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I move to approve the recommendations of the working group as follows: (1) Develop our 

own goal relative to the State’s contribution to maintenance and repair and meet with future 

administration leadership to start a dialogue on what is reasonable and can be supported; 

(2) For any building not yet approved, require that the institutions identify and implement 

a maintenance and repair funding plan as well as a facility operating budget and funding 

plan as part of any new building not funded entirely with HEFF; (3) After the completion 

of the 2012 Ten-Year Plan and as lease obligations are satisfied, return the dollars to the 

universities in-line with how they are generated.  Allow the universities to use the dollars 

to meet their 2% requirement or invest in replacement facilities as long as it does not 

negatively impact the 2% goal.  All replacement or new facilities must be approved by the 

Board along with a maintenance and repair funding plan; (4) Capture the local and private 

investments into maintenance and repair and include them in the amounts spent in meeting 

the 2% goal.  When the project is a major renovation project, recognize the investment over 

a period not to exceed five years; (5) Revisit the methodology used to determine the 

replacement values with the State, specifically with the Bureau of Finance and 

Management, and determine if there are other options for calculating the values used for 

the 2% calculation; and (6) Add revenues as a third component of the current allocation 

formula (Revenues/Replacement Values/GSF) starting in FY20.  This will start returning 

dollars to the institutions generating the dollars as well as recognize utilization.  This aligns 

with the long-term goal of putting the universities in charge of decisions related to 

maintenance and repair and new facilities (Issue 3). 
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SUBJECT 

M&R Working Group Recommendations 

 

CONTROLLING STATUTE, RULE, OR POLICY 

SDCL 13-51-15 Long range financing plan required for improvements financed by private 

donations – Establishing endowments. 

SDCL 5-14-1 Classification of capital improvements 

BOR Policy 6:6 Maintenance and Repair 

 

BACKGROUND / DISCUSSION 

In December of 2017, a report was provided to the Board that included an overview of our 

academic facility maintenance and repair funding sources as well as our current and 

http://www.sdlegislature.gov/Statutes/Codified_Laws/DisplayStatute.aspx?Type=Statute&Statute=13-51-15
http://www.sdlegislature.gov/Statutes/Codified_Laws/DisplayStatute.aspx?Type=Statute&Statute=5-14-1
https://www.sdbor.edu/policy/documents/6-6.pdf
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projected funding compared to the 2% goal.  The report showed that there is little or no 

growth in the Higher Education Facilities Fund and that the available resources, along with 

State appropriations and the maintenance and repair fee, are falling significantly behind the 

growth in new facilities and the commensurate need for maintenance funding.   

 

The Board agreed at the meeting that the building projects submitted to the 2018 

Legislature did not need to include a maintenance and repair funding plan, but that 

recommendations to address maintenance and repair funding should be provided at the 

March 2018 Board meeting.   

 

President Sutton appointed a maintenance and repair working group with the goal of having 

recommendations at the March meeting on funding strategies to address M&R.  The 

working group included Pam Roberts as Chair, Regent Thares, Regent Schieffer, and 

Regent Morgan.  Other members were Dr. Rush, President Abbott, President Griffiths, and 

Dr. Kramer.    

 

In preparation for the M&R Working Group meeting, the finance vice presidents met and 

scrutinized several suggestions and strategies related to 1) capturing local and private M&R 

expenditures; 2) handling of M&R on new facilities; 3) funding levels; 4) allocations, and 

5) the 2% calculation. Recommendations related to these items were provided to the 

working group at their first meeting. 

 

The working group met on February 9, 2018 and reviewed the issues and recommendations 

from the finance vice presidents.  The working group members did not feel that they had 

sufficient background information to take any action on the proposals.  Regent Roberts 

requested that Dr. Kramer prepare a whitepaper on maintenance and repair and provide it 

to the committee prior to their next meeting.  The whitepaper, included as Attachment I, 

was provided to the members of the working group.    

 

The working group met again on March 7, 2018 and reviewed a set of recommendations 

prepared by Dr. Rush and Dr. Kramer that considered the recommendations made by the 

finance vice presidents as well as the detail and issues identified in the white paper.    

 

 

IMPACT AND RECOMMENDATIONS 

 

Following is a summary of the issues and the recommendations agreed to by the working 

group.   

 

Issue 1 – State’s Contribution to 2%: 

It is unclear what the Legislature is willing to support as their contribution to university 

facility maintenance and repair.  In order to develop a reasonable approach to meeting our 

2% goal, we need to know what the anticipated funding sources will be. 
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Recommendation:  Develop our own goal relative to the State’s contribution to 

maintenance and repair and meet with future administration leadership to start a dialogue 

on what is reasonable and can be supported.   

 

Issue 2 – SDCL 13-51-15 

13-51-15 requires a long-range financing plan that details how the institution will fund 

projected operating, maintenance, and repair costs associated with any capital 

improvement.  The Board may require that an endowment be established or that other non-

state funds be identified to support operating and maintenance costs for privately funded 

academic facilities.  The Board shall require an endowment fund or the identification of 

non-state funds for operating costs, maintenance and repair on nonacademic buildings 

funded primarily with private dollars.   

 

Up to this point, the Board has been willing to accept a plan that identifies the Higher 

Education Facilities Fund (HEFF) as the source of funds for maintenance and repair for 

academic facilities.  More and more, this is not realistic as we are losing ground on our 2% 

maintenance requirement.  As new buildings are being added, the available funds are 

simply being shifted around the system.  Not only are privately funded facilities a concern, 

but any new construction that adds to the need for more maintenance and repair dollars 

exacerbates the problem.     

 

Recommendation:  For any building not yet approved, require that the institutions identify 

and implement a maintenance and repair funding plan as well as a facility operating 

budget and funding plan as part of any new building not funded entirely with HEFF. 

 

Issue 3 – HEFF Priority and Future Allocations 

The remaining projects on the current 10-Year Plan are all renovations of current facilities.   

These projects will not grow the need for more maintenance and repair funding and will 

actually address maintenance issues.  Putting the dollars into current facilities or replacing 

them should be the top priority of future HEFF allocations.   

 

Recommendation: After the completion of the 2012 Ten-Year Plan and as lease obligations 

are satisfied, return the dollars to the universities in-line with how they are generated.  

Allow the universities to use the dollars to meet their 2% requirement or invest in 

replacement facilities as long as it does not negatively impact the 2% goal.  All replacement 

or new facilities must be approved by the Board along with a maintenance and repair 

funding plan.    

 

Issue 4 – Local and Private Investments into M&R 

The universities currently invest local funds and private funding into maintenance and 

repair that we currently do not include in meeting our 2% goal.  The investments are 

sporadic and sometimes are sizeable. 
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Recommendation:  Capture the local and private investments into maintenance and repair 

and include them in the amounts spent in meeting the 2% goal.  When the project is a major 

renovation project, recognize the investment over a period not to exceed five years. 

 

Issue 5 – Replacement Values 

Recent changes to the replacement value calculations are increasing the 2% need 

calculation.   There are a number of ways to calculate the replacement values and they will 

vary considerably.   

 

Recommendation:  Revisit the methodology used to determine the replacement values with 

the State, specifically with the Bureau of Finance and Management, and determine if there 

are other options for calculating the values used for the 2% calculation. 

 

Issue 6 – HEFF and General Funds Formula Allocation 

The HEFF and general fund maintenance and repair dollars are currently allocated using a 

formula that uses replacement values and square footage.  There has been a lot of talk about 

changing the allocation formula.  It needs to be very clear that the allocation formula is not 

the problem and changing the formula does not get us any closer to solving the real 

problem, which is the amount of money available to meet M&R needs.  Suggested changes 

to the formula are to include age, condition, utilization or revenues as factors.  Including 

condition will be subjective unless we have an independent review of all facilities.  

Utilizing revenues would encompass utilization to some extent, because as an institution 

grows and generates more money, revenues will increase, and vice versa.   

 

Recommendation:  Add revenues as a third component of the current allocation formula 

(Revenues/Replacement Values/GSF) starting in FY20.  This will start returning dollars to 

the institutions generating the dollars as well as recognize utilization.  This aligns with the 

long-term goal of putting the universities in charge of decisions related to maintenance 

and repair and new facilities (Issue 3). 

 

ATTACHMENTS 

Attachment I – Whitepaper: Maintenance and Repair of Academic Buildings, February 

2018 



South Dakota Board of Regents 

Whitepaper:  Maintenance and Repair of Academic Buildings 

February 2018 

 

 

Purpose 

The purpose of this whitepaper is to provide a history and overview of how maintenance and 

repair is funded at the South Dakota public universities and the current challenges faced in 

meeting our goals.   

 

Overview 

Universities across the country find themselves in a competitive race to replace dated and tired 

buildings with facilities that are functional, attractive and meaningful to students, and that will 

serve the teaching and research mission of the universities for many decades to come.  

Maintaining that investment to ensure that it will serve the state and its students for many years 

is an on-going challenge.   

The facilities referred to and the issues discussed in this whitepaper are focused on the academic 

buildings.  The Auxiliary System, which consists of residential facilities, wellness centers, and 

student unions, fall under the heading of revenue facilities.  The maintenance and repair for these 

facilities is paid for by rental revenues and dedicated student fees.  Agricultural Experiment 

research facilities are provided a portion of the pesticide tax to fund maintenance and repair and 

are not considered “academic” facilities when determining the allocation of maintenance and 

repair funds.  Finally, the Animal Disease Research and Diagnostic Laboratory is a state facility 

that has its own fund source for maintenance and repair, so it is excluded.  Almost all other 

buildings on campus are considered academic facilities, including the remaining athletic and 

research facilities.  The SDSU stadium is one of the few buildings in the system that is required to 

self-fund its maintenance and repair so is the only athletic facility that is excluded. 

The total replacement value of the academic buildings today is $1,708,480,617.  The 2% goal 

would require that we spend $34,169,612 per year on maintenance and repair.  As of FY19, 

assuming we get the increase recommend by the Governor, we will have $26,491,070 available to 

support maintenance and repair of facilities. Considering flat revenues, continued inflation on 

building values, and an ever growing footprint of facilities, the challenge is significant. 

Governing Policies and Statutes 

There are a limited number of statutes and policies that govern the investment in maintenance and 

repair.  The Board’s goal to invest 2% of the replacement values annually into maintenance and 

repair is not in statute or in Board policy.  The following links and brief explanations identify the 

most direct guidance in statute and Board policy. 
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SDCL 13-51-2 - Higher Education Facilities Fund – This statute details what funds are to be 

deposited into the Higher Education Facilities Fund (HEFF) and what those dollars can be used 

for.   

The origination of the Higher Education Facilities Fund (HEFF) dates back to 1977.  At that time, 

twenty percent of all tuition and fees collected were placed into a separate fund called the 

educational facilities fund.  In subsequent years, the first $875,000 of Medical School tuition was 

exempted from HEFF, and most recently the change from 20% to 11.5% was made when the 

university support fee was rolled into tuition.  The exemption of the Medical School tuition results 

in $175,000 less to HEFF, believed to have been put in place to recognize the community based 

nature of the medical school and to minimize the contribution students make to facilities given the 

cost of medical school.  The reduction from 20% to 11.5% was done to make the rolling of the 

university support fee into tuition revenue neutral to HEFF and the campuses.   

The HEFF funds are used to debt service capital projects approved by the Regents and to fund 

maintenance and repair on academic facilities.  The dollars collected by the institutions for HEFF 

are deposited into a central pool and used for maintenance and repair and to satisfy the annual debt 

service on the bonded facilities.  The capital projects approved by the Board are based on priorities 

established by the Board and not based on dollars contributed to the pool by each campus.  The 

first priority is funding maintenance and repair, and secondly, cash flowing additional bond 

indebtedness to fund capital projects.   

As provided in §13-51-2 expenditures from HEFF are restricted to the following expenditure 

categories as authorized by the Legislature. 

 A. Lease-purchase payments to the South Dakota Building Authority; 

 B. Maintenance and Repair for existing facilities; 

 C. Maintenance and Repair for the Sanford School of Medicine in Sioux Falls; 

 D. Appropriated rent payments to other private or public parties for educational facilities; 

and 

 E. Build and equip new facilities. 

 

BOR Policy 6:6 - Maintenance and Repair – This policy lays out the process and the required 

approvals necessary for all maintenance and repair projects.   

SDCL 13-51-15 - Long range financial planning for improvements finance by private donations - 

Establishing endowments – This law requires facilities funded primarily with private donations to 

have a plan for funding operating and maintenance costs.  

SDCL 13-51-15: Long range financing plan required for improvements financed by private 

donations--Establishing endowments. Where a capital improvement is to be primarily financed 

by private donations, the Board of Regents shall require the institution at which the construction 

will take place to develop a long-range financing plan to detail how the institution will fund 

projected operating, maintenance, and repair costs associated with the capital improvement. The 

board may require the establishment of endowments or the provision for the other nonstate fund 
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revenue sources to cover projected operating, maintenance, or repair costs of privately donated 

academic buildings. The board shall require the establishment of endowments or the provision 

for other nonstate fund revenue sources to cover projected operating, maintenance, or repair 

costs of privately donated nonacademic buildings. 

Source: SL 1995, ch 108, § 4. 

Up to this point, the Board has been willing to accept a university plan that identifies the Higher 

Education Facilities Fund (HEFF) as the source of funds for maintenance and repair for academic 

facilities.  More and more, this is not realistic as HEFF is currently not able to support maintenance 

and repair at the levels desired by the Board for its current facilities.  As new buildings are being 

added, the available funds are simply being shifted around the system.  Not only are privately 

funded facilities a concern, but any new construction that adds to the need for more maintenance 

and repair dollars is a growing concern.  Per SDCL 13-51-15, the Board shall require the 

institutions to have a plan for maintenance and repair of buildings funded primarily with private 

donations. If the Board is willing to accept HEFF as the maintenance and repair plan from the 

institutions, the Board needs to have its own plan on how HEFF will support new buildings.   

Maintenance and Repair Goal of 2% 

Looking back to the 1980s, the Board established a goal of reaching an annual investment of 1% 

of replacement values into maintenance and repair.  Over the next two decades, the deferred 

maintenance backlogs continued to grow and in FY94 the Board decided to supplement the HEFF 

fund with a $1.00 per credit hour fee.  The Board requested that the State match the fee at a 2:1 

ratio in FY94 ($1,300,000) and FY95 ($1,305,094).  The State never matched the fee despite 

continued requests.  In FY08, the Board requested funding for critical deferred maintenance 

projects from the State, when the request was not funded the Board added another $1.12 to the 

student fee to debt service critical projects.   

 

Based on industry guidance and a growing backlog of deferred maintenance, the Board recognized 

the need to grow the annual investment from 1% to 2%.  In FY08, the Board requested that the 

State match the HEFF M&R investment at a level of $6,549,243, which would have moved the 

total investment to 2%.  A four-year plan was approved by the Legislature and Governor Rounds 

in FY09 to provide the funding to get to 2%; the first year funding amount was $1,632,999.  

Unfortunately, due to State revenue shortfalls, the funding was cut the next year and no State funds 

were received again until FY14. 

 

The 2% goal was deemed to be the minimum investment necessary to maintain buildings that we 

often expect to last 50 to 60 years.  This is the same goal that the State is attempting to reach for 

other state owned facilities.  There have been a number of studies done that recommend this level 

of investment, but the most comprehensive and often referenced book titled Committing to the 

Cost of Ownership – Maintenance and Repair of Public Buildings1 makes it clear that 2% is really 

                                                           
1 Committee on Advanced Maintenance Concepts for Buildings, Building Research Board, Commission on 

Engineering and Technical Systems, National Research Council, Committing to the Cost of Ownership – 

Maintenance and Repair of Public Buildings, National Academy Press, Washington, DC, 1990. 
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the minimum needed to sustain facilities to reach their expected public useful life.  Following is 

the first finding and recommendation in the book:   

“Underfunding is a widespread and persistent problem that undermines 

maintenance and repair (M&R) of public buildings. To overcome this problem, 

M&R budgets should be structured to identify explicitly the expenditures 

associated with routine M&R requirements and activities to reduce the backlog of 

deferred deficiencies. An appropriate budget allocation for routine M&R for a 

substantial inventory of facilities will typically be in the range of 2 to 4 percent of 

the aggregate current replacement value of those facilities (excluding land and 

major associated infrastructure). In the absence of specific information upon 

which to base the M&R budget, this funding level should be used as an absolute 

minimum value. Where neglect of maintenance has caused a backlog of needed 

repairs to accumulate, spending must exceed this minimum level until the backlog 

has been eliminated.” 

Governor Daugaard has been a champion for maintaining facilities and has adopted the 2% goal 

statewide for maintenance and repair of facilities.  Starting in FY14, a four-year plan was put in 

place to get the university maintenance and repair investment to 2%.  As of FY18, the state 

investment was at $7,799,945. Using the State’s replacement values, this got us to about 1.76%.   

In order to make progress on the 2% goal, the Board has been aggressive over the last fifteen years 

of increasing the funding that is allocated to the maintenance and repair of facilities. This was done 

by increasing the M&R portion beyond inflation and by taking HEFF on all self-support credit 

hours starting in FY2010.  At a minimum, the funding going to maintenance and repair is increased 

by the overall percentage growth in tuition revenues – so if revenues go up 3%, the funding 

allocated to M&R also goes up by at least 3%.  The more funds that are allocated to maintenance 

and repair the less funds available to build and equip new facilities. 

Maintenance and Repair Funding 

There are currently three dedicated fund sources for maintenance and repair: HEFF, M&R Fee, 

and General Funds.  These are the three fund sources considered when determining where we are 

at in reaching our 2% goal.   

 

Higher Education Facilities Fund  

All credit hours contribute to the Higher Education Facilities Fund at the rate of 11.5%.    The 

funds are used to satisfy lease payments made to South Dakota Building Authority for bonded 

facility projects, for maintenance and repair of facilities, and for the rent payment to CUC.  For 

FY18, our annual lease payment to South Dakota Building Authority is $12,920,068, the 

maintenance and repair allocation was $16,262,074 (including the bond payment for bonded 

maintenance projects of $1,194,365), and the rent payment from HEFF to CUC was $50,000.  

There were no additional funds available to build and equip new facilities and cash flow 

projections show that no funds will be available until at least FY22. The 2012 Ten-Year Plan will 

likely not be completed until FY27. 
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Maintenance and Repair Fee 

The M&R Fee is a per-credit hour charge on all on-campus courses.  The FY18 rate of $3.31 per 

credit fee was once part of the university support fee, but is now assessed as part of tuition.  The 

revenue is used to pay bonded indebtedness on some critical deferred maintenance projects bonded 

in FY08 and the balance is used to fund annual maintenance and repair projects.  The revenues are 

retained by each campus to fund their share of the bond payment and to fund local maintenance 

and repair projects.  Available funds are based on the estimated credit hour totals multiplied by the 

$3.31 per credit hour charge, estimated to be $1,961,688 in FY18 for the System. 

 

General Funds 

The first time general funds were appropriated to support of maintenance and repair was in FY09 

when Governor Rounds recommended the first year of a 4-year phase-in of state support.  The 

Legislature funded the program but the funds were cut the following year.  The program was 

reinstated in FY14 by Governor Daugaard, and has been funded each year since.  In FY18, the 

amount needed to get to 2% was $918,738; instead of getting additional funds, the funding was 

actually cut by $907,302.  We are asking for an increase of $1,826,040 for FY19, essentially asking 

for the original FY18 request plus what was cut.  The current amount funded for FY18 is 

$7,799,945. 

 

Private and Local Fund Investments 

The institutions have also raised significant private money and committed local funds (indirect 

overhead, administrative overhead, student tuition and fees, rental income, etc.) to address 

maintenance and repair needs.  These dollars have not been tracked in the past, but the finance 

vice-presidents have recommended that they be included as part of the 2% goal. While accounting 

for the expenditures would not move the needle much in getting us to our 2% goal, these 

investments are helping address the maintenance and repair needs at the universities. 

 

The two campuses that tend to have most of this type of activity are SDSU and USD.  While USD 

did not have anything in 2017, they will be expending $20,919,602 of private money in the next 

couple of years on the Dome renovation.  SDSU will also be spending $5,000,000 on Harding Hall 

from local funds.  BAC felt that the expenditures should be included in the 2% goal, and depending 

on the size of the project could be amortized over a period of time.    The local funds would not 

reduce the amount allocated to any campus from the dedicated M&R sources, but would be 

included in the amount spent to get to our 2% goal. 

Looking back to expenditures in FY17 only, we would have the following expenditures that would 

be included as part of 2% investment:  

 BHSU - $228,499 

 DSU - $0 

 NSU - $17,160 

 SDSM&T - $259,317 

 SDSU - $2,813,655 

 USD - $0 
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Funding History 

The history of maintenance and repair funding reflects the efforts of the Board to get to the 2% 

goal by consistently increasing the amount of HEFF to maintenance and repair well above inflation 

or the tuition rate increase.  The following table shows the total investment by year for the last 20 

plus years.  The addition of state funding has helped us close the gap towards the 2% goal and 

reduced the deferred maintenance backlog. 

 

 

 

 

 

 

 

M&R FEE HEFF General Funds Total % Change

FY97 $681,639 $4,100,000 $4,781,639

FY98 $678,584 $4,295,564 $4,974,148 4.0%

FY99 $702,229 $4,424,431 $5,126,660 3.1%

FY00 $720,744 $4,601,408 $5,322,152 3.8%

FY01 $731,951 $4,785,465 $5,517,416 3.7%

FY02 $742,600 $4,976,884 $5,719,484 3.7%

FY03 $742,600 $5,175,959 $5,918,559 3.5%

FY04 $831,739 $5,383,000 $6,214,739 5.0%

FY05 $833,355 $5,598,820 $6,432,175 3.5%

FY06 $866,420 $5,822,254 $6,688,674 4.0%

FY07 $874,757 $6,055,144 $6,929,901 3.6%

FY08 $1,643,694 $6,297,349 $7,941,043 14.6%

FY09 $1,644,872 $6,549,243 $1,632,999 $9,827,114 23.8%

FY10 $1,689,482 $6,811,213 $8,500,695 -13.5%

FY11 $1,695,050 $7,083,662 $8,778,712 3.3%

FY12 $1,705,628 $11,667,008 $13,372,636 52.3%

FY13 $1,667,420 $14,250,358 $15,917,778 19.0%

FY14 $1,755,447 $15,105,379 $1,729,824 $18,590,650 16.8%

FY15 $1,586,110 $15,105,379 $3,377,271 $20,068,760 8.0%

FY16 $1,605,805 $15,770,016 $5,432,783 $22,808,604 13.7%

FY17 $1,654,933 $15,770,016 $8,707,247 $26,132,196 14.6%

FY18 $1,961,688 $16,262,074 $7,799,945 $26,023,707 -0.4%

Maintenance and Repair Funding Sources FY97 to FY19
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The following table shows the investment as a percentage of the total replacement value for the 

last 20 plus years. 

 

 

Space and Enrollments 

In conversations this session with legislators, there were concerns raised about the growing number 

of buildings at a time when enrollments are declining and more and more students are taking 

courses on-line.  Legislators understood that adding additional space will drive up the need for 

maintenance and repair dollars, whereas remodeling or replacing space will address maintenance 

problems.  The type of space also makes a difference with lab, specialty space and research related 

space being very expensive to build and maintain.  It was shared with legislators that much of the 

growth can be attributed to the changing pedagogies used today, as well as the growth in space 

being dedicated to research.  A look at the total amount of space that has been added over the last 

twenty years (including all the buildings under construction and planned) as well as the on-campus 

enrollments provides some insight into the concerns. 

Fiscal Year

Replacement 

Value M&R Allocated

% of Building 

Replacement 

Value

FY97 $454,312,716 $4,781,639 1.1%

FY98 $470,609,036 $4,974,148 1.1%

FY99 $492,013,501 $5,126,660 1.0%

FY00 $508,660,398 $5,322,152 1.0%

FY01 $518,913,458 $5,517,416 1.1%

FY02 $540,584,850 $5,719,484 1.1%

FY03 $554,919,720 $5,918,559 1.1%

FY04 $579,265,190 $6,214,739 1.1%

FY05 $604,514,057 $6,432,175 1.1%

FY06 $693,297,593 $6,688,674 1.0%

FY07 $700,022,519 $6,929,901 1.0%

FY08 $958,591,791 $7,941,043 0.8%

FY09 $929,991,392 $9,827,114 1.1%

FY10 $929,991,392 $8,500,695 0.9%

FY11 $961,678,539 $8,778,712 0.9%

FY12 $981,477,527 $13,372,636 1.4%

FY13 $1,150,275,509 $15,917,778 1.4%

FY14 $1,193,278,983 $18,590,650 1.6%

FY15 $1,240,562,259 $20,068,760 1.6%

FY16 $1,295,827,545 $22,808,604 1.8%

FY17 $1,327,777,181 $26,543,348 2.0%

FY18 $1,383,744,066 $26,023,707 1.9%

Historical Progress on 2% Goal
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1997 to Current and Including Planned Construction 

       

    Net  Percent Planned 

Campus 1997 Demolished Added Change Change Total 

       

BHSU 471,799 61,756 102,082 40,326 8.50% 512,125 

DSU 245,825 11,723 134,384 122,661 49.90% 368,486 

NSU 526,389 23,047 158,335 135,288 25.70% 661,677 

SDSM&T 478,991 38,781 151,171 112,390 23.50% 591,381 

SDSU 1,758,409 168,108 1,102,454 934,346 53.10% 2,692,755 

USD 1,389,847 102,724 544,726 442,002 31.80% 1,831,849 

BHSU-RC 0 0 57,352 57,352 100.00% 57,352 

UC-SF 0 0 106,589 106,589 100.00% 129,070 

  Total 4,871,260 406,139 2,357,093 1,950,954 40.10% 6,844,695 

 

 

 

Replacement Values 

For many years the Board used the historical values identified in the building inventory system 

for the purpose of determining the maintenance and repair allocation and calculating the 1% or 

2% goal.  The values in the system were based on historical building costs and were inflated over 

the years and adjusted for major renovations.  In 2007/2008 the Board approved the purchase of 

blanket property insurance for all BOR buildings.  Up to that point, only the bonded facilities 

were insured.  In order to insure the buildings, the underwriter requested a review of all 

replacement values.  Board staff came up with a methodology that used the various types of 

1997 2017 Increase/ % Increase/

State-Support On-Campus* (Decrease) (Decrease)

BHSU 2,773 1,832 (941) -33.9%

DSU 1,326 1,220 (106) -8.0%

NSU 2,464 1,347 (1,117) -45.3%

SDSM&T 2,210 2,280 70 3.2%

SDSU 8,162 8,850 688 8.4%

USD 6,534 5,578 (956) -14.6%

23,469 21,107 (2,362) -10.1%

  students from same campus.

Historical On-Campus Enrollments

 

* On-campus includes distance hours taken from on-campus
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space in the building, and the cost to construct that type of space from R.S. Means to determine 

the replacement values.  This methodology took into account the various types and costs of space 

within a given building.  These values along with inflationary adjustments were used by the 

underwriter for the next nine years. 

 

In 2016-2017, the Bureau of Administration reevaluated all of the buildings using a different 

construction valuation software called Marshal Swift.  Their approach was to use the building 

classification (classroom, research, residence hall, athletic, offices, etc.), and the cost to construct 

that type of space from Marshal Swift.  All of the space in the building was valued at the same 

cost per square foot.  So, research space and classroom space were treated the same if the 

building was classified as research space.  The overall values went up significantly using this 

methodology which will have a significant impact on the 2% calculation moving forward.  ORM 

and the Bureau of Finance and Management wants us to use the same values for insuring the 

property and determining the 2% maintenance need.   

 

The increase in values, added $247,850,468 or 19.58% in total replacement value.  While some of 

this was due to inflation, the change in the valuation of buildings will create a significant gap in 

available funding and the need for the FY20 budget request.  The change in replacement values 

requires an additional $4,957,009 in maintenance and repair funding to reach the 2% replacement 

goal.   

The universities have reviewed the replacement values, but really had little input into the process 

that was used to determine the values.  The change in the values has put us well behind the 2% 

goal.  The finance vice-presidents have suggested that we consider other approaches to valuing 

buildings to see if the values would change.  Direction from the Board would be needed to revisit 

the replacement values.    

 

M&R Funding Allocation 

Once the HEFF dollars available are determined, they are allocated using a formula that has been 

around for at least three decades – 50% of the money is allocated using the prorated square footage 

at each campus and 50% is allocated based on their pro rata share of the replacement values.  New 

buildings are phased-in over five years in increments of 20% each year (20%, 40%, 60%, 80%, 

100%). General fund dollars are allocated to the institutions using the same formula as that used 

for HEFF. 

Age of the buildings is not currently a factor in the allocation.  The idea of using age has been 

debated many times, but many old buildings are completely or partially renovated and then it 

becomes difficult to determine how age should be adjusted.  Using replacement values allows for 

expensive space to carry a little more weight in the formula.  Using square footage offsets some 

of the variances in replacement costs and recognizes that all space must be maintained. 

The current maintenance and repair allocation process is essentially a zero sum game.  If the dollars 

available do not grow, but the demand grows because a university builds a new building, the gains 

experienced by one campus are offset by losses at the others.  So if the square footage and 
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replacement values grow at one campus and everyone else is static, available funding will move 

to that campus and the others will lose their proportionate share.    

The allocation model has been the subject of many reviews over the years, but in the end has been 

retained.  It needs to be understood that the model only allocates available money and changing 

the formula will have winners and losers.  The universities are currently split on how they would 

like to see the formula allocation changed, if at all.  Some institutions would like to see all dollars 

returned to the campuses over time and allow the universities to manage the maintenance funds 

and make decisions about future capital projects.  Others would prefer a formula that adds revenues 

to the formula as a third factor.  The idea of considering revenues as part of the HEFF M&R 

allocation would mean that we would not allocate the same amount of money to maintain buildings 

to a campus that has declining enrollments.  This approach would be a way to recognize utilization 

– the higher the utilization the higher the revenues and vice-versa.   

 

A longer term option that may be feasible would be to return the funds to the campuses based on 

overall contributions as bond payments are satisfied and let the campuses fund their own 

improvements moving forward.  This model would take years to implement given that many bonds 

have been issued in the last ten years and will not be paid off for another 15-20 years.  This 

approach would essentially return the revenues to the campuses and put them in charge of 

determining priorities.  They could fund their M&R with the funds or request a capital project.  

Each institution would receive a portion of the general funds but would be on their own in meeting 

the 2% goal.    

 

M&R on New Buildings 

A major contributor to the maintenance funding shortfall is the number of new buildings added in 

the last few years with no real maintenance plan.  As buildings are added they grow the 2% 

requirement.  For example, a $30,000,000 building in year 5 will increase the 2% requirement by 

$600,000 – this will require growth in tuition revenues of over $5.0M!  Without a real maintenance 

and repair plan for new buildings it is assumed that there is sufficient growth and capacity from 

HEFF and general funds to support all new buildings.  If there is no growth in HEFF, the general 

fund request will continue to grow, and that is what is causing the concerns about M&R with the 

legislature.  

 

The following is the list of buildings either under construction or that are being requested in the 

2018 legislative session.  The total annual maintenance and repair needed for these new buildings 

when fully phased-in will be $2,595,731($162,233,210 * 0.8 {less 20% for non-building costs} * 

0.02 = $2,595,731)!   

NSU - Regional Science Center – 54,051 GSF and $25,175,000 – Approved 

SDSU - Performing Arts Center - 95,025 GSF and $48,391,807 – Approved 

SDSU - Stanley Marshal Center - 27,012 GSF and $12,800,000 – Approved 

DSU - Madison Cyber Labs - 39,375 GSF and $18,000,596 - Approved 

NSU Athletic Pavilion – 6,000 GSF and $1,875,000 – Approved 

SDSU – Precision Ag Building – 129,000 GSF and $45,772,057 – Pending 

SDSU Native American Center – 16,000 GSF and $4,500,000 – Approved 
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SDSU Outdoor Sports Facility – 2,802 GSF and $600,000 - Pending 

USD National Music Museum Addition – 16,380 GSF and $5,118,750 – Approved 

 

The finance vice-presidents have agreed that new buildings do not need maintenance support for 

the first five years.  A decision needs to be made whether or not we are going to increase our tuition 

across the system to fund the maintenance for these new facilities or if the institutions need to 

come up with their own plan to maintain the buildings after five years.  While we can continue to 

request funding from the state to support maintenance and repair, we should probably not expect 

more than the 30% we are getting today. 

 

Surrounding States 

The question is often asked if we are in this quandary alone.  It seems that most states struggle 

with how to maintain their facilities.  The challenge in South Dakota is compounded by the fact 

that the State does not fund new buildings with general obligation bonds or available cash.   

 

The Higher Education Facilities Fund is currently used to support debt financing for capital 

projects as well as maintenance of facilities.  If the entire HEFF fund could be targeted to 

maintaining buildings, we would have ample dollars available, but that would mean that new 

buildings would all have to be funded with donated dollars or the state would have to step up to 

the plate.   

 

A brief summary of what surrounding states were doing as of FY16 follows: 

 

  How does your state fund new public higher education academic facilities that are not 

privately fund raised? How is the maintenance funded?  

     

 Nebraska:    Most projects that are appropriated state general funds have also had either a 

private source of funding, an institutional source of funding such as fees, 

reallocation of funds by the institution, institutionally issued bonds, or some 

combination of these.  During the last 2016 legislative session, the legislature 

appropriated general funds to the universities and state colleges for several 

capital construction projects.  Each institution will issue bonds and pay them 

from the general fund dollars appropriated and a similar amount of institutional 

funding. The Commission has taken the position that if a portion of funding 

was provided for an academic facility, it would be appropriate for general 

funds to be appropriated for operating and maintenance (O&M) costs.  

However, with limited funding, the legislature has funded very few academic 

facilities’ O&M costs over the past several years.  

       Montana:     New academic buildings are funded by the state of Montana Long Range 

Building Program which is funded by cash appropriations from the legislature 

or general obligation bonds of the state of Montana - debt service paid by the 
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state of Montana.  When a new academic building is approved, the state of 

Montana appropriates new O&M for the additional square footage.    

 North Dakota:  Academic facilities not funded with private dollars are typically paid for with 

state general fund cash appropriations.  The state can also issue general 

obligation bonds for construction projects; however, the state has not issued 

new bonds since 2007. Generally, institutions are expected to pay for 

maintenance from their state general fund appropriations, or with any other 

appropriate funding source.  Periodically, the legislature will approve one-

time appropriations for deferred maintenance or other larger extraordinary 

repairs.  

 Minnesota:    The state funds academic space for the Minnesota state colleges and universities 

with state issued GO bonds. The colleges and universities pay one-third of the 

debt service (using state funds, tuition and fee income) and the state pays the rest.  

The funding allotment makes no special provision for maintenance costs. All 

state funds are distributed to the campuses as a block grant. When a college or 

university gets new academic square footage, it is expected to finance 

maintenance within its base operating budget.   

 Wyoming:  For the past 15 years, capital construction at the University of Wyoming has been 

almost exclusively paid for by the state’s general fund. The state itself, for the 

last 15 years, has funded all capital construction with cash, no bonding.  Given 

the current situation, that could well change.  At the community colleges, it’s a 

mixed bag.  Generally, the state has paid for half of their building costs, the rest 

being paid through community college bonding and repayments via student fees 

and other local revenue sources (i.e. property tax mill levies in the respective 

community college districts).  

  Iowa:  Academic buildings are generally funded by a mix of state support (either with 

capital appropriations from the legislature or permission to sell bonds), as well as 

other funds from private gifts, temporary treasure investments or department 

revenues.  Funding for operating costs must be included in the request; for 

academic buildings, this would most likely be from appropriations and tuition. 

 

Planning for the Future 

A number of factors are at play that are causing us to lose significant ground on our 2% goal, and 

that is driving the requests for state funding up.  First, the 2% need continues to grow each year 

due to an average building cost index inflation rate of 3% each year – this represents $1.0M per 

year.  Second, there was a significant impact on the need with the latest reassessment of building 

replacement values by the Office of Risk Management – the total impact was an additional need of 

$4,957,009 for maintenance and repair with $2,185,056 of that explainable by inflation.   Third, 

we continue to add new space across the system without a real plan or funding stream to maintain 

the buildings – the impact of planned buildings is $2,595,731.  Finally, as the Board tries to manage 
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affordability by controlling tuition increases there is limited revenue growth to HEFF.  We have 

not had a significant tuition increase in the last 4 years – 0% in FY15; 4.4% in FY16; 0.0% in 

FY17; average of 1.0% increase for FY18.  Along with static or declining credit hours, the slowing 

of tuition increases has resulted in a revenue increase to HEFF of only 3.6% in the last 5 years 

totaling $934,551. 

Relying on future growth in credit hours or tuition increases to generate enough HEFF to fund the 

growing demand for maintenance and repair is no longer feasible. The investment from the state is 

an important factor in getting to 2%.  Relying on the state to fund the FY19 estimated funding gap 

of $7,678,542, is not a realistic plan.  That shortfall would quickly grow to $10.3M with the 

addition of all the buildings to be built.   

As the Board purposely slows the level of tuition increases to keep a public postsecondary 

education accessible and affordable, the funding available for maintenance and repair will fall 

short of the need due to building cost inflation, let alone the burden of new facilities.   It is estimated 

that inflation alone will require an additional $1.0M per year to be invested in maintenance and 

repair (assuming a 3% building index cost).  That would require a 3.7% tuition increase every year. 

 

Making some assumptions, we can project what the funding needs will be in FY20 and over the 

next several years. This projection assumes: 1) that we will use the new replacement values as 

determined by the Office of Risk Management; 2) buildings will be included in the need only after 

they are five years old; 3) available university revenues will increase by 2% each year and the state 

will provide approximately one-half of the inflation need each year; 4) all proposed buildings are 

approved in the 2018 legislative session and will be built by fall 2020, but no additional buildings 

will be approved or built; and 5) the building index cost factor will be 3% (it has averaged 2.8% 

the last five years).   

 

 

 

A full-time on-campus resident student currently contributes $936.00 per year to support HEFF 

FY

Replacement 

Values less New 

Buildings

Buildings Added 

in 6th Year

Inflated 

Replacement Values 

(including buildings 

in 6th year) 2% M&R Need

Available 

Funds

Funding 

Shortfall

FY20 $1,621,975,758 $1,974,471 $1,623,950,229 $32,479,005 $27,348,959 ($5,130,046)

FY21 $1,672,668,736 $47,915,142 $1,720,583,878 $34,411,678 $28,214,005 ($6,197,672)

FY22 $1,772,201,394 $15,053,165 $1,787,254,559 $35,745,091 $29,086,353 ($6,658,739)

FY23 $1,840,872,196 $56,471,078 $1,897,343,274 $37,946,865 $29,966,147 ($7,980,719)

FY24 $1,954,263,572 $9,086,850 $1,963,350,422 $39,267,008 $30,853,537 ($8,413,471)

FY25 $2,022,250,935 $0 $2,022,250,935 $40,445,019 $31,748,675 ($8,696,344)

FY26 $2,082,918,463 $110,825,577 $2,193,744,040 $43,874,881 $32,651,716 ($11,223,165)

FY27 $2,259,556,361 $45,772,057 $2,305,328,418 $46,106,568 $33,562,817 ($12,543,751)

Maintenance and Repair Need and Funding Projection
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debt, and maintenance and repair of facilities.  An off-campus student contributes $38.52 per credit 

hour to HEFF or about $115.00 for each course taken.   A $2.00 increase in the maintenance and 

repair fee will generate $1.4M more for maintenance and repair.  The finance vice presidents have 

agreed that we need to do something to address the current shortfall so they have recommended a 

$2.00 M&R fee increase for FY19.  Another way to defer some of the impact is to exclude buildings 

for five years from the 2% need calculation and the funding allocation.  There needs to be further 

dialogue on how the maintenance and repair on all the new buildings should be addressed after five 

years.   
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