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MINUTES OF STATE BUDGET AND CONTROL BOARD MEETING


January 13, 2010  --  9:00 A. M.
The Budget and Control Board (Board) met at 9:00 a.m. on Wednesday, January 13, 2010, in the Governor's conference room in the Wade Hampton Office Building, with the following members in attendance:

Governor Mark Sanford, Chairman;

Mr. Converse A. Chellis, III, State Treasurer;

Mr. Richard Eckstrom, Comptroller General; 

Senator Hugh K. Leatherman, Sr., Chairman, Senate Finance Committee; and
Representative Daniel T. Cooper, Chairman, Ways and Means Committee.
Also attending were Budget and Control Board Executive Director Frank Fusco; Chief of Staff William E. Gunn and Division Director Rich Roberson; General Counsel Edwin E. Evans; Governor’s Deputy Chief Counsel Brandon Gaskins; Deputy State Treasurer Frank Rainwater; Comptroller General’s Chief of Staff James M. Holly; Senate Finance Committee Budget Director Mike Shealy; Ways and Means Committee Chief of Staff Beverly Smith; Assistant Board Secretary Laurie Fuller and other Budget and Control Board staff.  
Adoption of Agenda for Budget and Control Board
Upon a motion by Mr. Cooper, seconded by Senator Leatherman, the Board adopted the agenda as proposed.
Office of State Budget:  Clemson University Win Turbine Drivetrain Test Facility (Regular Session Item #1)

Clemson University received a $45 million grant from the US Department of Energy under the American Recovery and Reinvestment Act of 2009 to construct a wind turbine drivetrain test facility at its Restoration Institute in Charleston.  With matching resources, the project will be an investment of $98 million in South Carolina.  The grant will be used to design, develop, construct and operate a wind turbine drivetrain test facility for highly accelerated testing of drivetrains for wind turbines.  The facility will service the wind industry and promote industry, university and government collaboration in research and workforce development.  Clemson estimates the facility will create 113 temporary construction jobs and will bring 21 full-time positions to the area once it is operational, as well as providing additional indirect jobs.  The federal funding requires a compressed time frame to develop the project and expend the grant funds in order to meet the objectives of job creation, positive impact in economically distressed areas in the US, and preservation and economic recovery in an expeditious manner.  

The $98 million project includes the donation of 11.211 acres of land with two buildings from the Charleston Naval Complex Redevelopment Authority to Clemson University to be the site for the facility.  The property is adjacent to the Restoration Institute campus.  The Department of Energy has requested that the acquisition of the property be completed no later than February 1, 2010.  Once the donation is completed, Clemson will renovate approximately 52,000 square feet of existing facilities to house and support the test facility.  The facility will include two test bays, cranes for moving equipment, and office and instrumentation space.

To accomplish this work, Clemson requested approval of two permanent improvement project requests.  The donation of the property from the Charleston RDA to Clemson, H12-9888, will be established at no cost, as Clemson will not expend any funds to accept the property.  The Office of State Budget has reviewed the environmental study information and approves its use in granting this request.  The project for the Wind Turbine Drivetrain Test Facility Construction, H12-9889, will be established for $64 million and will be funded with $45 million in federal DOE grant funds, $3 million in Commerce Department funds, $6 million in Charleston RDA funds, $7 million in state funds, and $3 million of Clemson’s Institutional Capital Project funds.  Additional annual operating costs ranging from $90,000 to $284,000 will result in the three years following project completion.  The agency reports the projected date for execution of the construction contract is March 2010 and for completion of construction is December 2012.  

In addition to accepting the donation and completing the construction project, Clemson anticipates that the lease of some Clemson property to related businesses and easements and rights of way associated with development of the property will be needed to accomplish the project.  Clemson also anticipates some budget modifications may be required by DOE as the project develops and requests some flexibility in dealing with these issues.  
For Clemson’s Wind Turbine Drivetrain Test Facility, the Board was asked to:
1) approve the donation of 11.211 acres of land with improvements from the Charleston Redevelopment Authority to Clemson University and approve the establishment of the associated permanent improvement project, H12-9888, at no cost;
2) approve the establishment of a permanent improvement project, H12-9889, Wind Turbine Drivetrain Test Facility Construction, in the amount of $64 million to be funded with Federal and Other fund sources;
3) delegate authority to the staff of the Joint Bond Review Committee and Office of State Budget to review and approve budget modifications that might be required by the US Department of Energy as the project develops; and 
4) delegate authority to the staff of the General Services Division to review and approve the lease of Clemson property at the Restoration Institute and any easements and rights of way associated with development of the wind turbine drivetrain test facility.   

Angie Leidinger with Clemson University appeared before the Board on this matter.  Governor Sanford said that this project reminds him of the Restorative Institute project.  Governor Sanford said that his struggle with this project is that it is another very substantial investment of about $100 million and he is not sure what the result will be.  He asked have there been any large, private investors in the Restorative Institute.  Ms. Leidinger said that other than the continuing research they have done in advance materials there has not been any large, private investors in the Restorative Institute.  She said that in talking with Governor Sanford’s staff she has characterized this matter as an opportunity much like ICAR two years ago.  She said that Clemson believes the project will produce what ICAR has produced.  She said that the Clemson is in a different economic situation than it was when she brought this matter to Governor Sanford two years ago.  She said that Clemson has lost $50 million since that time in state appropriations alone, has felt the loss of federal investment, and has felt the loss from Clemson’s endowments.  She said the opportunity with the drivetrain test facility is the catalyst for Clemson’s Restoration Institute that BMW was to ICAR.  She said the $45 million grant from the Energy Efficiency and Renewable Energy Program of the Department of Energy is the largest grant ever awarded by the program in its history and it is the largest grant that Clemson has received in its history and is the largest grant of its kind that the State has received.  She said they were involved in significant competition with other institutions like Penn State, Ohio State, and Michigan State and because of the proposal Clemson put together along with commitments from both the public and private sectors Clemson won the proposal.  She said Clemson’s winning proposal was lauded by the public and private sectors and its competition in the academic enterprise.  She said that this is a significant step in South Carolina’s opportunity to build a wind energy cluster.  She said that Clemson’s goal is to locate whatever industry that will make significant investment in energy in the future.  She said that everything they know says that this is going to come and that they are trying to help South Carolina be that place.


Governor Sanford said that he respects Clemson’s intentions and does not take away from what Clemson has done in terms of the competition for the grant.  He said that there are a couple of different questions that must be addressed.  He said BMW’s investment with ICAR is an example of a private company investing in a public endeavor that is going to be around for a very long time.  He said the work BMW is doing with hybrids is on the cutting edge of technology because it has been an innovative company for a long time.  He stated that BMW is a long term sustainable company that has invested in ICAR, but in this case this is a one-time government grant.  He stated that based on the numbers that have come out of the federal money and with stimulus money drying up there could be no other funds to replace the grant.  He said that will leave the State to provide additional funding.  He said 21 employees will be paid a salary going forward of $4 million out of Clemson’s operating cost.  He said the new facility will add an additional $284,000 in annual cost for maintenance and other costs.  He said that those cost at some time ultimately are borne by the students and parents who pay for education.  Governor Sanford commented that it is a great win in terms of a larger competition regarding wind energy, but the core mission for Clemson is to educate students.  He said that what is happening is that cost is being added to the cost of doing business.  


Ms. Leidinger said that the $4 million is over a period of five years which is what they estimate the facility will cost to operate.  She said that to operate the facility from now until 15 years from now, which is what was committed to the federal government as part of the original proposal, will be close to $1.5 million to $2 million per year.  She said their business model was reviewed by DOE and outside independent reviewers which included the industry that will invest in wind energy said that at the point when the federal grant runs out in five years this facility will be self-sustaining.  She stated that they anticipate the facility generating revenue of $2 million to $2.5 million.  Governor Sanford said that goes back to a larger projection for the Restorative Institute where there was talk of some 2,000 to 4,700 jobs none of which have materialized to date.  He said that he hopes those revenue forecasts will be proved, but there is no guarantee that they will.  Ms. Leidinger stated that she did not know that she could convince Governor Sanford otherwise.  She said that she does not know that she was relatively successful in convincing Governor Sanford about the Restorative Institute two years ago.  Governor Sanford commented that the data supports that none of the 2,000 to 4,700 jobs have materialized.  Ms. Leidinger asked that Governor Sanford not double count and stated that what they anticipated when they talked about those jobs with Governor Sanford was the long term viability of the campus.  She said that this is a piece of that long term viability.


Mr. Eckstrom asked about the current projection on jobs created for the Restorative Institute.  Ms. Leidinger said that she does not believe that the numbers have varied very much.  She said the numbers given to the Board were numbers they anticipated of what the potential private sector impact could be over the entire campus over a long period of time.  She said that this can be compared to what has happened at ICAR.  She said that ICAR has been up and running for almost six years and there are roughly 500 private sector jobs on that campus.  Ms. Leidinger said that they are in negotiations and intend to make announcements about approximately 250 more jobs associated with that campus and that they are in negotiations with a company locating there with 100 jobs.  

In further discussion, Ms. Leidinger said that she does not think that anyone understood two years ago the economic downturn the State was facing and that may have delayed their opportunities.  She said that after losing $50 million in one year they have had to focus inside and have a heart-to-heart conversation on what Clemson would strategically focus.  She said that this project is an opportunity and is one of their strategic focuses.  Governor Sanford said that he differentiates between this project and ICAR in that from the very start ICAR had substantial private matching investment to the public investment.  He said that the business model the Restorative Institute seems to be running on is a public-public investment model.  He said that was his concern two years ago.  In response Ms. Leidinger said that Clemson’s research and economic development campus model is based on three things.  She said first it is based on the campus itself that includes the land and the necessary infrastructure it takes to build a campus.  Second, she said they have to have the infrastructure for academics and research.  She said thirdly that they have to have public sector investment.  She said that one can make an argument in terms of which should strategically come first.  She stated that with ICAR Clemson first got BMW, they then got the land, and then the academic building.  She said that with the Restorative Institute they got the land and the research component which the Board approved two years ago that allowed them to build the academic center.  She stated that since there has been award of the grant there has been significant private sector interest in being a part of the Drivetrain Test Facility.  


In continued discussion, Ms. Leidinger stated that when looking through the proposal Mr. Gaskins highlighted that one of the many reviewers noted that one of the weaknesses of the proposal was letters of commitments for use of the facility.  She said that they have three major companies, General Electric, Seamans, and Lordex, which have committed to use this facility.  She said putting this into perspective General Electric and Seamans together have 60% of the U.S. market in wind turbines.  She said even though Clemson only has three letters they have 60% of the market shored up and committed to use the facility.  Mr. Eckstrom asked Ms. Leidinger what she meant that there was a commitment to use the facility.  Ms. Leidinger said that one of the things they had to do was to prove the long term viability of the facility.  She said that while the private sector was precluded from being a partner in the proposal they were not precluded from writing letters of support stating that this drivetrain testing facility was extremely important to the industry as a whole and that it should be built.  She also stated that there had to be a commitment from the state with the winning proposal that they would utilize this facility which is connected to the long term viability of the facility being self-sustaining.  Mr. Eckstrom asked what is meant by the facility being utilized.  Ms. Leidinger said that what will happen is that they will test wind turbines and that there is no other facility in the country that does that.  She said that what the industry has said to DOE is that the long term viability of the United States and the world becoming less dependent on oil is for the country to make investment in renewable energy.  She stated that it is the wind energy industries that have told DOE that it is cost prohibitive to try to build individual facilities alone.  She said that DOE asked the question what is needed to do this and the answer was that a national center was needed.  She said that what Clemson has won is that national center.  She said that the short answer to Mr. Eckstrom’s question is that Clemson has a commitment from those companies that they are going to do their testing at the facility.  


In further discussion, Mr. Eckstrom asked of what the testing would consist.  He said that the only testing would seem to be whether the turbines work and whether they are efficient.  Ms. Leidinger said that is true, but that there are lots of mechanisms involved in putting together a wind turbine.  She said that it is not just the wind industry that is going to be interested in seeing whether the wind turbines will work and how well they work and how efficient they are, but there will be opportunities for partnerships with companies like Timpkin to test their bearings within the drivetrain.  She said that it is a complex machine with lots of different pieces and parts and that is what they will be testing.  John Kelly with Clemson also added that there is a lot of synergy between ICAR and what they do because they also test drivetrains.  He said that the automotive industry wants Clemson testing those for failures so that they can identify components that need work.  He said that it is the same model that will be used with wind energy.  He said that companies will contract with Clemson and that they will test the drivetrains until they fail.  He said that they will be able to tell the company of every component part as it fails.  He said the companies will then be able to go back and make adjustments as they get to the bigger and better turbines.  Mr. Kelly further stated that the reason for the port and the Charleston location is that it could not be done anywhere else in the State or the country without a large port.  He said that the competing universities all had to have port facilities available.  He said that the turbines are going to be at offshore installations and will weigh between 200 and 500 tons.  He stated that the turbines will have to move on water not unless they were broken into component parts and transported on land.  


Governor Sanford said that a company like General Electric can piggyback on public investment and use a facility, but the question is whether a profit will be made.  He said that part is undetermined as to whether there is a profit model built into this equation.  He said there may be a variety of companies that want to use the wind testing facility, but that it is done at such a price that the State still loses money.  He said that in this budget year that is the big question for him.  He said that the State is looking at a $50 million investment that might have other uses somewhere down the line.  Ms. Leidinger said that both public and private partners that help put this proposal together believe in this project just as much as Clemson does.  She said that the project is worthy of the money the State will invest.  


Senator Leatherman said he believes that this project is what the State needs to do because the State needs to stop relying on fossil fuels and get to alternative energy.  He said he read an article last week that stated the United Kingdom has set a goal of 35 giga-watts that they want to produce for their country.  He said the world has got to get away from using fossil fuels.  He said that this is one way to do it.  He said that given the size of the drivetrains and if the facility works the way they think it will, there will be production at the facility.  He said that he is excited about what Clemson has done.  


In additional conversation, Mr. Kelly stated that the reason the states are interested in the project is that the testing facility is going to be a magnet for turbine manufacturers to collocate because the finished turbine can be moved on the water straight to the testing site and then brought to offshore installations.  He said that jobs created are not just around the facility.  He said the big jobs would be with the turbine manufacturers who collocate because of the proximity of the test facility and the shipping that can occur out of the testing site.  


Governor Sanford said that he would be voting against the item for two reasons.  He said one reason is that the State will be making a very significant investment at a very difficult time in South Carolina’s budget history.  He said another reason is that the State continues to go down a very slippery slope with regard to the endowed chairs model.  He said that his objection at the time of the Restorative Institute was based on the pure public-public investment model.  He said for these things to be viable there must be private invest on the front end as with ICAR.  He said that this will be the second investment in the Restorative Institute that is public without a commensurate private sector jobs accruing at least over the last two years.  He said that he hopes he is proven wrong.  


Mr. Eckstrom asked that with regard to the last two requests in the item (delegation of authority to staff for budget modification and review and approval of leases to the private sector) whether a report could be given to Board members who have concerns about those items and for them to be brought back to the Board for approval.  Senator Leatherman said that could be done, but his understanding is that the $45 million from DOE may vary slightly due to whatever the finalization is.  He said the thought was to allow the staff to look at this and approve very minor modifications rather than coming back to the Joint Bond Review Committee and then back to the Board.  He said if there is any major deviation or variation he would expect staff to come back to the Joint Bond Review Committee and the Board.  Mr. Eckstrom asked how major would be defined.  Senator Leatherman said that would be in the eyes of the beholder.  Ms. Leidinger said that Clemson will come back whenever the Board would like for a status update to the extent the Board would like.  Mr. Eckstrom said that he feels strongest about the suggestion for the fourth item concerning lease approvals with the private sector.  He said that the Board retains authority to approve the lease of any bait shop at state parks and that this is involves business transactions that are a great deal more significant than a bait shop.  He commented that he is not sure what is gained by delegating the Board’s general authority to staff.  Mr. Eckstrom continued by saying if the Board does that it needs to reconsider whether it needs to consider bait shop leases that come before the Board.  Mr. Chellis said that perhaps what needs to be reconsidered is the magnitude of the item that is brought before the Board.  Mr. Eckstrom said that he is not asking the Board to retain exclusive authority to approve these leases.  He said he is asking that project flexibility be given as needed for approval.  Mr. Fusco said that staff could inform the Board members of any of the requests particularly with regard to lease outs, get the Board members input, and then proceed with the lease.  


Mr. Eckstrom asked what the possibility would be for the $7 million in State funding coming from the Research Authority as opposed to coming from the general fund.  Senator Leatherman said that he could not answer that question.  Mr. Cooper stated that they are looking in different places and that they will come up with the money.  

Upon a motion by Senator Leatherman, seconded by Mr. Chellis, the Board approved the following for Clemson University’s Wind Turbine Drivetrain Test Facility:

1) The donation of 11.211 acres of land with improvements from the Charleston Redevelopment Authority to Clemson University and approve the establishment of the associated permanent improvement project, H12-9888, at no cost;

2) The establishment of a permanent improvement project, H12-9889, Wind Turbine Drivetrain Test Facility Construction, in the amount of $64 million to be funded with Federal and Other fund sources;

3) The delegation of authority to the staff of the Joint Bond Review Committee and Office of State Budget to review and approved budget modifications that might be required by the US Department of Energy as the project develops; and 

4) The delegation of authority to the staff of the General Services Division to review and approve the lease of Clemson property at the Restoration Institute and any easements and rights of way associated with development of the wind turbine drivetrain test facility.  General Services will provide notice to the Board prior to approval.


Information relating to this matter has been retained in these files and is identified as Exhibit 1.

Department of Commerce:  Resolution Providing for the Issuance and Sale under S.C. Code § 55-11-520 of General Obligation State Air Carrier Hub Terminal Facilities Bonds (Reg. #2)
The Board considered the approval of a resolution providing for the issuance and sale under S.C. Code § 55-11-520 of General Obligation State Air Carrier Hub Terminal Facilities Bonds of the State of South Carolina, prescribing the purposes for which the proceeds shall be expended, providing for the payment thereof, and other matters relating thereto.

Senator Leatherman provided the Board members with an article from Business Facilities, a national publication that is well respected among economic development people.  He said that this organization just gave South Carolina the gold award for the deal of the year in economic development.  He said the article states that Boeing’s decision to locate in the Palmetto State has vaulted the State into a leadership position in aerospace manufacturing.  He said that there will be clusters around this similar to what has happened with ICAR.  He said that the article states that Boeings best selling commercial jet will have a seismic impact on South Carolina’s economy.  He said that he is thankful for all the help that was given to attract Boeing to the State.  Senator Leatherman said that Boeing is committed to maintaining 6,000 jobs in the State.  He noted that they negotiated over 3,800 new jobs and that 2,200 are already there.  Governor Sanford said that this happened because of Senator Leatherman’s efforts and that he was a linchpin in this entire equation.  


Upon a motion by Mr. Cooper, seconded by Mr. Chellis, the Board approved a resolution providing for the issuance and sale of not exceeding $50,000,000 of General Obligation State Air Carrier Hub Terminal Facilities Bonds of the State of South Carolina under S.C. Code § 55-11-520.

Information relating to this matter has been retained in these files and is identified as Exhibit 2.
Department of Commerce:  Resolution Providing for the Issuance and Sale under S.C. Code § 11-41-50(A) of General Obligation State Economic Development Bonds (Regular Session #3)
The Board considered the approval of a resolution to provide for the issuance and sale under S.C. Code § 11-41-50(A) of General Obligation State Economic Development Bonds of the State of South Carolina, to prescribe the purposes for which the proceeds shall be expended, to provide for the payment thereof, and other matters relating thereto.

Upon a motion by Mr. Cooper, seconded by Mr. Chellis, the Board approved a resolution providing for the issuance and sale of not exceeding $50,000,000 of General Obligation State Economic Development Bonds of the State of South Carolina under S.C. Code § 11-41-50(A).

Information relating to this matter has been retained in these files and is identified as Exhibit 3.
Department of Commerce:  Resolution Providing for the Issuance and Sale under S.C. Code § 11-41-50(B)(i) of General Obligation State Economic Development Bonds (Regular Item #4)

The Board considered the approval of a resolution to provide for the issuance and sale under S.C. Code § 11-41-50(B)(i) of General Obligation State Economic Development Bonds of the State of South Carolina, to prescribe the purposes for which the proceeds shall be expended, to provide for the payment thereof, and other matters relating thereto.

Upon a motion by Mr. Cooper, seconded by Mr. Chellis, the Board approved a resolution providing for the issuance and sale of not exceeding $170,000,000 of General Obligation State Economic Development Bonds of the State of South Carolina under S.C. Code § 11-41-50(B)(i).

Information relating to this matter has been retained in these files and is identified as Exhibit 4.
State Treasurer’s Office:  An Intergovernmental Agreement by and between the South Carolina Department of Commerce and the Office of State Treasurer (Regular Session #5)

The Board was asked to approve a loan and ratify an Inter-Agency Agreement by and between the South Carolina Department of Commerce and the Office of State Treasurer providing for bridge financing until such time as General Obligation Economic Development Bonds are issued.  The loan will be repaid with bond proceeds immediately upon issuance of General Obligation Economic Development Bonds.
Upon a motion by Mr. Cooper, seconded by Mr. Chellis, the Board approved the loan and ratified the Intergovernmental Agreement by and between the South Carolina Department of Commerce and the Office of State Treasurer.

Information relating to this matter has been retained in these files and is identified as Exhibit 5.

Adjournment

The meeting was adjourned at 10:00 a.m.


[Secretary's Note:  In compliance with Code Section 30-4-80, public notice of and the agenda for this meeting were posted on bulletin boards in the office of the Governor's Press Secretary and in the Press Room, near the Board Secretary's office in the Wade Hampton Building, and in the lobby of the Wade Hampton Office Building at 4:45 p.m. on Monday, January 11, 2010.]

