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Internal Service Fund Rate Review Committee Meeting
August 19, 2014, 8:30 a.m.
State Capitol Building, Room 250
350 North State Street, Salt Lake City, UT 84114 

Committee Members Present:

Francine Giani – Board Chair, Department of Commerce
Kim Hood – Executive Director, Department of Administrative Services
Matthew Lund – Governor’s Office of Management & Budget 
John Reidhead – Director, Division of Finance
Mark VanOrden – CIO Dept. of Technology Services
Dennis Carver – Division of Natural Resources 
Becky Bradshaw – Department of Transportation

Note: An audio recording of the meeting can be found on the Public Notice Website.
1. Business:
Francine Giani welcomed everyone to the meeting and introduced the Committee Members.
The committee members reviewed the minutes from the meeting held on September 3, 2013. Mark VanOrden moved to approve the minutes, John Reidhead seconded the motion, motion passed.
2. Presentation by DAS Internal Service Funds, Rich Amon, DAS Deputy Director 
Rich Amon presented the Department of Administrative Services’ mission statement and vision, which is to be “the preferred most trusted provider of services and innovative solutions to help meet the needs of the State”. 
Rich said that there are four sections that will be presented for the DAS Internal Service Funds; Finance, DFCM, Purchasing and General Services, and Risk Management. They do not have rates for Fleet Services; their rates will be presented at a later date.
1)  Finance
Rich Amon and Rick Beckstead, Manager of Accounting Operations presented the three Internal Service Funds for the Division of Finance. They are; Purchasing Cards, Consolidated Budget and Accounting, and Automated payables. There are no rate changes.
The purchasing card is a way to transact business using credit cards. The internal service fund was created to use purchasing card rebates to operate the program and to give money back to the state agencies. They receive a rebate of 1-2% back for each transaction. The rebate for FY14 was $360,000. The net rebate to state agencies was $123,000. There was zero net income for FY14. There are no rate changes.
The Consolidated Budget and Accounting is an Internal Service Fund that was created in 2011 to service DAS. It consolidates the budget and accounting of all DAS Divisions into one entity. There are two rates, the basic accounting rates and the financial management rate. There are no rate changes.
Committee questions:
Mark VanOrden asked how the rates were kept the same.
Mr. Amon explained that the turnover savings and reduced expenditures, kept the Consolidated Budget and Accounting rates the same.
John Reidhead said that there is one employees’ salary on the P-Cards that could affect the rebate to the agencies, but it would be minimal.
There were no other questions from the committee or the public.
Mark VanOrden moved to accept the Division of Finance rates as proposed. Becky Bradshaw seconded the motion, a vote was taken and the motion passed.
2) DFCM 
Rich Amon and Jake Jacobson, presented the internal service fund side of the Division of Facilities, Construction and Management. There are several hundred buildings that the DFCM ISF manages for the state. In FY14 there was $29 million in revenue. There are 128 full time employees and they manage over 6.8 million square feet of space. Because of the increase in utilities and maintenance, the average rate per square foot is increasing from $4.50 in FY14 to $4.74 for FY 16. There are proposed increases in the following nine programs.
1) St. George Tax Commission
2) Surplus Property
3) Governor’s Mansion
4) Vernal DNR
5) Office of Rehabilitation Services
6) Cannon Health
7) State Mail
8) Logan Courts
9) National Guard Armories
The DFCM ISF is  also asking for some adjustments in what was charged in FY15, due to contract changes, increased space, and a revenue rebate.
There were no questions from the committee or the public.
Becky Bradshaw moved to approve the proposed rates for DFCM. Mark VanOrden seconded the motion. Motion passed unanimously.
3) Purchasing & General Services
Rich Amon and Kent Beers, State Purchasing Director, presented the four Internal Service Funds for Purchasing & General Services. They are: Cooperative Contracts; State/Federal Surplus; Print Services; and State Mail.
1) Cooperative Contracts.
Counties, Cities, State Agencies, School Districts, Higher Ed. and Service Distracts, all purchase off these contracts, and there is $1.6 Billion in usage on the cooperative contracts. The usage of these contracts has increased significantly over the past few years.
There is a small administrative fee, up to 1% on all contracts. The average fee is 0.4%. Because retained earnings have increased, the administrative fee is being lowered by 50% when contracts are renewed. There are no changes to the rate.
2) State/Federal Surplus.
Federal Surplus Property provides some agencies the opportunity to procure federal surplus property through a federal 1033 program. State entities and local law enforcement agencies were able to acquire approximately $4 million of assets through this program last year.
State Surplus has been privatized. Through their warehouse program, they provide furniture, and office furnishing.
The vehicle side of state surplus has a current rate of 5%. They are requesting to increase this rate from 5% of the sale price to 6.5%. 
3) Print Services
There has been a significant improvement in the retained earnings balance in print services. They have eliminated all their debt. The copy center has been outsourced to UCI. They are asking to have the $0.005 per copy debt reduction fee eliminated. The impact of this rate decrease will be approximately $30,000. 
4) State Mail 
State Mail completed over 190 million billable tasks. The state saves several million dollars a year in postage costs with this service. The savings are passed through the rates to customers. There are no proposed changes to the rates.
Committee questions:
Dennis Carver asked about the $1.9 million that was transferred out from the cooperative contracts, where it went, and if there was any money paid to the federal government. 
Rich said that the Legislature removed close to the $2 million out the fund to use for other purposes within the state, and the federal portion of that money was paid to the federal government.
Mr. Carver feels it should be considered with the internal service funds, to net back the income that comes in annually, to the divisions and departments that utilize the services.
Kent Beers responded that Purchasing has looked into this on a state level and a national purchasing cooperative level. The procurements on state contracts are from hundreds of public entities. To distribute back all the excess retained earnings to all the public entities that make purchases, would be difficult because of the differences in the size of the entities, and their purchases. He feels the best way to deal with the excess retained earnings is to continue to work the rates down so the fee on the contracts are smaller.
Mark VanOrden asked if there was a long term plan for State Mail as more transactions are done online and not mailed.
Mr. Beers said that there is transition plan in mind as usage continues to drop and the ability to add new customer’s decreases. This year there was a large increase in mail from Higher Education with their new processing center for Federal Student Loans. 
There were not any questions from the public.
Dennis Carver made a motion to approve the proposed Purchasing and General Services rates. Becky Bradshaw seconded the motion, a vote was taken and the motion past.
5) Risk Management
Rich Amon and Tani Downing, State Risk Manager, presented the Internal Service Funds for Risk Management. They provide liability, property, auto coverage, and Workers Compensation insurance. Risk Management insures the assets of the State, as well as Higher Education, School Districts and participating Charter Schools. 
Liability premium rates are adjusted by an actuary who looks at costs for agency’s claims and their budgets. Based on the loss history and risk exposure, Risk is requesting a liability premium rate increase of $266,000 in FY 2016. Charter Schools premium rates will be reduced from $18.00 per student to $10.00 per student.
There is not a rate change in property for FY 2016, but there are changes in square footage and values. Marshall and Swift data was used to help value the buildings for the rates. The rates are determined by the square footage of the building and the building type. Because of losses, the retained earnings have dropped to a negative this past year. They need to recoup $1 million. 
During the past year, the State Auditor’s Office determined the value of some properties has been under reported over time. The focus has been to get the correct value of the properties into Risk’s database.  Risk is requesting funding for rate impacts be considered for the revisions in the building values. This will generate the revenue needed without changing the rate methodology. This would provide funding to insure the assets for the correct amount.
Dennis Carver asked if the expenditures were the actual loss that occurred, and if this has caused the retained earnings to go down.
Rich Amon referred to the Risk Management Financial Statement and explained that the current expenses are essentially claims. Current losses are the reason for the rate increase.
Dennis Carver asked if agencies could reduce their premiums, and take on more of the risk by having a higher deductible. He would like the agencies to have this option.
Rich explained that buildings are insured for their value, but they could look at that option for agencies to self-insure up to a certain amount of the building which would require the agencies to be responsible to cover the difference if something happened. There is concern with an increase in the deductible, because agencies may not fix damage to the property if it falls within the deductible. 
All buildings have been reviewed and the financial statement reflects the rate changes.
The proposed rates would take effect in FY16. However, because of the amount of losses in FY14, DAS is asking for funding for the increase in FY15 as well. Risk will ask the Governor’s Office and the Legislature to put the rate impacts in as a supplement for FY15, and go forward with the rates in FY 16.
Presuming the Governor’s Office and the Legislature approve the request, a bill will be sent that will show the current premium and the future premium.
Rich Amon proceeded with Auto and Workers Compensation rates. The vehicle rates have not changed, but they are asking for an increase from $500 to $750 in the deductibles, because of a large increase in auto accident claims. 
There are no changes to rates for Workers Compensation for UDOT or the general public employees. There is a small change in rates for aircraft pilots; the rate for FY 16 will be $2,200 per pilot per year. 
That concluded the presentation for Risk Managements.
Additional questions from the Committee:
Dennis Carver asked about the liability increases in 2012 and 2013 by 20%, and how to Departments can control these increases. He also asked if there were reserves to cover large claims.
Tani Downing explained the liability premium was capped and could not change more than 20%. They presented last year to this committee the 20% premium rate with no cap. The committee voted to remove the cap. Now individual agencies will now bear a greater portion of their liability. The claim history is looked at every five years. 

There are reserves held at the Treasurer’s Office to cover claims. 
There were no other questions from the committee or the public.
Mark VanOrden moved to approve Risk Management’s rate changes for FY15 and FY16. Becky Bradshaw seconded the motion. All committee members voted, and the motion passed unanimously.
6) Fleet Operations – Postponed, tentatively set for Sept. 2, 2014
There was a motion and a second to adjourn. The meeting was adjourned at 10:15 a.m.



