify that they meet eligibility
criteria to receive Asset Preservation Pool funds.

e CPE staff will also review campus reimbursement requests and certify to OSBD that they
comply with budget bill language (HB 1) and Council approved guidelines.

e Once projects are certified by CPE, OSBD will transfer funds to institutions using the
existing reimbursement process for capital projects.

e Regardless of funding source, campus governing board approval is required for all
projects funded from the Asset Preservation Pool that meet or exceed an anticipated
scope of $1.0 million for construction and $200,000 for an item of equipment.

Reimbursement Process

Asset Preservation Pool funds will be distributed to postsecondary institutions primarily using
an expenditure and reimbursement approach. Specifically, an institution will be required to
expend its own agency bond funds, cash, private funds, grants, or other institutional funds on
eligible asset preservation projects before seeking reimbursement from the state. Under this
approach, the state will reimburse 76.92% (i.e., 1.0 - 0.2308) of eligible asset preservation
project expenditures at research universities (i.e., or about $0.77 for every $1.00 spent) and
86.96% (i.e., 1.0 - 0.1304) of eligible asset preservation project expenditures at comprehensive
5
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universities and KCTCS (i.e., or about $0.87 for every $1.00 spent), up to the total amount of
Asset Preservation Pool funds allocated to each institution.

A different process will be used for asset preservation project expenditures made between
April 15, 2022 and June 30, 2022. Although campus spending during this period can be used to
match Asset Preservation Pool funds, only the amount spent up to the level of the required
match on each individual project is eligible for that purpose. For example, if a research
university initiates a $1.3 million project after April 15 and spends $300,000 on the project
before July 1, then the entirety of that expenditure can be used as a match. Upon project
completion, if $1.3 million in total was spent on the project, the institution would be able to
request $1.0 million in state funds (or one state dollar for every thirty cents in campus match).
However, in this example, any expenditure made above $300,000 between April 15 and June 30
would not count toward the match or be eligible to be used as a match for another project, due
to the “individual project” language included in the budget bill.

Project Identification

Before seeking reimbursement for asset preservation project expenditures, each institution will
submit to the Council a list (or several lists) of projects that it plans to initiate, or already has
initiated, for which it intends to request funding from the Asset Preservation Pool. CPE staff will
work with campus officials to develop a Project Identification Template for submitting project
lists, which will include a unique identifier, title, and description for each individual project,
building numbers and building names associated with each project, the anticipated scope, state
funds, and campus matching funds for each project, sources of matching funds, and anticipated
start and completion dates for each project. Listed below is additional information regarding
the project identification process.

e Each institution will be allowed flexibility to submit a single list (or several lists) to CPE,
identifying planned asset preservation projects, with the total combined scope of the
projects not to exceed its Asset Preservation Pool allocation.

e Project lists can be adjusted as needed. An additional project or projects can be added at
a later time, or a project or projects can be removed from the list.

e The timing for submitting a project list to the Council is at the institution’s discretion,
however it may be helpful for an institution to know whether projects are eligible early in
the process. At a minimum, project identification must precede reimbursement requests.

e Projects do not need to reach a given cost threshold to be eligible for Asset Preservation
Pool funding, but all planned projects and related buildings must be identified and
submitted to the Council, and the required campus match must be maintained on each
individual project.

e For the purposes of these guidelines, an individual project can either be one type of
renovation or renewal activity undertaken in a single building or across several buildings,
or multiple types of renovation and renewal activities within a single building. Roof
replacement, HVAC and mechanical systems, plumbing, and electrical wiring are
examples of renovation and renewal activity types.
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e Asindicated in the Project Approval section of these guidelines, projects that meet or
exceed the $1.0 million threshold for construction and the $200,000 threshold for an item
of equipment must be approved by an institution’s governing board.

e Before seeking reimbursement, each institution must submit documentation of board
approval to the Council for each project that meets or exceeds the threshold.

e During the project identification phase, CPE staff will review project lists and certify to
submitting institutions and to OSBD staff that the planned projects meet guideline
requirements and are eligible for reimbursement from the Asset Preservation Pool.

Expenditure Certification

As institutions incur expenses on eligible asset preservation, renovation, and maintenance
projects, they can submit requests for reimbursement to the Council on Postsecondary
Education (CPE) and Office of State Budget Director (OSBD) which will include a certlflcatlon
Ietter with expendltures I|sted by prOJect

Once campus spending has been certified, OSBD staff will transfer funds to a requesting
institution’s 2022-2024 Capital Projects Pool account and then institutions can request
Statewide Accounting to wire them the funds. If an institution is using agency bond funds to
finance a project (or projects), it will also need to request those funds in the reimbursement
letter. This process is consistent with the existing reimbursement process for capital projects
that use agency bond funds. Listed below is additional information regarding the expenditure
certification process.

e Requests for reimbursement of asset preservation expenditures will be submitted to both
CPE and OSBD staffs.

e Request submissions will include a certification letter with expenditures listed by project.

e In the certification letter, campus officials will indicate that project expenditures are
eligible to be reimbursed in accordance with language included in the 2022-2024 Budget
of the Commonwealth (22 RS, HB 1) and the Council’s Asset Preservation Pool Guidelines.

e The letter will identify the total amount of project expenditures made during the request
period, state funds requested, and campus matching funds.

e Requests can be submitted on an ongoing basis, as asset preservation expenditures are
made. The timing of submissions is flexible, although the Council encourages institutions
to accumulate expenditures and submit no more than one request per month.
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e Asindicated in the Reimbursement Process section of these guidelines, the state will
reimburse 76.92% of eligible asset preservation project expenditures at the research
universities and 86.96% of eligible expenditures at comprehensive universities and KCTCS.

¢ In terms of reimbursement timing, distributions from the Asset Preservation Pool cannot
begin until July 1, 2022. However, as indicated in the Reimbursement Process section of
these guidelines, some asset preservation expenditures made between April 15, 2022 and
June 30, 2022 may count toward an institution’s matching requirement.

The process described above will be different for Kentucky State University and KCTCS. Capital
projects at these institutions are administered by the Finance Cabinet. Instead of submitting
reimbursement requests to CPE and OSBD, KSU and KCTCS will deposit campus matching funds
into project specific eMars accounts and the Finance Cabinet will expend state and campus
matching funds for requested projects.

Reporting

The 2022-2024 Budget of the Commonwealth (22 RS, HB 1, p. 168) requires postsecondary
institutions to report capital projects funded from the Asset Preservation Pool that meet or
exceed the $1.0 million threshold for construction and the $200,000 threshold for an item of
equipment (as defined in KRS 45.750) to the Capital Projects and Bond Oversight Committee
(CPBOC). Campus officials should report such projects to CPBOC as they become active (i.e.,
after project bids are received or after projects are approved by campus governing boards) and
begin including the projects in their quarterly reports to CPBOC.

Since capital projects at Kentucky State University and KCTCS are administered by the Finance
Cabinet, the existing process will remain in place, whereby cabinet staff will report capital
projects funded from the Asset Preservation Pool for these institutions to CPBOC upon request
of the institution.

CPE staff will provide the Council on Postsecondary Education with periodic updates regarding
the status of Asset Preservation Pool distributions and campus matching funds by project and
institution. Much of the information for these updates will come from Project Identification
Templates and certification letters previously submitted by institutions. Staff will work with
campus officials to develop the format of asset preservation reports provided to the Council.
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Council on Postsecondary Education
2024-2026 Asset Preservation Pool Guidelines

Introduction

In 2005, the Council on Postsecondary Education (CPE) and Kentucky colleges and universities
contracted with Vanderweil Facilities Advisors, Inc. (VFA), Paulien & Associates, and NCHEMS to
conduct a comprehensive review and assessment of the state’s public postsecondary facilities.
Evaluators took more than a year and examined over 700 Education and General (E&G) facilities
located on college and university campuses across the system and concluded in early 2007 that
Kentucky’s facilities inventory was in relatively poor condition compared to industry standards.

Most buildings at the time were over 30 years old and their condition and utility was consistent
with their age. Heating, ventilation, and air conditioning (HVAC) systems, plumbing, and
electrical wiring in many buildings had far exceeded their useful life expectancies and many
buildings no longer adequately supported the academic programming for which they were
originally intended. Overall, evaluators identified a cumulative amount of $6.1 billion in asset
preservation needs for the postsecondary system, projected to come due by 2018 (Facility
Condition Assessment & Space Study, VFA, 2007).

During the six years following the VFA study, a combination of factors, including a growing
inventory of aging facilities, infrastructure, and systems in need of renovation and renewal,
increasing construction costs, and minimal state investment in asset preservation resulted in
more than a $1.0 billion increase in asset preservation need. In a 2013 update to the original
VFA Study, researchers found that the cumulative cost of bringing the state’s postsecondary
education facilities up to industry standards was projected to reach to $7.3 billion by 2021.

Program Funding

Every biennium since 2008, the Council has included a relatively large request for asset
preservation funds in its biennial budget recommendation. For more than a decade, ongoing
budget constraints limited the state’s investment in existing postsecondary facilities. For
example, between 2008 and 2022, the state appropriated a total of $282.0 million for campus
renovation and renewal projects. Beginning in 2022, the cycle of persistent underinvestment
was broken.

In 2022-2024, the Council requested $700.0 million in state funds to address the estimated $7.3
billion need for facilities renovation and renewal on state college and university campuses. The
Governor and General Assembly supported this request and provided $700.0 million in bonds
funds to finance individual asset preservation projects at Kentucky public postsecondary
institutions during the 2022-2024 biennium. That amount included $683.5 million for an asset
preservation pool and $16.5 million for a line-itemed renewal project at KCTCS (22 RS, HB 1).

In 2024-2026, the General Assembly made another major investment in renovation and
renewal of existing postsecondary education facilities. The enacted 2024-2026 Budget of the
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Commonwealth (24 RS, HB 6) authorized $563.0 million in General Fund supported bond funds
for a Postsecondary Education Asset Preservation Pool to provide funding “for individual asset
preservation, renovation, and maintenance projects at Kentucky’s public postsecondary

institutions in Education, General, and state-owned and operated residential housing facilities”

(HB 6, p. 199), and “for fixed asset pedestrian and student parking areas, and for the razing of
university-owned buildings” (SB 91, p. 17).

Allocation of Funds

In 2022-2024, the General Assembly allocated asset preservation pool funds among institutions
based on each institution’s share of system total Category | and Category Il square feet. For the
upcoming biennium (i.e., 2024-2026), the methodology used to allocate the asset preservation
pool differed from the previous approach, in that it provided a fixed base level of funds for each
institution, before the remainder was allocated based on square feet. Then legislators made
individual adjustments to the amounts that had been allocated to KSU and KCTCS.

Specifically, the General Assembly started with a target total appropriation of $600.0 million for
the asset preservation pool. Each university received a $15.0 million base allocation (i.e., a total
of $120.0 million for the eight universities), KCTCS received a $30.0 million base allocation, and
the remaining $450.0 million (i.e., $600.0 million minus $150.0 million base total) was allocated
among institutions based on share of system total Category | and Il square feet. Finally, KSU’s
allocation was increased from the calculated total of $25.7 million to $60.0 million and KCTCS's
allocation was reduced from $142.3 million to $71.0 million.

This method of allocating funds among institutions resulted in a total asset preservation pool
appropriation of $563,042,000 for the 2024-2026 biennium. Each institution’s biennial total was
asset preservation funds shown in the table below.

divided by two and apportioned equally each year of the biennium, resulting in the allocation of

Asset Preservation Pool Allocations

Fiscal Year Fiscal Year Biennial
Institution 2024-25 2025-26 Total
University of Kentucky $61,725,000 $61,725,000 $123,450,000
University of Louisville 34,553,000 34,553,000 69,106,000
Eastern Kentucky University 25,910,000 25,910,000 51,820,000
Kentucky State University 30,000,000 30,000,000 60,000,000
Morehead State University 18,835,000 18,835,000 37,670,000
Murray State University 23,341,000 23,341,000 46,682,000
Northern Kentucky University 23,076,000 23,076,000 46,152,000
Western Kentucky University 28,581,000 28,581,000 57,162,000
KCTCS 35,500,000 35,500,000 71,000,000
Total Appropriation $281,521,000 $281,521,000 $563,042,000

Matching Requirements

Included in the 2024-2026 budget bill (24 RS, HB 6) is language, specifying institutional
matching requirements for accessing allocated Asset Preservation Pool funds:
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* each project for research institutions shall be matched at 25 percent from funds provided
by each research institution (p. 199), and

* no match is required for comprehensive institutions or Kentucky Community and
Technical College System institutions.

The enacted 2024-2026 state budget (24 RS, HB 6) authorizes the research universities to issue
agency bonds to finance asset preservation projects and meet matching requirements, but they
can also use cash, private funds, grants, or other institutional funds to achieve the match. The
General Assembly provided agency bond authorization of $15,431,000 at the University of
Kentucky and $8,638,000 at the University of Louisville each year of the upcoming biennium.

The General Assembly operationalized the Asset Preservation Pool matching requirement by
requiring research universities to spend twenty-five cents ($0.25) for every state dollar ($1.00)
used to complete an individual asset preservation project. This ratio, when applied using an
expenditure and reimbursement approach for accessing pool funds results in a campus
matching fund rate of 20.0% (i.e., $0.25/51.25 = .20) at the research universities. Thus, the state
reimbursement rate would be 80.0% (i.e., 1 - .20 = .80), which is the reciprocal of the campus
matching rate.

Uses of Funds

Language included in the budget bill (24 RS, HB 6) stipulates that Asset Preservation Pool funds
are to be used for “individual asset preservation, renovation, and maintenance projects at
Kentucky’s public postsecondary institutions in Education, General, and state-owned and
operated residential housing facilities” (p. 199). Senate Bill 91 (24 RS) modified the budget bill
language, adding that asset preservation funds could be used for “fixed asset pedestrian and
student parking areas, and for the razing of university-owned buildings” (p. 17).

Eligibility Criteria
In order for an asset preservation project and related expenditures to be eligible for
reimbursement, the following criteria must be met:

* Projects that preserve, renovate, or renew Education and General facilities and campus
infrastructure that supports such facilities are eligible to receive funds from the Asset
Preservation Pool.

* Projects that preserve, renovate, or renew state-owned and operated residential housing
facilities and campus infrastructure that supports such facilities are eligible to receive
funds from the Asset Preservation Pool. Housing facilities owned and operated by a
university, or its affiliated corporations are state-owned.

* Projects that preserve, renovate, or renew pedestrian and student parking areas, or raze
university-owned buildings are eligible to receive funds from the Asset Preservation
Pool.

¢ For the purposes of these guidelines, “facilities” includes buildings and key building
systems, such as the plumbing system, electrical system and permanently affixed power



Attachment B
Council Meeting
November 22, 2024

generators, mechanical and HVAC system, elevator system, escalator system, fire
protection and alarm system, gas distribution system, and the security system.

e For the purposes of these guidelines, “campus infrastructure” includes infrastructure,
such as roads, walkways, electrical-grids-high voltage distribution systems, steam
tunnels, and water chiller plants, that support current and ongoing use of eligible
facilities.

* Projects that preserve, renovate, or renew non-Education and General athletics facilities,
hospitals, or auxiliary enterprise facilities are not eligible to receive funds from the pool.

* Only project expenditures made after July 1, 2024 are eligible to be reimbursed from the
2024-2026 asset preservation pool, provided they meet all other guideline
requirements.

e Sources of campus matching funds for a project must be cash, agency bonds, private funds,
grants, or other institutional funds. General Fund appropriations cannot be used as a
match.

¢ If an individual project contains both asset preservation and expansion of space
components, asset preservation funds may be used for the renovation and renewal
portion of the project.

e Generally, new construction and expansion projects are not eligible to receive funds from
the Asset Preservation Pool. However, under certain limited circumstances, as described
below, use of asset preservation funds to finance new construction or expansion may be
permissible.

e If it would be more cost effective to raze and replace rather than renovate an existing
facility, then asset preservation funds may be used for demolition and reconstruction. For
such a project to be considered cost effective, the cost to raze and replace may not
exceed 115% of the cost required to renovate a facility. The cost of each option must be
certified in writing by an independent third-party industry professional, with the
assessment dated not more than six months prior to the initial date the raze and replace
request was submitted to CPE staff.

e It is anticipated that requests to raze and replace rather than renovate an existing facility
will be infrequent occurrences. For this reason, CPE staff will bring such requests along
with certified cost estimates from independent third-party industry professionals to the
Finance Committee and full Council for review and approval.

e If an asset preservation project includes a minor expansion component that supports or
enhances the accessibility, functionality, or safety and security of a facility, then asset
preservation funds may be used to finance the project.

e |f an individual project adds a permanently affixed power generator to an eligible
building or upgrades or expands the existing high voltage distribution system or steam
or chilled water system to create redundancy and ensure the proper functioning of
eligible facilities in the event of an outage or natural disaster, then asset preservation
funds may be used to finance the project.

¢ Routine maintenance and repair projects and ongoing building maintenance and
operations (M&O) costs, typically funded through an institution’s operating budget, are
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not eligible to receive funds from the Asset Preservation Pool.

Project Approval

Generally, a number of boards, agencies, and committees are involved in the postsecondary
institution capital project approval process in Kentucky, including campus governing boards, the
Council on Postsecondary Education, Capital Projects and Bond Oversight Committee, the Office
of State Budget Director (OSBD), and the Kentucky General Assembly. Identified below are
actions that each of these entities either have taken or will undertake in the review, approval,
and oversight of projects funded from the Asset Preservation Pool.

¢ Asset preservation, renovation, and maintenance projects that are listed in the 2024-2026
Budget of the Commonwealth (24 RS, HB 6) are authorized by the General Assembly.

e If an asset preservation project is not specifically listed in the enacted budget, language
included in the bill authorizes capital projects, as defined in KRS 45.750(1)(f), funded from
the Asset Preservation Pool (24 RS, HB 6, p. 199).

* Capital projects funded from the pool that meet or exceed the $1.0 million threshold for
construction or the $200,000 threshold for an item of equipment (defined in KRS 45.750)
must be reported to the Capital Projects and Bond Oversight Committee.

¢ All asset preservation, renovation, and maintenance projects that were identified by an
institution and included in the Council’s 2024-2026 biennial budget submission already
have CPE approval.

e Previously unidentified projects above the threshold (i.e., those that were not listed in the
Council’s budget submission) require Council approval. Given that the General Assembly
has authorized capital projects (i.e., those that exceed the threshold) from Asset
Preservation Pool funds in HB 6, CPE staff will recommend that the Council delegate
authority to staff to approve asset preservation and renovation capital projects.

* Asset preservation projects that fall below the threshold do not require Council approval,
however, CPE staff will review all planned projects and certify that they meet eligibility
criteria to receive Asset Preservation Pool funds.

¢ CPE staff will also review campus reimbursement requests and certify to OSBD that they
comply with budget bill language (HB 6) and Council approved guidelines.

* Once projects are certified by CPE, OSBD will transfer funds to institutions using the
existing reimbursement process for capital projects.

¢ Regardless of funding source, campus governing board approval is required for all
projects funded from the Asset Preservation Pool that meet or exceed an anticipated
scope of $1.0 million for construction and $200,000 for an item of equipment.

Reimbursement Process

Asset Preservation Pool funds will be distributed to postsecondary institutions primarily using
an expenditure and reimbursement approach. Specifically, an institution will be required to
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expend its own agency bond funds, cash, private funds, grants, or other institutional funds on
eligible asset preservation projects before seeking reimbursement from the state. Under this

approach, the state will reimburse 80.0% (i.e., 1.0 - 0.20) of eligible asset preservation project
expenditures at the research universities (i.e., or $S0.80 for every $1.00 spent), up to the total

amount of Asset Preservation Pool funds allocated to each institution.

Project Identification

Before seeking reimbursement for asset preservation project expenditures, each institution will
submit to the Council a list of projects for which it intends to request funding from the Asset
Preservation Pool. CPE staff will work with campus officials to develop a Project Identification
Template for submitting project lists, which will include a unique identifier, title, and
description for each individual project, building numbers and building names associated with
each project, the anticipated scope, state funds, and campus matching funds for each project,
sources of matching funds, and anticipated start and completion dates for each project. Listed
below is additional information regarding the project identification process.

e Each institution will submit a single list to CPE, identifying planned asset preservation
projects, with the total combined scope of the projects not to exceed its respective Asset
Preservation Pool allocation.

* Project lists can be adjusted as needed. An additional project or projects can be added at
a later time, or a project or projects can be removed from the list.

e The timing for submitting a project list to the Council is at the institution’s discretion,
however it may be helpful for an institution to know whether projects are eligible early in
the process. At a minimum, project identification must precede reimbursement requests.

* Projects do not need to reach a given cost threshold to be eligible for Asset Preservation
Pool funding, but all planned projects and related buildings must be identified and
submitted to the Council, and the required campus match must be maintained on each
individual project.

¢ For the purposes of these guidelines, an individual project can either be one type of
renovation or renewal activity undertaken in a single building or across several buildings,
or multiple types of renovation and renewal activities within a single building. Roof
replacement, HVAC and mechanical systems, plumbing, and electrical wiring are
examples of renovation and renewal activity types.

¢ As indicated in the Project Approval section of these guidelines, projects that meet or
exceed the $1.0 million threshold for construction and the $200,000 threshold for an item
of equipment must be approved by an institution’s governing board.

» Before seeking reimbursement, each institution must submit documentation of board
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approval to the Council for each project that meets or exceeds the threshold.

¢ During the project identification phase, CPE staff will review project lists and certify to
submitting institutions and to OSBD staff that the planned projects meet guideline
requirements and are eligible for reimbursement from the Asset Preservation Pool.

Expenditure Certification

As institutions incur expenses on eligible asset preservation, renovation, and maintenance
projects, they can submit requests for reimbursement to the Council on Postsecondary
Education (CPE) and Office of State Budget Director (OSBD), which will include a certification

Ietter with expendltures I|sted by prOJect GP.E—staﬁ—w#weu%eqaests—w;#y—that—the

Once campus spending has been certified, OSBD staff will transfer funds to a requesting
institution’s 2024-2026 Capital Projects Pool account and then institutions can request
Statewide Accounting to wire them the funds. If an institution is using agency bond funds to
finance a project (or projects), it will also need to request those funds in the reimbursement
letter. This process is consistent with the existing reimbursement process for capital projects
that use agency bond funds. Listed below is additional information regarding the expenditure
certification process.

* Requests for reimbursement of asset preservation expenditures will be submitted to both
CPE and OSBD staffs.

* Request submissions will include a certification letter with expenditures listed by project.

¢ In the certification letter, campus officials will indicate that project expenditures are
eligible to be reimbursed in accordance with language included in the 2024-2026 Budget
of the Commonwealth (24 RS, HB 6) and the Council’s Asset Preservation Pool
Guidelines.

* The letter will identify the total amount of project expenditures made during the request
period, state funds requested, and campus matching funds.

® Requests can be submitted on an ongoing basis, as asset preservation expenditures are
made. The timing of submissions is flexible, although the Council encourages institutions
to accumulate expenditures and submit no more than one request per month.

¢ As indicated in the Reimbursement Process section of these guidelines, the state will
reimburse 80% of eligible asset preservation project expenditures at the research
universities (i.e., the required match is $0.25 cents for every $1.00 of state funding, or
$0.25 + $1.25 = 20%) and 100% of eligible expenditures at comprehensive universities and
KCTCS (i.e., there is no required match for these institutions).

¢ In terms of timing, distributions from the Asset Preservation Pool cannot begin until July
1, 2024.

The process described above will be different for Kentucky State University ard-KEFCS. Capital
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projects at these institutions are administered by the Finance Cabinet. Instead of submitting
reimbursement requests to CPE and OSBD, KSU ardKEFES will deposit campus matching funds
into project specific eMars accounts and the Finance Cabinet will expend state and campus
matching funds for requested projects.

Reporting

The 2024-2026 Budget of the Commonwealth (24 RS, HB 6, p. 199) requires postsecondary
institutions to report capital projects funded from the Asset Preservation Pool that meet or
exceed the $1.0 million threshold for construction and the $200,000 threshold for an item of
equipment (as defined in KRS 45.750) to the Capital Projects and Bond Oversight Committee
(CPBOC). Campus officials should report such projects to CPBOC as they become active (i.e.,
after project bids are received or after projects are approved by campus governing boards) and
begin including the projects in their quarterly reports to CPBOC.

Since capital projects at Kentucky State University and-KEFES-are administered by the Finance
Cabinet, the existing process will remain in place, whereby cabinet staff will report capital
projects funded from the Asset Preservation Pool for these institutions to CPBOC upon request
of the institution.

CPE staff will provide the Council on Postsecondary Education with periodic updates
regarding the status of Asset Preservation Pool distributions and campus matching funds by
project and institution. Much of the information for these updates will come from Project
Identification Templates and certification letters previously submitted by institutions. Staff
will work with campus officials to develop the format of asset preservation reports provided
to the Council.
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Asset Preservation Pool Guideline Revisions

» As asset preservation pool projects have been planned, submitted, and reviewed for eligibility, it
has become apparent to both CPE staff and campus Chief Budget Officers (CBOs) that the
Guidelines could be improved by adding and removing language

» There are several minor clarifying revisions included in the suggested changes
» The following slides highlight substantive changes to each set of guidelines and their rationale
« Green font is new language and remeved language is formatted in red-strikethrough

« Campus CBOs and CPE leadership support the suggested changes and clarifications and
propose the 2022-2024 Asset Preservation Pool Guidelines and 2024-2026 Asset Preservation
Pool Guidelines be revised as shown in Attachment A and B in the meeting materials

Kentucky Council on Postsecondary Education



Asset Preservation Pool Guideline Revisions
Changes to Both the 2022-2024 and 2024-2026 Asset Preservation Pool Guidelines

Eligibility Criteria

A list of “key building systems” has been added to improve clarity and resemble those found in the
IRS’s tangible property regulations (i.e., Internal Revenue Bulletin: 2013-43) and its “Facts and
Circumstance Analysis” that has aided in CPE staff’'s evaluation of proposed asset preservation
pool projects.

Suggested Language:

» “For the purposes of these guidelines, “facilities” includes buildings and key building systems, such as the
plumbing system, electrical system and permanently affixed power generators, mechanical and HVAC
system, elevator system, escalator system, fire protection and alarm system, gas distribution system, and
the security system.”

Kentucky Council on Postsecondary Education R | | . | | — removals Green font - additions



Asset Preservation Pool Guideline Revisions

Eligibility Criteria
“Campus infrastructure” has been broken out into its own bullet and defined to improve clarity.
Additionally, “electrical grid” has been replaced with “high voltage distribution systems” to use

appropriate nomenclature.

Suggested Language:

* “For the purposes of these guidelines, “campus infrastructure”, includes infrastructure, such as roads,
walkways, electrical-grids-high voltage distribution systems, steam tunnels, and water chiller plants, that
support current and ongoing use of eligible facilities.”

Kentucky Council on Postsecondary Education R | | . — removals Green font - additions



Asset Preservation Pool Guideline Revisions

Eligibility Criteria

New language is proposed to provide guidance regarding the acceptable length of time between
when the required assessment for a proposed raze and replace project was conducted and when
the project is initially submitted to CPE staff to determine eligibility for asset preservation pool
funds. This new language addresses an issue raised by a previous raze and replace request.

Suggested Language:

« “If it would be more cost effective to raze and replace rather than renovate an existing facility, then asset
preservation funds may be used for demolition and reconstruction. For such a project to be considered cost
effective, the cost to raze and replace may not exceed 115% of the cost required to renovate a facility. The
cost of each option must be certified in writing by an independent third-party industry professional, with the
assessment dated not more than six months prior to the initial date the raze and replace request was
submitted to CPE staff.”

Kentucky Council on Postsecondary Education R | | . — removals Green font - additions



Asset Preservation Pool Guideline Revisions
Changes to Both the 2022-2024 and 2024-2026 Asset Preservation Pool Guidelines

Project Identification

The removal of two bullets regarding how asset preservation projects are bid, awarded, overseen,
and administer is suggested. This change recognizes that institutions’ capital projects must abide
by the Kentucky Model Procurement Code (i.e., Kentucky Revised Statutes Chapter 45A) and that
CPE is not the agency tasked with ensuring institutions comply with the procurement code. Per
KRS 45A.045, the Finance and Administration Cabinet is the central procurement and contracting
agency of the Commonwealth. As such, the current language is unnecessary.

Suggested Language:
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Asset Preservation Pool Guideline Revisions

Expenditure Certification

The removal of two sentences regarding CPE staff review of institutions’ reimbursement requests
is suggested. OSBD staff has indicated that they do not need CPE staff to review institutions’
requests for reimbursement so long as we provide them with the most up to date list of each
institution’s certified projects. As such, OSBD staff has indicated that their preference is for them to
handle reviewing reimbursement requests.

Suggested Language:

« “As institutions incur expenses on eligible asset preservation, renovation, and maintenance projects, they
can submit requests for reimbursement to the Council on Postsecondary Education (CPE) and Office of
State Budget Director (OSBD), which will include a certification letter with expenditures listed by project.
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Asset Preservation Pool Guideline Revisions
Suggested Changes the 2024-2026 Asset Preservation Pool Guidelines

Eligibility Criteria

New language is suggested by officials at Murray State University. Per campus staff, “The issue of
building redundancy for our electrical/high voltage infrastructure is to protect buildings and
occupants in the event of a deferred maintenance or natural disaster event.” Furthermore,
“Redundancy will go a long way to preserving our facility assets when the need arises.
Redundancy will also provide us more opportunity to maintain our current electrical yard (which is
currently very difficult since it is our only campus power source), by having an alternative to
providing power to the campus.”

Suggested Language:

» “If an individual project adds a permanently affixed power generator to an eligible building or upgrades or
expands the existing high voltage distribution system or steam or chilled water system to create
redundancy and ensure the proper functioning of eligible facilities in the event of an outage or natural
disaster, then asset preservation funds may be used to finance the project.”
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Asset Preservation Pool Guideline Revisions

Expenditure Certification / Reporting

Removing the language “and KCTCS” in the Expenditure Certification and Reporting sections is
suggested as KCTCS staff has notified CPE staff that they have opted out of having the Finance
and Administration Cabinet manage their capital construction projects for the 2024-2026 Asset
Preservation Pool. Per KCTCS officials:

“The Huron Study 2021-2023 indicated that KCTCS could improve its capital investment efforts by assuming the
management of the Capital Project Management as enabled by KRS 164A.560. This provision of the statute
authorizes the governing boards of public institutions of higher education to elect to perform financial management
functions pursuant to KRS 164A.555 through KRS 164A.630 by issuing administrative regulations. The KCTCS has
issued administrative regulation which implements the provisions established in KRS 164A.580 at the Kentucky
Community and Technical College System... The KCTCS has received approval of two Kentucky Administrative
Regulations, 739 KAR 001.060 and 739 KAR 001.070 from the Administrative Regulation Review Subcommittee in
October 2024 and is awaiting approval of these two regulations from the Education Committee. Once that approval is
received the KCTCS will begin managing their own Capital Projects.”
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Asset Preservation Pool Guideline Revisions

Expenditure Certification / Reporting
Suggested Language:

« “The process described above will be different for Kentucky State University and-KCTFCS.
Capital projects at these institutions are administered by the Finance Cabinet. Instead of
submitting reimbursement requests to CPE and OSBD, KSU and KCTCS-will deposit campus
matching funds into project specific eMars accounts and the Finance Cabinet will expend state
and campus matching funds for requested projects.”

» “Since capital projects at Kentucky State University and KCFCS-are administered by the
Finance Cabinet, the existing process will remain in place, whereby cabinet staff will report
capital projects funded from the Asset Preservation Pool for these institutions to CPBOC upon
request of the institution.”
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Asset Preservation Pool Guideline Revisions

» Staff recommends that the Finance Committee endorse for full
Council approval the proposed revisions to the 2022-2024 Asset
Preservation Pool Guidelines and 2024-2026 Asset Preservation
Pool Guidelines as shown in Attachments A and B

Kentucky Council on Postsecondary Education



FINANCE COMMITTEE ACTION ITEM

KENTUCKY COUNCIL ON POSTSECONDARY EDUCATION November 15, 2024
TITLE: Raze and Replace: Morehead State University, Normal Residence Hall
DESCRIPTION: Staff recommends the Finance Committee endorse for Council approval

Morehead State University request to approve to use $10,200,000 from
the 2024-2026 Asset Preservation Pool to raze the existing Normal Hall
and replace it with a new building at the main campus.

STAFF CONTACT: Ryan Kaffenberger, Director, Finance Policy and Programs

SUPPORTING INFORMATION

Morehead State University is requesting approval to use funds from the 2024-2026 Asset
Preservation Pool to demolish the existing Normal Residence Hall and replace it with a new
residence hall with similar square footage located on the main campus. Normal Hall is both
state-owned and -operated. The institution is requesting approval to finance building demolition
and reconstruction using 2024-2026 Asset Preservation Pool funds, at a total project scope of
$10,200,000 (see Attachment A). The proposed project will construct the new residence hall first
and then demolish the existing building to minimize disruption to students and campus
operations.

Based on an assessment conducted by Schmidt Associates, renovating Normal Hall is
estimated to cost approximately $8,990,000. JRA Architects estimated the total cost to build a
new Residence Hall, with similar square footage, and to raze the existing building at
$10,200,000 (see Attachments B and C). The MoSU Board of Regents approved up to
$10,200,000 for the Normal Hall raze and replace project using $7,610,000 of the fiscal year
2024-2025 Asset Preservation Pool funds ($5,000,000 of which will be reallocated from a
previously approved project for renovating Normal Hall) and $2,590,000 of the 2025-2026 fiscal
year Asset Preservation Pool funds (see Attachment D).

The estimated cost to raze and replace the Normal Residence Hall does not exceed 115% of
the estimated cost to renovate the building (i.e., $10,338,500). Therefore, the raze and replace
project complies with the Council’'s 2024-2026 Asset Preservation Pool Guidelines. The new
hall will be approximately 35,000 square feet, multi-story, with a double-double (Jack and Jill)
style bedroom and bathroom arrangement, and the possibility of a limited number of triple
bedrooms (see Attachments B and C).

The 2024-2026 Budget of the Commonwealth contain a project titled, “Renovate Normal
Residence Hall Additional Reauthorization” at $4,420,000 in agency bonds. The agency bonds



authorized to support the Normal Hall Renovation project will not be issued if this request for
asset preservation funds is approved.

ASSET PRESERVATION POOL GUIDELINES

In the 2022-2024 Budget of the Commonwealth (22 RS, HB 1), the Kentucky General Assembly
authorized $683.5 million in General Fund supported bond funds for a Postsecondary Education
Asset Preservation Pool to provide funding for individual asset preservation, renovation, and
maintenance projects at Kentucky public postsecondary institutions. In 2024-2026, the General
Assembly made another major investment in the renovation and renewal of existing
postsecondary education facilities. The enacted 2024-2026 Budget of the Commonwealth (24
RS, HB 6) authorized $563.0 million in General Fund supported bond funds for a Postsecondary
Education Asset Preservation Pool to provide funding “for individual asset preservation,
renovation, and maintenance projects at Kentucky’s public postsecondary institutions in
Education, General, and state-owned and operated residential housing facilities”.

In each biennium, the General Assembly included language in the budget bill authorizing capital
projects, as defined in KRS 45.750(1)(f), funded from the Asset Preservation Pools. Per KRS
164.020(11)(a), CPE is also required to “review and approve all capital construction projects
covered by KRS 45.750(1)(f), including real property acquisitions, and regardless of the source
of funding for projects or acquisitions”. Furthermore, CPE, in collaboration with the Office of the
State Budget Director, certifies that individual projects are eligible for Asset Preservation Pool
funds. As such, on June 17, 2022, and June 21, 2024, the Council approved the 2022-2024
Asset Preservation Pool Guidelines and 2024-2026 Asset Preservation Pool Guidelines (the
Guidelines), respectively, which specify the criteria institutions’ capital projects must meet in
order to be eligible for funding from the Asset Preservation Pools. The 2022-2024 Asset
Preservation Pool Guidelines were revised at the June 21, 2024, Council meeting to incorporate
new language, which was also included in the 2024-2026 Asset Preservation Pool Guidelines.
At each of these meetings, the Council delegated authority to CPE staff to review and approve
capital projects submitted for Asset Preservation Pool funds to expedite the reimbursement
process. Attachments F and G contain the Guidelines.

Both the 2022-2024 Asset Preservation Pool Guidelines and 2024-2026 Asset Preservation
Pool Guidelines include an exception to the Council’s delegation of authority to CPE staff for
project review and approval. The Guidelines allow Asset Preservation Pool funds to be used for
the demolition and reconstruction of a facility if the estimated cost to raze and replace does not
exceed 115% of the estimated cost to renovate the facility and is certified in writing by an
independent third-party industry professional. CPE staff is required to bring raze and replace
requests to the Finance Committee and full Council, along with the certified cost estimates, for
review and approval. Excerpts of relevant language from the guidelines are provided below.

e For the purposes of these guidelines, “facilities” includes buildings, building systems,
and campus infrastructure, such as roads, walkways, electrical grids, steam tunnels, and
water chiller plants, that support current and ongoing use of eligible facilities.



e Generally, new construction and expansion projects are not eligible to receive funds
from the Asset Preservation Pool. However, under certain limited circumstances, as
described below, use of asset preservation funds to finance new construction or
expansion may be permissible.

¢ If it would be more cost effective to raze and replace rather than renovate an existing
facility, then asset preservation funds may be used for demolition and reconstruction.
For such a project to be considered cost effective, the cost to raze and replace may not
exceed 115% of the cost required to renovate a facility. The cost of each option must be
certified in writing by an independent third-party industry professional.

¢ It is anticipated that requests to raze and replace rather than renovate an existing facility
will be infrequent occurrences. For this reason, CPE staff will bring such requests along
with certified cost estimates from independent third-party industry professionals to the
Finance Committee and full Council for review and approval.

RECOMMENDATION

The Morehead State University request to raze and replace Normal Hall complies with the
eligibility criteria contained in the Council’'s 2024-2026 Asset Preservation Pool Guidelines. As
such, CPE staff recommends the Finance Committee approve and endorse for full Council
approval the Normal Hall Raze and Replace project as eligible to receive funds from the 2024-
2026 Asset Preservation Pool.



Mary Fister-Tucker

Vice President Fiscal Services

305 Howell-McDowell | Morehead, KY 40351
P: 606-783-2053 | m.fister@moreheadstate.edu

MOREHEAD STATE
UNIVERSITY www.moreheadstate.edu

October 28, 2024 | wnoyv 0 7 2024

President Aaron Thompson BY: conveeeensersassassnssesnenee |
KY Council on Postsecondary Education

100 Airport Road

Frankfort, Kentucky 40601

President Thompson,

Morehead State University would like to seek approval from the CPE Finance Committee and
Board to Raze and Replace our Normal Residence Hall. We anticipate our Board of Regents
approving the $10,338,500 project the morning of Friday, November 15, 2024 and would like to
have it on the agenda for the CPE Finance Committee later that same day for consideration with it
going to your full board on November 22, 2024.

Normal Hall is almost 60 years old and is in need of major renovation and repair. Based on a study
conducted by Schmidt Associates, renovating Normal Hall is estimated to cost approximately
$8,990,000. JRA Architects provided an estimate to raze Normal and build a new Residence Hall,
with similar square footage, at $10,200,000 which is less than 115% ($10,338,500) of the cost to
renovate the facility.

We would like to seek approval to utilize $10,338,500 of our 2024-26 Asset Preservation Pool
funding to raze and replace rather than spending $8,990,000 to renovate the existing structure.
Please let me know if you have any questions regarding our project. We have submitted copies of
the Schmidt Associates study as well as a letter from JRA Architects documenting the above to CPE
Finance staff.

We appreciate your support for recommending approval of our project during your November
meetings.

Sincerely,
ister-Tucker
l i
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Attachment B

JRA

architects

October 21, 2024

Kim Oatman

Morehead State University Office of Facilities Management
180 Martindale Drive, W.H. Rice Building

Morehead, KY 40351

Re: Fee Proposal for Design Phases of the Morehead State Normal Hall Replacement Building
Dear Kim:

JRA Architects (JRA) is excited to continue our partnership with Morehead State University (MSU) for
the design of a new, approximately 35,000sf residence hall to replace Normal Hall as an amendment to
our existing residence hall contract. The following proposal outlines our services, highlights specific
exclusions, and sets the basis for our fee and payments. Please review the following specifics about our
work scope, and, if the arrangement is acceptable, please issue your approval for us to proceed.

D PROJECT SCOPE

We understand that the university wishes to reallocate the asset preservation funds earmarked for Normal
Hall's renovation to build a new hall instead. The total project budget will be approximately $10,200,000,
and we expect to work with you to finalize the target construction budget and schedule. Normal Hall will
be demolished as part of this project, but we will need to complete site planning before determining
whether the building can remain in place during construction or needs to be demolished first.

The new hall will be multi-story, with a double-double (Jack and JilD style bedroom and bathroom
arrangement identical to our existing hall under construction, and the possibility for a limited number of
triple bed rooms if the budget requires. We expect that many of the setups and details will be similar to
our current project, but will likely need significant rework for the smaller and differently oriented building.

2) PROFESSIONAL DESIGN SERVICES

JRA will provide project management, design team coordination, architecture, and interior design services
for the project. JRA will hire Brown+Kubican for structural engineering, CMTA for MEP engineering,
Element Design for civil engineering and landscape design, and Robert Pass & Associates for cost
estimating. We expect to provide a similar level of service to the existing project.

During the course of developing these design documents, JRA will be generating limited interior and

exterior renderings as needed to confirm the design intent with MSU and coordinate design decisions with
consultants.
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JRA and all of our consultants will maintain MSU-standard professional liability insurance coverage
throughout the course of the project, and can provide proof of the coverage’s specific applicability to this
project, upon request.

3) ITEMS REQUIRED FROM MOREHEAD STATE

The following items are required from the Owner:
e Access to campus and permission to photograph the existing property.
e Availability to meet and review project content on a regular basis.
e Existing building drawings. We plan to publish these for the contractor to use for pricing
demolition.
e Background information on campus utilities, geology, and university design standards
e Licensed engineering or specialized consultants for the following responsibilities:
o Site Surveying
o Geotechnical Exploration & Site Design Criteria
o Hazardous Material Surveying & Testing for Normal Hall
e Payment for all insurance, licenses, permits, fees, and other ancillary costs not specifically related
to the standard of care for licensed architects or structural engineers

4) EXCLUSIONS

The following are standard services offered by JRA, but are outside the proposed project scope. Any of
these services are available for an additional fee.

e Permitting or any governmental engagement to confirm code compliance.

e Hazardous material removal reports and Phase 1 Environmental studies.

e Rendered animation(s).

5) PROJECT SCHEDULE

JRA would propose to begin this work immediately. We expect the design phases to take approximately
7 months, though we need to finalize the project calendar with you. The timetable for demolition of Normal
will be determined as soon as possible, and will be coordinated with university leadership to match broader
institutional goals.

6) COMPENSATION

In consideration of providing the outlined deliverables, but in light of the final project scope still being
variable, JRA Architects Inc. proposes a lump sum fee based on the KDE standard rate of 5.6%. This
represents a 6.7% reduction in fee from our current fee basis rate to reflect the reduction in design effort
associated with using a similar bedroom type (based on a construction budget of $10,000,000, this would
equate to a fee of $560,000). Additional fee savings might be possible with the reuse of construction
documents or overlap of construction administration with the current job, but will need to be discussed in
greater detail to finalize.

Additional overhead costs associated with providing the service scope (travel, printing, etc.) would be
billed separately, and are not expected to exceed $20,000. Assuming that the project remains on the
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proposed schedule, JRA will invoice 25% for Schematic Design, 15% for Design Development, 40% for
Construction Documents and Bidding, an